. REPORTANDORDER
~ UTAHPUBLIC SERVICE COMMISSION - ST e




R
R i

ey

s ey

r'»v-.

e

g

- BEFORE THE PUBLIC SERVICE COMMISSION oF UTAH - .

N THE MATTER'oF THE PETITION OF
THE DIVISION OF PUBLIC UTILITIES

: RELATED FACILITIES AND INTERESTS
_,OF HOUNTAIN FUEL -SUPPLY .COMPANY
TO WEXPRO- COMPANY ON REMAND FROM

*TO CONSIDER THE PROPOSED TRANSFER.

}
)
N L

OF "CERTAIN- WELLS, LEASES, LANDS AND T_

)

)

}

)

.TFE UTAH SUPREME COURT.

CASE NO. 76~057-14

IN THE MATTER. OF THE APPLICATION
OF MOUNTAIN FUEL ‘SUEPLY- COMPANY

" FOR A GENERAL INCREASE IN RATES

AND CHARGES INCIDENT TO NATURAL
GAS SERVICE RENDERED WITHIN THE
STATE OF UTAH.
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CASE NO. 77-057-03
(Count II}

IN THE MATTER OF THE APPLICATION

- OF. MOUNTAIN FUEL SUPPLY COMPANY

FOR A GENERAL INCREASE IN RATES
AND. CHARGES INCIDENT TO. NATURAL
GAS SERVICE RENDERED WITHIN THE
STATE OF UTAH. :

CASE NO. 79-057-0

IN THE MATTER OF THE APPLICATION

‘OF. MOUNTAIN FUEL SUPPLY COMPANY

FOR A GEWERAL INCREASE IN RATES
AND CHARGES INCIDENT TO NATURAL
GAS SERVICE RENDERED WITHIN THE
STATE OF UTAH.

CASE NCG. 80- 05? -0

IN THE MATTER OF THE APPLICATION
OF MOUNTAIN FUEL SUPPLY COMPANY
FOR A GENERAL INCREASE IN RATES
AND CHARGES INCIDENT TO NATURAL
GAS SERVICE RENDERED WITHIN THE
STATE OF UTAH.

IN THE MATTER OF THE INVESTIGA—
TION OF THE TRANSFER OF CERTAIN
WELLS, LANDS, LEASES AND RELATED
BUILDINGS AND INTERESTS OF

-‘MOUNTAIN FUEL SUPPLY COMPANY

AND/OR WEXPRO. COMPANY TO CELSIUS
ENERGY COMPANY OR ANY OTHER .
ENTITY OR PERSON.
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- By fhe Commission:

The épove cases are noﬁ before the- Commiésionjas
the result of a motion of_thé Utah-ﬁépartment of Bﬁsiness
‘Regulation, Division of Public: Utilities (Division)i‘the Utah

‘Committee of Consumer Services -{Committee} , Mountain Fuel

.Supply'CQmpany (MFS when referrin§ to ﬁOuntain_Fuel Supply -
Company including its affiliates and,-the'-Cpmpaﬁy when

"referring only to, the Distribution and Transmission Divisions-

bf'MFSY,_and Wekxpro Company * (Wexpro)} for this Commissidn to

adopt ana;apprové a Stipulatioh and Agreement (Settlément)

entered into by the moving. parties to resolve all .issues

outstanding. in these cases with the exception of rate design
"and ‘residential conservation .service issues in Case No.

- 81-057-01. Wherever utilized in this Reporé and Order the

words "subsidiary" or "affiliate" of IFS shal'l be understood

to refer to any corporation ¢r other business entity which is

owned or Quntrolled either directly or indirectly by MFS.



ares

The Commission's Report and Order on Rehearing dated April

11, 1978 in Case No. 7é—b57—14 was reversed and _Vremandedl

by the Utah Supreme Court in Commlttee of Consumer Servlces

dv;- Publlc Serv1ce Comm1531on of Utah 595 p.24 871 (Utah
'”1979) (wexpro Case] . The Settlement resolves all 1ssue5 on
'remand in that case. Durlng the pendency of Case No-
O 76—057*14- the Comm1651on entered orders crantlng general
hrate increases in Case Nos. 77 057- 03 {Counht lI), 79 057 03,‘
'ao 057-01- and 81-057- 01. Each of those orders was

fcondlt;oned in some way on further proceedlngs in Case No.

