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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

21 1 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

CERTIFICATE OF SERVICE 

RE: Case No. 1999-447 
WESTERN KENTUCKY GAS COMPANY 

I, Stephanie Bell, Secretary of the Public 
Service Commission, hereby certify that the enclosed attested 
copy of the Commission’s Order in the above case was 
served upon the following by U.S. Mail on April 14, 2000. 

See attached parties of record. 

Secretary of the Commission 

SB/hv 
Enclosure 



William J. Senter 
V.P. Rates & Regulatory Affairs 
Western Kentucky Gas Company 

f 2401 New Hartford Road 

Attorney for Western KY Gas 
Sheffer-Hutchinson-Kinney 
115 East Second Street 
Owensboro, KY. 42303 

Honorable Douglas Walther 
Attorney for Western KY Gas 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, TX. 75265 

Honorable John N. Hughes 
Attorney for Western KY Gas 
124 W. Todd Street 
Frankfort, KY. 40601 

Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY. 40601 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINIATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM 
ENERGY SERVICES, INC. AND ENTER INTO 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH 
WOODWARD MARKETING, L.L.C. 

) 
) 
) 
) CASE NO. 99-447 
) 
) 
) 
1 

O R D E R  

On November 5, 1999, the Commission entered its Order in this proceeding 

initiating a formal review of Western Kentucky Gas Company’s (“Western’s”) termination 

of its contract with NorAm Energy Services, Inc. (“NorAm”) and its subsequent 

execution of a contract with its affiliate, Woodward Marketing, L.L.C. (“Woodward”). 

The Attorney General’s Office (“AG”) was granted intervention in this proceeding. On 

November 23, 1999, Western filed a motion to dismiss this review, which will be 

addressed herein. The AG filed a reply to Western’s motion, stating that the review was 

properly initiated. 

Data requests were issued on November 23, 1999 and January 14, 2000. 

Western provided responses on December 27, 1999 and January 31 , 2000. The AG 

filed no testimony in this proceeding. 

The Commission’s Order of November 5, 1999 outlined its concerns to be 

addressed in this docket. Specifically, the Commission believed it to be imperative to 



determine whether a record of evidence existed supporting 

actions taken by Western, a division of Atmos Energy 

the reasonableness of the 

Corporation (“Atmos”) in 

addressing necessary changes in its gas supply situation. Western has made several 

references to the fact that its Experimental Performance-Based Ratemaking mechanism 

(“PBR”) is supposed to eliminate the need for after-the-fact prudence reviews. While 

under normal circumstances, a certain presumption of prudence is inherent in 

established benchmark standards of performance, Western’s experience with NorAm 

and Woodward does not constitute normal circumstances. A contract involving the 

management of Western’s sales, transportation, and storage was voluntarily terminated 

with one supplier and subsequently awarded to an affiliate who had originally offered a 

less favorable bid than the first supplier. This fact in itself is sufficient to indicate a 

need for detailed documentation of the origin of the problem with the first supplier, 

NorAm, the options available to Western, the decision-making process, the ultimate 

decision . _  to award the contract to the affiliate, Woodward, and the expected impact on 

ratepayers. 

Having considered the evidence of record in this case and being otherwise 

sufficiently advised, the Commission finds that: 

1. 

2. 

Western’s motion to dismiss should be denied. 

Western acted reasonably and in the best interest of its customers and 

shareholders in regard to the termination of the NorAm contract. The possibility of 

NorAm, now Reliant Energy Services (“Reliant”), taking on an unacceptable level of risk 

in order to minimize its losses was a sufficient threat to supply reliability to explain 

Western’s actions in the contract termination. Using industry articles from the time 
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period in question, Western has documented the market conditions that caused NorAm 

to experience financial distress as a result of the contractual arrangement with Western. 

Western acted reasonably and in the best interest of its customers and 

shareholders in accepting Reliant‘s buy-out offer. Western has been able to show that 

customers and shareholders will share savings that are practically identical to those that 

would have been realized under the original NorAm agreement. These savings are a 

result of the combination of the Reliant buy-out and the gas cost savings offered by 

Woodward. 

3. 

4. Western has provided sufficient information to support its belief that 

putting the contract out for bid again would most likely have resulted in gas costs 

significantly higher than they had been under the NorAm contract. Western expected 

that bidders would consider NorAm’s failure as well as current market conditions in 

formulating their bids, and that as a result the bids would be less favorable. Western 

provided industry articles that described market conditions as they existed and changed 

from May 1998 through March of 1999. Storage inventory levels were high, the winter 

was considerably warmer than normal, gas prices were low, and there was low price 

volatility. The Commission agrees it was reasonable to assume that the same 

conditions that made the contract unprofitable for NorAm would make the opportunity to 

manage Western’s assets less attractive for potential bidders as well. Woodward was 

willing to honor its original bid, which had been second best after NorAm’s. 

5. Western did not violate its code of conduct by awarding the contract to 

Woodward. Woodward had been the second best bidder as a result of the original 

competitive bid process, and its bid had been significantly better than the remaining 
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I '  
conforming bids. There was no reason to believe that Western would receive more 

favorable bids in a second round from bidders who had submitted higher cost bids 

under earlier, more favorable market conditions. 

IT IS THEREFORE ORDERED that: 

1. Western's motion to dismiss is denied. 

2. The Commission is satisfied that Western acted reasonably and in the 

public interest, and this proceeding is closed. 

Done at Frankfort, Kentucky, this 14th day of April, 2000. 

By the Commission 

ATTEST: 

Execu t#e Director 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

21 1 SOWER BOULEVARD 
POST OFFICE BOX 6 15 

FRANKFORT, KY. 40602 
(502) 564-3940 

March 3, 2000 

To: All parties of record 

RE: Case No. 1999-447 

We enclose one attested copy of the Commission's Order in 

the above case. 

~ 

Stephanie Bell 
Secretary of the Commission 

SB/hv 
Enclosure 



* 
' William J. Senter ' V . P .  Rates & Regulatory Affairs 

Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, KY 42303 1312 

Honorable Mark R. Hutchinson 
Attorney for Western KY Gas 
Sheffer-Hutchinson-Kinney 
115 East Second Street 
Owensboro, KY 42303 

Honorable Douglas Walther 
Attorney for Western KY Gas 
Atmos Energy Corporation 
P . O .  Box 650205 
Dallas, TX 75265 

Honorable John N. Hughes 
Attorney f o r  Western KY Gas 
124 W. Todd Street 
Frankfort, KY 40601 

Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINIATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM 
ENERGY SERVICES, INC. AND ENTER INTO 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH 
WOODWARD MARKETING, L.L.C. 

) 
1 
) CASE NO. 99-447 

) 
) 

O R D E R  

On November 5, 1999, the Commission initiated this case to review Western 

Kentucky Gas Company’s (“WKG”) actions concerning its source of supply and asset 

management contracts, specifically its decision to terminate its contract with NorAm 

Energy Services, Inc. (“NorAm”) and enter into a replacement contract with its affiliate, 

Woodward Marketing, L.L.C. (“Woodward”). The Attorney General of the Common- 

wealth of Kentucky, by and through his Office of Rate Intervention (“Attorney General”), 

was granted intervention on November 24, 1999. The Commission established a 

procedural schedule in this case that allowed all parties to participate in discovery. 

Requests for information were propounded to WKG by both the Commission and the 

Attorney General. WKG timely responded to the requests. 

Based on the evidence and being otherwise sufficiently advised, the Commission 

finds that the record in this case appears complete. Any party believing there are 

factual issues remaining to be explored should request a hearing within 7 days from the 

date of this Order stating in detail and with specificity the factual issues he plans to 



pursue at the hearing. If there are no requests received, the matter will stand submitted 

to the Commission for a decision on the record without further Order. 

Done at Frankfort, Kentucky, this3rd day of M c h ,  2000. 

By the Commission 

ATTEST: 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

21 1 SOWER BOULEVARD 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

March 2, 2000 

To: All parties of record 

RE: Case No. 1999-447 

We enclose one attested copy of the Commission's Order in 

the above case. 

Sincerelv. 

. / 
Stephanie Bell 
Secretary of the Commission 

SB/hv 
Enclosure 
cc: Honorable Robert M. Watt 111 

Honorable J. Me1 Camenisch, Jr. 
Counsel for Innovative Gas Services, Inc. 
Stoll, Keenon & Park, LLP 
201 East Main Street, Suite 1000 
Lexington, Kentucky 40507-1380 



William J. Senter 
V . P .  Rates & Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, KY 42303 1312 

Honorable Mark R. Hutchinson 
Attorney for Western KY Gas 
Sheffer-Hutchinson-Kinney 
115 East Second Street 
Owensboro, KY 42303 

I 

Honorable Douglas Walther 
Attorney for Western KY Gas 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, TX 75265 

Honorable John N. Hughes 
Attorney for Western KY Gas 
124 W. Todd Street 
Frankfort, KY 40601 

Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINIATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM 
ENERGY SERVICES, INC. AND ENTER INTO 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH 
WOODWARD MARKETING, L. L.C. 

) 
) 
1 
) CASE NO. 99-447 
) 
) 
1 
) 

- 

O R D E R  

On November 5, 1999, the Commission initiated this case to review Western 

Kentucky Gas Company’s (“WKG”) actions concerning its source of supply and asset 

management contracts, specifically its decision to terminate its contract with NorAm 

Energy Services, Inc. (“NorAm”) and enter into a replacement contract with its affiliate, 

Woodward Marketing , L. L. C. (“Woodward”). 

On January 7, 2000, Innovative Gas Services, Inc. (“IGS”), by counsel, filed a 

motion with the Commission requesting full intervention in this proceeding. In support of 

its motion, IGS states that as a bidder on the original contract with NorAm and current 

competitor of Woodward it has a direct and substantial interest in this proceeding which 

cannot be represented by any other party. It further asserts that its participation in this 

proceeding may lead to the presentation of material issues regarding the impact of the 

affiliate relationship on competition in the marketplace and that its participation will not 

unduly complicate or disrupt the proceedings. 



Commission Regulation 807 KAR 5001 , Section 3(8), governs intervention in 

Commission proceedings. “The regulation reposes in the Commission the responsibility 

for the exercise of sound discretion in the matter of affording permission to intervene.” 

Inter-Countv Rural Electric Cooperative Corporation v. Public Service Commission, Ky., 

407 S.W.2d 127, 130 (1966). Commission Regulation 807 KAR 5:001, Section 3(8) 

provides in part: 

If the commission determines that a person has a special 
interest in the proceeding which is not otherwise adequately 
represented or that full intervention by party is likely to 
present issues or to develop facts that assist the commission 
in fully considering the matter without unduly complicating or 
disrupting the proceedings, such person shall be granted full 
intervention. 

Thus the regulation requires a person seeking to intervene to establish either (1) 

“a special interest” in the proceeding, or (2) that intervention is likely to develop facts 

and issues which will assist the Commission without unduly complicating or disrupting 

the proceeding. IGS’s motion satisfies neither requirement. 

The purpose of this proceeding is to ensure that WKG acted reasonably and in 

the best interest of its customers and its shareholders with regard to its termination of 

the NorAm contract and its execution of the agreement with Woodward. IGS has not 

expressed an interest that differs from that of the general public. The fact that IGS is a 

competitor does not enlarge or enhance its interest in this proceeding and it should not 

be permitted to intervene on that ground. See Lexinqton Retail Beveraae Dealers Ass’n 

v. Alcoholic Beveraqe Control Bd., Ky., 303 S.W. 2d 268 (1957). Furthermore, the 

public’s interest in this proceeding is adequately represented by the Attorney General 

who has intervened as a party for that purpose. 
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In addition, IGS has failed to demonstrate that its intervention will not unduly 

complicate or disrupt the proceedings. The Commission entered an Order on 

November 5, 1999 establishing the procedural schedule for this case. An Order 

amending the procedural schedule was subsequently entered by this Commission on 

December 13, 1999. IGS’s motion for intervention was not filed with the Commission 

until January 7, 2000. Granting intervention to IGS would require the procedural 

schedule to be amended again to allow IGS adequate time to fully participate in the 

proceeding and thus unduly disrupt and delay the proceedings. 

Based o n a  review of the motion and the applicable regulation, the Commission 

hereby finds that IGS has not met the requirements for full intervention and that its 

motion should be denied. 

IT IS THEREFORE ORDERED that the motion of IGS to intervene is denied. 

Done at Frankfort, Kentucky, this 2nd day of m c h ,  2000. 

By the Commission 

ATTEST: 

#a 
Executive Director 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 6 15 

FRANKFORT, KENTUCKY 40602 
www.psc.state.ky.us 

(502) 564-3940 

February 18,2000 

Mark R. Hutchinson, Esq. 
Sheffer-Hutchinson-Kinney 
115 East Second Street 
Owensboro, KY 42303 

RE: Western Kentucky Gas Company 
Case No. 99-447 

Petition for Confidential Protection 

Dear Mr. Hutchinson: 

The Commission has received your petition filed November 23, 1999, on behalf 
of Western Kentucky Gas Company to protect as confidential the Company's 
decision to terminate a Natural Gas Storage Sales, Transportation and Storage 
Agreement with Noram Energy Services, Inc. and enter into a Natural Gas Sales, 
Transportation and Storage Agreement with Woodward Marketing, LLC. A 
review of the information has determined that it is entitled to the protection 
requested on the grounds relied upon in the petition, and it will be withheld from 
public inspection. 

If the information becomes publicly available or no longer warrants confidential 
treatment, you are required by 807 KAR 5:001, Section 7(9)(a) to inform the 
Commission so that the information may be placed in the public record. 

Since re1 y 

9 7 9  
Martin JLkuelsmann 
Executive Director 

bcc: Part ies  of Record #.vt 



Paul E. Patton 
Governor 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

211 SOWER BOULEVARD 
POST OFFICE BOX 615 

FRANKFORT, KENTUCKY 40602 

(502) 564-3940 
Fax (502) 564-3460 

www. psc.state.ky.us 

February 16,2000 

Mark R. Hutchinson, Esq. 
S heffer-Hutchinson-Kinney 
11 5 East Second Street 
Owensboro, KY 42303 

RE: Western Kentucky Gas Company 
Case No. 99-447 
Petition for Confidential Protection 

Dear Mr. Hutchinson: 

Ronald E. McCloud, Secretary 
Public Protection and 

Reeulatlon Cabinet 

Martin J. Huelsmann 
Executive Director 

Public Service Commission 

The Commission has received your petition filed January 31, 2000, on behalf of Western 
Kentucky Gas Company to protect as confidential certain information provided in response to 
the Commission’s request for information dated January 14, 2000. A review of the information 
has determined that it is entitled to the protection requested on the grounds relied upon in the 
petition, and it will be withheld from public inspection. 

If the information becomes publicly available or no longer warrants confidential treatment, you 
are required by 807 KAR 5:001, Section 7(9)(a) to inform the Commission so that the 
information may be placed in the public record. 

Martin J. Kelsmann 
Executive Director 

AN EQUAL OPWRTVNITY EMPLOYER WID 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COkMSSION 

In the Matter Of: 

AN ADJUSTMENT OF RATES OF 
DELTA NATURAL GAS COMPANY, INC. 

* * * * * * * * * *  

1 
) CASE NO. 99-176 

I RESPONSE OF DELTA NATURAL GAS 
COMPANY, INC. TO ATTORNEY GENERAL’S 

MOTION FOR REHEARING 

Delta Natural Gas Company, Inc. (“Delta”) respectllly submits this response to the Attorney 

General’s Motion for Rehearing served on January 17,2000, (and received by counsel for Delta on 

January 2 1, 2000) herein. The Motion for Rehearing is largely a rehash of matters argued to and 

decided by the Commission and should be denied. 

The fu-st item in the Motion for Rehearing is an alleged error in the product of the Gross-up 

Factor and the Revenue Deficiency on page 34 of the Order herein. Delta agrees that the arithmetic 

on page 34 of the Order should result in the sum of $2,94 1,142 if one assumes that the Gross-up 

Factor is correctly set forth. Delta did not utilize the Gross-up Factor approach that is set forth in 

the Order and cannot determine if the Gross-up Factor is correctly stated in the Order. If not, then 

the multiplier and not the product is in error. Moreover, Delta has already implemented the rates 

approved in the Order and the expense and customer confusion resulting from makmg the change 

the Attorney General proposes exceed the benefit the customers would receive. 

The second item is the reargument of the proposal that property insurance be excluded from 



the expense ratio utilized in the revenue adjustment. The issue has been proposed and rejected by 

the Commission and the Attorney General offers no new evidence compelling the Commission to 

reverse its decision. On page 28 of the direct testimony of the Attorney General’s witness, Mr. 

Henkes, the following testimony appears: “I also do not believe that regulatory, property insurance, 

outside services and miscellaneous general expense vary with the incremental sales recognized in 

the case as a result of the year end sales annualization adjustment.’‘ This is the extent of h4r. Henkes’ 

testimony on the subject. There was no supporting analysis of this matter. The Commission 

considered the evidence offered and rejected Mr. Henkes’ contention regarding property insurance. I 

See Order at 13- 14 There was good reason for the rejection. Plant levels, and the related property 

insurance expense, clearly increase with growth in customers. It is impossible to add customers 

without adding plant. Property insurance expense is based on the value of the property, in this case, 

utility plant. Thus, if customer growth occurs, then property insurance expense will increase. 

The third item in the Attorney General’s Motion for Rehearing is a reargument of the 

treatment of the management audit expense. The Attorney General admits that he is rearguing an 

issue that Mr. Henkes addressed at the hearing (see page 3 of the Motion for Rehearing), but persists 

in presenting it again. The treatment of management audit expense is consistent with its treatment 

in Case No. 97-066 and consistent with the Commission’s intentions when management audits were 

required of utilities. The Attorney General opposes the Commission’s amortization of management 

audit expense, even though his cVitness, Mr. Henkes, argued in favor of amortization of management 

audit expense at the hearing. Transcript, Volume 2 at 140. Instead, he proposes amortization of the 

‘The Commission rejected Delta’s proposal to include the full level of the salary of Delta’s president in the 
face of much more compelling evidence than h4r. Henkes offered on the exclusion of property insurance expense from 
the expense ratio. See pages,16-17 of the Order. 
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amortized management audit expenses. This approach is inconsistent with the Commission’s 

customary amortization methodology. The Attorney General, through Mr. Henkes, has previously 

presented the management audit expense argument contained in the Motion for Rehearing and the 

Commission has rejected it. It should not be accepted by way of Motion for Rehearing. 

For the foregoing reasons, Delta respectfully submits that the Attorney General’s Motion for 

Rehearing should be denied. 

Respectfully submitted, 

STOLL, KEENON & PARK, LLP 

Robert M. Watt, I11 
201 East Main Street, Suite 1000 
Lexington, KY 40507 
606-23 1-3000 

Counsel for Delta Natural Gas Company, Inc. 

CERTIFICATE OF SERVICE 

This is to certifL that the foregoing pleadmg has been served by mailing a copy of same, 
postage prepaid, to the following person on this zd day of February 2000. 

Elizabeth E. Blackford, Esq. 
Assistant Attorney General 
1024 Capital Center Drive 
Frankfort, KY 4060 1-8204 

~ 

Robert M. Watt, I11 
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BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM 
ENERGY SERVICES, INC. AND ENTER INTO 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH 
WOODWARD MARKETING, L.L.C. 

PETITION FOR CONFIDENTIALITY OF CERTAIN INFORMATION PROVIDED IN RESPONSE 
TO THE COMMISSION’S REQUEST FOR INFORMATION DATED JANUARY 14,2000 

Western Kentucky Gas Company (“Western”), petitions the Public Service Commission 

(“Commission”) pursuant to 807 KAR 5:001, Section 7, and all other applicable law, forconfidential 

treatment of the information which is described below and which is attached. In support of this 

Petition, Western states as follows: 

1. On June 1,1998 the Commission entered an Order approving Western’s Proposed 

Experimental Performance Based Rate Making Mechanism (“PBR) for a period of three years 

(KPSC Proceeding No. 97-51 3). Following entry of that Order Western negotiated a gas supply 

agreement with NorAm Energy Services, lnc. (“NorAm Contract”). A copy of that agreement was 

filed with the Commission in Case No. 97-513 under a Petition for Confidentiality dated December 

16, 1998. By letter dated February 2, 1999, the Commission granted confidentiality protection to 

the NorAm Contract. 

2. Under a Petition for Confidentiality dated April 28, 1999, Western advised the 

Commission of various issues that had arisen concerning the NorAm Contract. Under Petition for 

Confidentiality filed July 2, 1999, Western advised the Commission that it had decided to allow 

Reliant (successor to NorAm) to buy out its contact and to award it to the next highest bidder, 



Woodward Marketing, L.L.C. (“Woodward). A copy of the new gas supply agreement with 

Woodward has previously been filed with the Commission in Case No. 97-513 under a Petition 

for Confidentiality (the “Woodward Contract”). By letter dated August 4, 1999 the Commission 

granted confidential protection to the Woodward Contract. 

3. On November 5, 1999, the Commission entered its order in this proceeding 

initiating a formal review of Western’s termination of the NorAm Contract and execution of the 

Woodward Contract. 

4. On November 23, 1999, the Commission issued a data request in this proceeding 

Western’s response to the Commission’s data request was accompanied by a Petition for 

Confidentiality. By letter dated January 5,2000, the Commission granted confidential protection 

to information relating to termination of the NorAm Contract and entry into the Woodward Contract 

contained in that response. 

I 
I 

i 

5. With the exception of certain information relating to confidential business 

transactions of other business units of Atmos Energy Corporation, all of the information sought 

to be protected as confidential in this Petition has previously been determined by the Commission 

( in this proceeding as well as in Case No. 99-070 and Case No. 97-513) to be entitled to 

confidential protection including: (1) the terms of the NorAm Contract and the Woodward Contract; 

(2) the identity of all other bidders; (3) the amount and terms of all bids; and (4) the terms of the 

NorAm Contract buyout. Nothing has occurred since the Commission granted confidential 

protection to this information that would now disqualify it from protection. Western accordingly 

petitions the Commission to again treat this information as confidential. 

6. In response to the Commission’s information request, Western has disclosed 

certain information concerning commercial transactions of other Atmos business units which are 

not subject to the jurisdiction of this Commission. The information sought to be protected herein 

has been treated as confidential in the jurisdictions in which the particular business units operate. 



7. The information sought to be protected is proprietary, commercial infomiation 

which if made public would create an unfair commercial advantage to competitors of Western and 

Atmos. Disclosure of the information sought to be protected would allow Western’s and Atmos’s 

competitors to gain confidential information about its gas purchasing and transportation costs and 

strategies. This information would enable competitor‘s of Western’s sister companies to identify 

Amos’s low cost suppliers and thereupon out bid or otherwise interfere with Atmos and it’s 

suppliers. It could also enable those competitors to negotiate similar terms with other gas 

suppliers thereby depriving Atmos of the commercial benefits which have been derived by it‘s 

successful negotiations. 

8. All of the information sought to be protected is not known outside Atmos and is not 

distributed within Atmos except to those employees with a legitimate need to know. 

9. Pursuant to 807 KAR 5:OOl , Section 7 (3), temporary confidentiality of the 

information sought to be protected herein should be maintained until the Commission enters an 

order as to the Petition. Once the order regarding confidentiality has been issued, Western would 

have twenty (20) days to seek alternative remedies pursuant to 807 KAR 5:OOl , Section 7 (4). 

WHEREFORE, Western petitions the Commission to treat as confidential the 

highlighted information which appears in the attached Responses to the Kentucky Public Service 

Commission data requests of January 14, 2000. 

Respectfully submitted this E January ,2000 

Mark R. Hutchinson 
Sheffer Hutchinson Kinney 
11 5 East Second Street 
Owensboro, KY 42303 



. 
c 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, TX 75265 

John N. Hughes 
124 West Todd Street 
Frankfort, KY 40601 

VERI F I CAT1 0 N 

I, Gary Smith, being duly sworn under oath state that I am Vice President of Marketing 
for Western Kentucky Gas Company, a division of Atmos Energy Corporation, and the statements 
contained in the foregoing Petition are true a 

CERTIFICATE OF SERVICE 

I hereby certify that on the S \ day of January, 2000, the original of this petition, with 
the confidential information for which confidential treatment is sought, togetherwith ten (I 0) copies 
of the petition without the confidential information, were filed with Kentucky Public Service 
Commission, 730 Schenkel Lane, Frankfort, Kentucky 40602 and a true copy thereof mailed by 
first class mail to the following named persons on this day of January, 2000: 

Me1 Camenish, Jr. 
201 East Main Street, Suite 1000 
Lexington, KY 40507-1 380 

Monica M. McFarlin, 
Assistant Attorney Generals 
Officer of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 

MarkYR. Hutchinson 



JoH". HUGHES 
Attorney at Law 

Professional Service Corporation 
124 WEST TODD STREET 

FRANKFORT, KENTUCKY 4060 1 
Telephone: 
(502) 227-7270 

January 31, 2000 

Martin J. Huelsmann, Jr. 
Executive Director 
Public Service Commission 
Sower Blvd. 
Frankfort, KY 40601 

Re: Western 

.I ' 
? 

Telecopier : 
(502) 875-7059 

Ky. Gas Co. 
Case No. 99-447 

Dear Mr. Huelsmann: 

Please file the responses of Western Kentucky Gas Company to the Commission's order 
of January 14, 2000 and to the Attorney General's data request of that date. Included with the 
responses are motions for confidentiality for portions of each response. 

If additional information is needed, please contact me. A copy of the responses and 
motions have been served on all parties. 

Very truly yours, 

Attorney for Western Kentucky 
Gas Company 

cc: Bill Senter 
Randy Hutchinso 
Me1 Camenish 
Monica McFarlin 
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In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM 
ENERGY SERVICES, INC. AND ENTER INTO 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH 
WOODWARD MARKETING, L.L.C. 

PETITION FOR CONFIDENTIALITY OF CERTAIN INFORMATION PROVIDED IN RESPONSE 
TO THE ATTORNEY GENERAL’S REQUEST FOR INFORMATION DATED 

JANUARY 14,2000 

Western Kentucky Gas Company (“Western”), petitions the Public Service Commission 

(“Commission”) pursuant to 807 KAR 5:001, Section 7, and all other applicable law, for confidential 

treatment of the information which is described below and which is attached. In support of this 

Petition, Western states as follows: 

1. On June 1,1998 the Commission entered an Order approving Western’s Proposed 

Experimental Performance Based Rate Making Mechanism (“PBR) for a period of three years 

(KPSC Proceeding No. 97-513). Following entry of that Order Western negotiated a gas supply 

agreement with NorAm Energy Services, Inc. (“NorAm Contract”). A copy of that agreement was 

filed with the Commission in Case No. 97-513 under a Petition for Confidentiality dated December 

16, 1998. By letter dated February 2, 1999, the Commission granted confidentiality protection to 

the NorAm Contract. 

2. Under a Petition for Confidentiality dated April 28, 1999, Western advised the 

Commission of various issues that had arisen concerning the NorAm Contract. Under Petition for 



Confidentiality filed July 2, 1999, Western advised the Commission that it had decided to allow 

Reliant (successor to NorAm) to buy out its contact and to award it to the next highest bidder, 

Woodward Marketing, L.L.C. (“Woodward”). A copy of the new gas supply agreement with 

Woodward has previously been filed with the Commission in Case No. 97-513 under a Petition 

for Confidentiality (the “Woodward Contract”). By letter dated August 4, 1999 the Commission 

granted confidential protection to the Woodward Contract. 

3. On November 5, 1999, the Commission entered its order in this proceeding 

initiating a formal review of Western’s termination of the NorAm Contract and execution of the 

Woodward Contract. 

4. On November 23, 1999, the Commission issued a data request in this proceeding 

Western’s response to the Commission’s data request was accompanied by a Petition for 

Confidentiality. By letter dated January 5,2000, the Commission granted confidential protection 

to information relating to termination of the NorAm Contract and entry into the Woodward Contract 

contained in that response. 

5. All of the information sought to be protected as confidential in this Petition has 

previously been determined by the Commission ( in this proceeding as well as in Case No. 99-070 

and Case No. 97-513) to be entitled to confidential protection including the terms of the NorAm 

Contract and the Woodward Contract as well as the terms of the NorAm Contract buyout. Nothing 

has occurred since the Commission granted confidential protection to this information that would 

now disqualify it from protection. Western accordingly petitions the Commission to again treat this 

information as Confidential. 

6. Pursuant to 807 KAR 5001, Section 7 (3), temporary confidentiality of the 

information sought to be protected herein should be maintained until the Commission enters an 

order as to the Petition. Once the order regarding confidentiality has been issued, Western would 

have twenty (20) days to seek alternative remedies pursuant to 807 KAR 5001 , Section 7 (4). 



WHEREFORE, Western petitions the Commission to treat as confidential the 

highlighted information which appears in the attached Responses to the Attorney General’s 

request for information dated January 14, 2000. 

Respectfully submitted this Z J a n u a r y  , 2000 

MarkR. Hutchinson 
Sheffer Hutchinson Kinney 
11 5 East Second Street 
Owensboro, KY 42303 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, TX 75265 

John N. Hughes 
124 West Todd Street 
Frankfort, KY 40601 

VERIFICATION 

I, Gary Smith, being duly sworn under oath state that I am Vice President of Marketing for 
Western Kentucky Gas Company, a division of Atmos Energy Corporation, and the statements 
contained in the foregoing Petition are true 



* 

CERTIFICATE OF SERVICE 

I hereby certify that on the - t  day of January, 2000, the original of this petition, with 
the confidential information forwhich confidential treatment is sought, togetherwith ten (IO) copies 
of the petition without the confidential information, were filed with Kentucky Public Service 
Commission, 730 Schenkel Lane, Frankfort, Kentucky 40602 and a true copy thereof mailed by 
first class mail to the following named persons on this day of January, 2000: 

Me1 Camenish, Jr. 
201 East Main Street, Suite 1000 
Lexington, KY 40507-1380 

Monica M. McFarlin, 
Assistant Attorney Generals 
Officer of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 

Mark R. Hutchinson 
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Witness: Bill Senter 
- 

Data Request 

In Item No. 10 of the Motion to Dismiss filed by Westem Kentucky Gas on November 
23,1999, it states that: “Western’s selection of Option 2 has essentially retained all of the 
customer savings intended when Western o r i d y  contract with N o r M  

Please explain w€iat the phra~e d4esseati~y retained all ofthe customer’s savingsy’ means. 
SpecZcally, what portion of the customer’s savings was not retained when Western 
bought out the NorAm contract? 

Response 

As an initial point of clarification, Westem did not buy out the contract In re&@, the 
contract was bought out by NorAm. 

In effect, NorAm offered Western a portion of the contracted discount for the remainder 
of the term, in order to terminate the contract. Westem’s decision to accept the NorAm 
offer, Option 2, was predicated on whether the next highest bidder, which in this case was 
Woodward Marketing, would also guarantee the lesser hut s t i l l  sigdicant discount 
embodied in its original bid. In combination, these two assurances would provide 
Western’s customers post-NorAm savings equivalent to savings under the NorAm 
contract. 

The N o r h  discount was&‘’ The combined, post-Norh 
discount is hU1-B The differential is I-IL 

The word “essentially” reflects (1) the slight differential between the original NorAm 
discount and the post-Norh discount, and (2) the negation of this dif3xential to 
Western’s customers through the prepayment of the buy-out by NorAm and the 
immediate flow-through of the customers’ share of the savings by Western. 

The discount determines the savings to be shared. Since a portion of the discount was 
pre-miid (through the buy-out rather than paid out over the next 23 months), the 
customers’ savings are “essentially” the same due to the time value of money. Western’s 
response to KPSC DR 2-4 b. provides the relevant calculations and further clarifies the 
context of this statement. 
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Western KentucQ Gas Company 
Case No. 99-447 

Attorney General Data Request Dated January 14,2000 
DR Item 2 

Witness: Gordon Roy 

Data Remest 

In Attachment A to the Motion to Dismiss fled by Westem, iZr responding to the first 
issue, Western states that the reason NoLAm wanted to discontinue the contract with 
Western is because NorAm was “losing money . . . had overvalued the contract . . . and 
could not capture price differentials. 

The reasons listed for NorAm’s decision to breach the contract indicate that NorAm may 
have made a bad business decision. Should Western p d t  a supplier to breach a 
contract because that supplier made a bad business decision? 

\ 

.. 

Remonse 

The NorAm-Westem asset management agreement contained a contract provision that 
allowed for early fLA * ”on of the contract ifmutually agreed to by the parties. NorAm 
proposed to Western to terminate the Agreement early and offered as consideration to 
Western-NorAm explained to Westem that the reason it wanted out of the 
contract was because NorAm was losing a substantial amount of money on the contract 
each month. Western feared that the financial losses Nor- was incurring could lead 
NorAm to take some unacceptable risks managing Western’s gas supply assets in order to 
mitigate its losses to the detriment of its customers. Therefore, NorAm did not breach the 
contract. It was terminated by the mutual consent of NorAm and Westem. 
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Western Kentucky Gas Company 
Case No. 99-447 

Attorney General Data Request Dated January 14,2000 
DR Item 3 

Witness: Bill Senter 

Data Request 

In the hearing in Case No. 97-513, the office of the Attorney General asked Catherine W. 
Meyer of Atmos Energy, if because of Atoms’ (sp) ownership of Woodward, LLC, there 
was an incentive on the part of Amos to purchase gas at and above market price. Ms. 
Meyer responded that prudency review by the Commission and the bidding process 
essentially prevents that situation from occurring. Transcript, p. 42. 

, Please explain in more detail what is meant by Ms. Meyer’s response that the bidding 
process and regulatory review process protect that situation from occurring. I 

ResDonse 

Ms. Meyer is no longer employed by Atmos, so Western is unable to provide a detailed 
response from Ms. Meyer. 

Regulation has traditionally supported the use of prudence reviews and competitive 
bidding to prevent out-of-market pricing deals. Under the goals outlined by Western in 
its PBR application, the PBR provides up-front regulatory oversight as opposed to after- 
the-fact prudence reviews. This was acknowledged by the Commission in its Order 
approving the PBR. Competitive bidding, such as that employed by Western, continues 
to be a valuable tool under a PBR. The record in this proceeding is clear that Western is 
acquiring gas supplies at a very large discount from the market price, in part, due to the 
use of competitive bidding. 





Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 1 

Witness: Gordon Roy 

Data Request: 

1. Refer to Western’s response to Item 1 of the Commission’s Order of November 23, 
1999, which includes Western’s Motion to Dismiss filed in this proceeding on 
November 23, 1999. Specifically refer to Item 18 of the Motion to Dismiss whch 
states that “Selecting Option 3, re-bidding, would have exposed customers to 
unfavorable market conditions and bidders’ concerns over NorAm’s failure. It was 
reasonable to expect significantly lower bids upon re-bid.” 

a. 

b. 

This is one of numerous references made by Western to the unfavorable market 
conditions ‘that existed at the time it was made aware of the problems NorAm was 
experiencing under its contract with Western. Provide all evidence relied upon by 
Western during this period of time which demonstrates that market conditions 
were unfavorable compared to the market conditions at the time it issued its 
original Request for Proposal (“RFP”) in June 1998. 

That section of the Motion to Dismiss also refers to “bidders’ concerns over 
NorAm’s failure.” Given the confidential nature of the communications between 
NorAm and Western, explain how potential bidders under Option 3 would have 
had knowledge of the circumstances under which the NorAm-Western agreement 
was terminated that would have raised concerns in their minds and possibiy 
influenced their bids under Option 3, re-bidding. 

Response: 

a. Please refer to Western’s April 23, 1999, letter to the Commission which has 
previously been submitted in response to the Commission’s November 23, 1999, 
Data Request, Item 1, to Western. Western advised the Commission in Option 3, 
that it “believes bidders will be reluctant to take as much risk now knowing that 
NorAm opted out of the contract, and in reaction to the current market conditions.” 
In response to this data request, Western is providing copies of ten articles that 
appeared in Gas Daily (GD) and Natural Gas Week (NGW) ftom May 20,1998, 
through March 22, 1999. Western’s PBR mechanism was approved to be effective 
on June 1, 1998, and Western’s contract with NorAm commenced on July 1, 1998. 
The articles submitted with this response describe the market conditions as they 
existed at the time Western’s PBR was approved, and they further describe how 
market conditions changed over time fiom the summer of 1998 through the spring 
of 1999. Western has underlined pertinent sections in these articles to describe the 



bullishness or optimism that existed in the marketplace at the time it released for 
bid its Request for Proposal (RFP) in the summer of 1998. At the time, the market 
was optimistic that conditions existed that could lead to higher gas prices and more 
price volatility, which would provide more profit opportunities for potential 
bidders. (See articles in GD May 20, 1998, NGW June 8, 1998, NGW June 22, 
1998.) With this bullish market, Western expected to and did receive some 
aggressive bids to manage its gas supply assets including the bid from NorAm. 
After the bid evaluation process, Western and NorAm entered into a contract that 
commenced on July 1,1998. In December of 1998, NorAm proposed to Western 
among other things that the contract be renegotiated. NorAm explained that the 
reason it was making the proposal was that it was hopeful that some additional 
value opportunities would help them offset the large losses that they were 
incurring with the Western asset management contract. They cited several reasons 
for the losses, whch included unfavorable market conditions. By December of 
1998, the perception in the marketplace had indeed changed from bullishness 
(optimism) to bearishness (pessimism). Reasons for this change in perception 
included historically high levels of storage inventory, no winter weather to speak 
of at that point, and a forecast of warmer than normal weather looking forward. 
(See attached underlined articles in GD December 1, 1998, NGW December 7, 
1998, NGW December 14,1998, NGW December 21,1998.) Western explained 
in Option 3 of the April 23, 1999, letter referenced earlier that if it re-bid the asset 
management contract, at the result could be an increase in gas cost to the 
customers. With the perception in the market having changed fiom bullishness 
(optimism) in the summer of 1998 to bearishness (pessimism) in the spring of 
1999, Western believed that a re-bid would produce much more conservative 
(lower) bids than it had received in June 1998. The rationale for this belief was 
based on high storage inventory levels, the 1998-1999 winter was the warmest in 
history, low gas prices and no price volatility. Western expected that re-bidders 
would factor in current market conditions in making their bids and that as a result 
the bids would be much lower. (See attached underlined articles in GD March 4, 
1999, and NGW March 22,1999, which describe market conditions as they 
existed in the spring of 1999.) 

b. M e r  Western and NorAm entered into the July 1, 1998 contract, articles 
appeared in the Natural Gas Week August 3, 1998, and the Gas Daily August 5 ,  
1998, editions (copies attached) announcing the agreement between NorAm and 
Western. Both articles describe the contract as a three-year deal. Had Western 
attempted to re-bid in the spring of 1999, vendors would have known that the re- 
bid was occurring prematurely based on information already in the public domain 
as well as their awareness that the original RFP in June 1998 contained a 
requirement that bids submitted must be for a three-year term. The potential 
bidders on a re-bid could have interpreted the premature termination of the 
NorAm-Western contract as a sign of trouble with the contract, thus prompting 
potential re-bidders to be more conservative in their response to the RFP. Also, as 
NorAm was evaluating options to resolve their difficulty, NorAm informed 
Western that it was pursuing the possibility of assigning the contract to h r d  



parties. The contract between NorAm and Western contained a provision that 
allowed assignment with consent of both parties. NorAm informed Western that 
it was having or would have discussions with several parties to pursue this option. 
NorAm disclosed to Western that one of the parties it was discussing the contract 
assignment with was 
list and submitted a conforming bid in response to Western’s June 1998 RFP. 
NorAm did not make a formal proposal to Western to assign the contract. As 
such, Western assumed that NorAm’s discussions with potential replacement 
vendors were unsuccessful. Nevertheless, Western believed that the discussions 
NorAm had with their potential vendors including at least one vendor on 
Westem’s bid list, could be potentially detrimental to Western’s customers on a 
re-bid. 

m s  on Western’s bid 
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Opposition to FERC's ED1 rulemaking runs deep 
e natural gas industry is nearly unified ir its oppasiticm to FERC's r d  map for taking 

electrcaic cammuaicaticxl to the htantt through the use of Electrunic Data Interchange 

[a cmunents delivered to FERC in response to its April 16 find 
rule oc electronic communication, industry rcprcseatativer cf 
dkilributcrs, produc~andpipclincsc~~dtlcanmrissi~'~ hutr iedpushwdED1 tothe 
exclusion of other Internet technologies is a misake. Among other canlplaints, respandents 
Saij customus enjoy Using the farmats of existing electrunic bulletin boards (EBBS), which 
pipclines can easily lift onto the Sntand. Also, industry rcprcscntativcs paint out FERC wants 
to tnunckrtc: ED1 technolugy cvcn before it has fully strmdatdizd ED1 data sets 

to accompli& these ouals [of mwing the inclustry to the 

aJunc 1,1999dcerilincl. rED,, 

*The phlem js that in 

Storage use ta change radically in next decade 
way in which M~UA gas stmagc is uscd wi l l  change dramatically aver the next jecade 

as the dmgUhtiOn of thc retail ekctridty market opens up a wkk variety of options fa T" markcten, accordin3 to a leading industry consultant. 
"We are suing to go fmm LL haizontal storage system b a v d c d  system," said Carol 

bednrthd. president of Jofm CQR speaking ycstaduy at a rr-g of the Society of 
Professimal Engineers in Hauston. 'Starage operators a+ going to k d i e  to track gas for oil 
or clcarif2ity.- 

He said governmerit ineCticm has slowed &UP the pace of b g d a t i c r n  uf :!~crclail m a r k  
fm electricity and predicted that it would be five to 10 years bcfart dcregrilation will ~ V G  truly 
t h  hold When that hap-, however, i t  will have the effect of  enam@ug p storage 
;rperators to keep lower volrnnes of gas in storage than they clprtrrtly think is necessery. 

"Gasandelectricit).will~ohead-to-head~dgasstaagt levels uill govylou;,"he&d. 
SIQrzdgC operators will tcad to want to keep the rad level of 8ds in stoxage close to the working 
gas Itvel. sorm&og they we hesitant todoaow fu fear of running out of gas durine a very cold 
Viotet. 

Frccdcnthal saidtoomuch gas in staaee rncans mar'rtters arc losing their working capital. 
( C o n r i d  on page 4) 

Cash prices trail off despite sizzling spring 
If Coast and Mdctmthmt prices Feil yesterday  to as temperaturn climbdinto thc 90s 
far norrh as Michigan and Kew Yak State. 

saidv soft futures market wus mn3ugb to deflate fundamental pressures that would 
n d y  spell hisher prices. But the late marker saw Enoft price 
strength as the hot weathn f d y  wrkcditsmagic. "lhm were a lot L-1 
of buyers out late who pNbably werr waitlng fm the marker to crap OUL," m e  Gulf mder said 

Wi?htcmpwaturcs wrllinroait-ccrm~~granecs~TeMsBlldUlithafUfUrCS ma-kathat 
wasootmoving much, the qrcadbetaree~ pricesfor psmm mtmstatesar W h i n  West Texas 
and-at the Katy plan tuibate tightened up yesterday. For t!~e month SJ far+ marketer said, 
thatsprcadhasjustbcenadequakatiuollnd 7U.'It"snd~pcr,butcnaugh tcmakesamethiag 
happen." he soid Ycstnday, the spread was closer to 4e to SC. 

The backof volatility at MYMEX helpdsqutlcb the kindof movement tmf allows traders 
to "act in bctwea &ala,* the marketer said. The W E X  June Henry Hub cmtrac,x opened SK 
91.14.upless~acent.Aftcrtlacting insrangeheenSZ.L7ad $2.126,theccmo3ctcaax 
brick to 92.14 by early aftmoon. It settled at 52.149, up 1%. 

One .Wdmntineot d Permian Basin aadcr said he sat cut Tunday's tra&g btaurv 
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@)Coastal ups interest in Midland 
.-._ Coastal now Owns a :5 4% inlerc?st in lne 

Midland CogenerdtanVenlcre afterhujtng 1Oo"a 
ot :he tnterest 3f me Mimyen t imi!ed Partner - 
ship from fluor Corp Mirogen held d 4 5% 

trinedcjdecogenclant in Midland County. Mich. 
yenerates a m 1  1,370 MW of elearicily MI4 

:nterest in Mldbnd Midlid d cJaS-tIRrl. Corn- 
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convert the dtts into u 4 d  bwuaZirld s p c ~ .  they rill bkcly violate safety N~CS, Lacey said 
The mlcs wouldpnridc -a dkhcenuw to dig unslcs up and rase  the [MOP] prupcrtics 

for productive uses," she said Thc rifle-shot et&.r: seeks not to ref= bvaythiag h an RCRA 
IP bill but to set Up the exrmptiuns the utilities need, Lacey said 

Canadian gas producers urged to drill mom 
nlrrjm Canadian nawral gas pr&cr insists mrre chiiling will be needed to fill exprt 
'pclmes and meet expected U.S. dcmand A. " W e c o u l d s h i p a l l t h e ~ t i @ n a l ~ 3 s ~ p ~ c e d ] a n d w e w o u l d n ' t  evenmeettheC.S. 

increase in dernwuL1." said Mir9.d Lang, vice chairman of Beau C p n d  Exploration. U.S. 
demand js haeasing by 2% annually i t h  p u z h  areas seen to be in electric generation. 

Canadianpipclincs nowmcrvcabmt9bil!ioncfd,ht whaTransCanadePipcLinejexpands 
its ime 4 A h n n  gets buih hi LUIO, t d  c&ty fcr c x p m  to the United States wi l l  bc 1 i.7 
billion cf4 u 30% boost. To nizet that ca&~,-wc'vc got toddl a 1ot m m  wells," Lang said, 

En 1997,~ m r d  year, abuut 4700ncw gaswe& wcredrilkd. As manyas6.000 wells w i l l  
have to k diilcd just t4 meet new expmt capcity, he aid 

Lang said Beau CylsJais trying to positianicrclffora boomin gasproccsiug in A l b a .  
It just bought APLOil and Gas assets, iIIdudiag four &%Sphtsaritb a cordhud capacity of 
4 0 r r d ~ ~ c f d  Likcother~cm. i th$ l i f c ing i tJ  focustogaspductimandshathg boil. 

The Petroleum Scrcices Assn. ofCianada d d i t  expccts 12.25Oholes tok drilled thh year, 
PM down h an original estimate of 16,000 and die 1997 .mxd of !6,500 wells. 

Canada tops list of oil exporters to United Statas 
Lwdy the top natural gas supplier, Canada is pushing out Vemtuela as the number o m  
uppiier of ail to the United States, accaniing to a new study by the rannrtian As=. ot' A: etroleum Producers (CAPP). 
An increasc in Canadian d export capecity. coupled with a rising heavy ail refining 

c3pacity in the United States is exptct ed tc amke Canada the main supplier of oil to the United 
States in six mcniths, followed by Venezuela, S a d  Arabia arid Mexico. 

"They likeourstuff. They are setupfatitandthmareFipelinesinplecr," CAPP Presidcrr 
David Maanin0 said. 

Can& led in Jauuury and February, wher a v q c  daily dl exports to the United States 
were I .? million h l s  per day, an increase of 200,OOO berrcls per day from 1997. During the 
samc paiod, U.S. impom from Venmela ckclkd to 1.65 million barrels per day, from an 
3v-r of 1 . 3  millim barrck per day in 1W. 

Canadiangasexpcntshit2.91 trillim c f h s  yearoutof~totalprolldionofS.6trifli~cf, 
according to Cauada's Na!ioml Energy B d  That is expected tc increase sharply once new 

PM rod expanJcd capcity waxa onsueam slarcins aext year. 

Storage patteuns to change ... (rrom PW 11 
Thee curreut wurking gas stavge levels of appldmPtely 1.4 sillicm cf, me at 43% of total U.S. 
jt0-e capcity and about 407 billim cf ahead of last year. "We should be at 90% of where uv 
were last year," he said 

C(mtnrr). M tdtionol idustry apinion. k d c n t h s l  b ' t  think the amount of gas in 
3tora8c has a big impact u11 daily spot p e s .  E it bid, "right now gas would bt cheap" 

: e m  and c o l d e r - t h m - n d  winter. 
Even if these everits JCEUT, FrcedCntbal stid thac is littk chance of a systemwide gas 

hortage. In years in which hunicvles cntmd tie Gulf of Mexico, the effects on production 
lave not lasted more rhan a few days rn weeks, he szid During the uinta of 195)4-95, m e  of 
lie coldest on fcwrd, thcrc were no signifi~mr shhcrtagcs of gas, he noted. 

The introductim of new gas supplies fnn wstm Canada into the Chicagomarket would 
n the short tcrm increase the dmlard for s u a g e  Saciliticsin the gas-consuming regim of thr 
Uortheas and .Midwest. "Storage is p i n g  to get big for a while," he said In the longer tcmi, 
he need €CT new srcragc wid cast as the maxkct demand grows and atsurb the new Canadian 
iupplics. JM 

Q Copyright 1998 by Pasha Publications Inc. 
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Late News . . . 
What‘s brewing. Colorado State University hur- 

ricane forecaster William Gray expects to see 10 trop 
ical storms form in the Atlantic Ocean through Nov. 
6, six of which likely will become hurricanes. Two of 
those wil l  likely pack winds in excess of 111 mph. Ba- 
sis of the forecast is that El Nino, which may have 
suppressed hurricane activity this year, is fa- and 
should have dissipated by the start of the active part 
of the hurricane season in mid-August, Gray said. 

* * *  
Need for speed. Joe Mezquita drives Natural 

Gasser III to national drag racing title May 31 with 
victory at the Fram Nationals at Route 66 Raceway 
near Chicago. “Anyone who had any doubts about the 
power of natural gas engines would have become a b e  
liever in Chicago,” says Mezquita, a resident of East 
Sparta, Ohio, and an employee of East Ohio Gas Co., 
subsidiary of Consolidated Natural Gas Co. Mezqui- 
ta’s 700-horsepower hel-injected natural gas engine 
posts perfect 8.900 times in quarter-mile qualifyrng 
heats, and races at speeds up to 170 mph. 

Wheel and deal. TransAlta Energy Corp. wins 
chance to build $400 million, 500 Mw cogeneration fa- 
cility in Sarnia region of Ontario, Canada Would be 
largest cogeneration project in the country and fit 
with province’s move toward restructuring of the On- 
tario electricity industry, said Dawn Farrell, execu- 
tive vice president of Independent Power Projects. 
Start-up date would be early 2001. 

* * *  

* * * -  
Average Cash Prices & Foltures Strip 

Yet another increase in the :::: =] current storage surplus in- 
2.10 spired a deep late-week 
2.00 i I - -Corn -- price drop as players watch 

, W e l l E 2  I for changes in the weather. 
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Acquisition-Hungry Producers 
FillPlateswithCanadianGas 

A veritable Yankee invasion is under way in Canada’s 
gas and oil patch, and industry analysts say the trend 
shows no sign of abating. 

Through its US$l.l billion bid last week for Calgary- 
based Tarragon Oil and Gas Ltd., USX Corp.’s Marathon 
Oil Co. joined a wave of American acquisitions or acquisition 
offers for Canadian natural gas and oil companies (see stu- 
ry, p.3, offering further proof that US. producers are tak- 
ing notice of their ne&bon to the North and the potential- 
ly lucrative deals that await. 

In what one analyst called “a coming fire sale”, a conflu- 
(continued on page 8) 

AnalysyskGas,OilDecoupling 
AsEmlierPriceTlinkcWeaken 

Natural gas producers have been waitmg for years to see 
gas prices “decouple” h m  crude oil, and for once in favor of 
gas. 

In the past, an oil price drop usually brought a compara- 
ble slide in gas prices, while an oil price rise might not have 
much impact on gas at all. However, in spite of a 25% drop 
in oil prices in the past year, natural gas prices have stayed 
relatively h. 

During May 1997, the New York Mercantile Exchange 
RJymex) price for light, sweet crude averaged about 
$20.50/bbl, while Nymex gas traded at about $2.25/MMB- 

(continued on page IO) n u Traders Wonder If H h - e s  
Will Blow Awav Price h l -  

The first week of the traditional hurricane season failed 
to produce even a minor tropical depression, but producers 
and traders are starting to believe that it will take a hurri- 
cane in the Gulf of Mexico for a s@cant near-term nat- 
ural gas price recovery. 

With the current 466 Bcfstorage surplus compared with 
last year - representrng more than a week of total U.S. nat- 
ural gas consumption - and with gas prices still trending 
down, gas sellers now believe that prices may not spike un- 
til July without weather-related production curtailment or 
sharply rising temperatures in much of the country. 

(continued on Dwe 10) 
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Power . I)urders... 
(continued from page 9) 
switch to resid for power generation this year has all but 
vanished on the Gulf as storage gas levels have grown to a 
466 Bdyear-on-year surplus. 

In the Northeast, it appears the price differential will 
keep narrowing if current market conditions continue. Cen- 
tral to the issue is that the resid market has tightened 
enough to prop up prices despite the US. crude oil market 
being glutted. 

The 60c/MMBtu discount for burning 1% sulfur fuel oil in 
the New York Harbor (NYH) market seen in early April has 
now shrunk to about 20e/MMJ3tu compared to New York 
city gate spot gas. 

Comparing spot gas and resid on the Gulf Coast shows 
the price gap is more of a hairline fi.adure. 

Gas delivered to Texas utilities has dropped in price by 
more than 20e since early April - to about $2.20flMMBtu 
as of June 1. In contrast, the price for 0.7% sulfur resid on 
the Gulf Coast rose 14$ on a MMBtu basis during that pe- 
riod to $2.1B/MMBtu as of June l. 

Several factors are to responsible for the change in the 
price differentials: 

An overall tightening in the resid market has devel- 
oped due to heavy demand h m  Mexico. 

El Nin&.nspjred droughts have plagued hydroelectric 
power generation in Mexico, forcing the country to increase 
ita use of resid to keep meeting electrici@ demand Making 
matters worse, Mexico's plan to convert its power plants to 
run on gas have been behind schedule, and refinery conver- 
sion capacity has inmased, which lowers resid ouput, 

Incremental resid demand h m  US. utilities has helped 
rop prices as well. Additiody, Venezuela has also had a 

e o t h  Mexico and Venezuela use resid as a signdicant 
component in their pricing formulas for exported oil. By 
propping up resid prices through spot market purchases, 
the price for Mexican and Venezuelan heavy oil is also giv- 
en a lift. Compared to the year-ago period, resid stocks on 
the U.S. Gulf Coast are some 12% lower at about 14.6 mil- 
lion bbl. 

Earlier fuel-switcbjng by utilities suppressed demand 
for hgh-priced gas. This conspired with the effeds of a mild 
winter and m e e d  the amount of gas being injected into 
storage. 

The contango in the gas fuhms market has also addedto 
this. 

With gas futures prices lower in the near-month than in 
the forward months, traders have had incentive to store gas 
now and sell at a later date when prices are higher. 

The prospects for resid prices to increase - possibly to a 
premium to gas on a Btu basis-increasedlast week when 
major oil producers announced additional cuts in hopes of 
shoring up oil markets worldwide. 
As the summer progresses, the production cuts should 

start to have some - albeit not much- affect on d e  sup 
plies because crude oil storage in the United States is es- 
sentially full. 

While inventories will have to be worked down quite a bit 
before oil prices can rise si@cantly, resid demand from 

exico is expected to remain strong for quite some time. 
-Eric Kronenwetter 

d in tightening the resid market, 

(continued from page 1) 
~m~everywea the rmapIcange tmyhandsm,~ane  @ 

HOUStMl-baS€dtradersaid."Butthe~placeWShOtis~" 
Strategic Weather Services said last week that hot tem- 

peratures in the near hture will be confined to Texas and 
other parts of the US. South, much as has been the case in 
the past two weeks. 

The mild weather, combined with the contango in the gas 
futures market at the New York Mercantile Exchang e 
CNymeX) off- !3lgmli . cantarbitrageoppo rtunities, has in- 
spired strong injections into US. underground storage fa- 
cilities for the last two months. 

y29,106Bcf,ar15.1BcM,was 
injected inta starage to bnngtotal US. stocks to 1,667 Bcf, or 
52% full, amding to the American Gas Association (AGA). 

AGA said that iqjectim in all three regions resulted in 
surpluses in the eastern consuming region (283 Bd), produe 
ine: region (169 Bcf), and westem co- r&an (14 Bcf). 

. .  

- 
Wi& five mon&  le^ in the traditional LjeAion season, 

&rage capacity holders are now in a position to take ad- 
v a n ~ o f a r b i ~ o p ~  'ties due to the fiexibili ty- 
atedthrm;lnh heavyearlyiqjectim at relahvelyl ow prices.. 

Capacitv holders can inject gas now at $2/MMB tu and 
sell a i  ouifutures month COntAct at $~.u-$~.~~/MMBIx 
and pocket the difference -1f338 the per unit cost ofthe stor- 
age. Parties owning their own storage facility have even 
jmater flexibility to enter into such deals. 
Aside h m  offering p d t  opportunities, the storage sur- 

Plus has also had e&& an the market ofstemmingany 
upward movement in prices due to shortrterm factors. 

~ol~y,marketplayersknowthatthe466Bcfsur- 
plusescistsandaren'twillingtotradegasupanashortperiod 
ofhot temperatures when they can just as easily slow injec- 
tionsaudusebaselaadsuppliestosatisfynear-termdemand 
Until a period of extended hot weather in several regions 

arises - or a hurricane spins its way intathe Gulf- prices 
will continue to be vulnerable to slip below $-tu as 
they did late last week 

EhentheJulyNymexgasfamtmtfordeliverytothe 
Henry Hub traded Mow $2IMMBtu for periods last Friday. 

N p e x  last week announced that it will launch its Cin- 
ergy and Entergy electricity futures contracts on July 10, 
with the September contract bangthe first traded. 

Nymex President R. Patrick Thompson said the launch 
could encourage growth in the volume traded on its cur- 
rently-operating Western electricity futures contracts. 

The exchange board has also approved an electricity fu- 
tures contract for delivery through the Pennsylvania-New 
Jersey-Maryland Intemmection, but has not yet sent the 
contract to the Commodity Futures Trading Commission. 

--Scott C. Speaker 

* * *  

(continued fiom page 1) 
tu. The price ratio was 91, slightly better than the tradi- 
tional oil-gas price ratio of 101, but sti l l  off h m  the energy 
conversion ratio of 6 MMBtu of gas to 1 bbl of oil. 

(continued on page 11) 
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Late News 
Monica factor. Bill Richardson, who will move 

h m  United Nations to DOE if Senate agrees, has 
somethmg in common with many Washington 
types: he has been enmeshed in l'Af€aire Monica. 
The New Mexican has admitted offering job in New 
York to Lewinsky aRer her days as White House in- 
tern. Insiders say connection likely won't come up at 
Richardson confirmation hearings. 

* * *  
Find the weak link. Natural Gas Council last 

week during quarterly meeting appoints Jim 
Rubright, executive vice president of Sonat Inc., to 
head Year 2000 working group to coordinate com- 
munications between producers, pipeline compa- 
nies and LDCs for dealing with computer problems 
related to new century. 

* * *  
The dotted line. CMS Energy Corp. says 

GasAtacama pipeline and power plant project 
signed long-term natural gas transportation con- 
tracts totaling 1.5 MMcfd with Chilean gas distri- 
bution company Chilquinta S.A. and another 
Chilean firm. GasAtacama, integrated $750 mil- 
lion pipeline-power project that would flow natur- 
al gas from northwestern Argentina to power 
plants, gas users in northern Chile is being devel- 
oped by Dearborn, Mich.-based CMS (40%), Em- 
presa Nacional de Electricidad S.A. (40%), Plus- 
petrol Energy S.A. (16%) and Astra Compania 
Argentina Petroleo S.A (4%). 

* * *  
Average Cash Prices & Futures Strip 

Natural gas prices get a 
boost last week from some 
higher temperatures and 
nuclear outages, but the 
storage surplus grew again. 

lvl 6/8 6/15 6/B 

Petro-Canada has set Calgary buzzing with speculation 
that the oil and gas giant is lookmg to expand. Speculation 
was sparked after the company last week pulled out of an 
upcoming Canadian Association of Petroleum Producers 
(CAPP) investment symposium. 

Petro-Canada, Canada's third largest producer of both oil 
and gas, has confirmed that it wilz not attend the CAPP con- 
ference, which is being held from June 22-24 and wil l  draw 
delegates from more than 100 oil and gas companies h m  
Canada, the United S t a b  and Europe. 

Its absence shall certainly be noted. Because symposium 
(continued on page 11) 

CinergyEeapsintoMarketing 
With Acquisition of PmEnergy 

Cinergy Corp. is moving into the top ranks of major gas 
marketem through the $42.5 million acquisition of Produc- 
ers Energy Marketing LLC (ProEnergy) from Apache Corp. 
and Oryx Energy Co. 

Though Cincinnati, Ohio-based Cinergy has been a large 
electricity wholesaler for several years, it hasn't had a gas 
presence outside of its local distribution operations. With 
ProEnergy, it gains an enterprise that sold 1.7 Bcfd in 1997 
and is backed with 10-year k n  supply commitments from 
its former owners, which produce about 1.1 Bcfd in North 
America. 

(continued on page 9) 

Forecasts of hot weather starting to take hold through 

.into storage, so many traders appear to be shed- th ew . 
bearish take on  price^ for a more optimistic outlook 
Although the American Gas Association (AGA) reported 

last week that the surplus of w o r h g  gas in US. under- 

much of the nation trumps a large injection of natural g as 

ground storage facilities is growing (see story, p. 12), sum- 
mer officially has begun, and cash and futves prices are 

pised for upward movement. 
Prices for the New York Mercantile Exchange (Nvmex) 

Henry Hub gas futures contract for delivery in &.dy sipped 
(continued on page 10) 
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(continued fiom page 9) 
Oryx will receive $18 million and record a net gain of$lO 

million. Apache’s proceeds will total $24.5 million, with a 
net of more than $13 million. Apache d receive most of its 
compensation in the form of Cinergy stock. 

The decision to sell FhEnergy and get out of gas mmkeb 
ing was based on changes in the industry in the past three 
years, Apache President G. Steven Fafiis toldNatuml Gas 
Week. Consolidations among producers and marketers, as 
well as marketers expansion into the broader energy ser- 
vices and multiammodities business, has requued strate- 
gy revisions by all. 

We’re primarily an upstream business, an [exploration 
and pmduction] company,” Fanis said. ‘The bottom line is 
[Cinergy does1 real well in their core competencies, and we 
hope we do well in our core competencies.” 

He cited Apache’s exploration successes in Australia and 
Egypt and its recent entry into Poland as examples of its 
ability to capitalize on core competencies. 

The arrangement with Cinergy has been a year in devel- 
opment, he said, and it represents the beginning of a long- 
term alliance. “In our minds, this isn’t a transaction; it‘s 
building a relationship,” Fanis said. 

CinergY‘sEnergy (3mmoditiesBusinessUnittraded 56.6 
miUionMwH ofpower last year. The company owns two US. 
utilities, Cincinnati Gas & Electric CO. and PSI Energy Inc, 
that serve more than 1.4 millon electric customers and 
455,Ooogas customersin Ohio and Kf?Il*. 

The company also owns a 50% interest in Midlands Elec- 
tricityplc, aregianaelelectricarmpanyintheUnitedKingdom. 

-Barb- Shook 

@ Apache, Plank Get Big Paydays 

Raymond Plank, chairman and CEO of Apache Corp., 
has never made any secret of his dislike of natural gas mar- 
keting companies, charging them with market manipula- 
tion and other evils. 

Nevertheless, Apache has made a lot of money over the 
yeaxshmitspartidpatianintwomajormarketingannpanies. 

Last week, the company said it would receive $24.5 mil- 

lion for its 578  stake in Producers Energy MarketJng LLC, 
or a net gain of more than $13 million (see story, p.1). Parb 
ner Oryx Energy Co. will get $18 million for its 43% share, 
or a net of $10 million. Cinergy Corp. is buying the 1.7 Bcfd 
gas marketer to complement its existing power trading 
business. 

Apache, OIyX and Parker & Parsley Petroleum Co. 
formed ProEnergy in 1995, not long aRer Plank had initiat- 
ed a campaign for gas producers to reclaim the profits he 
charged independent markehg companies were ralnng off 
from the suppliers. 

The natural gas market was “controlled by middlemen and 
ahitragern whose eamings derive not h m  investment and 
work, but h m  gambhg with a stacked deck,” he said in a 
February 1995 address to the Houston producers Forum. 

W e  need producer-fiiendly, producer-owned marketing 
companies,’’ Plank said 

“he natural gas industry has been milling around like 
sheep waiting to have mutton chops made of us. A lot of in- 
dustry members have been washed out to sea. We need to 
put our oars in the water and start pulling in the same di- 
rection,” he said. 

Plank called for natural gas pducers to join bim in alob 
bying effort for passage of legislation that would permit the 
formation of marketing cooperatives sjmilar to those in the 
agriculturesector. 

The gas-marketing co-ops bill never went anywhere, but 
PmEhergy did. It was me ufthe 30 largest gas marketers in 
North America during 1997. 

Parker & Parsley sold its interest in ProEnergy &r its 
merger with Mesa Inc. last year to form Pioneer Natural 
Resources co. 

More forming ProEnergy, Apache once owned 50% of 
Natural Gas Cleannghouse RJGC), predecessor to Dynegy 
he. Apache and co-owners Noble Af’lFiliates hc. and Dekalb 
Energy sold out to British Gas and LG&E Energy Systems 
in 1992 for $107.5 million 

Apache’s take on that deal was more than $50 million, 
almost nine times its on@ $5.8 million investment aRer 
only three years. 

The company continued to sell NGC 400 MMdd of gas for 
several years after the British Gas-LG&E transaction, 
while charging that NGC was one of the “huge marketing 
companies” whose earnings were derived “not from mar- 
keting gas, but h m  arbitragespeculating on wide and & 
quent price swings.” 

-Barb- Shook 

Amivd*** 
(continued from page 1) 
only 3$ the day after the storage report - after rising more 
than 18$ Wednesday from below $2/MMBtu fiesday - 
and then jumped on Friday. 

Open interest was agam * growing in the contract last 
week. but. unlike other recent buildum. the exDected move 
in price is likely to be upward. 

~ 

Recent heat has been limite d to the southern United 
States, but Wayne, Pa.-based Strategc Weather Services 
(SWS) said last week that warmer temperatures can be ex- 
pected to move into much of the United States. 

(continued on page 11) 
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(continued b r n  page 10) 
"Temperature predictions by the model show 96 to 103 

degrees Fahrenheit] dominating much of the Central 
Plains and Western Mississippi Valley plus the southern 
half of Illinois," SWS said. Texas and Oklahoma will be 
blanketed by 100 degree readings and the deep South will 
see upper 90s and low lOOs, the forecasters said. 

M o m  with warmer weather, another factor that like1 
will drive up prices as summer goes on is the level of cumen$ 
and scheduled nuclear power plant outages3 New England 

Outages in New England last week caused prices on the 
Cinergy Corp. power system to soar above $lOO/MwH, in- 
spiring some utilities in the region to ramp up more expen- 
sive gas- and fuel oil-iired generators to sell power into the 
inflated market. 

Situations such as this probably will occur during each 
period of extended heat - further influenced by nuclear 

a 
. andTexas. 

Outages - and Cause heavier demand for n a d  gas, and 
&US. higher DnC4?S. - _ _  - 

Another factor that may push up prices in Texas and Cal- 
ifornia this week is the El Paso Natural Gas C 0. shutdown 

The shutd6n occur on Tuesday and W e d n d E d  
. of its MUD C g b i n e  in the Sannuan B e  for re * 

reduce capacity on the San Juan line by about 245 MMdd 

d y  satisfying other demand. 
If a shipper who normally buys gas in the San Juan 

Basin to ship to Califarnianeedsto go to the Permian Basin 
in West Texas to s a w  the California demand, it could 
cause a chain reaction of higher prices in Texas and into the 
Mid-Continent. 

OneignslltolookfbrthisweekisWednesday'sAGA~ 
I.eportwhich-inthefaceofwarmingtempemtures-dd 
showadightreductionintheyear+n-year~storagelus. 

If &rage capacity holders fail to meet last year's compa- 
rable week injections of 97 Bcf, traders may take it as a sign 
that the trend has reversed, and the surplus will be reduced 
as it is used to shave price peaks in the market. 

Nymexlastweekannounceditdddecreasethemargins 
on its H e ~ y  Hub natural gas futures contract and incn?ase 
the margins on its Palo Verde electricity futum contract. 

A margin, or the amount of money deposited with a mem- 
ber or the cleannghouse to ensure the bmker or the clearing- 
house ag;unst advem price movements on open futures con- 
tracts, usually is lower during periods oflow volatility and 

Electricity prices have been extremely volatile in recent 
days as the country gets its first taste in 1998 of extended 
summer heat. 

-Scott C. Speaker 

* * *  

raised during periods of hi& volatility WGW, 2-1898, p.1). 

PetmCamdu 
(continued from page 1) 
participants must reveal forward-looking information, 
Petro-Canada's withdrawal suggests that the company is 
engaged in deal-makmg on a grand scale. It also has post- 

poned a planned tour of Europe to promote its company to 
institutional buyers. 

Analysts are speculating about rumors of possible acqui- 
sitions, ranging from a takeover of Ranger Oil Ltd., Sheli 
Canada Ltd. or Canadian Occidental Petroleum Ltd. 
(CanOxy), to a possible sell-off of the Canadian governments 
18.38 stake in the hnnerly state-owned company. 

Adding grist to the rumor mill are statements made by 
Petro-Canada President and CEO Jim Stanf0l.d in January, 
in which he suggested that the company will accelerate its 
acquisitions of natural gas properties in its core area of 
Western Canada in order to reduce its traditional reliance 
on light oil. 

Thefve made no secret that they have acquisitions in 
mind, and they have told people in the past that they would 
like a larger international presence. They have the size to 
make a @cant investment," said Brian Dutton, an ana- 
lyst with Bunting Warburg Inc. 

Amidst the ruminations, what everyone seems to agree 
upon is that no one really knows what is in the works. 

'7 heard a pretty strong rumor that they will make a bid 
for Ranger, but I have no confirmation on that," said Doug 
Managhan, an analyst with Scotia Capital Markets. 

"I've heard that they might be workmg on the Ekofisk 
gas project with Phillips Petroleum CO.]," said F. L b y d  
Byrne, an analyst with Morgan Stanley Dean Witter. 
Phillips, along with a host of European oil and gas com- 
panies, last year signed a depletion contract to tap the gi- 
ant Ekofisk gas field, located in Norway's section of the 
North Sea. 

Byrne said that the government's sell-off of its stake in 
Petro-Canada is the most unlikely of scenarios, as the com- 
pany would not be compelled to pull out of the CAPP con- 
ference over such a move. Other analysts noted that with 
the recent slump in oil prices, it would be foolhardy for the 
Canadian government to divest its stake at any time in the 
near future. 

Martin Molynea~~x, an analyst at First Ehergy Capital in 
Calgary, admitted that "I've been digging, but I can't find 
anything concrete." That, however, has led Molyneaux to 
believe that Petro-Canada's clandestine dealings may in- 
volve overseas assets. 

"Look, Calgary is a small community. They are a large 
company and to keep somethmg this quiet in Calgary 
means that it would have to be outside of the circle." 

Molyneaux is placing his bets on a deal in the North Sea, 
noting that Petro-canada has had several representatives 
traveling back and forth to the United Kingdom. 

Molyneaux also argued that Petro-Canada is targeting 
natural gas assets, and many of the companies labeled as 
takeover targets - namely, Ranger Oil and CanOxy - 
have significant stakes in heavy oil which would be unab 
tractive to Petro-canada. 

Ranger, however, holds sigmficant interests in nu- 
merous oil and gas properties in the North Sea, and 
some analysts speculate that Petro-Canada is looking to 
augment its expertise in that area. Petro-Canada is the 
operator of the Terra Nova oilfield offshore Newfound- 
land - which is scheduled to come onstream within two 
years - and a 20% partner in the massive Hibernia oil 
project. 

--Andrew H. ware 
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Sonat 1.6M 1.5672 
Tennessee. 500 Isg 1330 1.40208 
Tennessee. 800 :eg 1.495 1.39.2a5 
Texas ,E @VU) 1.55% 1.41-208 
Texas L. (aA) 1575 1.42-208 
Tewas Gas SL 1.525 l.U-ZO4 
Tra~sco. St. 45 1.535 1.4066 
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New Merlco-Sn Am Bash 
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FGT 21 1.530 1.4565 1.4848 

22 1.580 1.48-72 15244 
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Attention: Lizabeth Man 4 

xxon and h b i l  iue expected to unveil today plans for P merger that would create the largesr 
oil and gas company in the world. E Jn il joint sbkment Friday, the two oil giants confirmed reports lirst published in the Fi- 

~1ancial7imt.s on Thursduy, that they were involved in mergernegotiations. 'No definitive agree- 
ment has been reached. We a n  not give any a%surmce hat an agreement will be reached. 
Beyond thh statement, we have no further comment," the statement red. 

Jfa merger takes place, it would represent the largest industrial merger in history, exceed- 
ing the proposed $54 billion acquisition ofAmoco by British Petroleum. 

Henry Linden. the director of the lllinois lnstilute of Technology,-Energy & Power. said the 
merger would reunite two prbs of john Rockefeller'sold Staxdad Oil hush which the govem- 
ment broke up back in 191 1.  "This is putting back together what he antitrust laws pu1 asunder. 
I think it's a very positive move," Linden said. 

He mid the me5er wmld represent the two companies' reprise to the worldwide low oil 
resources to w e  money. "My expectation of world oil sup 

(~71titi11ucd OII puge 61 

Lwisiana pipes r Msdwfltme - ntmarke&s hit$l.40s 
s most of the country continued to bask in warm temperature% making the first weeks of the. 
heating sason look more like the midd!e. of spring, [he marker took the hint and wen: 

Swing prices for the first day of December on smenl l -osis im 
A further south. 

interstate pipelines bmke below the S1.50 level. and some Midcontineni 
pipebnes reached into the low-%I.Ws. A late deal reportedly hit 161.41 at [he. Chicago citygate. 

And, with inore bad news for sellers. a Rockies pipeline and Midcontinent pipeline main- 
tained warnings ofpossible restrictions because of high inventorit\. Northern Natural Gas is- 
sued a critical system overrun limimticn for zones A-F in its market area etfective through today 
at 8 am. 

With its four storage fields more than 95% full, Colorado.lntershte Cas (UC) issued P 

warning before'ibnksgiving. asking shippers to keep supply and nomindons in balance. "We're 
not currailing capacity on the pipe, hut large injections are limited at this poinc" P CJC spkes-  
man said. He said he couldn't comment on the possibi l i~ of an opmtional flow order but nored 
:he wming would *main on the bulletin board until further notice. 'The. situation haur't changed 

(ra~rti~iutal~ir pirgc 5 )  

The Market i 

Millennium urges pmmpt action an application 
n the annual rush to get business taken care uf before regulators adjourn for the holihys, 
Millennium Pipelme contends FERC should put its concerns tint m line. I The pipeline. which would be operared by Columbia Energy Group. is urging FERC to act 

proinptly on its application to construct a new $650 million line h m  Dawn, Ontario, SLIDSS 

Lake FJie to the New York citygate. With only one meeting left hefore rhe end of the y a r ,  
Millennium is asking for a place on the agenda. 

"It has now been ahnost a year since the applicaciions in these proceedings were filed with 
the commission.'' 44illanium anomey F~ederic Berncr said in P letter to FERC. **Moreover, 
those appliwtio~~s seek commission a p v d  of an important, fully subscribed pipeline project 
hsr presrr,t4 compilrrtively few substantive issues for cumnission Tesolution." 

Millennium had quested approval by Sept. 30 (GD 6/41. But well past that date, FERC 
*& evidently still sorting through the issues presented by the application - enough si) to .send 
xit two additional drra requesn. 

FERC sent out requests f in  n i m  information on Oct. 7 and XOY. IO. and '"Ilillennium 
xu+idLIJ expedited responsss to those darr requests on Oct. 20, 1998 mil Nov. 13, 1998, pe- 
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Union eas measures interest 
Union Gas Storage 8 Transportation Ser- 

vices is hdding an open season on firm trans- 
portalion across its system for capacity that 
would be available n a  year through 2001, the 
company said yesterday. 

On the downstream side, Union Gas is so- 
liciting bis on firm sapaciiy from its Dawn stor- 
age facility to Parkway, Ontario and Kirkwall, 
Ontario. On the upstream side. Union Gas is 
soliciting interest between its two S1. Clair Rive! 
points and Dawn, which would cover interest tl 
company has received for expanding capaci 
out of Chicago. The company also is acceptir 
bids on firm transportation from 11s interconnel 
lion with Panhandle Eastern Pipe Line at Ojibw; 
10 Dawn. 

In addition, the company wants to fnc 01 
how much inters1 there is in new transportatic 
from Dawn 10 the TransCanaaa PipeLines’ e! 
port points of Niagara, Chippawa. Wadddingm 
and East Hereford. 

‘The demand for gas in the U.S. Northea! 
is growing at a a le  faster than enywhe.e in th 
U.S.;said Garry Black, Union Gas’general mar 
ager of storage and transportation services, 

The Dawn facillty has 126 bil!ion cf of wod 
ing gas capacity and a deliverability of 2 biUio 
Cfd. 

Union Gas plans 10 use the results rrf eac 
of these solicitations as the basis for expansio 
applications with lhe Ontario Energy Board ne1 
year. All bids are due by Feb. 76. Unio? Ges wi 
announce the stalus of the bids by Ma,xh 12. 

For more information, contaci Union Gar 
Mike Morrison at 519-436-5352. Mt 

VOPPCO doses an W e  purchase 
TEPPCO Partners yestemay said it ha! 

completed its acquisition of Duke Energy Trans 
port and Trading from Dub Energy. 

‘These assets provide a first step inlo thr 
crude oil gathering, transporlation, storage an( 
marketing business with Ihe necessary infra 
structure and personnel to grow this segment o 
the energy industry,’said William Thacker, chair 
man, president and CEO of TEPPCO. MH 

Canadian Gas Assn. I storage survey Now. 20 
East wkt  Total 
234.8 254.3 489.3 

La Nina still may pack a wallop, WEFA says 
e current scenixio of warm temperatures. full storage and low gas prices shouldn’t fool h e  

niarket into a false sense of securiq, warns consultant W H A  in its latest monthly look at T” gas marker trends. 
“The only clmmessllge ftom histmy is thri weather can swamp almost any level of star- 

age” WEFA noted in in Natural Gas Monthly r e p o ~  
While past La Nina winters have had normal tempenares on average, the wadrer pattern 

i. usudly highly variable, meaning thm’s agmter likelihood of price spikes this winrer, WEFA 
explained. 

WEFA @CIS an average December Henry Hub price of % 2 . ~ m B t u  in the aftemnrket and 
3 mree-my average close ot w.lcM1.ZSlmmtltu. ‘lhrough me wntrr, W W A  expecn the AECO- 
Hemy Hub basis to average 254, while the basis for al l  of 1999 is predicted at about 45#. l h u  1999 
bash depends largely on how quickly Canadian production rises, the cmwltmt &d. SCS 

Prices sink into the $1.409 ... (timmpage I) 
If mything, i t  was exrcerbated Q l i ltle bv the w a n  holiday weekend.” - -  

5 was pathetic,” said a marketer who struggled to &d market in zone SL on Txai Gas 
-. __ .. - - - __ - . - - I -  

While Henry Hub spiraled down 20g into the loa-91.W~. one trader saw cash prices at 
Station 55 on Tmseontinental CiasPipe Line, in zone SL on TGT, anTm both Louisiana legs of 
-met mto the low-&I%.-~I &b-ga at $1.65 and 
hen at $1.56 a couple of minutes later,’’ he said. ‘I thought 1 was going dyslexic.” 

Most Gulf pipes weren’t allowing pay- 
_ _  - wck over the weekend, mid one trader whc 

,aw Monday b&seload prices slide more h r  
I nickel on some pipes. But the price move. 
nent was minimal cornpaEd to the volnlicq 
,f swing prices. 

One Gulf Coast marketer-producer s t i d  
le tmly found buyen for a third of his incre- 
nenol volume yesterday. “You don’t very af- 
en .w an inability to b e l l  gab. . . . It H as hard 
D timd people to take i t  at any price.” he said 
Temperatures in the bum belt are 20 to 25 

”We did not do very much, thank good- 
less” said another Gulf trader. After seeing 
iroduction a m  prices in the $1 40s and mar- 
et area prices in the $1 .fiOs-7Us, she said they 
oc out of the market quickly. “lt urn like r 
lashback to the 1 QWs,” she said. 

Discussion for some traders began to fw 
us on inter-fuel spreads and speculation as to 
,here the bottom could be for natural gas 
rices. Seasoned traders were drawing corn- 
srisons tothe 1091-1992 wmterheatingsea- 
XI that culminated in the February contract 
:ttling crt $1.046 a d  cash trading below a 
allar an some pipes. 