76-057-14. . The condltlons in those orders are resolved by

the  Settlement. 'The issues in:Qase'No. 81-057-04 relate to

© dissues in Case No. 76-057-14 and are also resclved by the

"Settlement.

The Staff of the Public Service Commission: of
Wyomlng is also a party to the Settlemﬂnt on Octoher‘ZBI

1981, the Wyomxng Comm1551on,'after hearlng, entered ‘an order

_.approving the Settlement concluding that 1t is in the publlc

interest. P.S.C.W. Docket No. 9192 Sub.-68.

. The Commission has held severalepublic heerings in

. Case No., 76 057~14. durlng 1980 and 18%8% since reversal and
,remand of its Report and Order on Rehearlng. At the tlmeﬁ

scheduled and notlced for evrdentlary hearlngs 1n the remand'

portlon of the case to commence, the mov1ng partles advlsed'

-the Commission.thatrthey had almost reached agreement on a

"settlement cf the ‘above cases and 'related :cases, and_

requested that the hearlngs be contlnued to allow them to

- complete negotlatlons. On August 31, 1981 the parties

presented to the Commlssmon a summary of the Settlement and’

'requested a continuance to draft deflnltlve documents settlng;

forth the.detailed‘terms of the Settlement. The,CommiSSionﬂ'
Set the matter . for hearing on Ootober 14, .lQBl for .the
purpose of rev1ew1ng the Settlement and recelvlng testimony
and public statements with respect te it. The Utah Coalltlon

of Senior Citizens (Coalition} and Utah Utlllty
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Sharcholders Association (Shareholders) also entered their
appearances but  took no position on the Settlement at the
August 31, 1981 hearing.

-Heerings were held on October 14;:15, 16, 1% and 20, 1981,

during which the Commission received evidence, arguﬁent and
"public"statements with regard to the Settlement. The

Settlement was received in evidence as Exhibit S-1. The

Division . and Committee -called four. witnesses: Herman G.
. Roseman,, an = economist with National Economic® Research
. Associates; Howard Ritzma, a geologist and ‘Assistant Director

and Chlef of the Petroleum Section of the Utah Geologlcal and

'Mlneral SurVeV' Merrill -R.. Norman, a certlfled publlc
accountant,with the ﬁirﬁ of Fox & Company; and Lyle Hale, an

‘independent consulting gedlogist. MFS called four w1tnesses-_

_John  Crawford, its Executive VLce President ~and Chlef

Financial Officer; R. D. Cash, its President and Chlef_

Operating Officer; James A. Harmon, an*investment'banker with.

Wertheim & Co. and a member of the Board of Dlrectors of MFS-
aud_Riehetd Walker, a certlfled public accountant with the
Vfirm of Arthur Andersen_& Company. Wexpro called Raiph M.
Kitsch, its Preeident and Chieﬁ Executive Oﬁficer. The

'Shareholders called John c* Leary, ‘an independent energy

consultant formerly serving in a varlety of federal and state

.government positicons relative to energy matters. Each of
these witnesses recommended that the Commiesion approve - the
Séttlement ee bein§ ih the éubiio interest.. The Coalition
oalled'ho eitnesses but indiceted that it might wish to call
w1tnesses after a recess in hearlngs. : i

7 VVThe- Comn1551on also recelved the 'statement of

'Phllllp Morace,. a spokesman for  Stand Unlted for Rate

Falrness (SURF), a utlllty .consumer group whlch expressed'

_reservatlons regardlng the Settlement.
At the conclu51on of the ev1dence and argument on
October 20 1981, the hearlnns were contlnued to November 23

.198} to allow further 0pportun1ty for tho public to examlne

'the Settlement and prepare statements and for the Coalltzon'-

_to prepare any evzdence it wished to offer. HNetice of the
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hearing and the opportunity to. review the ‘Settlement- and
bresent statements or evioenoe ‘conoerniog it was timély,
publiehed' in a rnewspaper of stetewide distribution and

qeneral _ clrculatlon for two ‘consecutive daye{ a“Ih‘

addltlon the news medla have glven exten51ve covcragc to the~
'hearlngs in thesge Cases on the Cettlement and partlcutarly.

publ;c;zed ‘the opportunlty for’ publlc comment on November 23

1981.

At the hearlng on- November 23, 24 and 25. 1981, the

'Coalltlon called Rlchard D. Rosenberg, a staff counsel to the

Public Utilities Commission of California Who‘appeared in his

individual ‘capacitv for the -Coalition and ‘not' as .a

representative of the California _Commiesion"or  its staff.