Pipeline o eratianal update 
Nrtlonal P ual Gas Supply has ?eslriaed 

its northern system points to their primary palh 
due to current system conditions.The points in- 
cluded in This restdction are Niagera (010902); 
East Aurora (020077) ana Grand Island 
(01 20030 10). 

Deliveries are at capacity for Natural Gas 
Plpellne of h e r i c e ’ s  (NGPL) Sabine Henry 
Plant Vermilion (PIN 3592) located in Vermilion 
Parish, La. Shippers can nominate gas at the 
point, but NGPL will scheauie the nominations 
on a p’iorily basis. NGPL will notify shippers if 
all nominations cannot be accepted. NGPL also 
reached capacity at its interconnection with 
Texas Gas Transmission Texas Lowry, located 
in Cameron Parish, La. 

Due to an automation upgrade, no injec- 
tions are being accepted at Norlhwest 
Plpellne’s Clay Basin until Dec. 13. Since tem- 
peratures are cooier in Ihe Pacflc Northwest, 
Northwest’s line has recovered and is opedng 
at a reasonable level of line pa&. Northwest 
continues 10 ask shippers nor to bank or dmfl 
on the system andlo usestorageaccounts when 
available. RAS 
--___-__..-.-I---- 

“We will still have a winter, but I ’m afraid it’s dread: too late:’ mid one Gulf Cos[ trader. 
Futures market mders got the picmre, roo. On opening trxles, the N Y M E X  Jmuary Hen? 

ub contract grppeddown h o s t  14 yestedmy to $2.06. It bounced back Po a hish of$2.22, 
ien plummeted to a low of $1.97. Lam m the afternoon, it slipped seven1 more cents before 
imbing bach to %I .976, down 2 2 ~  hum list Wednesday’s close. 

Thinking prices would fan ottearly. one Western marketer said he traded gas early on El 
uo Natunl Gas in the Pennian B3sin in the mid-$l.70s. When he went back to trade cm 
nnswestem Piprline in the Pernlim Basin. prices on thai pipe had slid into the $ I  .4Os. 

With most Northeast utilities turning back or d i n g  gas, prices tumbled 3t Columbia Gas 
ransmissicm Appalachian pool into the low-$1.7oS and into the $1.90~ for zone 6 Sew York 



Late News 
Global coup. International Energy Agency (IEA) 

reiterates that barring implementation of new envi- 
ronmental policies to restrict carbon emissions, glob- 
al natural gas demand will grow by 2.69 annually 
through 2020. If new policies are put in place, growth 
could be even greater. 

* * *  
Takes one to how,. Phitlp R. Sharp, who head- 

ed up Energy Department's Electricity Reliability 
Task Force, tells conference in Annapolis, Md., that 
only in Washington %odd they put a politician any- 
where near something called reliability." A former D e  
mocratic congressman from Indiana, Sharp now lec- 
tures at Harvard. 

* * *  
He's baaaack. Newly appointed GOPers on the 

panel recommend Sen. Frank H. Murkowski be cho- 
sen for third term as chairman of Senate Energy and 
Natural Resources Committee. Nod must be ratified 
by Republican Cderence next month. New lawmak- 
ers added to panel -Jim Bunning, R-Ky.; Peter G. 
Fitzgerald, R-Ill.; Evan Bayh, D-Ind.; and Blanche 
Lambert Lincoln, D-Ark. 

* * *  
Fat chance. Branko Terzic, former member of 

FERC and --CEO of Yankee Energy Services, says of 
FERC proposals to liberalize secondary market at 
Washgton  conference: Y think you have a better 
chance of estimating rates in a market dynamic than 
,you have of estimatmg what a future FERC would do." 

* * *  
Average Cash Prices & fitures Strip 

prices declined drastically 
following a stronger-than- 
November bid-week, and a 
continued soR market is ex- 

::FJ 
1.60 , - -(.0mp0.,,. 

-e:yfi:pd pected this week. 
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As Producers How for h s t  

tamed and seasonal mter weather armmg soon. 
A number of bearish factors have converged. MEld weath- 

er, a large surplus of worlung gas in storage as ciSmpaI.edto 
vears m. ~ i ~ e l i n e s  I G S ~  

Wait for New Pipeline hjects 
While Florida is poised for an imminent boom in natural 

gas demand, the rest of the US. Southeast - with its bur- 
geoning populations and fast-rising economies - may not 
be far behind in developing new gas markets. 

Reading to likely gas supply constraints in the state, the 
Williams Companies Inc.'s Transcontinental Gas Pipe Line 
G~rp. ~Transco) is developing a new Florida pipeline system, 
dubbed the Buccaneer Pipeline (see story, p.16). Industry 
sources have speculated that the line would need around 
500 MMdd of capacity to be feasible (NGW, 10-26-98, p.5). 

Florida Gas Transmission Co. (FGT) - which controls 
(continued on page 8) 

Pairing of 2 Big oill Companies 
Also Foms Global Gas Gorilla 

The pending $75 billion merger of Exxon Corp. and Mo- 
bil Corp. has generated a spate of superlatives in describing 
its magnitude, but somewhat overlooked so far is where the 
new combination ranks in the global hierarchy of natural 
gas players. 

Mobil already is big, with global gas reserves of 17 Tcf. 
Exxon is gargantuan, holding some 42 Tcf. Together they 
create the largest privately owned gas company in the world 
and the only nongovernment-owned company among the 
top 15 reserves owners. 

Already, both are major participants in North America, 
(continued on page 18) 
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ExxonandMobilShakeHandS 

principals in the $80 billion takeover of Mobil Corp. 
by Exxon Corp. would shrink h m  the cmparison. but 
a persuasive argument can be made that the megadeal 
that rocked the petroleum industry last week is the 
most major defining event for Big Oil since the Exron 
V& ran aground off Alaska in 1989. 

There is little doubt that that environmental &as- 
ter nearly a decade ago changed the rules of the game 
for Big Oil. That mammoth oil spill splashed all over 
the public perception of the petroleum industry, mark- 
ing it in the eyes of many as the global despoiler. The 
Alaskan oil spill remains the single biggest reason for 
the continuation of offshore drilling moratoria imposed 
by President Bush. 

It isn’t simply the size of the Exxon-Mobil deal that 
makes it so remarkable, although it is mammoth and 
had energy journalists last week scrambling for their 
thesauruses, in search of synonyms for big. Nor is it 
necessarily that Exxon’s takeover of Mobil represents a 
reuniting of the two most significant entities that 
emerged from the Standard Oil Trust breakup in 1911, 
although the irony is striking. 

The kon-Mobil  pairing isn’t even a seminal event 
- British Petroleum plc’s $48 billion acquisition of 
Amoco Corp. is pending review by both the Federal 
Trade Commission and the European Commission. 

What makes Exxon-Mobil a defining event is that it 
represents incontrovertible confirmation that Big Oil’s 
landscape is changing - BP and h o c 0  wasn’t a fluke 
- to a sector in which a few colossal companies will be 
able to do the deals and make the profits in an environ- 
ment dominated by crushingly low oil prices. 

The natural gas implications of the Exxon-Mobil pair- 
ing are considerable (see story, p.1). The merger will re 
sult in the new company erne- as the dominant gas 
player in the Pacific Rim. The merger also puts a poten- 
tially interestjng twist in how Big Oil responds to envi- 
ronmental concerns. and in particular, to the global 
wanningissue, in which gas has a ponderous stake. 

Some fissures in Big oil’s solid front agamst environ- 
mentally driven inroads appeared to be developing into 
even bigger cracks with BP‘s emergence as an envhn- 
mentally conscious company. The consensus was that 
those who would seek cooperative solutions with envirim- 
mentabtsgrewstragerasareflllt oftheBP-Amamdeal. 

Exxon Chairman Lee R. Raymond, on the other 
hand, has been an opponent of efforts to limit carbon 
dioxide emissions. and a foe of global warming zealots, 
consistently questioning the science as well as the m e  
tivations of the loudest green doomsayers. As chair- 
man, CEO and president of Exxon Mobil, Raymond 
would bring even more clout to his side in the global 
warming debate. 

Nobody lefi as the winner in the L.ucoIE Val& deba- 
cle. One suspects in this case there will be winners, al- 
beit just a few and of gigantic proportions. 

--Michael E Zastudil 

nenry . . . 
(continued from page 1) 
tion weghed heavily on prices throughout 1995. 

That year, the storage surplus as compared to the year ,r 
before increased throughout the winter to top out at 472 I3cf 
on Feb. 3,1995. Prices at the wellhead went on to average 
$1.45iMMBtu for that year. 

Prices at the Henry Hub fell last week below the 
$l/MMBtu level by Friday, more than $1 less than Decem- 
ber bid-week prices. Bid-week prices declined throughout. 
but sti l l  came in higher than November’s bid-week. 

While prices a t  the New York Mercantile Exchange 
(Nymex) for January gas are still around the $1.90- 
$2/MMBtu level - a far cry h m  the $1.65/MMBtu close of 
the January 1995 contract - that is still nearly 2 5 ~  lower 
than when January became the near-month on Nw. 25. 

Though prod ucers can find some hope in current weather 
forecasts,wbichcallfmmoreseasanaltemperaturestoanivem - 
someareasthisweek,thenear-termforpriceswillsti.lii 

Last week, s e v v s a i d  that current pnces 
were too low to sell their gas, but most talk of shut-ins is ex- 

_ _ _  _ _ _ _  - - - - - - . - - 
V a l  distribution companies (LDCs) must 

stick to fairly inflexible storage inj-ation/withdrawal sched- 

-.. 

\ 

LDCs are located - did report a net withdrawal of 7 Bd, 
but both the western consuming region and producing re- 
gion reported net injections. 

AGA said that stocks currently stand at 3,077 Bcf, or 954 
fdI, and at that level there is 471 Bcfmore in storage than 
at the same time last year. That’s the equivalent of nearly 
eight days of total U.S. gas consumption. 

That surplus should grow this week, and possibly the fol- 
lowing week, as the comparable withdrawals for those 
weeks last year were 69 Bcf and 136 Bcf, respechvely. By 
Dec. 11, the surplus will likely be more than 500 Bcf, with 
the total amount of working gas in storage likely higher 
than 2,950 Ekf. Little cold weather is expected to arrive pri- 
or to that time. 

Omaha, Neb.-based Strategic Weather Services (SWS) 
said that colder weather will arrive Dec. 11-15. 

”This will bring very cold conditions to the eastern twe 
thirds of the nation, which will be the first major cold out- 
break of the season,” SWS said. “At the same time, mild 
weather wi l l  dominate the West Coast.” 

Though this news should give some optimism to produc- 
ers about price increases during that period, the expansion 
of the Northern Border Pipeline Co. system is expected to 
come on line around the same time and bring increased in- 
cremental Canadian gas supplies into the US. Midwest. 

But there are some interinediate- and long-term funda- 
mental factors that Oshould quiet talk of a repeat of 1995. 

!&nmm & CO. lnternatianal said that Gulf OfMexico weIl de  
(continued on page 3) 
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(continued from page 2) 
pletion rates a ~ e  inmeaskg rapidly creating a n&ty for in- 
creased dnllmg to sustain current deherability, and the in- 
creased demand predicted fbr the years to come (see stmy, p.4). 

Also, the Colorado State University hurricane forecast 
team said that the June 1-Nov. 30,1999 hunicane season 
will be as active as the one that just ended, with 14 named 
storms, nine hurricanes and four intense hurricanes t;o form 
in the Atlantic Bas+. 

-Scott C. Speaker 

e,, 
* 
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Too little demand in the East Coast consuming regions 
and too much supply coming out of the producing areas has 
forced several major interstate pipehes to issue operational 
flow orders (OW) requiring that receipts into their systems 
match deliveries off the pipeline. 

Texas Eastern Transmission Co. (Tetco) cannot absorb 
any more gas than customers take for consumption, said 
Richard Kruse, vice president and general counsel. Tetco is 
a unit of Duke Energy Corp. Consequently, the company is- 
sued a system-wide OFO. 

~ U s e d t h e l a C k o f c o l d W e a t h ~ , ~  is full, and 
linepackisatthemaximum,”KiusetoldNaaunlGus Week.& 
OFOWaSschedud to go mto effect at 9 am. CST an Satanday. 
An OF0 was to become effective at the same time on the 

Tennessee Gas Pipehe system. 
“Our pipeline and storage are packed to the rafters,” said 

Paula Delaney, spokeswoman for El Paso Energy Corp., 
Tennessee’s Darent. 

r e-.. 

no longer dowed to inject volumes into sturage facilities. 
The ANR system runs from the Midcontinent and Gulfof 

Mexico to Michigan and the Upper Midwest. 
Southern Natural Gas Co., the pipeline unit of Sonat Inc., 

also was operating on “critid status. ‘There’s a lot of supply, 
and it‘s moR than we can handle. We am trying to work with- 
in the limits of the system,” spokesman Bruce Connery said. 

Transcontinental Gas Pipeline Co., a subsidiary of the 
Williams Companies Inc., had “alerted” customers to moni- 
tor their receipts and deliveries. 

Strong gas prices are one cause of the excess supply sit- 
uation. Even though prices are well below year-ago levels, 
3Oday and longer-term gas remain above the producers’ 
breakeven threshold. 

The cash market for day-May and shorter-term deals is 
much lower, around $1-$1.25/Mcf, but very small volumes 
are flowing at these prices. 

-Barbara Shook 

Tetco said supply & its system was exceeding demand by 
about 200 MMcfd to 250 MMcfd. The pipeline had issued 
alerts and informal requests to reduce deliveries to keep the 
system in balance, but by Thursday night, the company de- 
termined that formal action had to be taken. 

W e  very reluctantly issued the operational flow order,” 
Kruse said. ’Tt was our first in more than a year.” 

Penalties for failing to comply with the OF0 should pro- 
vide an adequate incentive to shippers. “he fee on the Tet- 
co system is $25/Dth, to be assessed daily. If a shipper, say 
a large marketer, is out ofbalance by 1 MMcfd, the penalty 
would be $25,000 for each day of noncompliance. 

Tennessee will charge violators $15/Dth, plus other 
charges. 

The Tetco system runs h m  South Texas and the Gulfof 
Mexico, through Louisiana, Mississippi, Tennessee, Ken- 
tucky, Pennsylvania, New Jersey and into New York City. 

The Tennessee system extends from the Gulfcoast-Gulf 
of M&co to Boston. 
Otherpipelinecnmpaniessaidtheyaremonitaringtheirsys- 

tems closely and have alerted shippers to potential problems, 
puhcularly as industrial demand drops offover the w&d. 

ANR F’ipehe Co., a subsidiary of the Coastal Corp., has 
been operatug an “critical” status since Dec. 2, spokesman Joe 
Martuccisaid.h~blecustomersofANRStarageCo.are 
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h i d e  This h e . . .  
*PlPEmmsPSSUEQFOS 
Several major interstate pipelines said they .could not 
absorbanymoregasthancustamerstakeforconsump 
tion in deciding to issue o p t i o n a l  flow orders late last 
weekB0thpipehesandstoragefaCilitiewere”packed 
totherahrs,” accardingtn one company. Page 3 

* D E P L E I I O N & W E ~  
Houston-based Simmons & Co. said gas reserves in 
the Gulf of Mexico are being depleted at an eye-pop- 
ping rate that could rise even more within the next 
fewyeam. Page4 

* V I ~ W A D V r n C E D  
Not many people are familiar with the Vicluey auction 
model. But it is beingtouted as a possible h e w o r k  for 
auctioning capacity on MW gas pipelines. Page 5 

*coAtBn,-mmm 
Plans for an $80.5 million pipeline extension under- 
score the growing importance of codbed methane as 
part of the nation’s fuel supply. Page 6 

*WATE~ANDGASIMM 
So says Enran Chief Kenneth L. Lay, who says priva- 
tization of public water utilities has prompted Enron 
to dive headfirst into the water business. Page 7 

*cLoGcI”GTEIEhTERNET 
Energy trading is swamping the Internet, says COIISUI- 
tant Benjamin Schlesinger, who adds that natural gas 
trading is accounting for much of that activity. Page 7 

CANADIAN MARKEIS ............................ Page 14 
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F’ERC’s Broposds Muddy Waters 

Federal Energy Regulatory Commission (FERC ) propos- 
als to radically alter the secondary pipeline capacity market 
likely are causing more than a few ulcers among major play- 
ers in the active Northeast gas market, complicating an al- 
ready complex future gas supply scenario in the region. 

The Northeast is a prime example of where efforts by 
FERC to liberalize the gas transportation market put in 
peril strategies - by both pipelines and shippers - which 
had been decided under an already half-baked h e  econom- 
ic scheme. 

A host of new pipeline projects are in the works to feed 
(continued on page 6) 

Korean N e d  for U.S. D 0 l . k ~ ~  
GivesEmnPassagebAsia 

E m n  Corp. is expanding its presence in Asia by entering 
the natural gas utility business in south Korea. 

The company said last week that its Enron International 
subsidiary had formed a joint venture with Korean indus- 
trial SK Corp., operator of Korea’s largest gas distribution 
business and one of its major refiners. 

The joint venture will own five city gas companies and a 
liquefied petroleum gas (LF’G) importug business. The city 
gas companies distribute regassified liquefied natural gas 
(LNG). Since Korea has no domestic gas production, the 
LNG has to be imported. 

(continued on page 5) 
2.- 

AsBuUishness MeltimAwav 
Optimism for higher prices for natural gas in 1999 is 

m - ost _ _  spw-&e ‘ . weath- 
er - throughout much of the United States, including key 

After shippers got caught in a ”long squeeze” when pipe- 
lines ordered them to get their accounts in balance for o p  
erational purposes (see story, p.2). prices rebounded last 
week, but the near-term fundamentals are still mainly 
bearish. 

Storage stocks are at a record level for mid-December, 
and the surplus to last year likely will grow over the next 

icontinued on page 2) 

gas COIlSurning regions. 
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two weeks as last year‘s comparable storage reports showed 
large G3hirawals. 

O v v  weeks - as warm temperatures and 
low fuel prices generally continue - the storage surplus 
could reach 650 Bcf as the American Gas Association (AGA) 
reported a net withdrawal of 271 Bcffor the same period a 
vear ago. 

The surplus currently totals 567 Bcf, or the equivalent of 
about nine days of total U.S. consumption, after AGA re- 
ported a seasonally unusual net injection of 27 Bcf, or 3.9 
Bcfd, during the week en- Dec. 4. 

AGA said that stocks now total 3,104 Bcf, or 96% full, af- 
ter 14 Bcf injections were reported in the eastern consum- 
ing region and the producing region. Storage capacity hold- 
ers reported a 1 Bcfwithdrawal in the western consuming 
region, but even in the West - were prices have been a bit 
stronger than in the East - stocks are 107 Bcfhigher than 
last year. 
“If [ColdJ weather doesn’t pick up, we could st i l l  have 3 Tcf 

in storage] in January,’’ said one trader in the-Northeast. 
‘And I d o & E Z h T w ~ ~ i t F e ’ ~  I do&&ven think the de 
-eren - -  to out of storage- 
by the end ofMarch. 

The Energy Information Administration (EM), in its 
most recent%hort-Term Energy Outlook, said that the 
warm weather of November andkecember will bring about 
considerablv larger storage inventories for the first half of 
1999. 
. “Given this inventorv overhang, we are lowering our _ _ _  - . - 
price proiections from an aveme  wellhead price of 
$ 2 , 1 0 / M c f ~ o - u t l g o k - t o a h c u & . $ J ,  9Q&& ” 
EM said. 

Ekp10si0npzills2inMinnesota 
A natural gas explosion rocked a section of down- 

town St. Cloud, Minn., late Friday morning, leveling 
three buildings in the Courthouse Square area, Idmg  
two and causing numerous injuries. 

The blast d on a Northern States Power Co. 
gas main. In addition to the three buildxngs bang lev- 
eledmthenortheastmmmofthe lOOblockof9thAve. 
North, m adjaa& building had its second floor blown 
off, according to a report by the St. Cloud Police De- 
partment. 

Other buildmgs within a oneto-two block area also 
d e r e d  broken windows and sustained superficial 
damage, the report said 

At press time, Northern States officials had not yet 
determined the cause of the blast. 

W e  really aren’t far enough along to say why it hap 
pen&” said Northern States spokeswoman Mary 
Heimstead 
As rescue operations got under way, Heimstead said 

all power and gas in the area was shut off to ”make the 
site safe.” 

--Steve Pare20 
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fourth quarter of next year.“ 

More bad news for producers: Lexington, Mass.-based 
Weather Services Corp. said that warmer-than-normal 
temperatures are expected in the northeastern and up- 
per midwestern regons of the United States through this cI 
weekend. 

Temperatures last week fell in some regions to more sea- 
sonal temperatures, but most sources said that storage ca- 
pacity holders were pulling gas to satise current demand, 
but then injecting low-cost gas in its place. 

This could lead to another lighter-than-expected with- 
drawal from ITS. underground storage facilities this 
week. 

In addition to the announcement from Northern Border 
Pipeline Co. that its expansion pipeline wil l  come on line 
this week - adding supplies to an already over-supplied 
short-term market - market-area sources said that many 
fuel switchable facilities are shunning natural gas in favor 
of burning cheap residual he1 oil. 

Not only is resid cheap in light of the currently record- 
low crude oil prices, but environmental restrictions on 
burning that fuel are eased in the US. Northeast during 
the winter. 

The convetpence of these factors has put a damper on the 
sm that market players looking 

Prices at the New York Mercantile Exchange (Nymex) 
htures market for gas contracts for delivery in January 
have fallen steadily since January became the near- 
month. 

Spot prices are now in the $1.60-$1.75/MMBtu range, 
while January futures prices are stuck below ‘i 
$1.9O/MMBtu. 

c 
* * *  

-on Dec. 4 was largely as 
a S f  result _ _  of s~uwrs PU - -  
normal Uecember market demand arnvmg. 

When that demand did not arrive and pipelines noticed 
several over-nominated shiOOers when pipes a n i w e  
facilities were already packed full, those shippers were 
forced to take the gas off the pipes and essentially flooded 
the market. 

Though the shippers took a nominal loss on the gas after 
purchasing it at around the $1.60/MMBtu level and being 
forced to sell it around the $1/MMBtu level, they avoid the 
penalties involved in being out-of-balance during an opera- 
tional flow order (OFO). 

-Scott C. Speaker 

Enables Pipelines to Lift QFOs 
A drop in temperatures on the East Coast and the come 

spondmgincrease in natural gas consumption have allowed 
~ t u r a l  gas pipeline companies to liR orders limitmg deliv- 
eries into their systems. 

Texas Eastern Transmission Co. (Tetco), a unit of Duke 
Energy Corp., and Tennessee Gas Pipeline Co., a subsidiary ;E, 
of El Paso Energy Corp., had activated operational flow or- 

(continued on page 3) 
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Late News 
Holiday shopping. Duke Energy International, 

international development and asset management 
arm of Duke Energy Corp., says it will buy Aus- 
tralia's BHP Power for $315 million. Jewel of ac- 
quisition is nearly 400 Mw of power generation and 
transmission assets in Western Australia, New 
Zealand. 

* * *  
Yule sale. Unocal Corp. sells its 9% interest in 

Alliance Pipeline Project to Vancouver-based West- 
coast Energy Inc. for $50 million. Company cites 
"need to channel ... cash flow and capital dollars into 
our core oil and gas exploration and development 
projects ." 

* * *  
Part-time Grinch. FERC welcomes James J. 

(Jim) Apperson, former NARUC official, to ombuds- 
man post. Acknowledging his occasional grumpiness, 
commissioner Curt Hebert, in supportmg pick of Ap- 
person, says: 'Vhereas I a n  one to bat people over 
the head, I also am one to pat them on the back.'' 

Admiral Santa. Texas Public Utility Commission 
says Navy can be considered wholesale customer 
when buying power for Texas bases. Military division 
can now shop for cheapest supplier rather than pur- 
chase it retail at set rate from local utility. 

* * *  

* * *  
For daily gas prices and more, visit us on the 

World Wide Web: www.emrgyintel.com 
' * * *  

Average Cash Prices & fitures Strip 

- -C.IIPpo.,t. Natural gas prices moved 
hgher last week, but record 
storage lev& conhue to ex- 

1-60 ert downward pressure on 
1.60 prices. 
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ExpandedFlow of Canadian Gas 
LikelytoDampenPriceGains 

&I 

The 700-MMcfd Northern Border Pipeline Co. expansion 
will begin flooding the Chicago market with natural gas this 
{act that cold- 
er weather normally would have on gas prices. 

According to a Northern Border spokesman, the pipeline 
will start accephg nominations today, with delivery sched- 
uled for start-up on Tuesday. 

bearish f u n d a m e n . - !  
han~ likely will cancel aut - or at least '* ' . ' - price 
gains caused by colder weather in the key consuming re- 

(continued on page 6) 

cc~.~pled with persistentl 
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C a S h - h p p e d C ~ M u c e m  
BraceforRenewedBurstof W 

The Canadian gas and oil patch is bracing for a new 
wave of consolidation, mirroring a trend unfolding in the 
united states. 

While previous deals were driven largely bythe expectation 
ofhigher natural gas prices, new ones will come by despera- 
tion as companies run short dcash, Calgary executives said. 

Dramatic changes have occurred in the Canadian energy 
market, thanks to the oil price slump and the 700-MMcfd 
Northern Border Pipeline Co. qans ion  and proposed 1.3- 
Bdd Alliance Pipeline project providing new export markets 
- and h&er asset valuations -for natural gas. 

(continued on page 9) 

AshnFoclpsesonMarketing 
Indications that Enron Corp. may be leaning toward sell- 

ing its 53.5% stake in EKon Oil and Gas Cow. (EOG) have 
prompted analysts to conclude that Enron has decided to 
abandon its involvement in exploration and production 
(E&P) to focus on its natural gas and power marketing busi- 
nesses at home and abroad. 

In a filing last week with the Securities and Exchange 
Commission (SEC), h o n  said it had "received an ~1190- 
licited indication of interest h m  a third party" to acquire its 
stake in EOG. 

Since the f3mg, speculation about potentid buyers has f e  
(continued on page 7) 

Published by Energylntelligeme Gmu. 

http://www.emrgyintel.com


F-TFuels e e 

(continued from page 5) 
crudes and other solids and heavy liquids, speakers at the 
conference used "F-T products" to describe the output of the 
process rather than GTLs. 
Integrating F-T projects with austing idkastmcture is vi- 

tal in a low4l-price environment, speakers stressed. This is 
an even greater imperative for facilities that use solids and 
heavy liquids as feedstocks, but gas-based projects also gain 
substantial cost-related benefits. 
Zeus Development Corp. of Houston sponsored the gas 

monetization conference. 
-Barb- Shook 

FERC Defends Settlement ]policy, 
Denies Call for Vdet Service' 

The Federal Energy Regulatory Commission (FERC) 
painstakingly clarified last week how it handles and r e  
solves proposed settlements where not all parties agree on 
the outcome. 

"Contrary to the assertions of the parties on rehearing, 
llast weeks] order does not adopt a new standard for ruling 
on contested settlements, but is consistent with the stan- 
dards...for Commission rulings on settlements," FERC said 
in its draR order. The Commission reatlimed a prior order 
in the case and denied requests for rehearing. 

The case involves proposed rates and a subsequent set- 
tlement filed by Trailblazer Pipeline Co., which serves the 
Midwest gas market from southwestern Wyoming to cen- 
tral Nebraska. 

The settlement was contested by Amoco Production Co. 
-which owns production behind the pipeline and has an 
economic interest in Trailblazer's rates - and was re- 
manded by F'ERC to an administrative law judge (ALJ) be- 
cause of lingering objections (NGW, 10-1998, p.2). But par- 
ties, including Trailblazer and the Interstate Natural Gas 
Association of America, requested rehearing of the October 
order because they thought it represented a change in 
FERC's policy for denling with contested settlements. 

FERC's draft. order contains a comprehensive review of 
the Commission's regulations and court decisions on cases 
involving settlements. It also describes several approaches 
FERC has taken when ruling on contested settlements. 

Generally, FERC must decide if there's an adequate 
record on which to make a decision, whether the settle- 
ment's outcome will be "just and reasonable," whether its 
benefits outweigh the objections by contested parties and 
whether ifs better to sever a contestmg party from the set- 
tlement. FERC said this last approach gives contesting par- 
ties "a litigated result on the merits, while contesting par- 
ties receive the benefits of their bargain." 

Despite these considerations, however, FERC decided 
that comments it received from the parties involved didn't 
provide "an adequate basis to appmve the settlement under 
any of the four possible approaches." 

Given FEXCs r e h a t i o n  of its order and rehearing d e  
nials, Lawrence Brenner, the ALJ assigned to the case, sug- 
gested in a Dec. 16 letter that parties file supplementd com- 

ments on FEXC's order by Jan. 5,1999. He also suggested 
that if the parties want to revise the settlement or propose 
a different solution, they must do so as soon as possible. 

Also last we& m c :  
Rejected a rate schedule and proposed valet service 

sought by Transwestern P i p h e  Co. that would have giv- 
en shippers more flaibility in transporhng natural gas sup 
plies. The service would "allow shippers on Transwern to 
hold a confirmed receipt for a short period of time until they 
are able to link up receipt nominations with a correspond- 
ing market." 

But marketers on the pipeline, namely Dynegy, argued 
the service would degrade transportation service and inter- 
fere with the nomination process. 'mhe proposed valet ser- 
vice is in essence a repackaged title-transfer service d e  
signed to rectify a recent problem that has arisen due to a 
lack of cooperation between pipelines and point operators," 
said FERC's draft order. 

-Victoria K. Green 

l ! i h p d d .  
(continued from page 1) 
gions of the Northeast and Midwest. 

shortfall in the Western Canadian producing region, ana- 
Although much has been made of an expected gas supply 

that enough Canadian gas remainsin- - r i  
v h m m i n g  at over 90% of storage capaci- 
ty - to keep the expansion filled. through the Winter heat- 
mg season. 

Forecasters are calling for a downturn in temperatures. 
According to Lexington, Mass.-based Weather Services 
Corp., temperatures in the Midwest wil l  average 10-20 de- 
grees below nurmal through the week. 

In the long term, the Northern Border expansion is ex- 
pected to h v e  a multilayered effect on gas prices. Most ami- 
1ystshavemlledfora"~~ofthedifferentials"between 

bata and fsll at the Henry Hub from less demand for its gas. 
While Alberta producers will reap the ben& ofnew out- 

lets for their gas, supplim in the MidGmtinent, South Texas 
and Gulf Coast pmducjngregions likely will bear the brunt of 
turn-backs - and lower prices - as the new Canadian gas 
displaces supplies otherwise headed for the Midwest. 

(continued on page 7) 

Alberta and Henry Hub prices-hkhihistaricaly around 8OZ - 
to between 30@-60g WGW, 9-14-98, p.l), a~ prices rise in Al- 

&hJOR&&IRKET~CES 
DeCember21,lrn 

@MMBtu) 

This Weekly BidWeek 
Week Change forDecember 

Chcago City Gate 1.97 +0.21 2.27 
New York City Gate 2.18 +O 25 2.25 
Houston Shp Channel 1.94 +0.25 2.03 
NOTES: (1) Chcagu City Gate pnm are for gss dehered na mtmtate p~pe- 
h e s  to Ch~cagos local dmtmbuhon ampame (2) New Yo& City Gate pnces are 
for gas d e k d  to local d~~tnbutlon ampame9 m New Yak Clty ma mterstate 
Ipehes (3) Houston ship Channel pnees are for gas d e W  to the Houston 

L p  ~ h a n n e ~  AU pnm are wlum.+we&+mi- 
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Prices in the W e s ,  meanwhile, should receive a lift as 
they increasingly penetrate West Coast markets. A d e  
crease of Canadian exparts along the Pacific Gas Transmis- 
sion Co. and Northwest Pipeline Corp. systems is expemed 
as those supplies now head for Midwest markets. 

The effeds of the Northern Border expansion aside,& 
.most dominant factor in the market remains the bulgmg 
storage surplus, which --_c__- has mitigated -- any near-term bullish 
sentiment related to more seasonal weatherdriven demand. 

After an unprecedented two-week net injection, the 
American Gas Association (AGA) reported a 49 Bcf net 
withdrawal &om storage stocks for the week ending Dec. 11. 
AGA said stocbs now total 3,055 Bd, or 94% full. 

Storage capacity holders reported a 19 Ekfwithdrawal in 
the eastern conmmhg region, while storage supplies fell 16 
Bcf in the producing regions. Storage in the western con- 
suming region - the only area of the country to have expe- 
rienced extensive colder-than-average weather - fell 14 
Bd, and now stands at 89% of capacity. 

Most sources had expected a net 20-30 Bcfwithdrawal b e  
fore the storage numbers were announced. Yet the higher- 
than anticipated storage p ull h a d a n d y m a n 5 d w  sitive 
eff& on prices, reflecting the prevailing bearish sentiment 
of the market. 

The year-er-year storage surplus now totals 654 M, or 
the equivalent of about 10 days of total U.S. consumption. 
Although last week’s colder weather likely wil l  produce a 
larger withdrawal in the newest survey, the surplus should 
continue to rise as AGA reported a hefly 135 Bcfwithdraw- 
al for the corresponding period last year. 

Market watchers can at least take solace in the arrival of 
near-term colder weather. Along with significantly colder 
weather in the Midwest, the key Northeast consuming re- 
gion will see temperatures 5 to 10 degrees below normal by 
the end of the week, am- to Weather service Corp. @ The 30-day forecast calls for average to above-average 
temperatures across the coun with only the low-con- 
suming Northwest region to se gher-k-average tern- 
perabs .  

The impact of the storage overhang and bearish senti- 
ment is most prominent in the futures markets. Only about 
&Z separates the price at the New York Mercantile Ex- 
change (Nymex) for ,- delivery in January and February 
versus uninterrupted deliver?, in June, indicating that the 
market has thoroughly discounted the beGe6h.l effeds of 
any - heavy weatherdmen pnce splkes tlm mter. 

Spot prices are now in the $1.85$2/MMBtu range, while 
January future prices are trading around $2.06/MMBtU. 

-Andrew= ware 

R e p H . . .  
(continued from page 1) 
cused on Burhgbn Resources Inc. But Enron and Burhg- 
ton both said they wouldn’t comment on market rumors. 

Industry analysts also theorized how Enmn - a highly 
diversilied company - would spend the proceeds if a sale 
was made. 

In addition to its gas and power m a r k e t q  businesses, 
Euron also has moved into the global water business with 
its Azurix subsidiary. The company also continues to ex- 

pana amwad mth its &won International subsidiary. And 
Enron Communications is building fiber-optic networks 
throughout the United States. 

But ifs in the gas and power marketing businesses where 
the company dominates. 

Enron continues to rank among the top North American 
gas and power marketers. According to Nutuml Gas Week’s 
third-quarter r a n b g s  (NGW, 11-16-98, p.11, Enron had 
gas sales of 11.4 Bdd, ahead of PG&E cOrp.’s 11.1 Bfd. On 
the electric side, Enron’s wholesale power volumes of 163 
million MwH were only slightly less than the combined 
sales of the next three largest electricity marketers. 
Enron said in the filing that a potential deal would in- 

volve a third party acquiring Enron’s shares of EOG and all 
the remaining outstan* shares of the subsidiary. In ad- 
dition, Enron said a deal would involve selling “certain oth- 
er assets” not owned by EOG to the third party. 

Burlington is at the top of a list of potential buyers, said 
Stephen A. Smith, an analyst with Dah Rauscher Inc. The 
company has recently expressed interest in making an ac- 
quisition, Smith added. 

In the filing with the SEC, the interested party expressed 
interest in certain other assets not owned by the Enron sub 
sidiary. 

Bob Mwris, a managing diredor and E&P company ana- 
lyst for PaineWebber Inc., said because these other assets 
were mentioned in the filing, the bidder obvio~~~ly is inter- 
ested in non-E&P related assets. And Burlingbn wouldn’t 
be interest& in an- but E&P assets, he added. 

EOG’s likely suitor is probably not another independent 
E&P company, he said. The interested party may be an in- 
ternational company that is interested in the ‘other“ assets 
not owned by EOG. 

Analysts expect a successful bid for EOG to require a 
handsome premium. Many analysts say Enmn would pmb 
ably demand a price of at least $20/share. The company’s 
stock currently is trading at about $16/share. 

Ifa sale is annou~@ and eventually completed, there is- 
(continued on page 8) 
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Wellhead Delivered-to-Pipeline 
$1.98 $2.15 

NOTES: (1) Prices are in $/MMBtu and are for the calendar year. The 
cash-price com a t  comes f h m  volume-we1 ted ave (2) The 
Delivered-b&$~e Outlook price is b a d m  N d  W e d s  
monthly and weekly composite spot delivered-to-pipeline prices (pub 
Wed the 6rst Monday of each month) tor historical prices; the natural 
gas futures current month dosing price; and each Fridads futures settle- 
ment prices for whatever months remain in the year. (9) The Wellhead 

posite spot wellhead prices for past months aad weeks, plus futuresan- 
tract prices for the aut months, n u s  a historical differential ( 134 1 
between delivered-to-Henry Hub prices and wellhead pries as ub 
lished in Notwal GQS Week. (4) Futures prices are pmwled by the kew 
York Mercantile Exchange and published weekly m this newsletter. 

~Z-MONTH NATURAL GAS FUTURES STRIP 

htlook price is constructed SimilLlrIy, using monthly and wef!kly com- 

NYMEX KCBT 
$2.077 1.914 

NOTES The “12-Month Natural Gas Futures Strip” is a simple aver- 
age of one year‘s worth of futures settlement pnces. The average pnce 
indicated is based on Friday aRemwn closing prices for the next 12 can- 
tract months. 
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Daily Price Sunrev 

ANR i s m  ism 
NClPL (Midma) 1.570 1-1 
N m h  NmWSouth) 1.560 15962 
NC8hIbdes) 1.345 1.Sl-m ~~ 

NaJlsm {Mid 11) lAW0 1.a7.is 
OGT 1.570 1-D 
P E R  1.575 1.514 
william, 1.570 1.sS-Bo 

El Paso. Bond& 1.480 1.474 
fl Paso, noneondad 1.480 1.46.60 
TW (Ignacio. PIS Sourn) 1.460 1.45-47 

Nerv I l kx ldm Juan Bmin 
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Attention: Lizabeth Man J 

Palmetto to math south-central N.C. by 2002 
ower generation denland should bring natural pas service to parts of the Carolins for the 
f-mt time after Southern Naturdl Gas (Sonat) and C a m h  Power & List (CPBtL) s;lid 
yestday they would build a new 175-mile interstate system, the Pahneuo Intastat~ Pipeline. 
Palmetto win stretch from the terminus of Sonat’s system in Aiken, S.C., northwd to w 

interummtion with North Carolina Natural Gas (NCWGI in Robeson County, N.C. The 30- 
inch pipeline k expected to carry 200 mflion-3UO million cM initially, and be on-line m April 
2002. S a t  and CP&L me SOi50jomt venture pamm in the pmject, which is expected to cost 
$200 niillion-$250 million. 

Pdmctto will bring pipeline competition to the region for the first time, with eastern 
Carolina historically served by htenls off Transcontinend Ga.5 Pipe Line. 

CP&L is driving the Palmetto project with its ambitious p k s  for expanding power 
Icwntirrrd ON p u x ~  6) 

P 

Qsh, futures traders fight to stay awake 
raden yesterd.ny reported a lackluster, uneventful day (“spelled b-o-r-i-n-g,” om trader 
said), with little movement in prices in the producrion a r m  or in the market areas. 

m T Price\ held pretty steady with Tuesday’s indices across North 
America. A Gulf Cost rnder noted that one distinction yasterday was 
prices held up at the end of trading instead of ,softening. 

ceemb to be verv little movement.” 

The Market 

“Priers seemed to start at yesterday’s midpoint,” said a Gulf Coast trader. “There 

. ”Everything is ranarkably right 6 hisboric~l 
(Lr,ntiP~rcld 011 p l X E  5)  

rmance-based rates 
icoi Cas is once rpin proposing a per fomance -W rate (PER) mechni.m ID state 
regulatm, after some changes to state law mde such experimental raw programs more‘ 
amactive to Illinois utilities. 
Nicor proposes to conipare its actual yearly gas ccxrits to a rnirrket-sensitive bmchmark. 

4mounh above and below the benchmark. up to $30 million, would be shiued with customers. 
4mounts in excess of that mount, either s a v i q s  or losses, would be split 90% customa?iilO% 
ihareholders. 