Mr. Rosenberg testified regarding the jGaé Exploration ahd

Develdpment A&justﬁent {GEDA) exploration_pfogram'of racific

. Gas & Electric Company, as established by ‘the California

Public' Utilities Commission. He took no position -on the’

merits of the Settlemeot, but rather exprésSed'the.view.that
in "his opinion an alternative that the Commiseioh.tﬁight_
consider could be based on California's GEDA  program. . He

testified - that. this prOgram' has been ISuccesefﬂl in -

_Callfornla as 1nd1cated by the Callfornla PUC Order Wthh is
an exhlblt in thls case. He -further testlfled as tp the'
-.avallablllty -of experts: who could’ put a dollar value 'on.ges

“and oil properties both explored 'end"uneﬁplored.'f-Sworn=:‘

statements’ .were made by Robert B. Hansen, .Justin 'Stewart, -

Represantatlve Blaze 'Wharton, Chester Bellows, and Karen

Feldman; Unsworn statements were presented by Representatlve

Jeff Fox, Stanley Wangsgaard, Norma Natlon -and: by W. H.
Jensen, Gcneral Manager of the Utah Copper DlVlSlOn of
Kennecott Minerals Company, a division of _Kennecott

Corporation, .through counsel F. Robert Reeder. The testimonj:

and statements of public w1tnewe‘q expressoed somc concern:f

ahout various provisions of the Settlement,i the public's’
awareness . of the  Settlement .and general “concerns about

utility rates. . Several of the public witnesses were of
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the opinion that the Commission should Hetermine.the feir _
market value of _the unexplored -Aceount‘ iOS nroperties‘
'transferred_ under thc Settlement. kennecott’ supported tha .
7 éettlemEHt.- James L Barker, Assistant Attorney General of 
the State of Utah and former counsel for the Commlttee‘lnfk

Case-No._76—057—14, was called as a rebuttal w1tness by the

Pivision. He testified that the Settlement was in the public
interest in his opinion.

On' November 24, 1981,7 the Commission heard the

motion of the Coalltlon to order ‘an appralsal of the Account_

105 properties to be. transferred to Cels;us Energy Company

iCelsius) under the Settlement. Follow1ng argument of all

parties, the Commission denied the motion.

‘ Qn_November'QS, 1981, all parties'presented_elosing

argumente to the Commission. In addition toc oral argumente,
the parties to this proceeding have filed extensive menoranda
on _the issues presented. The Coalition opposee the
Settlement? all other parties support it,

Before reciting the evidence, testimony, statements

and arguments of counsel on which the Commission relied to’

‘make . its Findings, Conclnsions and Order, the Commission

believes it is appropriate to discuss its philosophy and

understanding bf.regulation as it relates. to these issues,

however, we are not intending that the Findings, Conclusibns_

" of Order herein will be based on this discussion.

‘first, the Commission considers the use of

negotiated'-settlements to be helpful in arriving at a
s . c : e Lo Lo
solutlon to the' cases it hears. ._The practice .was

recognlzed and sanctloned by the leglslature (see Utdh Code. -

Annotated § 54-7- 1011, [1981 Supp]), and has o‘ten been used

by the Commission in the_past. In a recent Mountaln Bell
general_ retew case (Case No. .§0—049—01)£ the Comm1551on
EXpreseed the-following:

| . The Commission encourages parties to negotiate

their d&ifferences and enter into . stipulations,
particularly in cases of the complex;ty presentea
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here; such efforts may expedite the regulatory
- process, and aid the Commission in effecting
determinations which are "equitable, Nevertheless,
‘no  party can : or ought to be compelled “to
participate in" such negotlatlons,- nor- is .a
non-stipulating " party. barred or estopped .from
urging that a stipulation be. rejected or its terms
modified. . Parties whe choose  to negotiate :.a
'stlpulated settlement of  a. case cannot, by their
‘own . agreement, ~divest the. Commission .of :its
statutory authority. = While partles to . a case  may
agree that a particular .result is de51rable, any.
proposed  stipulatior . ‘must | be - found - by the
Commission to .achieve a- result which. is justr
reasonable, and in the. public interest. Should the
Comm15510n reject .a. proposed stipulation, in whele
or in part, .the parties are at liberty to withdraw
the -stlpulat;on or accede to  the .Commission's
"modifications. - . : Dl

. “Second, the Comm1551on recognlzes the advantages

'and dlsadvantages whlch may follow utlllty 1nvestment in_'