“The S30 minion threshold reflects Nicor Gs* judopent as to the level of  risk that the 
m m p y  wn reawnably wume under this program,” the &mibutor told the Illinois Com- 

N 

( iWlAtblUed 0)) p I # P  5) 

PG&E Gas TransmissSon lays off 80% af staff 
C,& Gas Transmission (PC&E GT) has lsid off qproximtely 100 employees, about 
10% of ics woAcnrce, as put of a mrganimtion of its gas mnsmission bushes in the 
Texas and Pacific Northwest regime. 
A X & E  CT spokesperson said the hyoffsatiectedemployees in the company’s M m d ,  

he., San Anmnin and Houston offices. She Mid he job curs did not f~xus on any prrticuhr 
p u p  of employees. but were made across the b o d  

The job reductions grew out of PG&E G‘T‘s resrmcturing program mducted under Tho- 
nas King, who was named as president and chief openring officer of the company last No- 
,ember (GD YI). ”That was not the focus of this effort,” she said. *We weR looking at where 
fk5enLie.s could be achieved.” 

The company pmvided severance packages and job counseling to rhe laid-otT employees. 

P 

R e p m d & u n n t y y a n v r & m p #  
O C q r n t  :Y99byFrGaspy 
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Workers to rally in Santa Fe 
Oilfleld service w o h k  and independent oil 

and gas pvcucers in New Mexico are planning 
'.: a .ally at the stale Capitol in Santa Fe on Satur- 

Tom Nance, executive direcbr of the Inde- 
pendent Petrcleum Assn. of New Mexiccj, said 
the event is being billed as Yhe Rally at the 
Roundhouse,' after the nickname for the Capi- 
tol building. 

The stale legislatu!e has scheduled a 
joint sesslon of the House and Senale to con- 
sider the crisis facing the oil and gas industry, 
Nance said. 

The rally comes on the heels of a gathering 
of workers end former workers from the oitfiela 
supply ana service industry on Feb. 27 in 
Hobbes, N.M. 

Organizers expecl the Santa Fe rally will 
attract 2,500 from all segments of the industry. 
'A publicity campaign is being put together by 
oiliield workersand supply company personnel,' 
he said. 

Organizers hope to an'ifcl represenlalives 
from across the state. New Mexico is home to 
two distinct producing areas. 

The Permian Basin in the southeastern 
portion of the state is a predominantly oil-pco- 
cucing region, whiie the Four Comers region in 
the northwestern pa? of the state is primarily a 
gasproducing region. 

0 State-level oil and gas associations in the. 
nation's producing regions are beginning to get 
organized ground a call fo: politlcal action lo 
address the inaustry's troubles. Eadierthis year, 
gas ana oilfield workers rallied at the Texas stale 
Capitol in Austin. 

In addition, the Louisiana Independent Oil 
and Gas Assn. is planning a similar event in 
Baton Rouge on March 31, aimed at sending a 
message lo pdiliaans both on the state and na- 
tional levels. JM 

_. .,.. day io  call ailention to their incius!y's piishi. a " 

. 

Big Bear seeks protection I 

Canaoian natural Gas producer Big Bear 
Exploration has asked Canacian couqs for 
protection from its banking cmiiors as it tries 
lo reorganize in the wake of plurnmetinS stock 
prices. 

The Calgary-based company has seen its 
market capitalization fall 52% to just $15 mil- 
lion following iis hosiile takeover of Blue Range 
Resources for $134 million two months ago. At 
the time 01 the takewe!, the nvo were worth 
$176 million. 

Big Bear will be seeking the Canadian 
equivalent of Chapter 11, czlled lhe Companies' 
Creditor Arrangement Act, thal woulo keep at bay 
its major creditors - the National Bank of 

P bJ1 
the Royal Bank of Canada and Firs1 

National Bank of Chicago. 

Nicor petitions for PBR ... (tmmpsrge 7) 
mzrce Commission (KC). "Sharing would provide significant benefits to customk from mv- 
ings md would impose substrmtilrl penalties on the compwy for pcjrformmce which is not up 
to benchmark IeveIS." 

Th2 benchniark includes four components: publisbd Chicago citygate index plies: Nicor 
stclnge injections and withdrawals: annual fued costs to reserve firm transportation and buy 
stonse SzrviCeS: and an adjustment to reflect the historical variation between the acruol annual 
commodity gas costs and market index casts after removing the variation due tn storage and 
fixed deliver), costs. 

Nicor .said it had three major objectives under a PBR program: 
Rovide economic incentives for the distributor to provide customers with the best gas 

prices available, while continuing reliability mold security of supply. 
Encourage the use of competitive market opportunities and risk management mechi- 

nisms for procurement of gas supply, transportation and i t q e  services. 
Lower regulatory costs by establishing an objective stmdard for evaluc~ting gas supply 

purchasing. planning and management, which would eliminate after-the-fact pnidence reviews. 
Under the PBR, an mud prudence rehiew would not be necessary, and Nicor proposed 

scs it.. elimination. Nimr requested the program be mode effective beginning Jan. 1. 

standards." one trader e x p m  "mainly because the market areas are .so low due to miM 
weather and the huge storage overhang." 

"Supply seemed to be a little tighter on frimscontinentrrl Gas Pipe Line (Tmsco) Station 
55 and Coiumbia Gulf onshow" a Gulf Coast trader said. "Everything else h trading like last 
month, in r re31 narrow range." 

The promise of colder weathe7 in the 
Midwesr this weekend did not lift cash in the 
klinidcnntmenL, wheregrstradedatpripricesahut 
Yotm rueshy. A tradersawplentyofbuyers 
m AhR Pipeline southwest md Panhandle 
?astern Pipe Line, adding, % lot of people 
rrent short into the month." But otherwise, 
he day w a  Y "blah" one, he added. 

In an equally dun day of little activity, 
he N YMwr April Henry Hub contract opened 
it $1.71. up 1.4q. During the morning, the 
nntncr hitrhigh of$] .72,up 2A+?,andalow 
,f $1.685. down I . ]+?.  -4round noon the 
ontract hit a new high of $1.722, up 2.6q. 
ater in the afternoon, it faded ;I muple cents, 
Ind then m d e  a late run up to a new high of 
il.725 before settling at $1.723, up 2.7& 

The Western cash market got a 
riidmorning kick yesterday when Pacific Gas 
t Electric c d e d  ;UI operational flow order 
OFO) fur today's gas flow. The OFO, called 
or low linepick, has Y 7% tolerance and 
anies r %I/dth penalty. 

Wotd of the OF0 h d  traders prowling 

Pipeline operational I date 
Last October Hurricane d eorges led 

Soulhem Natural Gas to implement a iype 1 
operational flow order (OFO) for various receipl 
points upstream of theToca compressor stadon. 
Soulhem has canceled ihe OF0 for Main Pass 
151. The following receipt points, however, must 
remain under the OFO: Coouille Bay No. 3; Co. 
quille Bay No. 4 and Main Pass 77. 

A 26-inch line failure m r r e d  last week on 
Williams' Norlhwest Plpellne near Stevenson, 
Wash., due to land movement from heavy rainfall. 
Williams restored senricelo Northwest Natud Gas 
and Avista Utilities Monday. Northwest Natural 
customers, however, conthue to receive alternate 
energy supplies from Northwest Natural. 

In order to restore service to Northwest 
Nalural in the North Bonneville, Wash., area, 
Williams is installing a temporary 16-inch pipe- 
line. At the same time, Williams continues to 
work with geo-technical experts to create a per- 
manent reroute of the 28-inch pipe away from 
the land movement. RAS -- --_-__-._- 

he S m  Juan for supply and gave a slight boost to prices on El Wsii Natunl Gas. In the S m  Juan 
3ash1, a &der said that offem started at around .F 1 A748 while bids were at $1 4 4 5 ,  and most 
if the activity was aroundSl.46-465. Some of those whc were holding out for lower prices were 
ququeezed rr the end when it went up to $1.49. 

Little effect W;LF repcmd in the Permian Bixin and at the California Border. "It was kind 
funusual. You'd have thought it would have done something late," said m e  trader. But it 
Iiiiii*t surprise others. '1 don't think you're going tosee a lot of movement this month unless 
t's on the downside," another trader .said. 
Many tradcn said the most surprising thing abmt the OF0 was the cause - low receipts 
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E a r e n  enters r e t f i a r k e t  
Ameren Energy said yesterday it is enter- 

ing the industriaVsmall commercial retail market 
by offering gas-related services and products in 
eastern Mlssoui and southern Illinois. 

The range of services offered by the Si. 
Louis- ba se d tirm includes Iran sport at ion 
brokering and is& management senrices throug h 
indexea, basis, swap and heuge pricing vehicles. 

Ameren Cop.  was formea two years ago 
by the merger of Union Electric and Cenlral II- 
linois Public Service, ana Its Ameren Energy 
unregulated business unit was formed about a 
year ago. S GS 

El Paso closes generation deal 
With FERC's qua6ing faalhy (QF) recer- 

tification in hand, CalEnergy yesterday com- 
pleted the sale of 50% of Its ownership stake in 
subsidiary CE Generslon's generation assets 
for $259.6 million to El Paso Energy. 

At least 50% of CalEnergy's slake m 14 OFs 
had to be sold under FERC's approval of the 
company's planned merger with MidAmerican 
Energy. m e  planis offer a capachy of 896 MW 
In facilltles locaied in southern Galitomla. New 
York, Pennsylvania. Texas and Arizona. 

El Paso will also assume 50% of 
CalEnergy's reauired project equiiy contdbutions 
totaling $23.5 million for two CE Generation fa- 
cilities currently under construction. 

Through the CE Generation aquisition, we 
have effectively tripled the size of our aomestic 
power generation assets,' said Greg Jenkins, 

~ ~~ 

into the system. But Pacific Northwest players said Canahan supplies are thinning because of 
depressed Northern California prices. As long as Malin is only about a dime over AECO-C, it 
will be hard tojustiFy the transporntion costs. Ako, cooler wearher has increased demand in 
western Canada, keeping more supply at home. 

Rockies prices at opal. Wyo., rose in late trading ;ts the spread with Sumas, Wash., 
wiikned to about a dime. 

Meanwhile, this week's weather may continue eating into the storage overhang, sources 
said. More seasonal temperatures are expected in themarket areas today through Sunday with 
highs only reaching into the mid- to high-30s in Chicago for the period. Snow is forecast there 
for the weekend. The. Sorthast should top out in the 40s in the New York area and go even 
lower over the weekend in Boston, where snow flumes are possible on Saturday. 

The long-term forecasts call. for below-normal temperatures in the Eastern markets 
through most of nex: week. ' 

April basis continuasto weakenintheNortheastas it has for the pastcouple ofdays in light 
rnding. "Nobody wants to step out and take a position," said one broker. 

Transco zone 6 for New York deliverj bid-ask is being quoted at plus 23.75~-24.5~ for 
paper, -It's pretty anemic." said another trader. 

"Look what's happening in the crude oil market today," said a furures t&r. 'Then get 
ready. We should see the same kind of thing in natural gss. Domestic production of marginal 
Jil wells is down significantly," he added. "The same kind of thing is happening in natural gas. 
4s always when trying to find the bottom of a market, timing will be the diftirult thing.'' 

Mces for gas into Tmsco zone 6 for New Y ark delivery wete attnrctive enough that 3 
wyer paid $1.96 in a rest-of-the-month deal. RSITWWDMB/ER/MK 

SOWN& CP&L unveil Palmetto m 8 8  (/rompage I! 
;eneration capacity in the Carolinas, particularfy after it closes a planned purchase of NCNG 
iy the middle of this year. cP&L says i t  plans to add Some 4,0110 MW of new g&.-fired 
generocion capacity to the region by 2007, and win subscribe to about half the volume of the 
~almetto system. 

Palmetto's success M ~ a l l y  is about CP&L's commitment to power generation in the re- 
lion," said Sonat's Bmce Connery. 4 t  provides the demand necessary to iniike this project 
work." 

president of ~1 Pam services HoldingCompmy, j Sonat Win hold an Open Season fOI'PdmetG3 soon, With a FERC nhg expected by the end 
which will operate the facilities. 

1 To provide the Pahnetto capacity, Sonat plans to add pipeline lmping and new cornpres- 1 sion dwg its existing system h m  Mississippi to South Carolina at a price rag of about $2m a#--- L...., :-a- n m n--- 

cs I cf the year. Final capacity and rouring will be Jetermined after the open .se;tson. 

AIFUP uu s intu b.b. race i million. 

acquired a 504b interest in DrihfatelV held C.C. I nnwer nlnns with nnmral RX Thic mnvemenr ic nirtiriitwtv wnno in rhe Pnriihrict" c i i r i  

Alcoa, 1 T e aluminum manufacturer, has I "The developmenr of the Palmetto Pipeline reflects the nationwide movement to fuel new 

Pace Energy Services, an &erg  management 
and consutllng film headquarterec in Fairfax, Va. 
The ldnl u m l m  cmnanu will ha ~ l l p d  P a m  r - - J  --... -- -..-- * I- I i n  an unrrrrux~ ~ v e r u p n i ~ t  ycsvxuiny, sunat IUIU SLUCK imuysu at a mew xm energy 
Global Ene?)y Services. Termsof the seal were 1 conference it expected to take a $200 million chiuge to its first quarter 1999 earnings due to 

1 lower reserve values ~ l a t e d  to the dmp in natural gas prices since December. The wmpany's not disclosed. 

, -. . . . - -. . .- . - --. .. . 

i . I - - - L - - - I  ..._.._ L ~ d . * : . . L . ,  
A'Cuu prcua 1 full-cost accounting requires that oil and natural gas reserves be valued quarterly against cur- 

tan6 n(1 n lrnr imr in nnnrnu iacIIna within + h a  ! 

Division, within Aicoa's Primary Metals b&- 
ness unit. "Our joint venture with Pace will 
enable us to implement innovative cost-feduc- 
tion strategies for our own facilities and par- 
ticipate in the growing market for value-added 
energy services." 

Founded in 1979, Pace's staff of 125 pro- 
vides energy management and consulting ser- 
vices to indusirial clients, Dowar oevelopers and 
operators, municipals. lending institutions, ana 
energy companies. MH 

CP&L sard it IS considering sltes In Nom Carolina and northeatem South Cmlina for 
new electric generation served by Palmem. The utility is building peaking generation at exist- 
ing sites in Wayne and Buncombe counties m North CarolirW. The company announced 1a.t 
month it is considering adding peaking plmb in Richmond and Rowan counties, N.C. CPdrL 
dw is surveying sites in the Carolinas for natural gas-fueled combined-cycle plants, and ex- 
pects to make an announcement on a plant in the near fume. 

%n..uring that we have a reliable supply of efficiently p n c d  and emimnmenully com- 
patihle natural gas is imptmnt for OUT customers bemuse those efficiencies help keep their 
electric rates suble." said Tom ffiilgm, cI%L's senior vice president for power operations. 

For more information on Palmetto and the open se~son, call 1 -8W-224-99 1 X, OT .see the 
SGS companies' Web sires at www.sona:.com and www.cp1c.com. 

18 cipyrlplt 1m by FTEmgy 

http://www.sona:.com
http://www.cp1c.com
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GAS SUPPLY Late News.. . 
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Final hurdle. Federal Trade Commission (FTC) 
gives thumbs-up to CMS Energy Corp.'s $2.2 billion 
acquisition of Panhandle Eastern Pipe Line Co., 
" r u & h e  Gas Co. and Trunkline LNG Co. from 
Duke Energy Corp. 

Live &om Houston. Altra Energy Technologies 
Inc. demonstrates fully integrated physical, adminis- 
trative, financial management system after announc- 
ing agreement to acquire Atlanta-based Energy Im- 
perium, provider of energy-related commodity 
tram, riskmanagement software. 

Deputized. Federal Energy Regulatory Commis- 
sion (FERC) names Cynthia k Marlette deputy gen- 
eral counsel, replacing David N. Cook, who lefi last 
month to become general counsel of North American 
Electric Reliability Council. Marlette at FERC since 
1979, most recently as associate general counsel for 
hydroelectric, electric issues. 

Filling big shoes. Senate confirms T. James Glau- 
thier, Clinton admbistm tion pick for Department of 
Energy deputy secretary. Glauthier replaces Eliza- 
beth Anne Moler, now partner at V i n  & Elkins law 
firm in Washington. 

Take that. El Paso Natural Gas Co. slaps back at 
regulators' charge that Dynegy Inc. capacity hoarding 
caused California border price runup in second-half 
1998. El Pas0 says regulators ignore facts in forming 
opinion, give undue preference to LDCs. 

Average Cash Prices 8E Futures Strip 

* * *  

* * *  

* * *  

* * *  

* * *  

Gas prices took a down- 
turn last week on milder 

1.70 weather and the continu- 
ing storage surplus. Ex- 
ped more of the same. 

8/1 sf8 311s siaa 

First, the midstream gas companies, the gatherers-mar- 
keters-processors, started to disappear. Either they were 
acquired, like TPC Corp., Tejas Energy Corp. and the 
Valero Energy Corp. natural gas operations, or they 
evolved into energy services companies along the lines of 
Dyne= Inc. 

Now, it's the integrated natural gas pipeline companies 
whoseranksaremmmlshmg. . .  . . In the past month alone, three 
interstate pipelines have been acquired by bigger energy 
partners. 

Most recently, El Paso Energy Cow. is acquiring its sec- 
(continued on page 2) 

How is pipeline capacity accurately valued? The answer 
holds ha- consequences in determining which pipe 
line proposals the future gas market can support, as well as 
in gauging the impact of proposed changes by the Federal 
Energy Regulatory Commission (FERC) to the secondary 
capacity markets. 

One means of measuring the potential need of new pipe- 
line capacity is through the basis differential between a con- 
suming and producing region. If the basis is wider than the 
reservation and maximum tolling charges of new capacity, 
then this demonstrates the need for new pipe mfmdmhm. 

(continued on page 18) 

With winter of 1998-99 having arrived at its meteorolog- 
i d  finish line over the past weekend, and chances dimin- 
& i n :  
zon, the market's attention is getting ready to shiR to 
expectations of warmer temperatures to help drive natural 
gas demand. 

Prices likely to snooze in the $ l . G O S / M M B t u  and 
$1.70~ until the mild weather of spring is overtaken by sum- 
mertime heat in regions where peaking needs are met by 

(continued on page 7) 

M b l d  gaS. 
But those days are not yet on the radar screen. 

Published by Energylrntelligeme Group 
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customers, companies have been scrambhg to make their 
sales pitches heard. Marketers have been hitting the air- 
waves, going door-to-door and even trying on-line prome 
tions in an attempt to sign up alstomers. 

Shell may have the brand name, but name recognition and 
brand awareness canbe built h d y  quickly, said- schrcml 
genem~ manager ofmarketing communications for ~ n -  
ergyMarketinghc., anotherShellcompetibinGeoqp 

“Brand name is significant, but we’ve had a very strong of- 
fer,” he said. 

One year ago, most of Georp  didn’t know who Scana was, 
he said. But thmugh aggressive advertising efforts, coupled 
withloosesign-uptermsandadiscountedfUstm~thgasbill, 
Scana has quickly created name recognition, schrum said. 

Scana’s strongest sales tool, he said, is its offer to reduce a 
new customer’s first bill by $50. Scana has about 220,OOO cus- 
tomers out of the 1.4 million in the program, numbers that 

offer. Scana has been &vhg about 407~50% of those CUE+ 
tomers that have been switdmg gas suppliers, he estimated. 

“people recognize the value of a $50 offer,” he said. 
Shell has been very aggressive on the commercial side, 

Schrum admitted, but its offer on the residential side hasn’t 
been as strong. Upon sign up, new Shell gas customers can 
choose between fhe video mtals h m  Blockbuster Video or 
a homesafety kit. 

In recent years, Chevron Corp., Mobil Corp. and Atlantic 
Richfield Co. pulled out of the direct marketing business 
through joint ventures or asset des with Dynegy Inc., Duke 
Energy Trading & Marketmg and Southern Company En- 
ergy Marketing, respectively. 

And last year, Texaco Natural Gas put its national retail 
strategy on hold, saying that retail strategies are built 
around numbers and economies of scale, and those numbers 

The major oils are not the only big companies talung a 
pass at the developing retail market. In Georgia, for exam- 
ple, one of the big stories was that several big-name mar- 
keters, such as Enron Capital & Trade Corp. and Aquila En- 
ergy Marketing, decided not to offer retail gas service, saying 
the market is stiU too young. 

-Jeff Gosmano 

pointtothefllccessoftheamlpan~sadv~effortsand~ 

0 

e .won’tbethereforawhile. 

Buuls... 
(continued /?om page I) 
Weather forecasts for this week call for seasonal tempera- 

tures in key eastern consuming regions, and only slightly 
warmer-bn-nond tempera- in the Midwest and West 

Those forecasts, combined with the more than 300 Bcf 
surplus of w o r h  gas in storage as compared to last year 
(see story, p.81, have led to sigTllfcantly declining futures 
prices and a spot market waiting for some news on which to 
pin buUishnas. 

Declining rig counts recently have brightened pmducers’ 
hopes for h_lgh-er prices, but observers klieve &at it will 
take at least six months before any decline in drillinn isre- - 
fleeted m increased gas prices. 

The number of rigs drilling for natural gas in the United 
States has been deching since January 1998 - according 1 e to Baker Hughes Jnc. -but the demand that was expected 

d 

to expose the supply tightness has yet to fully appear. 
producers have been able to satisfy current demand and 

fill storage facilities even though - as of March 20 -there 
are 201 fewer rigs dnlling for gas than were drilling at the 
same time last year. 

In the current environment with low oil prices, gas rigs ac- 
count for more than 78% of the total rigs dnlhng even though 
the number of rigs is sigmficantly lower than last year. 

One result of the current market sentiment has been a 
clear contanm, - -  in futures prices as demand is expect4 to at-- ~- rive months down the road. 

July futures contracts at the New York Mercantile Ex- 
Change are tradmg at a lo@ premium to the April contract, 
while July 2000 prices are more than 40g higher than the 
near-month. 

April futures prices have been declmng steadily since the 
March 10 settlement high of $1.94lMMBtu, as spot traders 
began concentrating on loclnng in summer supplies to the 
detriment of the current spot market. 

%efve completely given UP on March and April,” a 
source at a production company said. W e  can’t d o a d  gaS 

._ - - -  - 
gas now if we wanted to lock in a  rice.^ 

--Scott C. Speaker 

Ascot Energy Resources Ltd. reported yearend 1998 re- 
serves of 2.4 B C f a f ~ t ~ d  gas and 360,000 bbl of oil and nab 
ural gas liquids, an increase 65% fiwn 1997. 

Another Calgary-based company, Dim Resources Ltd., 
posted y e a r a d  resemes of 2.5 Bcfe of natural gas. The a m -  
pany is currently active in acquiring land and reserves, and 
ddhg new gas wells in southern Alberta areas. 

Also last year, Dim increased its interest in approxi- 
mately 2,400 acres of land in the Iron Springs area of Al- 
berta, including 10 gas wells and a gas gathering and pro- 
cessing system. 

This Weekly BidWeek 
Week Change for&. -- Pipeline 

L o u i a i a n a I n ~ t e a  

0khtIomahtraat.nh 

SouthTexas Intrastate 

WestTesasIntraat.ntea 

LIG, Bridgebe. LRC, Acadian 1.69 -0.13 1.62 

ONG. Transok, EM- 1.64 -0.12 1.55 

HPL. Tejas, MidCon 1.66 -0.08 1.56 

Valem, Oasis. D e b ,  Lonestar, Westar 1.66 -0.10 1.53 

NOTES: (1) Delivered-to-Pipel” represents the volumeweighted average 
price paid for gas delivered into an inhastate cmmission system. Rima inetude 
p y ,  gathering and traasportation fees. (2) TIw Week” is the average 
pnce of spot mrt- with durations of 31 days or less. R = Re& 
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(continued from page 16) 
500 MMcfd to multiple pipeline interconnects there, en- 
hancing the natural gas transportation options available for 
Permian Basin and Central Texas shippers and producers. 

A 574-mile, 36-inch diameter Texas intrastate pipeline 
system, Oasis extends from the Waha area of the Permian 
Basin to Katy in Waller County, Texas, and is owned by 
Aquila Gas Pipeline Cow. (35%%), El Paso Energy 
Corp. (358) and Dow Hydrocarbons & Resources hc. 
(30%). 

Oasis owners have also elected to return their fmn ca- 
pacity to Oasis as part of an agreement to restructure the 
company effective Aug. 1. Under this agreement, producers 
and shippers will have the option of arranging for trans- 
portation services directly with Oasis or continuing to do 
business with Aquila, El Paso Energy or Dow. 

The Oasis restructuring wiU allow the company to sell 
about 850 MMdd of transportation capacity, said Thomas 
B. Simpson III, commercial vice president for Oasis. 

0 

Kentucb 
NorAm Energy Services Inc. (NES) said it has signed 

a three-year asset management contract with Owensborn, 

P; 5' 

Ky.-based Western Kentucky Gas Co. that includes gas 
supply, transportation, storage and city gate delivery asset 
management services. 

Terms of the agreement were not released. 
NES is a unit of Houston Industries Trading and 

Transportation Group that provides transportation, 
gathering, tradmg and risk management services. 

Western Kentucky Gas, a division of Dallas-based Atmos 
Energy Corp., provides local gas distribution services to 
180,000 customers in Kentucky. 

Kansas: 
Transcoastal Marine Services Inc. said it has re- 

cently won three contracts having a combined value of more 
than $11 million for pipelaying services. 

The largest contract is for Koch Pipeline Southeast 
Inc. and involves laying and burying 40 miles of 12-inch 
diamater pipeline from a ppmping station in St. Tammany 
Parish, La., to the eastern bank of the Mississippi River in 
St. Charles Parish. 

Two smaller contracts are also in the Louisiana area. All 
of the projects are to be completed this year. 

-Steve Parezo 

Thie WeeklyBidW&BidWeek1997 Jul Aug Sep Oet Nov Dee Jan Feb Mar Apr May Jun 
Pipeline Week Change forJuly forJune Avg. 1997 1997 1997 1997 1997 1997 1998 1998 1998 1998 1998 1998 
Northwest Pimline Corn. 

P d c  Gas Ranamisaion Co. 
Kingsgate 
Stnnlield 
Malin. ore. 

Panhandle Eaetern Pipe Line Co. 
KansasiOklahoma Field Zone 

QuestarPipelineCa 
Kanda, wya. 

Southern Natural GSS Co. 
St. 1Mal.y Parish, La. 

Temesaee Gas Pipeline Co. 
Zone 1: South Louisiana 
Zone 0 South Texas 

East Texas 
South Texas 
West Louisiana 
East Louisiana 
Market Zone 1: Mississippi 
Teaas Gas Ransmission Corp. 
Zone 1: North Louisiana 
Zone SL South Louisiana 

hmeontinental Gas Pipe Line Cow 
Station #30 (Wharton County, Texad7~1ne 
Station #45 (Texas-La. border/Zone 2) 
Stations #50.62,65 (South La./'Zane 3) 
Holmesdle. Miss. 

Teras Eastern Transmur ' sion Cop. 

b e s t e r n  Pipeline Co. 
East of Thoreau 
California border: Mohave County, Ariz. 

hvnkliae Gas Co. 
East La. 
Bee County. TX 
West La. 

W i I l i a u ~  Natural Gas Co. 
.Mainline, KadOkla 

1.66 
1.81 
207 

1.88 

1.81 

1.96 

1.91 
L88 

1.91 
1.88 
1.92 
1.93 
2.01 

1.96 
1.96 

! 1) 1.90 
L97 
1.99 
2.00 

1.97 
232 

191 
1.88 
1.95 

1.93 

t0.03 
4.01 
4.01 

-0.11 

4.06 

-0.11 

-0.10 
-0.11 

-0.11 
-0.11 
-0.10 
-0.12 
-0.09 

-0.12 
-0.06 

4.15 
-0.08 
-0.08 
-0.11 

-0.04 
-0.12 

-0.09 
-0.16 
-0.07 

-0.13 

sumas. wash: L55 4.05 
Green River, Wyo. 1.79 -0.01 

1.57 
1.74 

1.62 
1.68 
2.04 

1.87 

1.82 

1.92 

1.88 
1.85 

1.87 
1.85 
1.88 
1.88 
1.98 

1.91 
1.92 

1.88 
1.92 
1.94 
1.96 

1.97 
328 

1.84 
1.86 
1.92 

1.88 

1.43 
1.62 

1.57 
1.62 
1.81 

228 

1.62 

2.37 

2.29 
2.26 

2.28 
227 
2.30 
2.29 
2.40 

2.33 
233 

2.29 
2.35 
2.37 
2.37 

2.21 
2.24 

2.28 
2.28 
2.33 

231 

1.64 1.12 
1.99 1.39 

1.70 1.25 
1.83 1.38 
1.99 1.65 

2.44 2.27 

203 1.41 

2.54 2.35 

2.44 2.29 
2.43 2.35 

2.41 2.28 
241 2.31 
2.47 2.29 
2.55 2.30 
2.51 2.42 

2.46 2.40 
2.59 2.38 

2.45 2.32 
2.47 2.25 
2.64 2.36 
2.76 2.43 

2.41 230 
2.47 2.45 

2.41 2.31 
2.46 2.27 
2.55 2.39 

239 226 

1.26 
1.74 

1.40 
1.19 
2.02 

2.68 

1.66 

2.73 

2.69 
2.62 

2.70 
265 
2.68 
2.69 
277 

2.75 
2.18 

2.67 
277 
2.77 
2.75 

2.63 
2.84 

2.71 
2.67 
2.79 

2.62 

1.52 1.51 1.72 2.04 1.32 1.32 1.74 1.51 1.37 
205 272 205 1.98 1.77 1.94 2.10 1.88 1.53 

1.62 1.92 1.53 1.69 1.43 1.60 1.84 1.50 1.41 
1.94 2.38 1.81 2.01 1.72 1.88 2.08 1.73 1.50 
2.28 2.69 2.02 2.10 1.79 2.00 2.19 1.86 1.69 

2.88 3.12 2.24 2.07 2.05 2.17 2.34 2.12 2.02 

2.06 2.77 2.03 1.99 1.73 1.91 1.98 1.88 1.49 

296 3.17 2.37 2.19 2.14 2.22 2.38 2.17 2.14 

2.90 3.18 2.33 2.11 2.10 2.17 2.37 2.15 2.07 
2.95 3.08 2.22 2.06 2.08 2.16 2.36 2.12 2.04 

2.95 3.07 2.26 2.07 2.08 2.15 2.38 2 .S  2.05 
2.92 3.06 225 2.06 2.M 2.14 2.35 2.13 2.05 
2.92 3.16 2.31 2.11 2.10 2.16 2.38 2.16 3.06 
2.95 3.18 2.33 2.16 2.11 2.17 238 2.17 2.09 
3.12 3.23 2.48 2.47 2.21 2.30 247 2.25 2.16 

2.92 3.17 2.35 2.13 2.13 2.24 2.45 2.20 2.16 
2.95 321 2.38 2.15 2.13 2.22 2.40 2.18 2.13 

2.89 3.11 2.26 2.09 2.15 2.16 2.37 2.16 2.07 
2.96 3.19 2.32 2.12 2.14 2.20 2.42 2.19 2.11 
3.00 3.23 2.43 2.15 2.18 2.23 2.45 2.21 2.14 
2.98 3.28 2.40 2.17 2.18 2.24 2.44 2.22 2.15 

2.79 3.07 2.15 2.03 203 2.13 2.30 2.07 1.93 
3.03 3.20 2.28 2.29 -2.17 2.35 2.49 2.24 2.05 

2.93 3.15 2.29 2.09 2.11 2.18 2.36 2.15 2.10 
2.93 3.06 2.26 207 2.05 2.15 2.30 2.16 2.09 
3.00 3 2 2  2.37 2.11 2.16 2.22 2.43 2.18 2.13 

2.88 3.08 2.24 2.03 2.04 2.17 2.34 2.11 2.08 

1.48 
1.71 

1.60 
1.73 
1.95 

2.16 

1.67 

2.27 

2.19 
2.17 

2.20 
2.20 
2.20 
2.23 
2.26 

228 
2.25 

2.26 
225 
2.27 
1.27 

2.18 
2.40 

2.19 
222 
2.25 

2.19 

NOTES: (1) Average price paid for spot contracts with durations of 31 days or less. Prices include wellhead price plus processing, gathering and 
transportation fees. Prices are volume-weighted and reflect deals done the week before publication, regardless of time of delivery. (21 A dash (-) means 
insufficient price quotes for meaningful average. 13) Bid Week These averages, updated the first issue of each month, reflect prices collected during entire 
nomination period. R = Revised. 
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Canadian blice kebaming a group of miii- 
tam environmentalists kr two weekend bomb ai- 
tackson nafulel gas installalions near Beavertoage. 
Albena, 300 m l l S  nofthwesl of Edmmn.  

A sweet gas well was destroyed Ficay and a 
sour gas pipeline was damaged Sunaay night m 
separaie bomb attacks Both the well and the pipe- 
l i e  are owned by Aberta Energy. Several area 
fams were evacuated although lhe gas well was 
not operating when Fridays explosion occurred, 
and an automatic value shul off the pipeline late 
Sunday. No m e  was hurt in the bombings. 

Beavedodge Royal Canadian Mounted Police 
Sgl. Don MacKay said he Mwes the bombers 
am a mall gmp of environmentalists frying to 
protea the Peace River area’s natural -esources. 

Alberla Energy spokesperson Dick Wilson 
said extra securily, damage and lost production 
have cost his company more than $700.000 Over 
lhe past lwo years. PM 

U.S. Energy use forecast 

Electronic Wading 
stem Prices 2 D inchat prias h thb table are supplied by me dec. 

tonic trading services indcated. The prica a e  vdume 
weaited averages. in VmBW. la deals done on me coi- 
u r n  date. Boloface prices hdicate nw data. 

Bn 814 
hdax Index 

A u v t  

OuiTraoe 

Sumadhe 
ChiGa~O 1.876 1986 

Transco SI. 65 1.041 1.905 

Crude futures up a nickel 
Change k h f f ~  day before 
Dow Jones rspaned T~msoay 
%cas are in ddllapsrbenel rrhec! not k! &us 

Crude furures (Sepr.)’ 13.75 - +* 
(I6 redd, mar 1 W: 
East Coast 11.50 11.75 - 
cuc Coast 1225 12.50 - $1.07mnmtll 

will bring supplies from the Midwest as will Tnnsco‘s lndependence Pipeline. 
Duke and Willjanis will ”pn)vide the foundation for delivering reliable gas supplies to the 

Sew York metmpolitan area. Marketspan provides access to this growing gas market,” said 
 robe^ Evans. president ofTexas Eastern and Algonquin Cas Transmission. 

Ths sponson will hold an open sawn this month and expect to file an appliwtion with 
FERC in Novemher 1998. DJG 

Northern Boder delays expansion senpice 
orthern Border Pipeline has delayed the in-service date for its Chicago expansion project 
frnm the scheduled date of Nov. 1 to early December because of con.smction delays due to 
rain, the pipeline .mid 
“It is our Lvrrent projection, based on the best information available, that m early December 

1998 in-service date is the probable result of the interruption of construction caused by the abnor- 
~inlly heavy rainfall, which occurred in lowa,” Northern Border said m a notice on its elecmic 
bulletin bond “Although measures, including additional crews mdmcditied work plansare being 
implemente& the projected in-swvice date m i a s  .sensitive to weather conditions.” 

Elaine Thomiw, a spokesperson for Nord~em Border, said the construction delays acnnred 
along the portion of the consrmction project that NIB thrnugh central Iowa. “We’ve looked at our 
uget and where we are md where we need to be. It didn’t Iwk like Nov. 7 was doable,’’ she mid. 

The $839 million expansion and extension project consists of the construction of 243 miles 
of 36- and 30-inch pipeline from Harper, Iowa, to Manham, 111.: the addition of 147 miles of 
36inch linelooping: and the construction ofeight new compression stationsand the retrofitting 
of five existing stations. JM 

N 

NorAm signs asset deaE with W. Kentucky Gas 
UrAm Energy Services (NES) has signed a three-year asset management deal with Western 
Kentucky Gas that coven 3 b u t  60 billion cf of annual firm transportation, 8 billion cf of 
storage capacity and 26 billion cf in mud gas supply, NES said late last week. 
SES launchedits gas supply and asset management program in 19%. “NES has a proven mlc 

reccrd in the industry, a d  we are confident in their ability to manage OUT m e t  portfolio:’ ,mid Cor- 
don Roy, vice pmident of ps supply for Amos Energy, Westem Kentucky’s parent company. 

Oppottunities for marketers to offer asset management services are knocking with the ohset 
D f  unbundling at the Id distribution company level. But the asset management business aLqo 
has become increasingly competitive as more marketers view it as a profit-making strategy. 
Perhap the best-known and biggest &set management deal so far is the E m  Capital &Trade 
Resources contnct with Brooklyn Union Gas to manage the distributor’s supply transportation 
mJ starage conimcts (CD 2/17). 

Western Kentucky distributes gas to about 1W,W0 custumers in the state. The contract, 
which also includes citygate d e l i v q  &$set management services. became effective July 1. Fi- 
iancial terms of the deal were not disclosed. 

The arrangement with Western Kentucky is the first asset management deal for NES of 
uch magnitude, said Dan ‘Tipton, NES’ vice president of energy origination. The company 
ias asset management contracts with about six other companies that are much smaller in 

M 

d e ,  ‘Tipton said. MH 

West receives a plrlemium -.. (from page 1) 
~nly climbed 3+5@ overMonday, possibly because so many suppliers were hying to move gas 
west, when it could fetch premium prices, t rade~~ said. 

OnMonday some production in the San Juan andPmim basins was trading at rpremium 
to Henry Hub gas, and the spread yesterday was tight. “If it was mlly hot in Chicago, there’s no 
telling what California prices would be,” said one source. “It could be $3 right now.” 

Plmed maintenance at Pacific GasTmnsmbion’s Station X near Kingsgate c;lu..de squeeze 
at Malin, with reported prices at the point moving well into the $Zteens y e s t e w .  

An Oasis Pipeline spokesman yesterday morning said the leak discovered Sunday on 
its 36-inch mainline in Guadalupe County, Texas, has been repaired and the section taken 
out of service was expected to be operating by mrly afternoon. The leak was at a crack 
that had developed near a valve setting. 

A trader said while Waha supplies were long and Katy supplies were shorcMon&y, by 

8 Cowngnt lg518 ty pashe Fu&a&ns, lm 

http://c;lu..de




Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 2 

Witness: Gordon Roy 

Data Request: 

2. Refer to Attachment A of the Motion to Dismiss, specifically to the statement that it 
is not uncommon practice for a high bid to be rejected and a second best bid accepted 
if performance is an issue. 

a. Cite and document all instances of Western’s experience during the past 10 years 
(1 990 through 1999) in which it encountered a similar situation and accepted a 
second best bid when performance was at issue. 

b. Provide any documentation in Western’s possession, identifying other instances 
outside of Western’s own experience, but of which Western is aware, which 
supports the statement referenced in the lead-in to this request. 

c. Provide any documentation in Western’s possession that indicates that selecting 
the second best bid, rather than re-bidding a contract, is a common practice when 
one-third of the term of the original contract has already expired. 

Response: 

a. Western has not ever experienced a situation identical to the NorAm situation. 
Western has been fortunate through the years that its suppliers have performed 
according to the contract requirements. However, Westem has experienced 
instances during its RFP process where it did not contract with the best bidder and 
instead contracted with the second best bidder due to the vendor’s inability to 
physically deliver gas to Western at Western’s pipeline receipt points. In 
Western’s 1997 winter RFP process, Western solicited bids from vendors for its 
various requirements including base, high load factor and swing requirements. 

requirements. However, Western in discussions 
requirements. Western would have contracted with 

thatf-hould not deliver gas to certain pipeline receipt points 
since -had no gas under contract behind those points. 
Consequently, Western rejected the -bid and contracted for 
these swing requirements with another supplier. Western also rejected a bid from 

in June 1997. The RFP for this bid was for Weste ’s 
m d  off of Trunkline Pipeline. Western rejected th& 
-bid because-ad no prior experience shipping gas on 
Trunkline. Western similarly rejected a bid f r o m m  

4-bsubmitted a low bid for some 

learned 



submitted on May 30, 1997, in response to its 1997-1998 winter requirements 
RFP. Western’s -RFP pertained to requirements served off of Texas Gas Pipeline 
and Tennessee Gas Pipeline. The RFP issued was for “firm requirements.” 

id was the low bid, it was rejected because it contained a 
condition whic g a v e m t h e  right but not the obligation to provide Western 
with its swing requirements. In essence, the service being proposed was 
interruptible rather than firm in nature as required by the RFP. 

b. Greeley Gas Company, a sister division of Western, in bidding part of its 1999- 
2000 winter requirements in the summer of 1999 rejected a best bid from a 

requirements (see attached 

c. Western states in its response 2.a. that it has never experienced a situation identical 
to the NorAm situation and Western has provided documentation in response to 
2.a. that it has gone to the second best bid when performance was an issue. 