';non—utll;ty ventures. Some of the problems whlch concern us

are -noted  in the 1972 Report, of the Ad Hoc Committee on

‘Non~Utllxty Investments.i - Dlver51f1catlon by "Utility'

Comganles, of the National Assoc1at10n of Regulatory Utility,

Commissioners:

. The cerucial guestion is whether
diversification by public utilities poses a threat
~to .the basic investment-revenue cycle. -For. now,
~ only the most obvious aspects need be noted. If
C.utility’ resources are devoted | to npon~utility
- operations, no major problem is presented if
either: {1} The ron-utility enterprise . is -as
profitable as the utlllty enterprise; or {2} the
non-utlllty enterprise is of insignificant scale in
comparison with the utility.enterprise. In either
event, wutility revenues will support new utility
investments which will génerate new’ utlllty_
_revenues ‘to support new utility investments, "in -a
‘continuing ¢ycle. The utility's investors may gain
some extra profits in the first 1nstance, ‘and - may .
‘sustain some losses in.the second instance, but- the
~interest of the public is not adversely affected in -
serious degree in either case. On the other hand,
-.if the non-utility investment is both -substantial.
" and unprofitable, there is risk of disruption of
" the investment-revenue cycle, An: enterprlse with.a
substantial and unprofitable. non- Utlllty operatlon
has only twpo optiens: {1} it can increase revenues . -
of ‘the utlllty business suff1c1ent to cover. the .. |
losses . on. the nonmutlllty Jbusiness, and thereby..-‘
- maintain the flow of needed capital; or (2} it can
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refuse to' support ~the unprofitable non-utility
operation ‘by such  a . subsidy from the utility
operation-which would mean that the enterprise as a
whole would ‘be unprafitable and unable to attract
capital- on reasonable (or perhaps any) terms. o
. " The end result is precisely the same ag. in
those ‘situations in which utility investmernt: were
diverted to promoters' pockets or utility revenues
were diverted to affiliated interests.

© 7 It should be noted that even if non-utility
operations are profitable, there may be political
difficulties “in . ‘retéining an effective
investment~revenue cycle. Confronted- with' an
enterprise - with- good ° overall * profitability’
{resulting" from its non-utility ventures);  the
public . may  be unusually resistant to permitting
rate increases, eéven if they. clearly are warranted
by ‘the investment and revenue reguirements of the
utility operation. An  analogy 1is the "apparent -
expectation’ of consumers of some AT&T operating
subsidiaries  that the  parent,  through . its
nationwide  opérations, should support losing
operations of the subsidiaries.

The Commission believes the utility business of MFS to be
the cornerstone of its operations and that other activities

must enhance and not jeopardize that cornerstone. It is for'

these reasons that the Commission is vitally interested in

cbmpany'restructuring which is 'in effect diversification or

functional - separation, and we . believe Utah statutes

authorize :Commissibn review of such .proposéis, and the
_.séttin§ aside or modification of same if, after a ﬁeaxing,
.the SCheﬁe-itSelf,'or its logical or intended consequehces,
are found to be detriméntai to the utilityrcornersténe or
injurioué to the public interest.
'  -‘THi;d, ‘the " Commission believes tﬁe ‘no—pquits4to
affiliatés_ rﬁle discﬁssed' inl the Utah Supreme Court's

decisionjand the potential for a conflict of interest or

éweethearﬁ'relationship within the structure of MPS and its

éubsidiaries :equire-continued and pngoing- scru@iqy by the
Cotmission of MFS and all of its éubéidiafieslwhether or not
they are subject to a regulated rate of return: The
Commission further notes that the Supreme Court ‘has
éppéared torlelevate management responsibility to utiiity
cusiomérs  to a form of “trust® relationship which also

requires such .ongoing sgrutiny.
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. Fourth, while the Commission accepts the concept

" that MF§. should be allowed: to earn an’ unregulated rate‘df'
'=return on some- of its non-utility 1nvestments, “we jbglievé-“

'.that such’ propogals should be_presented in advance 80 that

the ?ccmmlsslon"mlght ‘be adviséd  of ana “analyze. such

1nvestments and/or reorganlzatlon as to any potentkal risk to

_the publlc ut111ty or. its- customers. The " Comm1551on notes
“ lthat the dec151on' to create Ce151us has not been: broughtf B
- before ;t and the Comm;551on trust; MFS. will do,so,-fThé