Attachments to Response to 2 b. 

All Pages Redacted 
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Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 3 

Witness: Gordon Roy 

Data Request: 

3. Refer to the “Standards.of Conduct’ included in the “Rules of Conduct for Affiliate 
Transactions” submitted by Western in Case No. 97-513, under which Western 
agreed to conduct itself during the operation of its experimental performance-based 
rate plan, specifically Item (d) which states “The Utility may not give its marketing 
affiliate preference over non-affiliated companies in natural gas supply procurement 
activities.” 

a. Explain why Western’s contact with Woodward regarding whether Woodward 
would honor its original bid did not result in giving preference to an afliliate in 
violation of above-cited standard of conduct. 

b. Identify and elaborate on the reasons why Western did not contact all the other 
original bidders, including Woodward, for the purpose of making them aware that 
it was considering terminating the NorAm agreement for reasons of performance 
and inquiring whether they might be able to improve their original bids in order to 
be more favorably considered as a potential replacement for NorAm. 

Response: 

a. Western’s contract with Woodward does not constitute a preference to an affiliate. 
As discussed in detail in the response to DR Item 1 (a), market conditions changed 
fiom the time NorAm was awarded the contract in July 1998 and the time it was 
terminated. As a result of these changed conditions, Western had every reason to 
be concerned that re-bidding would result in a lower bid to the detriment of its 
customers. Consequently, Western contacted Woodward which had provided the 
second highest bid behmd NorAm to determine if Woodward would honor that 
bid. Woodward said it would and Western determined that it would be in the best 
interests of its customers to enter into a contract with Woodward whose price was 
based on market conditions in June/July of 1998. The decision to contract with 
Woodward was based solely on what was in the best interest of Western‘s 
customers, not Woodward. 

b. Once Western was informed by Nor& of its desire to renegotiate or terminate 
the agreement, Western developed three options to explore as potential courses of 
action to address what it considered to be a very serious situation. These options 
are explained in detail in the April 23, 1999, letter to the Commission. Faced with 
the unacceptable risks outlined in Option 1, Western carefully considered Options 



2 and 3. Western believed that choosing Option 3 would cause economic harm to 
its customers. Western explained why it came to this conclusion in the April 23, 
1999, letter to the Commission and in its response to the Commission’s January 
14 Data Request No. 1 .a. Western believed that Option 2 would maintain the 
greatest level of economic benefit for its customers. However, Western does not 
believe that t h ~ s  benefit could be preserved without Woodward honoring its 
original bid. Western’s purpose in contacting Woodward was to determine 
whether it would honor its original bid and nothing more. Western did not 
contact Woodward to give Woodward the opportunity to change its original bid or 
to submit a re-bid. Due to the unfavorable market conditions that existed at the 
time as explained in response to Data Request 1 .a. herein, Western did not contact 
any of the other bidders because there was absolutely no reason to expect that 
they would improve upon their original bids. In fact, Western believes it is likely 
they would have lowered their bids. 





Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 4 

Witness: Bill Senter 

Data Request: 

4. Refer to Attachments C-3 and B of the Motion to Dismiss, specifically the response 
provided to Issue B of the Commission’s Order dated November 5, 1999. 

a. Provide the following: 

(1) The calculations that support Western’s contention that its customers would 
have received gas costs reductions through its Gas Cost Adjustment (“GCA”) 
mechanism of approximately $2.6 million for the remaining 23 months of the 
original contract had it continued for the full term. 

(2) The calculations supporting Western’s contention that combining the benefits 
of the Woodward replacement contract with the amount of the NorAmReliant 
buy-out will provide customers with gas cost savings of approximately $2.5 
million over the remaining term of the original contract. 

b. Provide any calculations that support Western’s contention that “based on the 
time value of money associated with the up-front buy-out, the customers receive 
no less total benefit under Option 2 than under the NorAm contract.” 

Response: 

a. See the April 23, 1999 letter to the Commission. The NorAm discount- - The Woodward discount The effect of the NorAm buyout 
is Q By combining the 
Woodward discount with the NorAm buyout the effective post-NorAm discount over 
the remaining two years is 
between the NorAm discount o-d the combined post-NorAm discount 

The difference 

0 0  

(1) The $2.6 million in customer savings for the last 23 months of the NorAm 
contract was roughly estimated as follows: ((1 
! 



This statement was originally put forth in the Motion to Dismiss filed on 
November 23, 1999. It was based on the following assumptions: 

NorAm buyout amount 0 
Customer share (50%) of NorAm buyout (Present value) - 
Amortization Period 23 months 
Discount Factor 10 % 
Future value after 23 months 
Difference (Future value - Present value) 
Excess above- 

In Western’s GCA filing (Case No. 95-010 ZZ) on November 30,1999, an 
immediate flow-through of-as actually made to Western’s customers. 
Applying the same discount rate and amortization period assumptions, the actual 
benefit of this flow-through to customers is: 

Immediate Flow-Through to Customers (Present value) 
Amortization Period 23 months 
Discount Factor 10 % 
Future value after 23 months 
Difference (Future value - Present value) 
Excess above- 

- 
Of course, different assumptions regarding the discount rate, compounding 
periods and cash flow streams can produce different results. 

The point of the statement, however, is that the customer’s share of the buyout 
would normally flow-through to customers beginning with the May 2000 
Correction Factor subject to the time lag inherent in the Correction Factor and 
subsequent seasonality of usage. Given the lagged, unequal and highly seasonal 
stream of cash flows over which the buyout would normally flow-through to 
customers, there is time value associated with the up-front flow-through to 
customers. 
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Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 5 

Witness: Gordon Roy 

Data Request: 

5. Refer to the response to Item 10 of the Commission’s Order of November 23, 1999, 
which states that “Western had no reason to believe that Reliant could not perform. 
Reliant had previously provided to Atmos acceptable and reliable gas commodity 
service.” 

a. 

b. 

C. 

Explain if this statement means that Western performed no due diligence 
assessment in evaluating NorAm/Reliant’s ability to perform the duties set out in 
Western’s June 1998 RFP prior to entering into its agreement with NorAm. 

Identify any efforts undertaken by Western to determine the amount of NorAm’s 
prior experience in enersy supply asset management. 

Provide all information Western obtained during its assessment of NorAm’s 
ability to perform that show the level of experience NorAm had in energy supply 
asset management and explain the degree to which Western relied on that 
information in making its decision to select NorAm. 

Response: 

a. The statement does not mean that Western performed no assessment of NorAm’s 
ability to perform the duties set out in Western’s June 1998 RFP. 

b. In response to Western’s June 1998 RFP NorAm submitted its proposal outlining 
its understanding of Western’s RFP as well as its bid. In addition, NorAm, as 
well as many of the other respondents, submitted supplier qualifications which 
described gas supply assets owned, managed and controlled, market size, volumes 
handled, number of customers served, financial size and levels of gas industry 
experience. This information was provided to the Commission in response to 
KPSC Data Request Dated November 23, 1999, DR Item 9. Additionally, in 
meetings between Western and NorAm, Western questioned NorAm about their 
previous experience managing gas supply assets. NorAm indicated to Western 
that it was currently managing several other similar but smaller deals it had 
entered into since 1996. NorAm confirms these other deals in the August 5, 1998, 
edition of Gas Daily, a copy of which is attached to Data Request Item No. 1 .b. 



c. Please refer to response 5.b. above. Western did rely on information provided by 
NorAm as well as NorAm’s responses to questions about NorAm’s prior 
experience in selecting NorAm as the winning bidder. Additionally, Western had 
previous experience with NorAm as a commodity supplier wherein NorAm 
provided service to Western according to the terms of the contract. 





Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 6 

Witness: Gordon Roy 

Data Request: 

6.  Refer to the responses to Items 9 and 10 of the Commission’s Order of November 23, 
1999, related to the bids received by Western in response to its June 1998 RFP and its 
evaluation of those bids. 

a The 13* proposal included in the response to Item 9 offered a price that was less 
than the price proposed by Woodward. That proposal was deemed to be a “non- 
conformance” bid on the tally sheets included in the response to Item 10 and is 
the gfh bid so identified. Explain in detail the reasons why that proposal was 
deemed not to conform to Western’s RFP. 

b. Describe the modifications of that proposal that would have been necessary for 
Western to accept it as conforming to its W. 

c. Identify and document any efforts made by Western to contact that bidder to 
attempt to negotiate the modifications to the proposal that Western believed were 
required in order to make it a conforming bid. 

Response: 



b. The vendor would have had to remove all of the non-conforming features to its 
bid, which are described in the response to 6.a. above. 

c. Western did not contact the bidder to negotiate modifications to its non- 
conforming bid. As discussed in the response to Item 6(a), the bid was totally 
unacceptable to Western. 

. .  
. I  



1 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 7 

Witness: Bill Senter 

Data Request: 

7. Western’s GCA filing of December 1, 1999, Case No. 95-O10-ZZ7 contained an 
estimate of Expected Commodity Gas Cost (“EGC”) for the month of January 2000. 
The estimate of $2.75 per Mmbtu was adjusted for the one-time effect of the NorAm 
contract buy-out, and was discounted to $2.58 per MMbtu. 

a. Explain how Western derived the rate of $2.58 per -tu, and provide 
calculations showing the amount Western expects to be flowed through to 
customers via the reduced EGC estimate. 

b. Explain whether Western expects the entire amount of the buy-out to flow- 
through to customers during January of 2000. If not, explain how Western 
proposes to flow-through the remainder. 

c. Explain whether Western anticipates using the correction Factor that will be 
effective April 1,2000 to reconcile the actual flow-through to customers with the 
buy-out amount.’ If not, explain how Western intends to accomplish the 
reconciliation. 

Response: 

a. The $2.58, actually $2.575, is based upon a reduction of $0.175 fkom the $2.75 
Expected Cost of Gas (per Mmbtu) for January 2000. 

$0.175 is derived by dividingm-1 However, the 
usaee in this calculation is in error. The correct usage as amlied in the GCA is 

buyout payment. 

b. Since the buyout is, in effect, a pre-paid discount, half will go to customers and 
half to shareholders. That is how savings below the benchmark are intended to be 
shared under the PBR. Western is just ensuring the customers’ half of the buyout 
payment flows through as soon as possible. - 
-as flowed through in Januar$2000. 



c. As a point of clarification, please note that the effective date of Western’s next 
correction factor is May not April. Tariff Sheet 29, under Correction Factor, 
footnote 1, indicates that the next GCA filing for Western is due April for rates 
effective in May. This Correction Factor covers the seven-month period ending 
January 2000. This is a one-time occurrence that reflects the change from 
monthly to quarterly GCA filings approved by the Commission in our recent rate 
case, Case No. 99-070. Thereafter, all Correction Factors will be based on six 
months of gas purchases. 

The flow-through of all gas costs, including discounts/savings achieved under the 
PBR, follows the process outlined in our Gas Cost Adjustment (GCA) rider 
whereby gas costs each period are flowed-through as estimated. A bi-annual 
Correction Factor adjusts for normal undedover collection of gas costs. This will 
occur again with our April filing for the Correction Factor effective in May. Any 
difference between estimated and incurred gas costs will be corrected in this 
filing, including the NorAm buyout - that is’f-1 

\’The Company will collect its share of the NorAm 
buyout through the PBR Recovery Factor (PBRRJ?). 

The PBRRF is not a component of the Correction Factor. It is a separate 
component of the GCA. The PBRRF collects the Company’s share of PBR 
savings. The PBRRF collects the Company’s share over the 12 months fiom 
February to January foliowing the previous PBR plan year. A PBR plan year runs 
from November to October. For example, the Company’s share of total gas cost 
savings incurred during the November 1998 to October 1999 plan year are 
recovered via the P B W  fiom February 2000 to January 2001. Therefore, the 
Company’s share of the savings is essentially collected a year in arrears, including 
its share of the NorAm buyout payment. 





Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 8 

Witness: Gordon Roy 

Data Reauest: 

8. Western’s GCA filing of December 30, 1999, Case No. 99-070-A, includes as 
Exhibit E a summary of its Performance Based Rate activity for the period fiom 
November 1998 through October 1999. Included in that summary is an amount 
identified as the “NorAm Contract Buy-Out Reduction.” Explain why the amount 
so identified is $62,500 less than the buy-out amount identified in other 
correspondence that has been supplied by Western in the course of this 
proceeding. 

c 

Response: 

a 
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Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated January 14,2000 
DR Item 9 

Witness: Gordon Roy 

~ Data Request: 

9. Refer to the response to Item 13 of the Commission’s Order of November 23, 1999, 
specifically the statement that “Western had no reason to believe that Woodward 
could not perform. Woodward had previously provided to Atmos acceptable and 
reliable gas commodity service.’’ 

a. Explain if this statement means that Western performed no due diligence 
assessment in determining Woodward’s ability to perform the duties set out in 
Western’s June 1998 RFP prior to entering into its agreement with Woodward. 

b. Identify any efforts undertaken by Western to determine the amount of 
Woodward’s prior experience in energy supply asset management. 

c. Provide all information Western obtained during its assessment of Woodward’s 
ability to perform that show the level of experience Woodward had in energy 
supply asset management and explain the degree to which Western relied on that 
information in making its decision to select Woodward to replace NorAm. 

Response: 

a. The statement does not mean that Western performed no due diligence assessment 
in determining Woodward’s ability to perform the duties set out in Western’s June 
1998 RFP. 

b. Western was aware of considerable prior experience Woodward has in gas supply 
asset management. Woodward is currently providing to United Cities Gas 
Company (Franklin, TN), a sister division of Western, gas supply asset 
management services for United Cities’ Georgia, Tennessee and Kansas 
properties. Woodward is also providing to Trans Louisiana Gas Company 
(Lafayette, LA), a sister division of Western, gas supply asset management 
services for its Louisiana properties. The Woodward-United Cities Tennessee 
agreement currently in effect commenced on April 1 , 1996. Woodward has 
performed according to the terms of the contracts in each and every agreement. 
Based on this experience with Woodward, Western was confident in the ability of 
Woodward to provide acceptable and reliable gas supply asset management 
service. 

c. See response to 9.b. 
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REQUESTS FOR INFORMATION 
OF THE ATTORNEY GENERAL 

Instructions 

Comes now the intervenor, the Attorney General of the Commonwealth of Kentucky, by 

and through his Office of Rate Intervention, and submits these Requests for Information to 

Western Kentucky Gas (WKG) to be answered by the date specified in the Commission’s Order 

of Procedure, and in accord with the following: 

(1) In each case where a request seeks data provided in response to a staff request, 

reference to the appropriate request item will be deemed a satisfactory response. 

(2) Please identify the company and witness who will be prepared to answer 

questions concerning each request. 

(3) These requests shall be deemed continuing so as to require further and 

supplemental responses if the company receives or generates additional information within the 

scope of these requests between the time of the response and the time of any hearing conducted 

hereon. 
\ 

(4) If any request appears confusing, please request clarification directly from the 

Office of Attorney General. 

( 5 )  To the extent that the specific document, workpaper or information as requested 

does not exist, but a similar document, workpaper or information does exist, provide the similar 

document, workpaper, or information. 

(6)  If the company has objections to any request on the grounds that the requested 

information is proprietary in nature, or for any other reason, please notify the Office of the 

Attorney General as soon as possible. 

2 



(7) For any document withheld on the basis of privilege, state the following: date; 

author; addressee; indicated or blind copies; all persons to whom distributed, shown, or 

explained; and, the nature and legal basis for the privilege asserted. 
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Reauest for Information 

1. In Item No. 10 of the Motion to Dismiss filed by Western Kentucky Gas on 

November 23, 1999, it states that: "Western's selection of Option 2 has essentially 

retained all of the customer savings intended when Western originally contracted 

with NorAm." 

Please explain what the phrase "essentially retained all of the customer's savings'' 

means. Specifically, what portion of the customerk savings was not retained 

when Western bought out the NorAm contract? 

2. In Attachment A to the Motion to Dismiss filed by Western, in responding to the 

first issue, Western states that the reason NorAm wanted to discontinue the 

contract with Western is because NorAm was "losing money . . . had overvalued 

the contract . . . and could not capture price differentials." 

The reasons listed for NorAm's decision to breach the contract indicate that 

NorAm may have made a bad business decision. Should Western permit a 

supplier to breach a contract because that supplier made a bad business decision? 

3. In the hearing in Case No. 97-513, the Office of the Attorney General asked 

Catherine W. Meyer of Atmos Energy, if because of Atoms' ownership of 

Woodward, LLC, there was an incentive on the part of Atmos to purchase gas at 

and above market price. Ms. Meyer responded that prudency review by the 

Commission and the bidding process essentially prevents that situation from 

occurring. Transcript, p. 42. 

Please explain in more detail what is meant by Ms. Meyer's response that the 

bidding process and regulatory review process protect that situation from 

occurring. 
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RESPECTFULLY SUBMITTED, 

A.B. CHANDLER, I11 
ATTORNEY GENERAL 

n 
v 

MONICA M. McFARLIN 
ASSISTANT ATTORNEY GENERAL 
OFFICE OF RATE INTERVENTION 
1024 CAPITAL CENTER DRIVE 
FRANKFORT, KY 40601 
TELEPHONE (502) 696-5453 
FAX (502) 573-83 14 , 

CERTIFICATE OF SERVICE AND OF FILING 

I hereby certifl that on the 14* day of January, 2000, I have filed the original and ten 
copies of these Requests for Information with Ms. Helen C. Helton, Executive Director, Public 
Service Commission, 730 Schenkel Lane, Frankfort, KY 40602 and that I have served the parties 
of record by mailing a true copy of same, postage prepaid to: 

DOUGLAS WALTHER 
ATMOS ENERGY CORPORATION 
P 0 BOX 65020 
DALLAS TX 75265 

JOHN N HUGHES 
ATTORNEY FOR WKG 
124 WEST TODD ST 
FRANKFORT KY 4060 1 

MARK R. HUTCHINSON 

115 EAST SECOND STREET 
OWENSBORO KY 42303 

SHEFFER-HUTCHINSON-KEY 

ASSISTANT ATTORNEY~ENERAL 
S:\UTILITnWKYGAS\99\9947-Request for 1nformation.doc 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

January 14, 2000 

To: All parties of record 

RE: Case No. 1999-447 

We enclose one attested copy of the Commission's Order in 

the above case. 

Sincerely, 

I 

Secretary of the Commission 

SB/sa 
Enclosure 



William J. Senter 
V.P. Rates & Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, KY 42303 1312 

Honorable Mark R. Hutchinson 
Attorney for Western KY Gas 
Sheffer-Hutchinson-Kinney 
115 East Second Street 
Owensboro, KY 42303 

Honorable Douglas Walther 
Attorney for Western KY Gas 
Atmos Energy Corporation 
P . O .  Box 650205 
Dallas, TX 75265 

Honorable John N. Hughes 
Attorney for Western KY Gas 
124 W. Todd Street 
Frankfort, KY 40601 

Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY ) 
GAS COMPANY’S DECISION TO TERMlNlATE 1 
A NATURAL GAS SALES, TRANSPORTATION ) 
AND STORAGE AGREEMENT WITH NORAM ) CASE NO. 99-447 
ENERGY SERVICES, INC. AND ENTER INTO ) 
A NATURAL GAS SALES, TRANSPORTATION 1 
AND STORAGE AGREEMENT WITH ) 
WOODWARD MARKETING, L.L.C. 1 

O R D E R  

IT IS ORDERED that Western Kentucky Gas Company (“Western”) shall file with 

the Commission the original and 10 copies of the following information, with a copy to all 

parties of record. The information requested herein is due no later than January 28, 

2000. Each copy of the data requested should be placed in a bound volume with each 

item tabbed. When a number of sheets are required for an item, each sheet should be 

appropriately indexed, for example, Item 1 (a), Sheet 2 of 6. Include with each response 

the name of the person who will be responsible for responding to questions relating to 

the information provided. Careful attention should be given to copied material to ensure 

that it is legible. 

1. Refer to Western’s response to Item 1 of the Commission’s Order of 

November 23, 1999, which includes Western’s Motion to Dismiss filed in this proceeding 

on November 23, 1999. Specifically refer to Item 18 of the Motion to Dismiss which 



.. 

states that “Selecting Option 3, re-bidding’ would have exposed customers to 

unfavorable current market conditions and bidders’ concerns over NorAm’s failure. It 

was reasonable to expect significantly lower bids upon re-bid.” 

a. This is one of numerous references made by Western to the 

unfavorable market conditions that existed at the time it was made aware of the 

problems NorAm was experiencing under its contract with Western. Provide all 

evidence relied upon by Western during this period of time which demonstrates that 

market conditions were unfavorable compared to the market conditions at the time it 

issued its original Request for Proposal (“RFP’’) in June 1998. 

b. That section of the Motion to Dismiss also refers to “bidders’ 

concerns over NorAm’s failure.” Given the confidential nature of the communications 

between NorAm and Western, explain how potential bidders under Option 3 would have 

had knowledge of the circumstances under which the NorAm - Western agreement was 

terminated that would have raised concerns in their minds and possibly influenced their 

bids under Option 3, re-bidding. 

2. Refer to Attachment A of the Motion to Dismiss, specifically to the 

statement that it is not uncommon practice for a high bid to be rejected and a second 

best bid accepted if performance is an issue. 

a. Cite and document all instances of Western’s experience during the 

past 10 years (1990 through 1999) in which it encountered a similar situation and 

accepted a second best bid when performance was at issue. 



- 

b. Provide any documentation in Western’s possession, identifying 

other instances outside of Western’s own experience, but of which Western is aware, 

which supports the statement referenced in the lead-in to this request. 

c. Provide any documentation in Western’s possession that indicates 

that selecting the second best bid, rather than re-bidding a contract, is a common 

practice when one-third of the term of the original contract has already expired. 

3. Refer to the “Standards of Conduct” included in the “Rules of Conduct for 

Affiliate Transactions” submitted by Western in Case No. 97-51 3,’ under which Western 

agreed to conduct itself during the operation of its experimental performance-based rate 

plan, specifically Item (d) which states “The Utility may not give its marketing affiliate 

preference over non-affiliated companies in natural gas supply procurement activities.” 

a. Explain why Western’s contact with Woodward regarding whether 

Woodward would honor its original bid did not result in giving preference to an affiliate in 

violation of above-cited standard of conduct. 

b. Identify and elaborate on the reasons why Western did not contact 

all the other original bidders, including Woodward, for the purpose of making them 

aware that it was considering terminating the NorAm agreement for reasons of 

performance and inquiring whether they might be able to improve their original bids in 

order to be more favorably considered as a potential replacement for NorAm. 

‘ Case No. 97-513, In the Matter of Modification to Western Kentucky Gas 
Company, a Division of Atmos Energy Corporation (WKG) Gas Cost Adjustment to 
Incorporate an Experimental Performance-Based Ratemaking Mechanism (PBR). 
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4. Refer to Attachments C-3 and B of the Motion to Dismiss, specifically the 

response provided to Issue B of the Commission’s Order dated November 5, 1999. 

a. Provide the following: 

(1) The calculations that support Western’s contention that its 

customers would have received gas cost reductions through its Gas Cost Adjustment 

(“GCA) mechanism of approximately $2.6 million for the remaining 23 months of the 

original contract had it continued for the full term. 

(2) The ’ calculations supporting Western’s contention that 

combining the benefits of the Woodward replacement contract with the amount of the 

NorAm/Reliant buy-out will provide customers with gas cost savings of approximately 

$2.5 million over the remaining term of the original contract. 

b. Provide any calculations that support Western’s contention that 

“based on the time value of money associated with the up-front buy-out, the customers 

receive no less total benefit under Option 2 than under the NorAm contract.” 

5. Refer to the response to Item 10 of the Commission’s Order of November 

23, 1999, which states that “Western had no reason to believe that Reliant could not 

perform. Reliant had previously provided to Atmos acceptable and reliable gas 

commodity service.’’ 

a. Explain if this statement means that Western performed no due 

diligence assessment in evaluating NorAm/Reliant’s ability to perform the duties set out 

in Western’s June 1998 RFP prior to entering into its agreement with NorAm. 

-4- 



b. Identify any efforts undertaken by Western to determin 

of NorAm’s prior experience in energy supply asset management. 

the mount 

c. Provide all information Western obtained during its assessment of 

NorAm’s ability to perform that show the level of experience NorAm had in energy 

supply asset management and explain the degree to which Western relied on that 

information in making its decision to select NorAm. 

6. Refer to the responses to Items 9 and 10 of the Commission’s Order of 

November 23, 1999, related to the bids received by Western in response to its June 

1998 RFP and its evaluation of those bids. 

a. The 13‘h proposal included in the response to Item 9 offered a price 

that was less than the price proposed by Woodward. That proposal was deemed to be 

a “non-conformance” bid in the tally sheets included in the response to Item 10 and is 

the 5‘h bid so identified. Explain in detail the reasons why that proposal was deemed 

not to conform to Western’s RFP. 

b. Describe the modifications to that proposal that would have been 

necessary for Western to accept it as conforming to its RFP. 

c. Identify and document any efforts made by Western to contact that 

bidder to attempt to negotiate the modifications to the proposal that Western believed 

were required in order to make it a conforming bid. 

-5- 



7. Western’s GCA filing of December 1, 1999, Case No. 95-010-ZZ,2 

contained an estimate of Expected Commodity Gas Cost (“EGC”) for the month of 

January 2000. The estimate of $2.75 per MMbtu was adjusted for the one-time effect of 

the NorAm contract buy-out, and was discounted to $2.58 per MMbtu. 

a. Explain how Western derived the rate of $2.58 per MMbtu, and 

provide calculations showing the amount Western expects to be flowed through to 

customers via the reduced EGC estimate. 

b. Explain whether Western expects the entire amount of the buy-out 

to flow-through to customers during January of 2000. If not, explain how Western 

proposes to flow-throug h the remainder. 

c. Explain whether Western anticipates using the Correction Factor 

that will be effective April 1, 2000 to reconcile the actual flow-through to customers with 

the buy-out amount. If not, explain how Western intends to accomplish the 

reconciliation. 

8. Western’s GCA filing of December 30, 1999, Case No. 99-07O-Al3 

includes as Exhibit E a summary of its Performance Based Rate activity for the period 

from November 1998 through October 1999. Included in that summary is an amount 

identified as the “NorAm Contract Buy-Out Reduction.” Explain why the amount so 

* Case No. 95-O10-ZZ1 In the Matter of the Notice of Purchased Gas Adjustment 
Filing of Western Kentucky Gas Company. 

Case No. 99-070-A, In the Matter of Gas Cost Adjustment Filing of Western 
Kentucky Gas Company. 

-6- 



identified is $62,500 less than the buy-out amount identified in other correspondence 

that has been supplied by Western in the course of this proceeding. 

9. Refer to the response to Item 13 of the Commission’s Order of November 

23, 1999, specifically the statement that “Western had no reason to believe that 

Woodward could not perform. Woodward had previously provided to Atmos acceptable 

and reliable gas commodity service.” 

a. Explain if this statement means that Western performed no due 

diligence assessment in determining Woodward’s ability to perform the duties set out in 

Western’s June 1998 RFP prior to entering into its agreement with Woodward. 

b. Identify any efforts undertaken by Western to determine the amount 

of Woodward’s prior experience in energy supply asset management. 

c. Provide all information Western obtained during its assessment of 

Woodward’s ability to perform that show the level of experience Woodward had in 

energy supply asset management and explain the degree to which Western relied on 

that information in making its decision to select Woodward to replace NorAm. 

Done at Frankfort, Kentucky, this 14 th  day o f  January,  2000. 

By the Commission 

Executive birector r! I ’  
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INTERNET wwskpcom 

January 7,2000 

VIA HAND DELIVERY 

WALLACE MUlR (1878 - 1947) 
RICHARD C. STOU (1878 - 1949) 
WILLIAM H. TOWNSEND (1890 - 1964) 
RODMAN W. KEENON (1882 - 1968) 
JAMES PARK (1892 - 1970) 

QLADNEY HARVIUE (1921 . 1978) 
QAYLE A. MOHNEY (1908 - 1880) 
C. WILLIAM SWINFORD (1921 - 1988) 

JOHN L. DAVIS (im3 - 1970) 

Hon. Helen Helton 
Executive Director 
Public Service Commission 
730 Schenkel Lane 
P.O. Box 615 
Frankfort, Kentucky 40602 

Re: Western Kentucky Gas, Case No. 99-447 

Dear Ms. Helton: 

Enclosed herewith please find the original and ten copies of an Entry of Appearance-and of 
a Motion of Innovative Gas Services, Inc. for Full Intervention, which I would appreciate you filing 
in the record of the above-referenced action. 

If you have any questions regarding the enclosed, or if1 can be of any other assistance, please 
do not hesitate to give me a call. 

sincerfi 

JMC/daS 
Enclosures 
(3 20)C:\Work\069\2OLtrs\Helton 



COMMONWEALTH OF KENTUCKY 0 7 2UOQ 
BEFORE THE PUBLIC SERVICE COMMISSION pus@ C O h m , o N  f@RV/Q 

IN THE MATTER OF: 

A FORMAL REVIEW OF WESTERN KENTUCKY ) 
GAS COMPANY'S DECISION TO TERMINATE ) 
A NATURAL GAS SALES, TRANSPOFRATION ) 

ENERGY SERVICES, INC. AND ENTER INTO ) 
A NATURAL GAS SALES, TRANSPOEiTATION ) 

AND STORAGE AGREEMENT WITH NORAM ) CASE NO. 99-447 

AND STORAGE AGREEMENT WITH 1 
WOODWARD MARKETING, L.L.C. 1 

ENTRY OF APPEARANC E 

** ** ** ** 

Comes now Robert M. Watt, Jr. and J. Me1 Camenisch, Jr., Stoll, Keenon 

& Park, LLP, 201 East Main Street, Suite 1000, Lexington, Kentucky 40507-1380, 

and  hereby enter their appearance herein for the Intervenor, Innovative Gas 

Services, Inc., and request that all future correspondence and pleadings be served 

upon them as counsel for the Intervenor. It is further requested that all future 

correspondence and pleadings in this case also be served upon the following: 

Robert M. Berry, Innovative Gas Services, Inc., 101 East Second Street, Suite 100, 

Owensboro, Kentucky 42303. 

This the 7k day of January, 2000. 
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Robert M. Watt, Jr. 
J. Me1 Camenisch, Jr. 
STOLL, KEENON & PARK, LLP 
201 E. Main Street, Suite 1000 
Lexington, Kentucky 40507- 1380 
(606) 23  1-3000 

CERTIFICATE OF SERVICE AND FILING 

Undersigned counsel hereby certifies that an original and ten (10) 
photocopies of the foregoing Entry of Appearance was served and filed by mail to: 

Hon. Helen C. Helton 
Executive Director 
Public Service Commission 
730 Schenkel Lane 
Frankfort, Kentucky 40601 

and served by mailing a true and correct copy of the same, first class postage 
prepaid, to: 

William J. Senter 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, Kentucky 42303 

Mark R. Hutchinson 
Sheffer, Hutchinson 81 Kinney 
115 East Second Street 
Owensboro, Kentucky 42303 

John N. Hughes 
124 West Todd Street 
Frankfort, Kentucky 40601 

2 (320lC:\Work\069\IGS\Entry of Appearance-IGS 



Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, Kentucky 40601 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, Texas 75265 

all on this the '7% day of January, 2000. 

as Services, Inc. 

3 (320)C:\Work\069\IGS\Entry of Appearance-IGS 



In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY ) 
GAS COMPANY‘S DECISION TO TERMINATE ) 
A NATURAL GAS SALES, TRANSPORTATION ) 

ENERGY SERVICES, INC. AND ENTER INTO ) 
A NATURAL GAS SALES, TRANSPORTATION ) 

AND STORAGE AGREEMENT WITH NORAM ) CASE NO. 99-447 

AND STORAGE AGREEMENT WITH 1 
WOODWARD MARKETING, L.L.C. 1 

MOTION OF INNOVATIVE GAS SERVICES. INC, 
FOR FULL INTE RVENTION 

** ** ** ** 

Pursuant to 807 KAR 5:001, Section 3(8), Innovative Gas Services, Inc. 

(‘TGS’’) hereby submits its motion for full intervention herein. In connection 

herewith, IGS requests that it be served with filed testimony, exhibits, pleadings, 

correspondence and all other documents submitted by the parties and that it be 

certified as a party for the purposes of receiving service of all orders and any 

petition for rehearing or petition for judicial review. 

In support of this Motion, IGS states as follows: IGS is a Kentucky 

corporation involved in the marketing, sale and management of natural gas and 

related services. In 1998, IGS submitted a bid to Western Kentucky for the 

management of Western Kentucky‘s natural gas service but that contract was 

ultimately granted to NorAm Energy Services, Inc. (“Norh”).  IGS has learned 



that Western Kentucky has terminated the agreement with NorAm and has 

entered into a new agreement with Woodward Marketing, LLC (‘Woodward”), a 

company that is affiliated with Western Kentucky. Additionally, IGS is a 

competitor of Woodward in the marketing of natural gas throughout the region. 

Accordingly, the agreement between these affiliated companies, Western Kentucky 

and Woodward, may have significant impact on the market and on IGS‘s ability 

to compete with Woodward for service on Western Kentucky‘s system. 

Therefore, since IGS was a bidder on the original contract with NorAm and 

since IGS is currently a competitor of Woodward’s, IGS has a direct and 

substantial interest in this proceeding which cannot be represented by any other 

party except IGS. 

Further, the full intervention and participation in these proceedings by IGS 

may lead to the presentation of material issues regarding the impact of the 

Westem Kentucky/Woodward relationship on competition in the marketplace, 

which would assist the Commission in its evaluation of the Woodward Contract. 

There is no basis on which to find that a full intervention by IGS would unduly 

complicate or disrupt these proceedings. 

Accordingly, IGS believes that the requirements for full intervention under 

807 KAR 5:001, Section 3(8) have been met, and requests that the Commission 

permit IGS, Inc. to fully intervene in these proceedings. 

2 



Respectfully submitted, 

Hon. Helen C. Helton 

Robert M. Watt I11 
J. Me1 Camenisch, Jr. 
STOLL, KEENON & PARK, LLP 
201 East Main Street, Suite 1000 
Lexington, Kentucky 40507- 1380 
(606) 23  1-3000 

I 

By: 
Gas Services, Inc. 

CERTIFICATE OF SERVICE AND FILING 

Undersigned counsel hereby certifies that an original and ten (10) 
photocopies of the foregoing Motion was served and filed by mail to: 

and served by mailing a true and correct copy of the same, first class postage 
prepaid, to: 

William J. Senter 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, Kentucky 42303 

Mark R. Hutchinson 
Sheffer, Hutchinson & Kinney 
115 East Second Street 
Owensboro, Kentucky 42303 

John N. Hughes 
124 West Todd Street 
Frankfort, Kentucky 4060 1 
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Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY. 40601 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, Texas 75265 

all on  this the % day of shLav_Y ,2000. 

as Services, Inc. 

(320)C:\work\WBI\IGS Intervention 
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Paul E. Patton 
Governor 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KENTUCKY 40602 

(502) 564-3940 
Fax (502) 564-1 582 

www.psc.state.ky.us 

January 5,2000 

Mark R. Hutchinson, Esq. 
Sheffer-Hutchinson-Kinney 
1 15 East Second Street 
Owensboro, Kentucky 42303 

RE: Western Kentucky Gas Company 
Case No. 99-447 
Petition for Confidential Protection 

Dear Mr. Hutchinson: 

The Commission has received the petition filed December 27, 1999, on behalf of Western Kentucky Gas Company 
to protect as confidential information pertaining to termination of a special contract with Noram Energy and 
entry of a special contract with Woodward Marketing. A review of the information has determined that it is 
entitled to the protection requested on the grounds relied upon in the petition, and it shall be withheld from public 
inspection. 

If the information becomes publicly available or no longer warrants confidential treatment, you are required by 807 
KAR 5:OO 1, Section 7(9)(a) to inform the Commission so that the information may be placed in the public record. 

+* Hele C. Helton 
Executive Director ' 

b c c :  P a r t i e s  of Record (hv) 

Ronald E. McCloud, Secretary 
Public Protection and 

Regulation Cabinet 

Helen Helton 
Executive Director 

Public Service Commission 

January 5,2000 

AN EQUAL OPPORTUNITY EMPLOYER WID 



COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

I-.- 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY'S DECISION TO TERMINATE 
A NATURAL GAS STORAGE SALES, 
TRANSPORTATION AND STORAGE 
AGREEMENT WITH NORAM ENERGY 
SERVICES, INC. AND ENTER INTO A NATURAL 
GAS SALES, TRANSPORTATION AND STORAGE 
AGREEMENT WITH WOODWARD 
MARKETING, LLC. 

1 

) 
1 Case No. 99-447 

1 
1 

PETITION FOR CONFIDENTIALITY 

Western Kentucky Gas Company ("Western") petitions the Public Service Commission 

("Commission") pursuant to 807 KAR 5:OOl 97, and all other applicable law, for confidentia 

treatment of the information which is described below and which is attached. In support of 

this Petition, Western states as follows: 

1. On June 1, 1998 the Commission entered an order approving Western's 

Proposed Experimental Performance Based Ratemaking Mechanism (TBR') for a period of 

three years. Following entry of that order Western negotiated a gas supply agreement with 

NorAm Energy Services, Inc. ("NorAm Contract"). A copy of that agreement was filed with 

the Commission under a petition for confidentiality dated December 16, 1998. By letter dated 

February 2, 1999, the Commission granted confidential protection to the NorAm contract. 

2. Under a Petition for Confidentiality dated April 28, 1999, Western advised the 

Commission of various issues that had arisen concerning the NorAm Contract. Under Petition 

for Confidentiality filed July 2, 1999, Western advised the Commission that it had decided to 
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allow Reliant (successor to NorAm) to buy out its contract and to award it to the next highest 

bidder, Woodward Marketing,LLC ("Woodward"). A copy of the new gas supply agreement 

with Woodward has previously been filed with the Commission under a Petition for 

Confidentiality (the "Woodward Contract"). By letter dated August 4, 1999 the Commission 

granted confidential protection to the Woodward Contract. 

3. On November 5, 1999, the Commission entered its order in this proceeding 

initiating a formal review of Western's termination of the NorAm Contract and execution of 

the Woodward Contract. 

4. Western has filed a motion requesting the Commission to dismiss the formal 

review. In order to fully set forth the reasons for seeking dismissal of the formal review, it 

was necessary for Western to disclose information which has previously been determined by 

the Commission to be entitled to confidential protection. 

5. On November 23, 1999, after Western's filing of its motion to dismiss, the 

Commission issued a data request seeking additional information. These responses are being 

filed pursuant to that order. Some of the same information that was filed with the motion to 

dismiss and previously had been granted confidential protection is included with these 

responses. 

6. Nothing has occurred since the Commission granted confidential protection to 

this information that would disqualify it from protection. Western accordingly petitions the 

Commission to again treat this information as confidential for the same reasons as are set 

forth in Western's prior Petitions for Confidentiality in this proceeding. 

7. Pursuant to 807 KAR 5:001, Section 7 (3), temporary confidentiality of the 

attached redacted information should be maintained until the Commission enters an order as 
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to the Petition. Once the order regarding confidentiality has been issued, Western would have 

twenty (20) days to seek alternative remedies pursuant to 807 KAR 5:001, Section 7 (4). 

WHEREFORE, Western petitions the Commission to treat as confidential the redacted 

information which appears in the attached Response to the Commission’s Order of November 

23, 1999. 

Respectfully submitted: 

Douglas Walther 
Amos Energy Corporation 
P.O. Box 650205 
Dallas, TX 75265 

Mark R. Hutchinson 
SHEFFER HUTCmSON 
KINNEY 
115 E. Second St. 

u 1 2 4  West Todd Street 
Frankfort, KY 40601 

Attorneys for Western Kentucky 
Gas Company 

(502) 227-7270 

Certificate of Service: 

I certify that a copy of this Response was served on Monica McFarlin, 1024 Capitol Center 
Dr. Frankfort, Ky. 40601 the 27th day of December, 1999 



VERIFICATION 

I, William J. Senter, being duly sworn under oath, state that I am Vice President 

of Rates and Regulatory Affairs of Western Kentucky Gas Company, and that the 

foregoing statements are true of my own knowledge except as to those matters therein 

stated on information and belief, and as to those matters I believe them to be true. 

STATE OF TENNESSEE 
COUNTY OF WILLIAMSON 

SUBSCRIBED AND SWORN to before me by William 3. Senter on this the d! k day 
of December, 1999. 

NOTARY PUBLIC 
My Commission 
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Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 1 

Witness: Gordon Roy 

Data Request: 

Provide a detailed description of the issues and circumstances that led to Western’s 
decision to terminate the Natural Gas Sales, Transportation and Storage Agreement 
between it and Reliant Energy Services, formerly NorAm Energy Services, h c .  
(“Reliant”). 

Response: 

This response was previously provided in Western’s Motion to Dismiss and the related 
attachments, including the description of Western’s options in the April 23, 1999 and 
June 29,1999 letters to the Commission. The April 23 and June 29 letters have been 
previously provided to the Commission and were referenced in the Commission’s order 
initiating this prudence review. 

The complete Motion to Dismiss and related attachments are enclosed. 

-1 - - 



\ COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY'S DECISION TO TERMINATE 
A NATURAL GAS STORAGE SALES, 
TRANSPORTATION AND STORAGE 
AGREEMENT WITH N O W  ENERGY 
SERVICES, INC. AND ENTER INTO A NATURAL 
GAS SALES, TRANSPORTATION AND STORAGE 
AGREEMENT WITH WOODWARD 
MARKETING, LLC. 

CASE NO. 
99-447 

MOTION TO DISMISS 

Comes now Western Kentucky Gas Company ("Western") and respectfully 
requests the Commission to dismiss the formal review established by the Commission's 
Order in the above-styled matter. In support of its request Western offers the following: 

1. 

2. 

3. 

4. 

5.  

On November 5, 1999, the Commission issued an Order establishing a formal 
review of Western's gas supply purchase decisions involving NorAm Energy 
Services, Inc, (rrNorAm"), now Reliant Energy, and Woodward Marketing, LLC 
("Woodward"). 

The Order asserts that Western, in terminating its contract with NorAm and 
entering into a replacement contract with Woodward raises "numerous concerns" 
for the Commission. 

The Order asserts that Western has not addressed the issues raised in either: 

(a) The letter to Western from the Executive Director, Ms. Helen Helton, dated 

(b) The matters subject to review, items a. through d., as referenced on pages 3-4 
May 7, 1999; or 

of the Commission's Order. 

Respectfidly, Western asserts that it has been proactive in addressing these issues, 
through its correspondence and by initiating a meeting held with the Staff. The 
May 25 letter from Ms. Helton acknowledges Western's attempt to be 
collaborative. A copy is attached as Attachment C-1 . 

Western specifically addressed these issues in its letter to Ms. Helton on April 23, 
1999, which laid out Western's three options as a result of the NorAm situation. 
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7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

Notably, a copy of that letter was not attached to the Commission’s Order. A 
copy of Western’s April 23 letter is attached hereto as Attachment C-2. 

Western also addressed these issues in its meeting with the Staff on May 12, Mr. 
Senter’s letter of June 29, and on October 4 in Western’s response to the 
Commission’s data requests (KPSC DR 3-1) on this subject in Case No. 99-070, 
Western’s pending rate case. 

None of the issues raised in Ms. Helton’s letter or the Commission’s Order 
addressed what Western believes should be the fundamental concern: What is the 
impact on customers? In the responses attached to this Motion, Western makes 
clear that the impact on customers was the primary question Western was asking 
throughout its decision-making in this matter. The result of that focus is that 
Western’s decisions have maximized customer savings while eliminating 
unnecessary risks. 

Western selected Option 2 as defined in the April 23 letter. Option 2 was to 
accept the NorAm buy-out offer and contract with Woodward, the second highest 
bidder by far, if Woodward would honor its 0rigm.d bid price. 

Woodward’s bid was submitted in a fair, open and competitive bidding process. 
That bidding process was initiated by Western in response to the Commission’s 
Order in Case No. 97-513, Western’s Performance-Based Ratemaking (“PBR’) 
Mechanism. 

Western’s selection of Option 2 has essentially retained all of the customer 
savings intended when Western originally contracted with NorAm. 

The Order in Case No. 97-5 13 indicated that, “During a three-year experimental 
period, the proposed PBR would provide an incentive for Western to lower its gas 
cost to the fuUest extentpossible (emphasis added).” 

The Order in Case No. 97-513 aclmowledged that the goals of the PBR included 
lower regulatory costs, providing up-fiont regulatory oversight as opposed to 
after-the-fact prudence reviews, and promoting successful cost management 
through gas cost incentives. 

The Commission’s PBR decision was designed to provide incentives to Western 
to make gas supply purchase decisions that would minimize the gas costs to be 
borne by Westem’s ratepayers, and eliminate costly after-thefact prudence 
reviews. 

The incentives established by the Commission established benchmark standards 
of perfomance and prudency for Western in making its gas supply decisions. 



15. 

16. 

17. 

18. 

19. 

20. 

21. 

These standards provide for the “up-front regulatory oversight” which eliminates 
the need for prudence reviews, because the standards set by the Commission 
rewards or penalizes Western for its gas purchasing performance. 

Western has held itself to the acknowledged, pre-determined, benchmark standard 
of performance - lowering its gas costs to the fullest extent possible - as 
established in the PBR in direct response to the incentives provided by the 
Commission. 

The formal review established in this proceeding amounts to the kind of costly 
and burdensome after-the-fact prudence review the PBR was intended to avoid by 
establishing the benchmark standards embodied in the incentives. This after-the- 
fact prudence review holds a cloud over Western’s gas purchase decision-making 
and undermines the incentives approved in Case No. 97-5 13. 

In direct response to the incentives established by the Commission, Western’s gas 
purchase decisions are estimated to have already saved Western’s customers over 
$3,000,000 since the commencement of the PBR in July 1998. Western has filed 
PBR performance reports with the Commission each quarter. The decisions at 
question in this review were designed to produce significant savings and, if 
unaltered by regulatory action, will continue to produce such savings for 
Western’s customers in the future despite the challenges developing out of the 
NorAm situation. 

Selection of Option 3, re-bidding, would have exposed customers to unfavorable 
current market conditions and bidders’ concerns over NorAm’s failure. It was 
reasonable to expect significantly lower bids upon re-bid. Selection of Option 3 
would have harmed customers and denied them the lowest gas costs possible. 

Western’s actions have not only been prudent and in accordance with the 
benchmark standards established by the Commission in Case No. 97-5 13, but the 
best course of action on behalf of its customers given the circumstances 
surrounding the NorAm agreement. 

With respect to the code of conduct adopted in Western’s Performance-Based 
Ratemaking (“PBR”) Mechanism, Western is unaware of a complaint by any 
customer or marketer leading to this review. Western is unaware that any 
customer or marketer has been harmed or believes it has been harmed by 
Western’s actions. Western is unaware that any customer or marketer has alleged 
Western’s non-compliance with the code of conduct, nor does the Commission’s 
Order in this matter indicate any such allegations by a customer or marketer. 

The Woodward bid was derived in a fair and open bidding process. None of the 
rules outlined in the code of conduct are violated by Western’s selection of Option 

\ 

.,-. 



22. 

23. 

24. 

25. 

26. 

2. The code of conduct was designed to prohibit preferential treatment toward 
affiliates, not prohibit affiliate transactions altogether. 

The code of conduct was not intended to deny customers the best price of gas. 

The best time to enter into a new gas supply contract is during the summer months 
when any delivery disruption resulting from a change in suppliers will be 
minimized. If Western was going to negotiate a satisfactory termination 
agreement with NorAm and secure the best replacement contract, as proposed in 
the April 12 letter, Western believed a decision would have to be made soon after 
the May 12 meeting. The Staff emphasized that the Commission would not pre- 
approve any gas supply purchase decisions. The May 25 letter from Ms. Helton 
indicated that it could be inappropriate for the Staff to offer its opinion on the 
matter. Time was a factor and Western did not believe that it could expect further 
guidance from, or that it was under any requirement to hold, further meetings with 
the Staff. Western did provide the information requested by the Staff as soon as it 
became available. 

The Commission had already established the benchmark standards of performance 
in the PBR to which Western was adhering. Nonetheless, Western advised the 
Commission of its options and elicited feedback given the unique circumstances 
arising from the NorAm situation. 

Attached as Attachments A & B are responses which more than adequately 
supplement the information provided to the Commission in previous letters, 
meetings and data requests. Collectively, this information fully answers the 
questions raised in the Commission’s Order and demonstrates the appropriateness, 
adequacy, and reasonableness of Western’s decisions in this matter. 

Western’s gas supply purchase decisions were prudent, guided by the PBR 
incentives established by the Commission in Case No. 97-513, and have 
maximized customer savings. 

The foregoing facts recognize and support the proactive nature in which Western 
advised the Commission of its options; the benefit of Western’s actions in lowering its 
gas costs to the fullest extent; the degree to which Western properly responded to the 
incentives embodied and established by the Commission in the PBR, the extent to which 
this formal review would constitute the type of costly, after-the-fact prudence review the 
PBR was designed to avoid; and, Western’s compliance with the code of conduct. 

Respectfully, therefore, Western requests that the Commission dismiss this formal 
review and allow the incentives, and the spirit of the incentives, it has put in place to 
continue to work efficiently and beneficially for Western’s customers. 

\ 



If the Commission believes that oral arguments would be beneficial in resolving 
this matter, Western is willing to participate at the Commission’s eiriiest convenience. 

Respectfblly submitted this $3 day of November, 1999. 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650250 
Dallas, Texas 75265 

President 

John N. Hughes 
124 W. Todd Street 
Frankfort, Kentucky 40601 

Mark R. Hutchinson 

115 East Second Street 
Owensboro, Kentucky 42303 

SHEFFER-HUTCHINSON-KMNEY 

Attorneys for Atmos Energy 

VERIFICATION 

I, William J. Senter, being duly sworn under oath state that I am Vice 
f Rates and Regulatory Affairs for Western Kentucky Gas Company, a 

Division of Atmos Energy Corporation, and that the statements contained in the 
foregoing Petition are true as I verily believe. 

CERTIFICATE OF SERVICE 

I hereby certify that on the & day of November, 1999, the original of this 
Motion to Dismiss, together with ten (1 0) copies, were filed with the Kentucky Public 
Service Commission, 730 Schenkel Lane, Frankfort, Kentucky 40602, and a true copy 



.. 

thereof mailed by first class mail to the following named persons on this the - 23 
November, 1999: 

day of 

Attorney General 
1024 Capitol Center Drive 
Frankfort, Kentucky 40601 

7 - 5  
Mark R. Hutchinson 



\ 

Attachment A 

Issue: Your supplier’s reasons for wanting to discontinue your torrent 

Response: 

Issue: 

ReSp0nSe: 

Issue: 

.- arrangement; 
The April 23 letter indicates that NorAm (Reliant) was losing money, that 
they had over-valued the contract, and that due to market conditions that 
there had been almost no opportunity to capture pricing differentials via 
various strategies such as hedging. This 1etterpoiStS outthatNorAm 
beiieved it was starting out e a c h m o n t h w i t h y t h a t  the 
contract’s true vaiue was no more than-rnpmj to the 
-in the contract 

The reasonablmess-of your supplier’s buy-out offer, in tmns of repatation 
for Western’s loss of gas cost savings as well as h r n  the perspective of 
the supplier’s loss mitigaiioq 
The reasonableness ofthe buy-out is clarZed in the April 23 letter. 
Western was concerned that Nor- could begin to take unnezessary risks 
that would jeopardize supply delivery and reliability, in order to cut its 
losses under the contract Since Woodward had indicated its -ess 
to honor it original bid, the net price combined with the buy-out would be 

a net reduction in savings to the customer of about $150,000, a relativdy 
small amount compared to the over $4,000,000 of customer savings 

bticipated under the NoLAm contract alone 
over the -year experimental PBR. ladeed, via other gas cost 
management decisions also made by Western but unrelated to the contract, 
even further savings will accrue to the customer h u g h  the various PBR 

- v - E  * thecontract. Thisrepresented 

mechanrsms. 

Accepting NorAm’s offer eliminated any NorAm reIated risks while 
ptedq over 96 percent of the value of customer savings under the 
o r i d  contract Given the time value of money associated with the up- 
hnt payment of NoLAm’s buy-out, customen will receive no less total 
benefit under option 2 than under the origmal NorAm contract Westem’s 
decision was m e l y  &at. 

The pros and con of the options as out-lined in your lettc, 
\ 



Response:, 

Issue: 
Response: 

Issue: 

ReSp0nSe: 

e 

The purpose of the April 23 letter was to advise the Commission of the 
matter, and present the pros and cons- Ultima;tely, the pros and cons get 
down to issue of whether it is wise hoid NorAm captive to the contract and 
risk non-performance and protracted litigation, or whether there is a 
financial solution which is reasonably fkir to all parties c o n a e d  but 
particularly the customer. option 1 held out performance and litigation 
risks that a prudent decision-maker would avoid given the aUractiveness of 
the aitanatives. Option 3 eliminated these risks but lacked the maximum 
hncial benefit for the customer. Option 2 ensured the maximum benefit 
for the customer d e  eliminating these risks. 

The level of deliverability and reliability risk associated with Optton 1; 
While Western could not put a probability factor on the risk associated 
with Option 1, in Westem’s c o n v d o m  with the Commission StaEon 
May 1 2 , W ~ d i d ~ t h a t a n y r i s k w a s t a o h i g h i f a n a l ~ v e  
solution would eliminate those risks while prbviding nearly-tbe same 
savings for its customers* Westem exchanged the opportunities and risks 
inherent in a full requirements supply arranga& for a s ign i f idy  

itwasstarting*- 
Such an admission was mprecedmtd 

in our experience, and led us to conchde that the level of rFsk, both supply 
risk and financial risk, was too high for Western and its customers. 
Western did not want NorAm taking unnecesary risks to cut its lasses. 

- 

A prudent decision-maker e- unnecessary and avoidable risks, and 
our experience as a provider of service to the public tells us that any 
degree of deliverability and reliability risk should be avoided if reasonably 
priced altemat4ves exist. Option 2 retained all of the savings of the on@ 
supply arrangement without the risks associated with NorAm. 

How Option 2 comports yvith the code of conduct established in Case No. 

Per our letter of bri3 U, we wanted to discuss this issue withthe StaE 
We were advised of the history of motller uti l i ty’s fuel contracts, and 
d i s c u s s e d  at length the issue of taking the next highest bid (Option 2) 
versus re-bidding (Option 3). The Staff did acbnowl&e that Option 2 
was a better deal for customers than Option 3 because it appeared to 
maximke customer savings. The Staff ais0 indicated that the Commission 
could not prpapyrove gas supply decisions. We hdicatedthat time was a 
factor ifwe were going to switch suppfiexs. The Staff requested written 
documentation of the N& buy-out offer, something we did not have at 
the time. 

97-5 13 ; 

The issue relates to item (d) in the code of conduct That is, did WeSem 
give its affiliate preference over nonaffiiiated companies? The qnswer is 
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@ I 

, no. Western's decision comports with the code of conductbecause the 
Woodward bid was submitted dong with seven others in response to our 
Request for Proposal. In the A@ 23 letter, \n;e discussed tb t  it is not 
uncommon practice for a high bid to be rejected and a second best bid 
accepted ifperformance is an issue. That is exactly what has happened 
here. On top of that, Option 2 

Westiern is unaware of any customer q B w b i w h i c h  c o m e h d t o  
cfaim they have been b e d  by this decision. W&out such a claim_ and 
given that the Woodward bid was m y  submitted and that the maxjmum 
benefit has been derived for customers, there is no code of copduct issue. 

icudomexsavingswhile . .  
. avoidingunnecessaryrisks, 

Issue: 
Response: 

Provisions of the e3dsting supply contract; 
Western had previously filed copies of the No* contract with the - 
commission. 

Issue: Correspondence between Western and the supplier concerning these 
issues. . . .&*' 

There was no correspondence between Western and NorAm until we 
requested a written buy*ut requek k m  Nor- after the May 12 meeting 
with Staff. That letter was not received from NorAm until June 25, and 
was submitted to the CommiSsion on June 29. 

Response: 

. -.. 

\ 
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Attachment B 

Western’s Resnonse to the l[ssues Ontiind ixn the Commission’s Order Datd 
Povember 5.1999 

Issue& 

Response: 

Lssue b. 

ReSpOnSe: 

.- 

Issue c. 

Response 

The apprOpriateneSS of western’s dQWhlg N o d  (Reliant) to buy out of 
the -years of the No- agreement. 
The April 23 letter discusses the risks of deliverability and reliability and 
protracted litigation. Avoiding these risks is appropriate if a reasonable alternative exists. The contract itseifpvides for mutual ’ ‘onof 

the contfact i fbth parties agree. The Commission’s order in Case No. 
97-513 did not require Western to obtain the Commission’s approval to 
enter into or tenntnate ’ any gas supply purchase contracts entered into as a 

filed a copy of the NorAm contract with the Commission. Although 
Western did seek the Commission’s guidime as a result of the NorAm 
s i tdon ,  Western was told by the Staff tbat the Co&sSion does not pre- 
approve gas supply purchase contracts. 

%.- 

result of the incentives established under the PBR rnechamm. western 

The adequacy ofNorAm’s (Reliant’s) buy-out offay considering current 
market conditions, and the approPriate distriion of &e payment 
The buy-out amount, in combination with the new price, retains over 96 
percent of the intezded customer savings while eliminating unnecessary 
risks and potential litigation. Based on the time value of money associated 
with the up-hnt buy-out, the cusfomers receh no less total bene& under 
Option 2 than under the original NorAm contract. Given current market 
conditions, such savings would not be possible without both the sizeable 
NorAm buy-out and Woodward‘s willingness to honor its original bid 
pn= This was described in the April 23 I-. Ifthe issue is pdency, it 
should be pointed out that the customer‘s share of the buy-out amount is 
being passed along to rakepayers up-fkont via the Gas Cost Adjustment. 
Indeed, because these savings come “pre-paid” as a result of the buy-out 
payma& the flow-througb of savings to customefs is a c c e i d  

The reasonablmess of Western’s efforts to secure areplacement source of 
supply and asset mwqpmmt contract. 
Given amat market conditions, the N o d  w-out amormt, and 
Woodward’s willingness to honor its original bid price, the final price to 
customers is reasonable. Absent Woodward‘s willingness to honor its 
on@ bid price, Western would have had to request new bids that clearly 
wouid have been below the on@ Woodward price. Aside f ioq  less 
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! L  

. -. 

, fsrvorable current market conditions, the remaining bidders would also 
have devalued their next bids in reaction to the M e d  NorAm experience. 
Selection of Option 3 would have banned customers and denied them the 
lowest gas costs possiile. Option 2 was the means to secrne the hghest 
valued replacement centrad and consistent with the incentives established 
u n k  the PBR 

Issue d. 

Response- . 

Western’s CompiisMce with the des of conduct imposed by the 
C o d o n  in Case No. 97-513. 
The Woodward bid was derived in a fair and open bidding process. 
Western selection of Option 2 is in fdl compiiance with the des outlined 
in the code of conduct The code of conduct was designed to prohibit 

or trigger after-thefact gas prudency reviews. Westem is unaware of any 
party wbich has come forward to claim t h q  have been harmed by this 
decision. Without such a claim there is no code of conduct issue. The 
.code of conduct was not intended to deny customers the best price of gas. 

p r e f d  treatment toward &liates, not prohibit afEbte tmnsadi OIts 

Westem reasonably believed that no other prospective bid would have 
come dose to the ~riginal bid the should the bidding have been reopened. 
Woodward could not be obligated nor expected to submit the same bid 
given the current market conditions and the failed NorAm experience. As 
indicated in our response to KPSC DR 3-1 in Case No. 99-070, Westem 
could not use the ori@ Woodward bid as a back up (Response 
attached). Option 2 was the most prudent choice available to Western and 
its customers and is in compliance with the code of conduct 



Paul E. Patton 
covemot 

\ 

COMMONWEALTH OF KENTUCKY 
PUBLIC sERwc€ comIssIo# 

730 SCHENKEL LANE 
PO= OFFICE BOX 61 5 

Ronald B. McCloud, Secretary 
Public Protection and 
Regulatlon Cabinet 

Executive Director 
Public Service Commission 

FRANKFORT, KENlUCW 40602 

(502) 564-3940 
. ww.psc.state.ky.us Helen HeltOn 

Fax (502) 564-3460 

May 25,1999 

Mr. Bill Senter  
Vice President - Rates  & Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, Kentucky 42302 

Dear hrlr. Senter: 

I ilnderstand that at your May 12, 1999 meeting with staff you discussed the 
issues  oLdined in my earlier letter. I have been advised that as of the date of that 
meeting Western had not received any written correspondence from its supplier 
concerning its supply contract with Western and related problems. I appreciate your 
keeping the Commission and the staff informed of Westem’s emerging supply concerns. 
While I know that your initial meeting with staff was deemed to have been very 
instructive, until you have something in writing from your supplier, the staff cannot give 
you an  opinion on Western’s best course of action, to the extent that such direction is 
appropriate at all. 

If you would like to fonvard future correspondence from your supplier and seek 
additioqal staff input, we may arrange a future meeting. information concerning any 
such ariangements will also be conveyed to the Attorney General’s office. 

Sincerely, 

Heldn C. Helton 
Executive Director 

cc: M o n k  McFarlin 

ATTACHMENT C-1 



Western gkntrrckv Gas Company 

Aprilz, 1999 

Honorable Helen C. Heiton 
ExtcudveDirectar 
Ken* Public Service Commission 
730 Schahl  Drive 
Franlcfort, Kentucky 40602 

Subject: KPSC Case ND. 97-513 -Westem Kentudq Gas Company Erptzimatd P d m e B a s d  Rakmdmg Mechanism 

DearMs.Helton: . 

THIS LElTER CONTAINS INFORlkU'XTON WHICH THE COMMISSION HAS 
PREVIOUSLY DE- IS ENTITLE]D TO CONFIDENTIAL PROTECIION 
AND SHALL BE FROM PUBLIC INSPECTION. WE ASK THAT "HE 
S A M E  PROTECTIONBE AFFORDED THIS LETTER 

11 

company Index Price +/- per MMBtu 

ATTACHMENT C-2 



For clarification pUIpoSS, the above bids are listed in ascending to descending order With the 
best bid listed first and the least favorable bid listed last 

W G  determined that the best bid submitted at the time was th -id of Noram and 
proceeded to enter into a 3-year contract with Noram with a contrac tbat mirrored the. 
term of the PBR The coneract with N o m  became effective on July 1, 1998, and Noram 
immediately began to supply WKG with commodity, pipeline transpodon and gas storage 
management services. 

Evexythmg appeared to be going well with the Noram contract until November 1998. Durhg 
November of 1998. Noram aDDroacbed WKG to inform WKG that they were redly 

&portatio6, etc.) when preparing their bid Furthermore, they stated that there had been 
very little volatility in the market and there had been aimost no opportunity to capture pricing 
differentials both on an intra-month and a month-to-month basis for the actual commodity 
purchases as well as hedging opportunities. Also, there had been very little cold weather 
throua November 1998 so gas storage inventories remained high These high inventory 

It was at this point that Noram asked WKG to considex reforming the contract. Specifically, 
Noram asked WKG tdforego some of the discount it was receiving on commodity purchases. 
Noram also stated that if WKG could not or would not reform the contract, that Noram would 
like to propose a buyout to WKG for the last two years of the conaact WKG responded to 
Noram that reforming the contract could present significant negative consequences including 
a reduction of benefits to WKG's customen as well as possibly compromising the integrity of 
WKG's competitive bid-process. With this response, WKG asked Noram to propose a 
contract buyout offer. N o m  then responded with an offer to buy out the remaining two 
years of the contract for 

WKG believes it is important to consider Noram's request With the financial difficulty 
Noram k having with this contract, we do not want Noram taking risks unnecessarily if these 
risks jeopardize supply delivery and reliability. Also, Noram has been a very good supplier to 
WKG in the past, and it seem prudent to try to resolve this in a satisfactory manner for all of 
the affected parties. 

With the above in mind, WKG has identified three options to resolve this: 

- 
- 

Option 1. WKG could take the position that a contract iS a contract and hold Noram's feet to 
the fire. If WKG takes this position, Noram may determine that the best thing for them to do 
is to defhult on the contract and not perform. WKG would then probably pursue litigation. If 
we go that route, not only would the benefits to ratepayers and the Company dike cease, but 
this matter would probably be tied up in court for two or three years. 

Option 2. Another option we have is to accept the Noram buyout offer and go to the second 
best bid we received last summer when the RFP for this contract was €irst issued This is a 



..- _- 
e b j e c t  to the negoMon of a mu- -le contract 

WKG believes that Opti 

possible to have some dialogue m this development, and 1 will call the Commission within 
the next& days to try to schedule amceting. 

Ifyou have any questions, please feel &et! to caIl me at 502-685-8072 

J. Senter 

. . cc: Ms.BeckyPhillips’ 



\ Western Kentucky Gas Company 
Case No. 99-070 

KPSC Data Request #3 Dated September 20, I999 

Witness: Back 
DR Item 10% b, C, d, e, f 

Data Request: 

Refer to the response to Item 42 of the Commission’s August 19,1999, Order. .- 

The original agreement between Westem and Reliant Energy Services (“Reliant”) 

had been filed with the Commission by Western. 

a. 

b. 

C. 

d 

e. 

f. 

Has Westem filed the replacement agreement of Woodward 

Marketing, LLC (“Woodward”) with the Commission at this time? 

When does Western expect to file the new agreement with the 

Commission? 

Provide a detailed explanation for why Western decided to go with 

the next best proposal from the on@ vendors rather than re- 

open the process by requesting new bids. 

Explain whether Western could have reopened the process by 

requesting new bids from vendors other than Woodward, and then 

gone back to Woodward if its original proposal was still better than 

the new bids. 

What is the corporate relationship between Westem 

Woodward? 

The original agreement between Westem and Reliant was 

terminated by mutual agreement of the parties. Provide the terms 

and 

\ 

ATTACHMENT C-3 
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a 

of the termination of the agreement and the impact that the 

termination has had, or will have, on the costs recovered through 

Western’s Gas Cost Adjustment (“GCA”) clause. 

Response: 

a. - b. Western expects to file the Woodward replacement agreement with 
L. 

the Commission by October 4,1999. 

c. See the attached redacted letters explaining why Western decided 

to go with the next best proposal from the original vendors. 

Oripal copies of these letters are being provided in this case 

under Petition for Confidentiality. These letters were granted 

confidentiality when previously submitted to the Commission in 

Case No. 97-513. 

No. In order for Western to maintain fairness and complete 

integrity of its bid process, had it decided to rebid its 

requirements, it would have had to reopen the bidding to @ of the 

qualitid suppliers on its active bid list except for Reliant Energy. 

Atmos, through its acquisition of United Cities Gas Company in 

d. 

e. 

1997, owns a 45% interest in Woodward Marketing, LLC. See 

KPSC #1- DR 1 

f. The R e l i m W G  agreement was terminated July 31, 1999, with 

23 months remaining on the on@ 3-year tenn. See attached 

redacted termination agreement, the ori@ of which is being 
\ 



\ 
provided in this case under Petition for Confidentiality. Had the 

Reliant contract continued for the entire tenn, Western’s customers 

would have received gas cost reductions through its GCA 

mechanism of approximately $2.6.million for the remaining 23 

months. Combining the benefits of the Woodward replacement 

agreement with the Reliant Contract buyout, Western’s customers 

will receive approximately $2.5 million in gas cost reductions 

through the GCA mechanism over the remaining texm. 

.-. 

\ 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 2 

Witness: Gordon Roy 

Data Request: 

Provide, in chronological order, all correspondence, telephone notes, electronic mail 
messages, and any other forms of communication between Western and Reliant that 
Western has in its possession that support the description of the circumstances outlined in 
the response to item 1 of this request. 

Response: 

The only correspondence to this effect was the December 16,1998 letter from NorAm to 
Western and letters relating to the buy-out offer itself. AU other communication between 
NorAm and Western was verbal by means of the telephone. The NorAm buy-out offer, 
in the letter dated June 25, 1999, has been previously provided to the Commission and 
was referenced in the Commission’s order initiating this prudence review. 

See attached letters dated December 16,1998, June 9,1999, June 21,1999, and June 25, 
1999. 
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December 16,1998 

Mr. Gordon Roy 
Atmas Energy Corporation 
P.O. Box 650205 
Dallas,TX 75265 

Re: Concept Proposals 

Dear Gordon: 

Pursuant to our discussions with John Hack on December 14*, NES would like to put forth some 
concepts that would hopefirlly benefit both parties. The first issue regding pricing of 
Midwestern Supply is of irnrnediak: wncern and needs to be addressed prior to January 1‘. We 
would like to resolve this point first and then pursue the other concepts as soon as practicable. 

Please consider these options and provide some guidance as to feasibility of eache 

WKG Midwestern Supply - For a quantity of 10,000 MMBWd, establish a commodity price 
equal tc, the pricing set forth in Article VI of our Asset Management Contract plus the maximum 
tariff f m  ~ransportstioti rate for Tennessee Gas Pipline from Zone 1/ Louisiana to Zone I/  
Portland. Our uderst8nding i s  that the propoaed contract between Amos and Midwestern is  for 
one year. NES would like for Atmos to consider a threecyear Midwestern commitment that 
would mirror the term of our contract, 

Once the Midwestem pricing issue is settled, NE$ would like to immediately begin discussions 
on other value concepts (Le., Atmos allowing NES to manage additional Atmos-owned 
stomge/transpoxtation assets, purchase and sale of Locationlseasanal options, Atmos allowing 
NES to mat& the best offer received for gas supply by the various Atmos utilities, renepthtion 
of the current contract pricing). 

Gordon, we appreciate your cooperation m this matter. NES desires to continue the strong 
partnership relationship that exists with Atmos. As such, we are anxious to find a mutually 
satisfactory solution that provides the Hwin-win” outcome both companies desire. 

Please contact me at (713) 207-5373 at your earliest convenience to discuss these ideas. 

Sincerely, 

Russell E. Murre11 

Cc: John Hack, Atmos EnerhIy Corparation 

P.0. BOX 4455 0 Houston, TX 77210455 713 1207.5072 FAX 713 f207-9626 

TOTAL P. 02 



,. Whcleoale Gmq,  

EO. Box 4455 
ticuston. Texas 7721 0-4455 
713 207 1300 

Gordon Roy 
ATMOS Energy COT. 
700 Three Lincoln Centre 
5430 LBJ Fwy 
Dallas, Tx. 75240 

Fer our previous conversation, Reliant Energy Sewices (RES) would propose the 
cancellation of the remaining two (2) 
management agreement dated July 1 

In c o n s i e o n  for such, RES would pay Westem Kentucky Gas 
payment 

storage and transportation 

This offer is contingent to final board 



Vice president, Gas Suppb 

June 21 , 1999 

RELIANT ENERGY SERVICES, INC. 
Attn: Mr. KenBradley 
P.O. Box 4455 
Houston, Texas 7721 e4455 

Re: Natural Gas Sales, Purchase, Transportation and Storage Agreement 
dated July 1, 1998 

Gentlemen: 

Western Kentucky Gas Company, a division of Atmos Energy Corporation 
(“WKG) and Reliant Energy Services, Inc. (as successor in interest to Noram 
Energy Services, Inc.) C’Reliant”) are parties to the above referenced 
Agreement. Pursuant to an undated letter that WKG received on June 9, 
1999, Reliant requested that the Agreement be terminated. As consideration 
for such termination, Reliant will make a one-time non-recoupable payment of - The purpose of this letter is to confirm suct~ offer. 

If such is the case and you concur with the forgoing, please so indicate and 
return one copy of this Letter Agreement to WKG at the noted address. 

Yours very truly, 

&% Gordon J. Roy 

GJWrd 

Accepted and Agreed to this the day bf ,1999. 

RELIANT ENERGY SERVICES, INC. 

By: 

Its: 

. Xcmos Energy Corporanon P. 0. Box 650205 Dallas. Texas 7326$0!205 - 972-934-3227 



TO: Ken Bradley 

COMPANY : Reliant Energy Services, Inc. 

FAX NO: 713-207-1177 

NO. PAGES (INCLUDING THIS PAGE) : 2 

FROM: Gordon Roy 
ATMOS ENERGY CORPORATION 
P.O. BOX 650205 
DALLAS, TX 75265-0205 

PHONE : 972-855-3780 FAX: 972-855-3070 

DATE : June 22, 1999 OPERATOR: Roberta DeMoss 



CONFIRMATION REPORT 
06-22-99 07 : 49A ID: 972 855 3070 NAME: ATMOS ENERGY CORP 

TYPE : TRANSMISSION 

NO. TIME DIAL NO. REMOTE STATION PAGES JOB NO. RESULT 

01 07:48A MANUAL 817132071177 2/ 2 243 OK 

... . . . 



June25,1999 

' Atm~~Energ~CarporatiOn 
A&. Gordon J. Roy 
Vlce president, Gas suppry - 

Rc Natural Gas Sales, Purchase, T r a m p r M b  and Storage Agreement dated July 1,1998. 

We @ate your response to our letter which you refererced as having received on June 9,1999, 
E m g  the agreement between Western Kentucky Gas Company, a division of &nos Energy 
Corporation ("WKG"), and Reliant Energy Services, Inc. (as successor in interest to Noram Energy 

Your understanding of our proposal is fundamentally canect; Termination of the Agreement far 
-deration to be paid by Reliant to WKG. In addition, we would require "excess" gas m 
storage to be purchased from Reliant by WKG at the then cuxrentmarketprice. 

Qur proposal is contingent on our managemat's final approval. 

We welcome your interest in our proposal andlook fmwd to your respanse. 

Sincerely, 

Managing Director, Storage, Transportation and Asset w o n  
Reliant Energy Services 

This proposal is not intended to create a binding offer-or contract of plachas- and sale of gas between Buyer and Seller. 
Moreover, this document does not in any way whatsoever obligate either of the parties to enter into any- agreements or to 

ceed with any possible relationship or transactiOn under the terms and umditiom set forth herein. The terms and conditions 
forth are subject to negotiation, completion and incorporation into and the execution by both parties of a 

enL Either party may terminate discussions andor negotiations regarding this document at any time. 

P 0 BOX 4455 0 HOUSTON, TX 77210-4455 713 / 207-1300 



Data Request: 

Identify and provide a detailed description of any other options that were considered by 
Western, under the circumstances described in response to item 1 of this request, as an 
alternative to the decision to termhate the Reliant agreement. 

Response: 

The only other option considered was Option 1, whereby NorAm (Reliant) would 
continue as our supplier under the original contract. A full description of this option has 
already been provided to the Commission in the April 23, 1999 letter and further 
expounded upon in the Motion to Dismiss and related attachments A and B. Attachment 
A included responses to two issues directly related to Western’s consideration of Option 
1. In addition, the December 16,1998 letter attached to our response to DR Item 2 above 
demonstrates the measures NorAm was considering in order to cut its losses. Such 
measures were wholly unacceptable to Western because they would have unnecessarily 
increased costs to Western’s customers or introduced unnecessary risks associated with 
gas supply deliverability or reliability. 

Again, given the beneficial aspects of Option 2 (eliminating the supply deliverability and 
reliability risks associate with holding NorAm captive, and the equivalent financial 
effects on customers of Option 2), Option 1 appeared less than the best course of action. 

Option 3 would have reduced customer savings. 

Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 3 

Witness: Gordon Roy 

a 

0 
-3- 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 4 

Witness: Gordon Roy 

Data Request: 

Provide a detailed explanation of the analysis and reasoning that led Western to conclude 
that termhating its contract with Reliant and entering into a new contract with 
Woodward Marketing, L.L.C. (“Woodward”) was the best course of action it could take 
under the circumstances. 

Response: 

This request asks for justification of Western’s selection of Option 2. This response has 
already been provided in Western’s Motion to Dismiss and related attachments, 
particularly Attachment B. The letter dated December 16,1998 attached in response to 
DR Item 2 above supports Western’s determination that maintaining NorAm as 
Western’s supplier was no longer considered an acceptable option. 

-4- 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 5 

Witness: Gordon Roy 

Data Request: 

Explain whether Western considered requiring Reliant to comply with the tenus of its 
contract with Western. If Western did not consider this option, explain why not. If this 
option was considered by Western, identify an explain the reasons that led Western to 
conclude that it was in the best interest of Western and its customers to terminate the 
Reliant contract. 

Response: 

This response has already been provided in Western’s Motion to Dismiss and related 
attachments, particularly Attachment A. 

Western did consider retaining NorAm. However, as the letter dated December 16,1998 
attached in response to DR Item 2 indicates, NorAm’s consideration of measures to 
mitigate its losses were unacceptable to Western. Western believes that (1) eliminating 
these r isks  while (2) securing a reasonable buy-out plus (3) securing the next best bidder 
as NorAm’s replacement supplier, was by far the best and most appropriate resolution of 
the problem. 

-5- 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 6 

Witness: Gordon Roy 

Data Request: 

Provide all the details, including financial arrangements, of the terms under which 
Westem and Reliant agreed to the termination of their agreement. 

Response: 

See Termination Agreement previously provided in response to KPSC DR 3-1 in Case 
No. 99-070. That response is attached. 

The check from NorAm (Reliant) was received on October 8,1999. 

-6- 



Western Kentucky Gas Company 
Case No. 99-070 

KPSC Data Request #3 Dated September 20,1999 
DR Item 1-a, b, c, d, e, f 

Witness: Hack 

Data Request: 

Refer to the response to Item 42 of the Commission’s August 19, 1999, Order. 

The original agreement between Western and Reliant Energy Services (“Reliant”) 

had been filed with the Commission by Western. 

a. 

b. 

C. 

d. 

e. 

f. 

Has Western filed the replacement agreement of Woodward 

Marketing, LLC (“Woodward”) with the Commission at this time? 

When does Western expect to file the new agreement with the 

Commission? 

Provide a detailed explanation for why Western decided to go with 

the next best proposal from the original vendors rather than re+ 

open the process by requesting new bids. 

Explain whether Western could have reopened the process by 

requesting new bids from vendors other than Woodward, and then 

gone back to Woodward if its original proposal was still better than 

the new bids. 

What is the corporate relationship between Westem and 

Woodward? 

The original agreement between Western and Reliant was 

terminated by mutual agreement of the parties. Provide the tams 



e 

, *  

of the termination of the agreement and the impact tuat the 

termination has had, or will have, on the costs recovered through 

Western’s Gas Cost Adjustment (“GCA”) clause. 

Response: 

a. - b. Western expects to file the Woodward replacement agreement with 

the Commission by October 4, 1999. 

c. See the attached redacted letters explaining why Western decided 

to go with the next best proposal from the original vendors. 

Original copies of these letters are being provided in this case 

under Petition for Confidentiality. These letters were granted 

confidentiality when previously submitted to the Commission in 

Case No. 97-513. 

No. In order for Western to maintain fairness and complete d. 

integrity of its bid process, had it decided to re-bid its 

requirements, it would have had to reopen the bidding to - all of the 

qualified suppliers on its active bid list except for Reliant Energy. 

Atmos, through its acquisition of United Cities Gas Company in 

1997, owns a 45% interest in Woodward Marketing, LLC. See 

e. 

KPSC #1- DR 1 

f. The ReliantNKG agreement was terminated July 3 1, 1999, with 

23 months remaining on the original 3-year term. See attached 

redacted termination agreement, the original of which is being 



provided in this case under Petition for Confidentiality. Had the 

Reliant contract continued for the entire term, Westem’s customers 

would have received gas cost reductions through its GCA 

mechanism of approximately $2.6 million for the remaining 23 

months. Combining the benefits of the Woodward replacement 

agreement with the Reliant Contract buyout, Western’s customa 

will receive approximately $2.5 million in gas cost reductions 

through the GCA mechanism over the remainihg term. 
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Western Hentucky Gas Company 

ApriI23, 1999 Ini 
Honorable Helen C. Heiton 
Executive Director 
Kentucky Public Senrice Commission 
730 Schenkel Drive 
Frankfort, Kentucky 40602 

Subject: KPSC Case No. 97-513 - Western Kentucky Gas Company 
Expeaimentd Pt?.rforma~ceBaseti Ratemking Mechanism 

Gas Supply Management Contract 

Dear Ms. Heiton: . 

mrs LEITER comms ~ O ~ T X O N  wcp~ TIQE (COMMISSION HAS 
PREVIOUSLY DETERMINED IS ENTITLED TO CONFIDENTIAL PROTECTION 
AND S w  BE WITBHEED FROM PUBLIC INSPEmQN. WE ASK T€WT TEE 
SAME PROTECTIONBE AFFORDED THIS LE- 

AS you may recall, during 1997 Western Kentuciry - Caarpat~y requested authorization 
fiom the Commission to implement an Experimentid pe&mmce-Based R a t e m f i g  
MeehaniSm (PBR). In KPSC Case No. 97-513 which was finalid in June 1998, the 
Commission d o W  the Wes@n Ken- Gas Company Experimental Pdoxmance- 

After leaxning that the PBR mechanism had been approved, WKG distn'buted a Request for 
Propod (RFp) to more than forty supplius secking to obtain competitive bids to manage 
WKG's commodity, pipeline transportation and storage reguirements. Of the original forty- 
three vendoxs solicited fbr bids, only eight vemhs spbmitted bids that were accepted as 
qualifying bids. That is, the bids submitted fbly compfied with the requirements outlimed in 
the RFP. Each vendor was requested to submit bids for cammodity purchases on a plus or 

submitted conforming bids and the amounts bid follows: 

Based Ratemalan g Me~hanism fW a m-y~r period beginning July 1,1998. 

minus basis per MMBtu fw the appropriate supply area inda A Iisting of the vendors who - -  
.) 

compamv Index Price +/- per MMBtu 



standafiI industry p a ce under competitke bidding 
em, is ckmmhed not to be suptior 

will honor its bid of last summer at 
a 

-ject to the negotiation ofamutually -le contract 

. The Noram bid was 

Option 3. If we accept the N o x ~ ~  buyout, we could also re-bid the cantract This . .  could 
m d t  in an increase gas costto the m m  WKG 

e 

a 

the next few days to try to schedule ameeting. 

If you have any questions, please feel fr-ee to call me at 502-685-8072 

sincereiy yours,, 

vPRa&s&RegulatoryAffairs 

. cc: Ms.BeckyPhillips' 



Western Kentucky Gas Company 

June 29, 1999 

Honorable Helen C. Helton 
Executive Director 
Kcntucky Public Senrice Commission 
730 Schenkel Drive 
Frankfort, Kentucky 40602 

Subject: KBSC Case No. 97-513 - Western Kentuclq Gas Company 
Experimental Performance-Based Ratemaking Mechanism 

Gas Supply Management Contract 

Dear Ms. Helton: 

THIS LETTER CONTAINS INFORMATION WHICH THE CQMMISSION HAS 
PREVIOUSLY DETERMINED IS ENTITLED TO CONFIDENTIAL PROTECTION 
.4ND SHALL BE WITHHELD FROM PUBLIC INSPECTION. WE ASK THAT THE 
SAME PRBTECTION BE AFFORDED THIS LETTER 

In my April 23, 1999 letter to you and a subsequent meeting held May 12 with the Staff and 
the Attorney Generaf’s ofice, Western Kentucky Gas Company outlined the situation that 
has developed whereby our present gas supplier under our Performance-Based Ratemaking 
Mcchanism (PBR), Reliant Energy Services (formerly NorAm), has expressed the desire to 
buy out the remaining tern of their contract with us. Refiant’s purpose is to eliminate 
continuing losses to Reliant resulting from an over-ag,oressive bid last year. Reliant’s 
proposal is summarized in the attached letter of conhat ion .  

As discussed in my letter and in person with the Staff and Attorney General’s office, 
Western’s goal has always been to achieve the maximum benefit for our customers and 
Western under the PBR Given the various options faced by Western as a result of the 
Reliant situation. Western believes the best decision is to allow Reliant to buy out its contract 
and award the remaining term to the next highest bidder, Woodward Marketing (Option 2). 
Woodward’s bid was far superior to the other bids received and Woodward has indicated its 
wilIingness to honor its original bid Additionally, we have no concerns about Woodward’s 
ability and intent to perfon through the end of the original contract term. Given the 
uncertainty associated with Reliant and considering that overall market conditions are less 
favorable today compared to when the original bids were received, we are confident that this 
decision will achieve the goal of maximum customer benefit under the PBR 

- - 

2401 New Hartford Road Owensboro, KY 42303 Phone: (502) 685-8150 Fax: (502) 685-8052 



e 
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Our purpose with this letter was to simply inform you of our decision We appreciate the 
Staffs willingness to listen to OUT concerns and discuss the issue with us. Please feel h e  to 
contact me at 270-685-8072 shouid YOU have any questions. Upon successful negotiation and 
execution of all the terns of the contract with Woodward, we Will file a copy with the 
Commission 

A n  
Sincerely,. 

I 

William J. Senter I/ 
Vice President - Rates & Regulatory Affairs 

Attachment 

Cc: Mr. Conrad Gruber 
h4r. Gordon Roy 
h4r. Randy Hutchinson 
Mr. Jack Hughes 



k Sir; 

.. . . .  . -  



This Termination Agreement is made and shall be effecrive as of the 3 1 st day of 
hty ,  1999 by and between Reiiant Energy Services Corporation ("Reiiant") whose 
address is P. 0. BOX 4455, Houston, Texas 77210-4455 and Western Kentucky Gas 
Company, a division of Atmos Energy Corpofation ("WKG") whose address is P. 0. Box 
650205, Dallas, Texas 75263-0205. 

WHEREAS, Noram Energy Services. Inc. and WKG are parties to that d n  
Natural Gas Sales, Purchase, Transpomion and Storage Agreement ("Ageement") that 
became effective as of July 1, 1998; and 

WHEREAS. Reliant has succeeded to the rights, title and interns Of BJOram 
Energy Services. Inc., with respect to the Agreement; and 

WHEREAS, Reliant and w # O  now wish to terminate the Agreement pu-t 
the terms and conditions contained in the Agreement a such terms are further described 
hcrein: 

NOW E R E F O R E ,  in considerations of the mutual promises, covenants and 
agreements herein contained Reliant and W#G agree as follows: 

1. Pursuant to Article XIV, "TERMMATION AND L4RL.Y TERMINATION," the 
Agreement shdl be terminated as of July 31, 1999. Upon such termination, 
neither party shall have any M e r  dmy to the orher party pursuant to the 
Agreement except as such duty is described herein. 

2. As consideration for such termination, Reliant shall pay to WKG a one time. non- 
recoupable payment in the amount Reliant shall pay such sum 
to WKG upon execution by WKG hereof. 

3. Upon execution hereof; the parties shall immediately procctd to "wind up" all 
existing outstanding transactions. As of July 1, 1999, the panies estimate that 
there is an imbalance of 3,921,071 Mcf fbr which W#G owes Reliant the price 
described in Article VI, Section 1 of the Agreement plus applicable transportation 
cost pursuant to the Storage Plan Schcduie (the "Plan"). n e  parties will agree 
upon the acrua) amounf of such imbalance as of July 3 1, 1999, and WKC will pay 
Reliant fbr such volume at the price described in said Anide VI and accordins to 
the Plan as such has been agreed to pursuant to the Agreement as follows: (a) on 
or before August 3 1. 1999, W G  shall pay Rdiant for- MMBhr; (b) on 1 340 000 

if the agrted upon imbalance has not been satisfied as of September 30, 1999, 
WKG shall pay Reliant for any such remaining imbalance pwsuant to the Plan. 
All other mattm penaining to the Agreement between the parties shall be done 

or before September 30, 1999. WKG shall pay Reiiant for w m ;  (c) 1 9 028,000 

VI 

6w 



0 pursuant to !kon 1, “Winding Up Arrangements” of Article XVI 
“MISCELLANEOUS” of the Agreement. 

M WITNESS THEREOF, the parties have executed this Agreement as of the date fist 0 wriaenabove. 

Reliant Energy Services, Inc. Western Kentucky Gas Company, a 

By: 

Title: 

Date: 



Data Reauest: 

Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 7 

Witness: Gordon Roy 

Provide the calculations, along with a detailed narrative explanation, of any rate impact 
on Western’s customers as a result of its decision to terminate the Reliant agreement and 
enter into the new agreement with Woodward. Also identify and describe any impact on 
Western’s earnings resulting from that decision. 

Response: 

This response has already been provided in Western’s Motion to Dismiss and related 
attachments, particularly Attachment A, and the April 23,1999 letter. 

As a result of the 50/50 sharing provisions, the impact on Western’s earnings is 
equivalent to the impact on customers. 

-7- 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 8 

Witness: Gordon Roy 

Data Request: 

Provide the Request for Proposal (“RFP”) that Western sent to prospective gas supply 
management firms in 1998 that resulted in its selection of Reliant as Western’s gas 
supply manager and a list of the parties to which Western sent the RFP. 

ResDonse: 

See attached Request for Proposal (RFP) letter and vendor bid list. 

-8- 



June 9, 1998 

Western Kentucky Gas Company (WKG), a division of Atmos Energy Corporation is 
requesting proposals for firm gas supply requirements and management of WKG’s 
storage and transportation contracts for a three-year term from July 1, 1998 through 
June 30,200 1. 

WKG Firm Gas SUDD~V Reauirements 

The successhl bidder (“Agent”) will be responsible for providing all of WKG’s firm 
system supply requirements on any day, with the exception of a base load f m  supply 
contract for 6,000 MMBWday which expires on October 31, 1998 and existing local 
production contracts (less than 3% of requirements). The Agent will be responsible for 
all costs associated with the acquisition of gas supplies, as well as all penalties, charges, 
fees, and any other costs or liabilities that are incurred as a result of management of the 
gas supply, storage and transportation contracts. 

WKG‘s annual purchase requirements are approximately 26 Bcf, which include 8.3 Bcf 
of pipeline and on-system storage activity. Historical purchase volumes and typical 
storage injection and withdrawal volumes are provided to assist in the preparation of your 
proposal (Exhibit 1). These volumes may or may not be indicative of future 
requirements. 

WKG Storape and Transportation Contracts 

All of W G ’ s  firm transportation and storage contracts on Texas Gas, Tennessee Gas 
and Trunkline will be assigned to the Agent as detailed in Exhibit 2. In addition, WKG is 
in the process of obtaining an interconnection and fm capacity of 10,000 MMBWday 
with Midwestern Pipeline. This should be complete by late summer 1998 and will be 
included in this agreement. 

WKG also has two interconnects with ANR pipeline. W G  does not hold f m  capacity 
on ANR, but has used these interconnections to inject gas into WKG’s Bon Harbor and 
Kirkwood storage fields. 



June 9,1998 
Page -2- 

The Agent will have the responsibility of maximizing the release of unused capacity on 
these contracts when WKG’s customers do not require the space. WKG will be credited 
for 90% of the released capacity revenues, allowing the Agent to retain 10%. Capacity 
utilized by Agent will be priced at current market value for the appropriate pipeline and 
path of capacity. 

SDecial Conditions 

WKG will retain operational control of the on-system storage assets to ensure system 
integrity. 

All bidders are subject to proof of creditworthiness and financial strength commensurate 
with this type and term of arrangement. 

Non-performance remedies as well as other terms and conditions will be negotiated and 
included in the agreement between the parties. 

The ProDosal 

WKG expects all proposals to be submitted as follows: 

All bids shall be submitted with the commodity price at a plus (+) or minus (-) basis of 
the simple arithmetic average of all four indices listed below to establish a per unit price 
for all the requirements: 

1) the average of the weekly Natural Gas Week postings for the appropriate pipeline 
and receipt zone during the applicable month 

2) the average of the daily midpoint Gas Daily postings for the appropriate pipeline 
and receipt zone during the applicable month 

3) the Inside FERC Gas Market Report fust-of-the-month posting for the appropriate 
pipeline and receipt zone 

4) the Nymex settled closing price for the applicable month 

WKG will retain the right to trigger a fixed commodity price based on Nymex for any 
future month(s) at mutually agreeable terms and conditions. 

WKG will provide the Agent with seasonal injection and withdrawal storage plans prior 
to each season. WKG will purchase storage injection volumes from the Agent as 
provided in the seasonal storage plan. Withdrawal volumes contained in the plan will be 
credited to the applicable month’s requirements and assumed to be withdrawn from 
storage inventory. Storage inventory levels should be substantially full by October 3 1” of 
each injection season. Due to operational conditions, WKG reserves the right to change 



June 9,1998 
Page -3- 

storage injection or withdrawal parameters with fifteen (1 5 )  day’s notice prior to the start 
of any applicabie month. 

All agency proposals must be received no later than June 18, 1998 at 5:OO p.m. CST. 
late bids will be acceoted. WKG reserves the right to reject any and all bids. 

Your bid must be in writing, and may be faxed to (972) 855-3773 or mailed to: 

Western Kentucky Gas Company, 
a division of Atmos Energy Corporation 
Attention: Director Gas Supply Operations 
P.O. Box 650205 
Dallas, Texas 75265-0205 

If you have any questions, any of the three people listed below will assist you: 

John Hack (972) 855-3758 
David Lord (972) 855-3747 
Phil Davis (972) 855-3756 

I look forward to hearing from you. 

Sincerely, 

John W. Hack 
Director, Gas Supply Operations 

JWH: lam 

Enclosures 
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Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 9 

Witness: Gordon Roy 

Data Request: 

Provide all the responses Western received to the RFP referenced in Item 8 of this 
request. 

Response: 

See attached responses to the RFP. 

-9- 



All of the responses to the RFT have been separately filed under a Petition for 
Confidentiality and omitted fiom this redacted copy. 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DRItem 10 

Witness: Gordon Roy 

Data Request: 

Provide all bid tabulation sheets, references from other energy providers in support of any 
of the RF'P respondents, Western's analyses of the experience and past performance of 
each RFP respondent in energy supply asset management, and all other analybcal tools 
used by Western in the process that led it to select Reliant as its gas supply manager. 

Response: 

See attached bid tabulation sheets. 

Western selected Reliant because Reliant submitted a conforming bid, the bid was the 
best bid submitted, and Western had no reason to believe that Reliant could not perfom. 
Reliant previously provided to Atmos acceptable and reliable gas commodity service. 

-1 0- 



e 
All of the bid tabulation sheets have been separately filed under a Petition for 
Confidentiality and omitted from this redacted copy. 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 11 

Witness: Gordon Roy 

Data Request: 

Explain in detail the basis for Western’s decision to select Reliant as its energy supply 
manager. 

Response: 

See response to DR Item 10 above. 

-11- 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 12 

Witness: Gordon Roy 

Data Request: 

Describe in detail Western’s efforts to secure a replacement contract once it has 
determined that taminating the agreement with Reliant was in its customers’ best 
interests. 

Response: 

This response has already been provided in Western’s Motion to Dismiss and related 
attachments, particularly Attachment B, and the discussion of Option 2 in the April 23, 
1999 and the June 29, 1999 letters. 

-1 2- 
- 



Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DRItem 13 

Witness: Gordon Roy 

Data Request: 

Provide a detailed description of the corporate relationship between. Western and 
Woodward. 

a. Describe in detail the process undertaken by Western in determining that it 
should choose Woodward as its new gas supply manager. 

b. Explain the basis for Western’s decision to select Woodward as its new gas 
supply manager. 

ResDonse: 

A subsidiary of the Company, Amos Energy Marketing, LLC, a Delaware limited 
liability company, owns a 45% interest in Woodward Marketing, LLC (WMLLC”), a 
Delaware limited liability company, with headquarters in Houston, Texas. The Company 
acquired the interest in Woodward as a result of the merger of United Cities Gas Company 
with and into the Company on July 31,1997. WMLLC provides gas marketing and gas 
supply management services to industrial customers, municipalities and local distribution 
companies in the Southeast, Midwest and California, including the Company’s five regulated 
utility divisions. 

See Amos organizational chart previously provided in Case No. 99-070, KPSC DR 
Item 1-1. 

a. This response has already been provided in Western’s Motion to Dismiss 
and related attachments, including Attachment B, and the discussion of 
Option 2 in the April 23,1999 and June 29,1999 letters. 
This response has already been provided in Western’s Motion to Dismiss 
and related attachments, including Attachment B and the discussion of 
Option 2 in the April 23, 1999 and June 29,1999 letters. 

b. 

Western selected Woodward because Woodward had previously submitted 
a conforming bid, the bid was the next-best bid submitted, Woodward was 
willing to honor its bid, and because Western had no reason to believe that 
Woodward could not perfom. Woodward has previously provided to 
Atmos acceptable and reliable gas commodity service. 

-1 3- 
- 



Western Kentucky Gas Company 
Case No. 99-070 

KPSC Data Request Dated July 16,1999 
DRItem 1 

Witness: Gruber 

Data Request: 
Provide an organization chart for Atmos Energy Corporation (“Atmos”) as of 

June 1, 1999. The chart should show all regulated utility divisions and non-regulated 
businesses. 

Response: 
See attached Atmos organization chart. 
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Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DR Item 14 

Witness: Gordon Roy 

Data Request: 

In Case No. 97-5 13 Western states that it voluntarily followed a “Code of Affiliate 
Conduct” under which an affiliate operated in the state of Georgia. In its June 1, 1998 
Order in that case approving Western’s Performance-Based Rate-making plan, the 
Commission found that, pending its adoption of an appropriate code of conduct for 
affiliates, that “Western should comply with every section of the Code of Affiliate 
Conduct which is required by the Georgia Public Service Commission.” 

a. Describe the manner in which Western complied with the restrictions included 
in the “Standards of Conduct” section of the Code of Affiliate Conduct that it 
submitted in Case No. 97-5 13 regarding preferences to marketing affliates 
when it made its decision to select Woodward as its new gas supply manager. 

b. Explain the manner in which Western made the terms of the Code of Affiliate 
Conduct under which it had committed to operate, and under which it had 
been required by the Commission to operate, available to the non-affiliated 
marketers which responded to the RFP referenced in Items 8 and 9 of this 
request. 

ResDonse: 

a. This response has been already provided in Western’s Motion to Dismiss  and 
related Attachments A and B. The contract award was made to the highest 
eligible bidder, regardless of its affiliate status. 

b. No specific action was taken to make the terms of the Code of Conduct 
available to non-affiliate marketers. The Order in the Case No. 97-513 is a 
public document accessible to any interested party. Western’s RFP was 
submitted to a variety of marketers for bid including its affiliate. The contract 
award reflected the highest eligible bidder, regardless of its affiliate status. 

-1 4- 
- 



e Western Kentucky Gas Company 
Case No. 99-447 

KPSC Data Request Dated November 23,1999 
DRItem 15 

Witness: Gordon Roy 

Data Request: 

Identify any local distribution companies with which Western is affiliated that have 
encountered a situation similar to what Western encountered under its contract with 
Reliant. If any of Western’s affiliates experienced circumstances similar to those 
outlined in Western’s response to Item 1 of this request, describe the manner in which 
they dealt with that situation. 

Response: 

No Atmos business unit has encountered a similar situation to the NorAm situation faced 
by Western. 

-1 5- 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

December 13, 1999 

To: All parties of record 

RE: Case No. 1999-447 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, *a- Stephanie Bell k 
Secketary of the Commission 

- 

SB/hv 
Enclosure 



William J. Senter 
V.P. Rates & Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, KY 42303 1312 

Honorable Mark R. Hutchinson 
Attorney for Western KY Gas 
Sheffer-Hutchinson-Kinney 
115 East Second Street 
Owensboro, KY 42303 

Honorable Douglas Walther 
Attorney for Western KY Gas 
Atmos Energy Corporation 
P.O. Box 650250 
Dallas, TX 75265 

Honorable John N. Hughes 
Attorney for Western KY Gas 
1 2 4  W. Todd Street 
Frankfort, KY 40601 

Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINATE A 
NATURAL GAS SALES, TRANSPORTATION AND 
STORAGE AGREEMENT WITH NORAM ENERGY ) CASE NO. 99-447 
AND ENTER INTO A NATURAL GAS SALES, ) 
TRANSPORTATION AND STORAGE AGREEMENT ) 
WITH WOODWARD WARKETING, L.L.C. ) 

) 
) 
) 

O R D E R  

On December 9, 1999, Western Kentucky Gas Company (“Western”) submitted a 

request for an extension of time, from December 13, 1999 to December 23, 1999, in 

which to file its response to the Commission’s Order in this proceeding issued 

November 23, 1999. Western cites the time and effort involved in: (1) preparing for a 

rate hearing in Case No. 99-070;’ (2) the settlement negotiations in that case; and (3) 

preparing responses to Orders related to the Joint Stipulation and Settlement submitted 

in that case as its reasons for being unable to prepare the information necessary to 

adequately respond by the December 13, 1999 due date. Western requests an 

I extension until December 23, 1999 in which to file its response, although it states that it 

believes it can respond prior to that date and will make every effort to do so. 

‘ Case No. 99-070, The Application of Western Kentucky Gas Company for an 
Adjustment of rates. 



The Commission has carefully considered Western’s request and is well aware of 

the recent activities involving Western’s pending rate case, Case No. 99-070. 

Therefore, the Commission finds that an extension is reasonable; however, it cannot 

grant the specific extension requested by Western because the Commission will be 

closed on December 23, 1999 due to the Christmas holidays. The Commission will be 

open on December 27, 1999, and we find no compelling reason not to allow an 

extension until that date. Such extension will, of course, require modifying the 

procedural schedule established for this case. The modified procedural schedule is set 

out in the appendix to this Order. 

IT IS THEREFORE ORDERED that: 

1. Western’s request for an extension of time until December 23, 1999, in 

which to respond to the Commission’ Order of November 23, 1999 is denied. 

2. Western shall be granted an extension until December 27, 1999, in which 

to file its response to the Commission’s Order of November 23, 1999. 

3. The procedural schedule for this case shall be modified as set forth in the 

Appendix to this Order, attached hereto and incorporated herein. 

Done at Frankfort, Kentucky, this 13th day of December, 1999. 

By the Commission 

ATTEjST: 1 



APPENDIX 

APPENDIX TO THE ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 99-447 DATED 12/13/99 

Western shall file responses to the initial request 
for information with the Commission no later than . . . . . . . . . . . . . . . . . . . . . .  12/27/99 

Additional data requests for information 
to Western shall be filed no later than . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  01/14/00 

Western shall file responses to the additional requests 
for information with the Commission no later than . . . . . . . . . . . . . . . . . . . . . . .  01/28/00 I 

I 

Intervenor testimony, if any, shall be filed with the 
Commission in verified prepared form no later than . . . . . . . . . . . . . . . . . . . . . .  02/14/00 

All requests for information to 
Intervenors shall be filed no later than. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .02/28/00 

Intervenors shall file with the Commission 
responses to requests for information no later than . . . . . . . . . . . . . . . . . . . . .  03/14/00 

Additional procedural dates will be established by future Order of the Commission. 



COMMONWEALTH OF KENTUCKY 

In the Matter: 

RECEIVED 
DEC 1 0 I999 BEFORE THE PUBLIC SERVICE COMMISSION 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY'S DECISION TO TERMINATE 
A NATURAL GAS STORAGE SALES, 
TRANSPORTATION AND STORAGE 
AGREEMENT WITH NORAM ENERGY 
SERVICES, INC. AND ENTER INTO A NATURAL 
GAS SALES, TRANSPORTATION AND STORAGE 
AGREEMENT WITH WOODWARD 
MARKETING, LLC. 

REPLY TO MOTION TO DISMISS 

Comes now the Attorney General for the Commonwealth o 

CASE NO. 
99-447 

Ilzntucky, through 1 

Office of Rate Intervention, and requests that the Commission deny Western Kentucky Gas 
Company's (Western's) Motion to Dismiss. The Public Service Commission properly initiated 
this present action in order to review Western's decision involving NorAm Energy Services, Inc., 
now Reliant Energy, and Woodward Marketing, LLC. 

A formal review will enable the parties the opportunity to raise and resolve any questions 
regarding Western's decision to terminate its contract with NorAm and enter into a replacement 
contract with its affiliate, Woodward, LLC. The Office of the Attorney General respectfully 
requests that Western's Motion to Dismiss be denied. 

Respectfully submitted, 

A. B. Chandler, I11 
Attorney General 

/&2 77C:YiiLA- 
Monica M. McFarlin '-3 
Assistant Attorney General 
Office of the Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, Kentucky 4060 1 
(502) 696-5300 



CERTIFICATE OF SERVICE AND FILING 

Undersigned counsel hereby certifies that an original and ten (10) photocopies of the 
foregoing Reply to Motion to Dismiss were served and filed by hand delivery to the Hon. Helen 
C. Helton, Executive Director, Public Service Commission, 730 Schenkel Lane, Frankfort, 
Kentucky 40601; furthermore, it was served by mailing a true and correct copy of the same, first 
class postage prepaid, to William Senter, Vice President, Rates and Regulatory Affairs, Western 
Kentucky Gas Co., P.O. Box 866, Owensboro, Kentucky 42302 and to Mr. John Hughes, 124 
West Todd Street, Frankfort, Kentucky 40601 on the loh day of December, 1999. 

Assistant Attorney 'General 



COMMONWEALTH OF KENTUCKY 
DEC 8 9 1999 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter Of: 

A FORMAL REVIEW OF WESTERN 1 
KENTUCKY GAS COMPANY'S DECISION 1 
TO TERMINATE A NATURAL GAS SALES ) 
TRANSPORTATION AND STORAGE ) 
AGREEMENT WITH NORAM ENERGY 
SERVICES AND ENTER INTO A NATURAL 
GAS SALES, TRANSPORTATION AND STORAGE ) 
AGREEMENT WITH WOODWARD MARKETING, ) 
L.L.C. 

CASE NO. 99-447 

MOTION FOR EXTENSION OF TIME 

Western Kentucky Gas Company, (Western), by counsel, requests that it be 

granted an extension of time to file the response to the Commission's order of November 

23, 1999, due to be filed on December 13, 1999. 

Because of the time and effort involved in preparing for a rate hearing in Case No. 

99-070, settlement negotiations and responses to orders related to the Joint Stipulation 

and Settlement in that case, Western has not had adequate time to prepare the 

information requested. 

An extension to and including December 23 is requested. Western believes that 

it can submit its response prior to that date and will make every effort to do so, but needs 

this additional time to adequately respond. I 



For these reasons, Western requests that the response due December 13th be 

rescheduled for December 23, 1999. 

Respectfully submitted: 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650205 
Dallas, TX 75265 

Mark R. Hutchinson 

KINNEY 
115 E. Second St. 
Owensboro, KY 42303 

SHEFFER - HUTCHINSON - 

John N. Hughes 
124 West Todd Street 
Frankfort, KY 40601 
(502) 227-7270 

B 
A 
G6d Company 

Certification : 
I certify that a copy of this motion was served on th 
Center Dr., Frankfort, KY 40602, by first class mail, the 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

November 24, 1999  

To: All parties of record 

RE: Case No. 1 9 9 9 - 4 4 7  

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, 

Secketary of the Commission 

SB/hv 
Enclosure 



'William J. Senter 
V.P. Rates & Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, KY 42303 1312 

Honorable Mark R. Hutchinson 
Attorney for Western KY Gas 
Sheffer-Hutchinson-Kinney 
115 East Second Street 
Owensboro, KY 42303 

Honorable Douglas Walther 
Attorney for Western KY Gas 
Atmos Energy Corporation 
P . O .  Box 650250 
Dallas, TX 75265 

Honorable John N. Hughes 
Attorney for Western KY Gas 
124 W. Todd Street 
Frankfort, KY 40601 

Honorable Monica M. McFarlin 
Assistant Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive 
Frankfort, KY 40601 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY'S DECISION TO TERMINATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM ) CASENO. 

A NATURAL GAS SALES, TRANSPORTATION 

) 
) 
) 

ENERGY SERVICES, INC. AND ENTER INTO ) 99-447 
) 

AND STORAGE AGREEMENT WITH 1 
WOODWARD MARKETING, L.L.C. 1 

I 
I O R D E R  
I 

~ 
This matter arising upon the motion of the Attorney General of the Commonwealth 

of Kentucky, by and through his Office of Rate Intervention ("Attorney General"), filed 

November 19, 1999, pursuant to KRS 367.1 50(8), for full intervention, such intervention 

being authorized by statute, and this Commission being otherwise sufficiently advised, 

IT IS HEREBY ORDERED that the motion is granted, and the Attorney General is 

hereby made a party to these proceedings. 

Done at Frankfort, Kentucky, this 24th day of November, 1999. 

By the Commission 

ATTEST: r 



Stephanie Bell 
Secretary of the Commission 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVl CE COMMl SSI ON 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

November 23, 1999 

William J. Senter 
V . P .  Rates & Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, KY. 42303 1312 

RE: Case No. 1999-447 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, 

SB/hv 
Enclosure 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINIATE ) 
A NATURAL GAS SALES, TRANSPORTATION ) 
AND STORAGE AGREEMENT WITH NORAM ) CASE NO. 99-447 
ENERGY SERVICES, INC. AND ENTER INTO ) 
A NATURAL GAS SALES, TRANSPORTATION 1 
AND STORAGE AGREEMENT WITH 1 
WOODWARD MARKETING, L.L.C. 1 

) 

O R D E R  

IT IS ORDERED that Western Kentucky Gas Company (“Western”) shall file with 

the Commission the original and 10 copies of the following information, with a copy to all 

parties of record. The information requested herein is due no later than December 13, 

1999. Each copy of the data requested should be placed in a bound volume with each 

item tabbed. When a number of sheets are required for an item, each sheet should be 

appropriately indexed, for example, Item 1 (a), Sheet 2 of 6. Include with each response 

the name of the person who will be responsible for responding to questions relating to 

the information provided. Careful attention should be given to copied material to ensure 

that it is legible. 

1. Provide a detailed description of the issues and circumstances that led to 

Western’s decision to terminate the Natural Gas Sales, Transportation and Storage 



Agreement between it and Reliant Energy Services, formerly NorAm Energy Services, 

Inc. (“Reliant”). 

2. Provide, in chronological order, all correspondence, telephone notes, 

electronic mail messages, and any other forms of communication between Western and 

Reliant that Western has in its possession that support the description of the 

circumstances outlined in the response to Item 1. of this request. 

3. Identify and provide a detailed description of any other options that were 

considered by Western, under the circumstances described in response to Item 1 of this 

request, as an alternative to the decision to terminate the Reliant agreement. 

4. Provide a detailed explanation of the analysis and reasoning that led 

Western to conclude that terminating its contract with Reliant and entering into a new 

contract with Woodward Marketing, L.L.C. (“Woodward”) was the best course of action it 

could take under the circumstances. 

5. Explain whether Western considered requiring Reliant to comply with the 

terms of its contract with Western. If Western did not consider this option, explain why 

not. If this option was considered by Western, identify and explain the reasons that led 

Western to conclude that it was in the best interest of Western and its customers to 

terminate the Reliant contract. 

6. Provide all the details, including financial arrangements, of the terms 

under which Western and Reliant agreed to the termination of their agreement. 

7. Provide the calculations, along with a detailed narrative explanation, of 

any rate impact on Western’s customers as a result of its decision to terminate the 
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Reliant agreement and enter into the new agreement with Woodward. Also identify and 

describe any impact on Western’s earnings resulting from that decision. 

8. Provide the Request for Proposals (“RFP”) that Western sent to 

prospective gas supply management firms in 1998 that resulted in its selection of 

Reliant as Western’s gas supply manager and a list of the parties to which Western sent 

the RFP. 

9. 

8 of this request. 

Provide all the responses Western received to the RFP referenced in Item 

I O .  Provide all bid tabulation sheets, references from other energy providers 

in support of any of the RFP respondents, Western’s analyses of the experience and 

past performance of each RFP respondent in energy supply asset management, and all 

other analytical tools used by Western in the process that led it to select Reliant as its 

gas supply manager. 

11. Explain in detail the basis for Western’s decision to select Reliant as its 

energy supply manager. 

12. Describe in detail Western’s efforts to secure a replacement contract once 

it had determined that terminating the agreement with Reliant was in its customers’ best 

interests. 

13. Provide a detailed description of the corporate relationship between 

Western and Woodward. 

a. Describe in detail the process undertaken by Western in 

determining that it should choose Woodward as its new gas supply manager. 
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b. Explain the basis for Western’s decision to select Woodward as its 

new gas supply manager. 

14. In Case No. 97-513‘ Western stated that it voluntarily followed a “Code of 

Affiliate Conduct’’ under which an affiliate operated in the state of Georgia. In its June 1 , 

1998 Order in that case approving Western’s Performance-Based Rate-making plan, 

the Commission found that, pending its adoption of an appropriate code of conduct for 

affiliates, that “Western should comply with every section of the Code of Affiliate 

Conduct which is required by the Georgia Public Service Commission.” 

a. Describe the manner in which Western complied with the 

restrictions included in the “Standards of Conduct” section of the Code of Affiliate 

Conduct that it submitted in Case No. 97-513 regarding preferences to marketing 

affiliates when it made its decision to select Woodward as its new gas supply manager. 

b. Explain the manner in which Western made the terms of the Code 

of Affiliate Conduct under which it had committed to operate, and under which it had 

been required by the Commission to operate, available to the non-affiliated marketers 

which responded to the RFP referenced in Items 8 and 9 of this request. 

15. Identify any local distribution companies with which Western is affiliated 

that have encountered a situation similar to what Western encountered under its 

contract with Reliant. If any of Western’s affiliates experienced circumstances similar to 

~~ 

’ Case No. 97-513, The Petition of Western Kentucky Gas Company, a Division 
of Atmos Energy Corporation (WKG), Gas Cost Adjustment, to Incorporate an 
Experimental Performance-Based Ratemaking Mechanism. 
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those outlined in Western’s response to Item 1 of this request, describe the manner in 

which they dealt with that situation. 

Done at Frankfort, Kentucky, this 23rd day of November, 1993. 

By the Commission 

ATTEST: 

I d$ &5jkJyp 
ecuti Director 



COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY'S DECISION TO TERMINATE 
A NATURAL GAS STORAGE SALES, 
TRANSPORTATION AND STORAGE 
AGREEMENT WITH NORAM ENERGY 
SERVICES, INC. AND ENTER INTO A NATURAL 
GAS SALES, TRANSPORTATION AND STORAGE 
AGREEMENT WITH WOODWARD 
MARKETING, LLC. 

PETITION FOR CONFIDENTIALITY 

Western Kentucky Gas Company ("Western") respectively petitions the Kentucky Public 

Service Commission ("Commission") pursuant to 807 KAR 5:OOl $7, and all other applicable 

law, for confidential treatment of the information which is described below and which is attached 

hereto. In support of this Petition, Western states as follows: 

1. On June 1, 1998 the Commission entered an order approving Western's 

Proposed Experimental Performance Based Ratemaking Mechanism ("PBR") for a period of 

three years. Following entry of that order Western negotiated a gas supply agreement with 

NorAm Energy Services, Inc. ("NorAm Contract"). A copy of that agreement was filed with the 

Commission under a petition for confidentiality dated December 16, 1998. By letter dated 

February 2, 1999, the Commission granted confidential protection to the NorAm contract. 

2. Under a Petition for Confidentiality dated April 28, 1999, Western advised the 

Commission of various issues that had arisen concerning the NorAm Contract. Under Petition 



for Confidentiality filed July 2, 1999, Western advised the Commission that it had decided to 

allow Reliant (successor to NorAm) to buy out its contract and to award it to the next highest 

bidder, Woodward MarketingLLC ("Woodward"). A copy of the new gas supply agreement with 

Woodward has previously been filed with the Commission under a Petition for Confidentiality 

(the "Woodward Contract"). By letter dated August 4, 1999 the Commission granted confidential 

protection to the Woodward Contract. 

3. On November 5 ,  1999, the Commission entered its order in this proceeding 

initiating a formal review of Western's termination of the NorAm Contract and execution of the 

Woodward Contract. 

4. Western has filed a motion requesting the Commission to dismiss the formal 

review. In order to fully set forth the reasons for seeking dismissal of the formal review, it was 

necessary for Western to disclose information which has previously been determined by the 

Commission to be entitled to confidential protection. 

5 .  Nothing has occurred since the Commission granted confidential protection to this 

information that would disqualify it from protection. Western accordingly petitions the 

Commission to again treat this information as confidential for the same reasons as are set forth 

in Western's prior Petitions for Confidentiality in this proceeding. 

6. Pursuant to 807 KAR 5:001, Section 7 (3), temporary confidentiality of the 

attached redacted information should be maintained until the Commission enters an order as to 

the Petition. Once the order regarding confidentiality has been issued, Western would have 

twenty (20) days to seek alternative remedies pursuant to 807 KAR 5:001, Section 7 (4). 

WHEREFORE, Western petitions the Commission to treat as confidential the redacted 

information which appears in Attachment A to Western's Motion to Dismiss and is stamped: 



"CONFIDENTIAL". 

Respectfully submitted this A3 day of November, 1999. 

Mark R. Hutchinson 

115 East Second Street 
Owensboro, Kentucky 42303 

SHEFFER-HUTCHINSON-KNNEY 

(502) 684-3700 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650250 
Dallas, Texas 75265 

John N. Hughes 
124 W. Todd Street 
Frankfort, Kentucky 4060 I 

Attorneys for Atmos Energy 

VERIFICATION 

I, William J. Senter, being duly sworn under oath state that I am Vice President of Rates 
and Regulatory Affairs for Western Kentucky Gas Company, a Division of Atmos Energy 
Corporation, and that the statements contained in the foregoing Petition are true as I verily 
believe. 

William J. S e w  

CERTIFICATE OF SERVICE 

I hereby certify that on the 2 day of November, 1999, the original of this Petition, with 
the Confidential Information for which confidential treatment is sought, together with ten (1 0) 
copies of the Petition without the confidential information, were filed with the Kentucky Public 
Service Commission, 730 Schenkel Lane, Frankfort, Kentucky 40602, and a true copy thereof 
mailed by first class mail to the following named persons on this the 23 day of November, 
1999: 

. 
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Hon. Monica M. McFarlin 
Hon. Edwin Clark 
Hon. David Spenard 
Assistant Attorney Generals 
Office of Rate Intervention 
1024 Capitol Center Drive 
Frankfort, Kentucky 4060 1 

Madk R. Hutchinson 

wkg\psc\woodward pet for confidentiality 99447 
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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY'S DECISION TO TERMINATE 
A NATURAL GAS STORAGE SALES, 
TRANSPORTATION AND STORAGE 
AGREEMENT WITH NORAM ENERGY 
SERVICES, INC. AND ENTER INTO A NATURAL 
GAS SALES, TRANSPORTATION AND STORAGE 
AGREEMENT WITH WOODWARD 
MARKETING, LLC. 

CASE NO. 
99-447 

MOTION TO DISMISS 

Comes now Western Kentucky Gas Company ("Western") and respectfully 
requests the Commission to dismiss the formal review established by the Commission's 
Order in the above-styled matter. In support of its request Western offers the following: 

1. On November 5 ,  1999, the Commission issued an Order establishing a formal 
review of Western's gas supply purchase decisions involving NorAm Energy 
Services, Inc, ("NorAm"), now Reliant Energy, and Woodward Marketing, LLC 
("Woodward''). 

2. The Order asserts that Western, in terminating its contract with NorAm and 
entering into a replacement contract with Woodward raises "numerous concerns" 
for the Commission. 

3. The Order asserts that Western has not addressed the issues raised in either: 

(a) The letter to Western from the Executive Director, Ms. Helen Helton, dated 

(b) The matters subject to review, items a. through d., as referenced on pages 3-4 
May 7, 1999; or 

of the Commission's Order. 

4. Respectfully, Western asserts that it has been proactive in addressing these issues, 
through its correspondence and by initiating a meeting held with the Staff. The 
May 25 letter from Ms. Helton acknowledges Western's attempt to be 
collaborative. A copy is attached as Attachment C-1 . 

5 .  Western specifically addressed these issues in its letter to Ms. Helton on April 23, 
1999, which laid out Western's three options as a result of the NorAm situation. 



L 

6 .  

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

Notably, a copy of that letter was not attached to the Commission"s Order. 
Western's April 23 letter is attached hereto as Attachment C-2. 

A copy of 

Western also addressed these issues in its meeting with the Staff on May 12, Mr. Senter's 
letter of June 29, and on October 4 in Western's response to the Commission's 
data requests (KPSC DR 3-1) on this subject in Case No. 99-070, Western's 
pending rate case, (a copy of which is attached as Attachment C-3). 

None of the issues raised in Ms. Helton's letter or the Commission's Order addressed 
what Western believes should be the fundamental concern: What is the impact on 
customers? In the responses attached to this Motion, Western makes clear that the 
impact on customers was the primary question Western was asking throughout its 
decision-making in this matter. The result of that focus is that Western's 
decisions have maximized customer savings while eliminating unnecessary risks. 

Western selected Option 2 as defined in the April 23 letter. Option 2 was to accept the 
NorAm buy-out offer and contract with Woodward,the second highest bidder by 
far, if Woodward would honor its original bid price. 

Woodward's bid was submitted in a fair, open and competitive bidding process. That 
bidding process was initiated by Western in response to the Commission's Order 
in Case No. 97-5 13, Western's Performance-Based Ratemaking (''PBR") 
Mechanism. 

Western's selection of Option 2 has essentially retained all of the customer savings 
intended when Western originally contracted with NorAm. 

The Order in Case No. 97-5 13 indicated that, "During a three-year experimental period, 
the proposed PBR would provide an incentive for Western to lower its gas cost 
to the fullest extent possible (emphasis added)." 

The Order in Case No. 97-5 13 acknowledged that the goals of the PBR included lower 
regulatory costs, providing up-front regulatory oversight as opposed to 
after-the-fact prudence reviews, and promoting successful cost management 
through gas cost incentives. 

The Commission's PBR decision was designed to provide incentives to Western to make 
gas supply purchase decisions that would minimize the gas costs to be borne by 
Western's ratepayers, and eliminate costly after-the-fact prudence reviews. 

The incentives established by the Commission established benchmark standards 
of performance and prudency for Western in making its gas supply decisions. 



These standards provide for the "up-front regulatory oversight" which eliminates 
the need for prudence reviews, because the standards set by the Commission 
rewards or penalizes Western for its gas purchasing performance. 

15. Western has held itself to the acknowledged, pre-determined, benchmark standard 
of performance - lowering its gas costs to the fullest extent possible - as 
established in the PBR in direct response to the incentives provided by the 
Commission. 

16. The formal review established in this proceeding amounts to the kind of costly 
and burdensome after-the-fact prudence review the PBR was intended to avoid by 
establishing the benchmark standards embodied in the incentives. This after-the- 
fact prudence review holds a cloud over Western's gas purchase decision-making 
and undermines the incentives approved in Case No. 97-5 13. 

17. In direct response to the incentives established by the Commission, Western's gas 
purchase decisions are estimated to have already saved Western's customers over 
$3,000,000 since the commencement of the PBR in July 1998. Western has filed 
PBR performance reports with the Commission each quarter. The decisions at 
question in this review were designed to produce significant savings and, if 
unaltered by regulatory action, will continue to produce such savings for 
Western's customers in the future despite the challenges developing out of the 
NorAm situation. 

18. Selection of Option 3, re-bidding, would have exposed customers to unfavorable 
current market conditions and bidders' concerns over NorAm's failure. It was 
reasonable to expect significantly lower bids upon re-bid. Selection of Option 3 
would have harmed customers and denied them the lowest gas costs possible. 

19. Western's actions have not only been prudent and in accordance with the 
benchmark standards established by the Commission in Case No. 97-5 13, but the 
best course of action on behalf of its customers given the circumstances 
surrounding the NorAm agreement. 

20. With respect to the code of conduct adopted in Western's Performance-Based 
Ratemaking ("PBR") Mechanism, Western is unaware of a complaint by any 
customer or marketer leading to this review. Western is unaware that any 
customer or marketer has been harmed or believes it has been harmed by 
Western's actions. Western is unaware that any customer or marketer has alleged 
Western's non-compliance with the code of conduct, nor does the Commission's 
Order in this matter indicate any such allegations by a customer or marketer. 

21. The Woodward bid was derived in a fair and open bidding process. None of the 
rules outlined in the code of conduct are violated by Western's selection of Option 



2. The code of conduct was designed to prohibit preferential treatment toward 
affiliates, not prohibit affiliate transactions altogether. 

22. The code of conduct was not intended to deny customers the best price of gas. 

23. The best time to enter into a new gas supply contract is during the summer months 
when any delivery disruption resulting from a change in suppliers will be 
minimized. If Western was going to negotiate a satisfactory termination 
agreement with NorAm and secure the best replacement contract, as proposed in 
the April 12 letter, Western believed a decision would have to be made soon after 
the May 12 meeting. The Staff emphasized that the Commission would not pre- 
approve any gas supply purchase decisions. The May 25 letter from Ms. Helton 
indicated that it could be inappropriate for the Staff to offer its opinion on the 
matter. Time was a factor and Western did not believe that it could expect further 
guidance from, or that it was under any requirement to hold, further meetings with 
the Staff. Western did provide the information requested by the Staff as soon as it 
became available. 

24. The Commission had already established the benchmark standards of performance 
in the PBR to which Western was adhering. Nonetheless, Western advised the 
Commission of its options and elicited feedback given the unique circumstances 
arising from the NorAm situation. 

25. Attached as Attachments A & B are responses which more than adequately 
supplement the information provided to the Commission in previous letters, 
meetings and data requests. Collectively, this information fully answers the 
questions raised in the Commission’s Order and demonstrates the appropriateness, 
adequacy, and reasonableness of Western’s decisions in this matter. 

26. Western’s gas supply purchase decisions were prudent, guided by the PBR 
incentives established by the Commission in Case No. 97-5 13, and have 
maximized customer savings. 

The foregoing facts recognize and support the proactive nature in which Western 
advised the Commission of its options; the benefit of Western’s actions in lowering its 
gas costs to the fullest extent; the degree to which Western properly responded to the 
incentives embodied and established by the Commission in the PBR the extent to which 
this formal review would constitute the type of costly, after-the-fact prudence review the 
PBR was designed to avoid; and, Western’s compliance with the code of conduct. 

Respectfully, therefore, Western requests that the Commission dismiss this formal 
review and allow the incentives, and the spirit of the incentives, it has put in place to 
continue to work efficiently and beneficially for Western’s customers. 



If the Commission believes that oral arguments would be beneficial in resolving 
this matter, Western is willing to participate at the Commission’s earliest convenience. 

Respectfully submitted this 3 day of November, 1999. 

Douglas Walther 
Atmos Energy Corporation 
P.O. Box 650250 
Dallas, Texas 75265 

John N. Hughes 
124 W. Todd Street 
Frankfort, Kentucky 4060 I 

Mark R. Hutchinson 

115 East Second Street 
Owensboro, Kentucky 42303 

SHEFFER-HUTCHINSON-KEY 

Attorneys for Atmos Energy 

VERIFICATION 

I, William J. Senter, being duly sworn under oath state that I am Vice 
President of Rates and Regulatory Affairs for Western Kentucky Gas Company, a 
Division of Atmos Energy Corporation, and that the statements contained in the 
foregoing Petition are true as I verily believe. 

CERTIFICATE OF SERVICE 

I hereby certify that on the& day of November, 1999, the original of this 
Motion to Dismiss, together with ten (1 0) copies, were filed with the Kentucky Public 
Service Commission, 730 Schenkel Lane, Frankfort, Kentucky 40602, and a true copy 



thereof mailed by first class mail to the following named persons on this the 23 day of 
November, 1999: 

Attorney General 
1024 Capitol Center Drive 
Frankfort, Kentucky 40601 

Mark R. Hutchinson 
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Attachment A 

Western’s Response to the Issues Outlined in Ms. Helton’s Letter 

Issue: Your supplier’s reasons for wanting to discontinue your current 

Response: 

Issue: 

. :  Response: 
. .  . I. 

Issue: 

arrangement; 
The April 23 letter indicates that NorAm (Reliant) was losing money, that 
they had over-valued the contract, and that due to market conditions that 
there had been almost no opportunity to capture pricing differentials via 
various strategies such as hedging. This letter points out that NorAm 
believed it was starting out each month with a -loss and that the 
contract’s true value was no more than -- compared to the 
_I the contract. 

The reasonableness of your supplier’s buy-out offer, in terms of repamtion 
for Western’s loss of gas cost savings as well as fiom the perspective of 
the supplier’s loss mitigation; 
The reasonableness ofthe buy-out is clarified in the April 23 letter. 
Western was concerned that NorAm could begin to take unnecessary risks 
that would jeopardize supply delivery and reliability, in order to cut its 
losses under the contract. Since Woodward had indicated its willingness 
to honor it original bid, the net price combined with the buyaut would be 

versus minus m in the contract.  his represented 
a net-reduction in savings to the customer of about $150,000, a relatively 
mall  amount compared to the over $4,000,000 of customer savings 
4-&anticipated under the NorAm contract alone 
over the three-year experimental PBR Indeed, via other gas cost 
management decisions also made by Western but unrelated to the contract., 
even further savings will accrue to the customer through the various PBR 
mechanisms. 

Accepting NorAm’s offer eliminated any NorAm related risks while 
protecting over 96 percent of the value of customer savings under the 
original contract. Given the time value of money associated with the up- 
fiont payment of N o r h ’ s  buy-out, customers will receive no less total 
benefit under Option 2 than under the original NorAm contract. Western’s 
decision was exlremeiy prudent. 

The pros and con of the options as out-lined in your letter; 



Response: The purpose of the April 23 letter was to advise the Commission of the 
matter, and present the pros and cons. Ultimately, the pros and cons get 
down to issue of whether it is wise hold NorAm captive to the contract and 
risk non-performance and protracted litigation, or whether there is a 
financial solution which is reasonably fair to all parties concerned but 
particularly the customer. Option 1 held out performance and litigation 
risks that a prudent decision-maker would avoid given the attractiveness of 
the alternatives. Option 3 eliminated these risks but lacked the maximum 
financial benefit for the customer. Option 2 ensured the maximum benefit 
for the customer while eliminating these risks. 

Issue: 
Response: 

The level of deliverability and reliability risk associated with Option 1; 
While Western could not put a probability factor on the risk associated 
with Option 1, in Western’s conversations with the Commission Staff on 
May 12, Western did indicate that any risk was too high if an alternative 
solution would eliminate those risks while providing nearly the same 
savings for its customers. Western exchanged the opportunities and risks 
inherent in a full requirements supply arrangement for a significantly 
discounted price. NorAm indicated it was starting with a loss of 
each month - a staggering amount. Such an admission was unprecedented 
in our experience, and led us to conclude that the level of risk, both supply 
risk and jinancial risk, was too high for Western and its customers. 
Western did not want NorAm taking unnecessary risks to cut its losses. 

A prudent decision-maker eliminates unnecessary and avoidable risks, and 
our experience as a provider of service to the public tells us that any 
degree of deliverability and reliability risk should be avoided if reasonably 
priced alternatives exist. Option 2 retained all of the savings of the original 
supply arrangement without the risks associated with N o r h .  

How’Option 2 comports with the code of conduct established in Case No. 

Per our letter of April 23, we wanted to discuss this issue with the Staff. 
We were advised of the history of another utility’s fuel contracts, and 
discussed at length the issue of taking the next highest bid (Option 2) 
versus re-bidding (Option 3). The Staf f  did acknowledge that Option 2 
was a better deal for customers than Option 3 because it appeared to 
maximize customer savings. The Staff also indicated that the Commission 
could not pre-approve gas supply decisions. We indicated that time was a 
factor if we were going to switch suppliers. The Staff requested written 
documentation of the N o r h  buy-out offer, something we did not have at 
the time. 

Issue: 

Response: 
97-5 13 ; 

The issue relates to item (d) in the code of conduct. That is, did Western 
give its filiate preference over non-afliliated companies? The answer is 

.- - I ,-. ...... 
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no. Western’s decision comports with the code of conduct because the 
Woodward bid was submitted along with seven others in response to our 
Request for Proposal. In the April 23 letter, we discussed that it is not 
uncommon practice for a high bid to be rejected and a second best bid 
accepted if performance is an issue. That is exactly what has happened 
here. On top of that, Option 2 maximized customer savings while 
avoiding unnecessary risks. 

\Vestern is unaware of any customer or marketer which come forward to 
claini they have been harmed by this decision. Without such a claim, and 
given that the Woodward bid was fairly subiiiitted and that the maximuin 
benefit has been derived for customers, there is no code of conduct issue. 

Issue: 
Response: 

Provisions of the existing supply contract; 
Western had previously filed copies of the NorAm contract with the 
Commission. 

Issue: 

Response: 

Correspondence between Western and the supplier concerning these 
issues. 
There was no correspondence between Western and NorAm until we 
requested a written buy-out request fiom NorAm after the May 12 meeting 
with Staff. That letter was not received fiom NorAm until June 25, and 
was submitted to the Commission on June 29. 



Attachment B 

Western’s Response to the Issues Outlined in the Commission’s Order Dated 
November 5,1999 

Issue a. 

Response: 

The appropriateness of Western’s allowing NorAm (Reliant) to buy out of 
the remaining years of the NorAm agreement. 
The April 23 letter discusses the risks of deliverability and reliability and 
protracted litigation. Avoiding these risks is appropriate if a reasonable 
alternative exists. The contract itself provides for mutual termination of 
the contract if both parties agree. The Commission’s Order in Case No. 
97-5 13 did not require Western to obtain the Commission’s approval to 
enter into or terminate any gas supply purchase contracts entered into as a 
result of the incentives established under the PBR mechanism. Western 
filed a copy of the NorAm contract with the Commission. Although 
Western did seek the Commission’s guidance as a result of the NorAm 
situation, Western was told by the Staff that the Commission does not pre- 
approve gas supply purchase contracts. 

Issue b. 

Response: 

The adequacy of NorAm’s (Reliant’s) buy-out offer, considering current 
market conditions, and the appropriate distribution of the payment. 
The buy-out amount, in combination with the new price, retains over 96 
percent of the intended customer savings while eliminating unnecessary 
risks and potential litigation. Based on the time value of money associated 
with the up-front buy-out, the customers receive no less total benefit under 
Option 2 than under the original NorAm contract. Given current market 
conditions, such savings would not be possible without both the sizeable 
NorAm buy-out and Woodward’s willingness to honor its original bid 
price. This was described in the April 23 letter. If the issue is prudency, it 
should be pointed out that the customer’s share of the buy-out amount is 
being passed along to ratepayers up-front via the Gas Cost Adjustment. 
Indeed, because these savings come “pre-paid” as a result of the buy-out 
payment, the flow-through of savings to customers is accelerated. 

Issue c. 

Response: 

The reasonableness of Western’s efforts to secure a replacement source of 
supply and asset management contract. 
Given current market conditions, the NorAm buy-out amount, and 
Woodward’s willingness to honor its original bid price, the final price to 
customers is reasonable. Absent Woodward’s willingness to honor its 
original bid price, Western would have had to request new bids that clearly 
would have been below the original Woodward price. Aside from less 



favorable current market conditions, the remaining bidders would also 
have devalued their next bids in reaction to the failed NorAm experience. 
Selection of Option 3 would have harmed customers and denied them the 
lowest gas costs possible. Option 2 was the means to secure the highest 
valued replacement contract and consistent with the incentives established 
under the PBR. 

Issue d. 

Response: 

Western’s compliance with the rules of conduct imposed by the 
Commission in Case No. 97-5 13. 
The Woodward bid was derived in a fair and open bidding process. 
Western selection of Option 2 is in full compliance with the rules outlined 
in the code of conduct. The code of conduct was designed to prohibit 
preferential treatment toward affiliates, not prohibit affiliate transactions 
or trigger after-the-fact gas prudency reviews. Western is unaware of any 
party which has come forward to claim they have been harmed by this 
decision. Without such a claim there is no code of conduct issue. The 
code of conduct was not intended to deny customers the best price of gas. 

Western reasonably believed that no other prospective bid would have 
come close to the original bid the should the bidding have been re-opened. 
Woodward could not be obligated nor expected to submit the same bid 
given the current market conditions and the failed NorAm experience. As 
indicated in our response to KPSC DR 3-1 in Case No. 99-070, Western 
could not use the original Woodward bid as a back up (Response 
attached). Option 2 was the most prudent choice available to Western and 
its customers and is in compliance with the code of conduct. 



Paul E. Patton 
Governor 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KENTUCKY 40602 
www. psc.state.ky.us 

(502) 564-3940 
Fax (502) 564-3460 

May 25,1999 

Ronald B. McCloud, secretary 
Public Protection and 

Regulation Cabinet 

Helen Helton 
Executive DlWCtOr 

Public Service Commission 

Mr. Bill Senter 
Vice President - Rates 81 Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, Kentucky 42302 

Dear Mr. Senter: 

I understand that at your May 12, 1999 meeting with staff you discussed the 
issues outlined in my earlier letter. I have been advised that as of the date of that 
meeting LYestern had not received any written correspondence from its supplier 
concerning its supply contract with Western and related problems. I appreciate your 
keeping the Commission and the staff informed of Western’s emerging supply concerns. 
While I know that your initial meeting with staff was deemed to have been very 
instructive, until you have something in writing from your supplier, the staff cannot give 
you an opinion on Western’s best course of action, to the extent that such direction is 
appropriate at all. 

If you would like to forward future correspondence from your supplier and seek 
additioqal staff input, we may arrange a future meeting. Information concerning any 
such arrangements wili aiso be conveyed to the Attorney General’s Office. 

Sincerely , 

Heldn C. Helton 1 
Executive Director 

cc: Monica McFarlin 

AN EQUAL OPPORTUNITY EMPLOYER h4/FD 

ATTACHMENT C-1 



Western &entucku Gus Company 
I 

. Honorable Helen C. Helton 
Executive Director 
Kentucky Public Service Commission 
730 Scixmkel Drive 
Frankfort, Kentucky 40602 

Subject: KPSC Case No. W-513 - Western Kentucky Gas Company 
EsperimeatdPerformsn~Based Ratemakm gMechauism 

Gas Supply Management Contract 

DearMs.Heltoxc . 

"€?IS LETI'ER CONTAINS INFORMATION WHICH THE COMMISSION HAS 
PREVIOUSLY DETERMINED IS ENTITLED TO CONFIDENTIAL PROTECTION 
AND S H A L L  BE WITHaELD FROM PUBLIC INSPECTION. WE ASK THAT THE 
S A M E  PROTECTION BE AFFORDED "EI§ LETTER 

1) 

As you 

M e c b k ~  (PBR). In KPSC Case No. 97-513 which was fidized in June 1998, the 
Commissiorr athomed ' the W e s t p  Kentucky Gas company ~;xperimental Pexfommce- 
Based Ratemzliun g Mechanisn fbr a b y q p e h d  beginning July 1,1998. 

A&er laming that the PBR mechanism had been approved, WKG distriiuted a Request for 
Propo~d (RFp) to more than supplim seeking to obtain competkke bids to matliige 
WKG's commodity, piperine transportation and storage requirements. Of the original foxty- 
three v e m h  solicited fbr bids, only eigh! verndoa submitted bids that were accepted as 
qualifying bids. That is, the bids submitred fully complied with the r e q h e n t s  outlined in 
the RFP. Each vendor was nquested to submit bids fm commodity purchases on a plus or 
minus basis per MMBtu for the approPriate supply area index A listing of the vendors who 
submitted confixmhg bids and the amounts bid follows: 

recall, daring 1997 western Kentllciry Gas campany requested authorization 
from the commission to hqlement an Experimental PerformSmce-Based Raemdch g 

. 

company Index Price +/- per W t u  

ATTACHMENT C-2 



For clarification purposes, the above bids are listed in ascending to descending order with the 
best bid listed f h t  and the least favorable bid listed last. 

id of Noram and 
proceeded to enter into a 3-year contract with Noram with a contrac * that mirrored the 
WKG determined that the best bid submitted at the time was th 

term of the PBR. The contract with Noram became effective on July 1, 1998, and Noram 
immediately began to supply WKG with commodity, pipeline transpoxtation and gas storage 
management services. 

Everything appeared to be going well with the Noram contract until November 1998. During 
November of 1998, Noram approached WKG to inform WKG that they were really - 

pipeline storage, pipeline 
&portation, etc.) when preparing their bid Furthermore, they stated that there had been 
very little volatility in the market and there had been almost no opportunity to capture pricing 
differentials both on an intm-month and a month-to-month basis for the actual commodity 
purchases as well as hedging opportunities. Also, there had been very little cold weather 
through November 1998 so gas storage inventories remained hi& These high inventory 

9 
It was at this point that Noram asked WKG to consider reforming the contract. Specifically, 
Noram asked WKG to'forego some of the discount it was feceiving on commodity purchases. 
Noram also stated that if WKG could not or would not reform the contract, that Noram would 
like to propose a buyout to WKG for the last two years of the contract WKG responded to 
Noram that reforming the contract could present significant negative consequences including 
a reduction of benefits to WKG's customers as well as possibly compromising the integrity of 
WKG's competitive bid process. With this response, WKG asked Noram to propose a 
contract buyout offer. Noram then responded with an offer to buy out the remaining two 
years of the contract for 

WKG believes it is important to consider Noram's request. With the financial difficulty 
Noram is having with this contract, we do not want N o m  taking risks unnecessarily if these 
risks jeopardize supply delivery and reliability. Also, Noram has been a very good supplier to 
WKG in the past, and it seems prudent to try to resolve this in a satisfactory manner for all of 
the affected parties. 

- 
- 

With the above in mind, WKG has identified three options to resolve this: 

Option 1. WKG could take the position that a contract is a contract and hold Noram's feet to 
the fire. If WKG takes this position, Noram may determine that the best thing for them to do 
is to default on the contract and not perform. WKG would then probably pursue litigation. If 
we go that route, not only would the benefits to ratepayen and the Company alike cease, but 
this matter would probably be tied up in court for two or three years. 

, 

Option 2. Another option we have is to accept the Noram buyout offer and go to the second 
best bid we received last summer when the RFP for this contract was first issued. This is a I 



0 a 
standard industry pradce under competitive bidding where the top bid, under mare d 
review, is determmed ' not to be superior to the nexthigh& bid under the wmpiete terms Of 

will honor its bid of last summer at the same commodity rate o 
w j e c t  to the negotiation ofamutually agreeable contract 

. T h e N o m b i d m  

1 

I 

possible to have some dialogue on this deve lopm~ ami I will catl the Commission within 
the next fiew days to try toschedule a m d g .  

If you have any questions, please feel &e to dl me at 502-685-8072 

Sincerely yoUls,/, 

/g& W J.Senter 

. cc: Ms.BeckyPhillips' 
L 



Western Kentucky Gas Company 
Case No. 99-070 

KPSC Data Request #3 Dated September 20,1999 
DR Item 1-a, b, c, d, e, f 

Witness: Hack 

Data Request: 

Refer to the response to Item 42 of the Commission’s August 19, 1999, Order. 

The original agreement between Western and Reliant Energy Services (“Reliant”) 

had been filed with the Commission by Western. 

a. 

b. 

C. 

d. 

e. 

f. 

Has Western filed the replacement agreement of Woodward 

Marketing, LLC (“Woodward”) with the Commission at this time? 

When does Western expect to file the n& agreement with the 

Commission? 

Provide a detailed explanation for why Western decided to go with 

the next best proposal from the original vendors rather than re- 

open the process by requesting new bids. 

Explain whether Western could have reopened the process by 

requesting new bids from vendors other than Woodward, and then 

gone back to Woodward if its original proposal was still better than 

the new bids. 

What is the corporate relationship between Westem and 

Woodward? 

The original agreement between Western and Reliant was 

terminated by mutual agreement of the parties. Provide the terms 

ATTACHMENT C-3 



of the termination of the agreement and the impact that the 

termination has had, or will have, on the costs recovered through 

Western’s Gas Cost Adjustment (“GCA”) clause. 

Response: 

a. - b. Western expects to file the Woodward replacement agreement with 

the Commission by October 4, 1999. 

c. See the attached redacted letters explaining why Western decided 

to go with the next best proposal from the original vendors. 

Origmal copies of these letters are being provided in this case 

under Petition for Confidentiality. These letters were granted 

confidentiality when previously submitted to the Commission in 

Case No. 97-513. 

No. In order for Western to maintain fairness and complete 

integrity of its bid process, had it decided to re-bid its 

requirements, it would have had to reopen the bidding to 4 of the 

qualified suppliers on its active bid list except for Reliant Energy. 

Atmos, through its acquisition of United Cities Gas Company in 

1997, owns a 45% interest in Woodward Marketing, LLC. See 

d. 

e. 

KPSC # 1 -  DR 1 

f. The ReliantNKG agreement was terminated July 3 1, 1999, with 

23 months remaining on the original 3-year term. See attached 

redacted termination agreement, the original of which is being 



provided in this case under Petition for Confidentiality. Had the 

Reliant contract continued for the entire term, Western’s customers 

would have received gas cost reductions through its GCA 

mechanism of approximately $2.6.million for the remaining 23 

months. Combining the benefits of the Woodward replacement 

agreement with the Reliant Contract buyout, Western’s customers 

will receive approximately $2.5 million in gas cost reductions 

through the GCA mechanism over the remaining term. 



COMMONWEALTH OF KENTUCKY 

PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM 
ENERGY SERVICES, INC. AND ENTER INTO 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH 
WOODWARD MARKETING, L.L.C. 

CASE NO. 99-447 

MOTION TO INTERVENE 

Comes now the Attorney General of the Commonwealth of Kentucky, by and through his 

Office of Rate Intervention, and moves to intervene in the above-styled proceeding. 

Respectfully submitted, 

A.B. CHANDLER I11 
ATTORNEY GENERAL 

MONICA M. McFARLIN 
ASSISTANT ATTORNEY GENERAL 
OFFICE OF ATTORNEY GENERAL 
OFFICE OF RATE INTERVENTION 
1024 CAPITAL CENTER DRIVE 
FRANKFORT, KENTUCKY 4060 1 



CERTIFICATE OF SERVICE AND FILING 

Undersigned counsel hereby certifies that an original and ten (10) photocopies of the 
foregoing Motion to Intervene were served and filed by hand delivery to the Hon. Helen C. Helton, 
Executive Director, Public Service Commission, 730 Schenkel Lane, Frankfort, Kentucky 4060 1 ; 
furthermore, it was served by mailing a true and correct copy of the same, first class postage prepaid, 
to William Senter, Vice President, Rates and Regulatory Affairs, Western Kentucky Gas Co., P.O. 
Box 866, Owensboro, Kentucky 42302 and to Mr. John Hughes, 124 West Todd Street, Frankfort 
Kentucky 40601. 

A 

Assistant Attorney Gegral 



Paul E. Patton 
Governor 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

www.psc.state.ky.us Helen Helton 

Ronald E. McCloud, Secretary 
Public Protection and 

Regulation Cabinet 

(502) 564-3940 Executive Director 

FRANKFORT, KENTUCKY 40602 

Fax (502) 564-1 582 Public Service Commission 

November 17,1999 

The Honorable John N. Hughes 
124 West Todd St. 
Frankfort, KY 40601 

Re: Case No. 99-447 

Dear Mr. Hughes: 

I have enclosed a copy of the Commission’s Final Order for your information. 

Sincerely, 

FkQ 
Stephanie Bell 
Secretary of the Commission 

SB/lc 

enclosure 

EDUCATlON 
PAVS 

AN EQUAL OPPORTUNITY EMPLOYER M/F/D 



Paul E. Patton 
covernor 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

www. psc.state.ky.1~5 Helen Helton 

Ronald B. McCloud, Secretary 
Public Protection and 

Regulation Cabinet 

(502) 564-3940 Executive Director 

FRANKFORT, KENTUCKY 40602 

Fax (502) 564-1 582 Public Service Commission 

November 17,1999 

Ms. Monica M. McFarlin 
Assistant Attorney General 
1024 Capital Center Dr. 
Frankfort, KY 40601 

Dear Ms. McFarlini 

Re: Case No. 99-447 

I have enclosed a copy of the Commission's Final Order for your information. 

Sincerely. -.. 

Stephanie Bell 
Secretary of the Commission 

SB/lc 

enclosure 

AN EQUAL OPPORTUNlTY EMPLOYER MFD 



Paul E. Patton 
Governor 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KENTUCKY 40602 

(502) 564-3940 
Fax (502) 564-1 582 

www.psc.state. ky.us 

November 17,1999 

Ronald B. McCloud, Secretary 
Public Protection and 

Regulation Cabinet 

Helen Helton 
Executive Director 

Public service Commission 

Mr. David F. Boehm, Esq. 
Michael L. Kurtz, Esq. 
BOEHM, KURTZ & LOWRY 
21 10 CBLD Center 
36 East Seventh St. 
Cincinnati, OH.45202 

Re: Case No. 99-447 

Dear Gentlemen: 

~ 

I have enclosed a copy of the Commission's Final Order for your information. 

I Sincerely, 

~ Stephanie Bell 
Secretary of the Commission 

AN EQUAL OPPORTUNITY EMPLOYER MID 

SB/lc 

enclosure 



Paul E. Patton 
Governor 

Mr. Conrad Gruber 
President 
Western Kentucky Gas Company 
2401 New Hartford Rd. 
Owensboro, KY 42303-1 31 2 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KENTUCKY 40602 
www. psc.state.ky.us 

(502) 564-3940 
Fax (502) 564-1 582 

November 17,1999 

Ronald E. McCloud, Secretary 
Public Protection and 

Regulation Cabinet 

Helen Helton 
Executive Director 

Public Service Commission 

RE: Case 99-447 

Dear Mr. Gruber: 

I have enclosed a copy of the Commission’s Final Order for your information. 

Since relv. 

Stephanie Bell 
Secretary of the Commission 

SB/lc 

encl os u re 

Enclosure 

EDUCATION 
PAYS 

AN EQUAL OPPORTUNITY EMPLOYER M I D  



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

November 5, 1999 

William J. Senter 
V.P. Rates & Regulatory Affairs 
Western Kentucky Gas Company 
2401 New Hartford Road 
Owensboro, KY. 42303 1312 

RE: Case No. 99-447 

We enclose one attested copy of the Commission's Order in 

the above case. 

Stephanie Bell 
Secretary of the Commission 

SB/hv 
Enclosure 



COMMONWEALTH OF KENTUCKY 
I 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter: 

A FORMAL REVIEW OF WESTERN KENTUCKY 
GAS COMPANY’S DECISION TO TERMINIATE 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH NORAM 
ENERGY SERVICES, INC. AND ENTER INTO 
A NATURAL GAS SALES, TRANSPORTATION 
AND STORAGE AGREEMENT WITH 
WOODWARD MARKETING, L.L.C. I 

CASE NO. 99-447 

O R D E R  

On October 1, 1999, Western Kentucky Gas Company (“Western”), a division of 

Atmos Energy Corporation (“Atmos”), filed with the Commission a Natural Gas Sales, 

Transportation and Storage Agreement (“Agreement”) it had negotiated and executed 

with Woodward Marketing, L.L.C. (“Woodward”). Western also petitioned that the 

Agreement be afforded confidential treatment in the same manner as had been granted 

for its previous Natural Gas Sales, Transportation and Storage Agreement with NorAm 

Energy Services, Inc. (“NorAm Agreement”). 

Western stated that it had previously advised the Commission of various issues 

that had arisen concerning the NorAm Agreement. Western stated that it was in the 

best interests of Western and its ratepayers to terminate the NorAm Agreement and 

enter into a new agreement with a different entity, namely Woodward, which is an 

affiliate of Western. This information was provided in an April 23, 1999 letter from 

Western to the Commission’s Executive Director. 



The NorAm Agreement was executed in conjunction with Western’s Experimental 

Performance-Based Ratemaking (“PBR”) Mechanism that the Commission approved in 

Case No. 97-513.‘ NorAm had submitted the lowest bid in response to a Request for 

Proposal (“RFP”) issued by Western for gas supply and management services after 

receiving the Commission’s approval of its proposed PBR. By letter dated May 7, 1999, 

the Commission’s Executive Director responded to Western, arranging a meeting 

between Commission Staff and representatives of Western and identifying specific 

issues that Western’s representatives should be prepared to discuss with Commission 

Staff. At that meeting Commission Staff discussed issues that had been raised by 

Western’s letter and also made Western aware of concerns the Commission had 

regarding the termination of the NorAm Agreement and Western’s stated inclination to 

enter into a new agreement with Woodward. In a May 25, 1999 letter from the 

Commission’s Executive Director, Western was advised that when it received future 

correspondence from NorAm regarding the termination of the NorAm Agreement it 

could forward such correspondence to the Commission and arrange another meeting 

with Commission Staff to discuss the issues further. The next correspondence filed by 

Western was a June 29, 1999 letter to the Commission’s Executive Director announcing 

that Western had decided to terminate the Agreement with NorAm, now Reliant Energy 

Services (“Reliant”), and negotiate and execute a new agreement with Woodward. That 

was the last formal communication from Western on the matter until the October 1, 

1999 filing of the new Agreement accompanied by the petition for confidential treatment. 

‘ Case No. 97-513, The Petition of Western Kentucky Gas Company, a Division 
of Atmos Energy Corporation (WKG), Gas Cost Adjustment, to Incorporate an 
Experimental Performance-Based Ratemaking Mechanism. 

-2- 
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The Commission has numerous concerns regarding Western’s actions in 

reaching its decision to terminate the NorAm Agreement and enter into the new 

Agreement with Woodward. Some of those concerns are reflected in Exhibit A of this 

Order, which is the May 7, 1999 letter from the Commission’s Executive Director to 

Western that identified the topics of concern that would be discussed at the meeting 

between Commission Staff and representatives of Western. Attached as Exhibit B, in 

redacted form, is Western’s June 29, 1999 letter advising the Commission of its 
I 

I decision to terminate the NorAm Agreement and enter into the new Agreement with 

Woodward. That correspondence failed to address any of the topics of concern 

identified in the Executive Director’s May 7, 1999 letter and, likewise, failed to address 

the matters Commission Staff discussed at its meeting with representatives of Western. 

Therefore, based on the correspondence cited herein and entered into this 

I 

I 

I 
I 

record and the October 1, 1999 filing of the Agreement, the Commission finds that: 

1. A formal review should be conducted of Western’s actions regarding the 

matters identified herein concerning its source of supply and asset management 

contracts, specifically regarding the termination of the NorAm Agreement and the 

execution of the Agreement with Woodward. 

2. Matters subject to review, shall include, but not be limited to: 

a. The appropriateness of Western’s allowing Reliant to buy out the 

remaining years of the NorAm Agreement. 

b. The adequacy of Reliant’s buy out offer, considering current market 

conditions, and the appropriate distribution of the payment. 

-3- 



c. The reasonableness of Western’s efforts to secure a replacement 

source of supply and asset management contract. 

d. Western’s compliance with the rules of conduct imposed by the 

Commission in Case No. 97-513. 

IT IS THEREFORE ORDERED that: 

1. With the opening of this docket, the Commission is initiating a formal 

review of Western’s termination of the NorAm Agreement and execution of a new 

Agreement with its affiliate, Woodward Marketing, L.L.C. 

2. The formal review will follow the ‘procedural schedule in Appendix A, 

attached hereto and incorporated herein. 

3. At any formal hearing in this matter there will be no opening statements or 

summaries of written direct testimony allowed. 

4. Nothing contained herein shall prohibit the Commission from issuing future 

Orders that could broaden the scope of the formal review. 

Done at Frankfort, Kentucky, this 5th day of November, 1999. 

By the Commission 

ATTEST: 



APPENDIX A 

APPENDIX TO THE ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 99-447 DATED 1 1 / 5 / 9 9  

Staffs initial request for information to Western shall 
be filed no later than . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11/23/99 

Western shall file responses to the initial request 
for information with the Commission no later than . . . . . . . . . . . . . . . . . . . . . . .  12/13/99 

Additional requests for information to Western 
shall be filed no later than . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .01/06/00 

Western shall file responses to the additional 
requests for information with the Commission no later than . . . . . . . . . . . . . . . .  01/21/00 

Intervenor testimony, if any, shall be filed with the 
Commission in verified prepared form no later than . . . . . . . . . . . . . . . . . . . . . .  02/04/00 

All requests for information to Intervenors 
shall be filed no later than . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  02/18/00 

Intervenors shall file with the Commission 
responses to requests for information no later than . . . . . . . . . . . . . . . . . . . . . . .  03/03/00. 

Additional procedural dates will be established by future Order of the Commission. 
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Paul L Patton 
covernor 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMWISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KENTUCKY 40602 

(502) 564-3940 
www.psc.state.ky.us 

Fax (502) 564-3460 

May 7,1999 

Mr. Bill Sknter 
Vice President - Rates & Regulatory Affairs 
Western Kentucky Gas Company 
P.O. Box 866 
Owensboro, Kentucky 42302 

Dear Mr. Senter: i 

Ronald B. McCloud, Sevetary  
Public Protection and 

Regulatton Cablnet 

Helen Helton 
Executive Director 

Public Service Commlsslon 

Thank you for your letter of April 23, 1999, informing the Commission of a 
problem regarding Western’s gas supply arrangements and outlining a number of 
possible alternatives. You had requested a meeting with staff to discuss Western’s gas 
supply situation. That meeting has been scheduled for Wednesday, May 1Zth, at 1O:OO 
in Conference Room 1. 

At the meeting on Wednesday, please be prepared to discuss the following 
topics: 

0 Your supplier‘s reasons for wanting to discontinue your current 
arrangement; 

The reasonableness of your supplier‘s buy-out offer, in terms of 
reparation for Western’s loss of gas cost savings as well as from the 
perspective of the supplier‘s loss mitigation; 

The pros and cons of the options as out-lined-in your letter; 

The level of deliverability and reliability risk associated with Option 1; 

How Option 2 comports with the code of conduct established in Case 
NO. 97-513. 

Provisions of the existing supply contract (please bring a copy of the 
contract with you). 

Correspondence between Western and the supplier concerning these 
issues. 

- 
EXHIBIT A 
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I’m sure other items of interest will develop and be discussed at Wednesday’s 
meeting, but these topics are of particular interest. 

I appreciate your efforts in keeping the Commission informed about Western’s 
gas supply situation. If you have any questions concerning the meeting or the topics 
out-lined above, please contact Aaron Greenwell, Director of the Financial Analysis 
Division at (502)564-3940, ext. 226. 

Sincerely, 

Helen C. Helton 
Executive Director 

i 

AN EQUAL OPPOR~MR EMPLOYER w m  
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Western Kentucky Gas Company 

June 39, 1999 

Hononble Helen C. Helton 
Execurive Director 
Kentucky Public Service Commission 
730 Schenkel Drive 
Frankfort, Kentucky 40602 

Subject: KPSC Case No. 97-513 - W’estern Kentucky Gas Company 
Esperimental Performance-Based Ratemaking Mechanism 

Gas Supply Management Contract 

Dear hfs. Helton: 

THIS LETTER CONTAINS INFOR&LATION WHICH T H E  CO3LiIISSION H.U 
P F E t I O U S L S  DETERhLINED IS ENTITLED TO CONFIDENTIAL PROTECTION 
.UD SHALL BE %’ITHHELD FROM PUBLIC INSPECTION. WX ASK THAT T H E  
S.k\IE PROTECTION BE AFFORDED THIS LETTER 

In my April 23, 1999 letter to you and a subsequent meeting held May 12 with the Staff and 
the Attorney General’s office, Western Kentucky Gas Company outlined the siruation that 
haq developed whereby our present gas supplier under our Performance-Based Ratemaking 
Mechanism (PBR), Reliant Energy Services (formerly NorAm). has expressed the desire to 
buy out the remaining term of their contract with us. 

- J Reliant’s 
proposal is summarized in the attached letter of confirmation. 

, 

As discussed in my letter and in person with the Staff and Attorney General’s ofice,  
Wesrern’s goal has always been to achieve the maximum benefit for our customers and 
Western under the PBR Given the various options faced by Western as a result of the 

- 
EXHIBIT B 
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Our purpose with this letter was to simply inform you of our decision. We appreciate the 
Staffs willingness to listen to our concerns and discuss the issue with us. Please feel h e  to 
contact me at 270-685-8072 should you have any questions. Upon successfbl negotiation and 
execution of a11 the terms of the contract with- we will file a copy with the 
Commission. 

Sincerely,. 

d !  
William J. Senter 
Vice President - Rates & Regulatory Affairs 

Attachment 

Cc: Mr. Conrad Gruber 
LW. Gordon Roy 
Mr. Randy Hutchinson 
Mr. Jack Hughes 

i 



June 25,1999 

h c m E n e r g y  CoPporation 
Mr. Gordon J. Roy 
Vice Prcsident, Gassupply 

I 

Re: Natud Gas Sdites, PLlrrhaSc, Ttanspodaa and S t o w  Apeanent dated Suly 1,1998. 

We appreciate p a r  responx to our I c t t u  which yourefcrerw;cd as having received on June 9,1999, 
regirding the agreement betwetm Western Kentucly Gas Contpany, a division of Amos Energy 
Corporatioa (WG"), aud Reliant h g y  Scrviccs, Inc, (as succwmr in inkrest to Noram Energy 
services, Inr) pReriane). 

I 

We welcome your inherest m our pposel and look f o d  to yourresponse. 

Managing Director, Storage, Tnqptat t  '00 and Asset Ophka!ian 
Reliant Enefgy Services 
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