1C6ﬁhis$i6ﬁ£dees’nqt find:it.necEssafyftd'fequifefa fqrm#l‘

hearing on this matter béfdré_ac¢epting the-StibﬁIationf

Fifth, the Commission believes thaﬁ'ERPloratibn'fd;‘5

and = deveélopment of energy rescurces are’ an. appropriate

.adtivity for MFS} both as part of its regulated abtiVitieS'
and those which ‘are not subject to a regulated rate of

-return.‘-The Commission recognizes the past:success of HFS 5

éxploration "and development program and believes that MFS:

should -continue in the future such programs both for -the

‘benefit of its utility operations and those which are not"
subject tb'airégﬁlatéd rate of return. The Commission notes
‘that while éxploration- and _developmént of gas" has

hiStéribally been., a utility -actiVitg 'conducted by MFS

pursuant ' tb-_ Commission . orders ‘ "as : a{ 301nt"
regulated/non—regulated venture,' the decx51on hy MFS o

abandon exploration as a utlllty' undertaklng has bgen'

- 1mp1emented unllaterally and w1thout CommlsSlon sanction,

The Ccmmission at  this ‘time and ’ for the xpurpose of - thisg ..
settlement finds it unnecessary to determine if MFS's utility
actiVitiéé;Awhicﬁléteféubject to a-regﬁiatéd ,réte bf'return}}'

should ‘inciude an exploration and development program.
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Sikth, the Comm1551on is extremely concerned that -

the Utah customers of MFS are -not well served by the Federal

_ Energy RegqlatQIY,Commlss;on (FERC) taking jurisdiction owver.

any of MFS's operations and by MFS's attempt to supplant

' State regulation with Federal regulation and pricing policies

which‘ cqﬁld' make natural gas significantly more _costly to 

. Utah tustomers The thrust of the FERC appllcatlons has been

to avoid’ Utah pollcxes favorlng cost of~serv1ce gas pricing

i (rather than sharply rising "market" prlclng favored by. the

' Federal Congress_aé;an incentive for producers to search for.

" new. gag ‘sqppliesl on old as well as new gas. The

,applications have evoked a classic, and ironic, confrontation

between company interests seeking higher profits through an

ekpansion of federal regulation, and regulators seeking ;d
”prﬁsgrye State prerogatives to regulate utility affairs in
the' interest of keeping -<costs to customers as low as

practicable while allowing a reasonable rate of réturn to

Vinvestorg.iz While the Commission will not condition this

order on the withdrawal by MFS and -its subsidiaries of

pending FERC applibations the Commission feels a  more

appropirate procedure and a showing of good faith by MFSH

and ité sﬁbsidiaries would be to voluntarily continue said
aﬁpliéations'ﬁﬁtil_thg Commission has been fully apprised of
the effect of sugh—épplications.

._Seventhf conéistent with_thé Cogmiésioq‘s concern
thét'Uﬁah customers of MFS arc better served ana protected by

Stéte regulation, it is noted that the recent case, Mid

Louisiana Gas Co. v. Federal. Energy Regulatory Commission,

EConsolidated. Gas Supply Corporation, V. Federai Energy

‘Requlatory Commission, (S5th Cer, Dec. 23, 1981 Slip Opinion

at 13818'to'13826),casts further doubt on cost of service gas
ahd State régulétory jufisdictiOn. The Commission feel% the
Séttlémeﬁt' would cbntracturallf bind  the. parties and
therefore avoid the adverse effects to Utah éusﬁome&s it
.foresees if Mid-Louisiana is finally construed advers ely to

Staté requlatory interests. - We also note_that the facts

|
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~involved in the present case are far different than those in

Mid-Louisiana.. The wNatural Gas._Policy Act -~of 1978 was
established to proVide.incentiveS‘for investment-and in the‘.'

present case the Utah Supreme Court has found that ratepaylngA

'customers have made the lnvestment. ThlS concept ‘that galn

follows rlsk ‘even under Mld-Loulslana reasonlng, may well.
result in profits to MFS whlch then would flow to the beneflt'
of customers. -

Hav1ng expressed its genexal regulatory phllosophy

“as it relates to the matters before it, the Comm1551on wlll-

outl;ne:xevidence, testimony, -statéments-land argument rof.

connsel upcn which the Findings, Conclusions and Order are:

{1} ‘Notwithstanding -eny langnage which might be

construed . to .the contrary in .either ‘the .agreement or

‘stipulation all .parties have. agreed on the record that

eooeptance of ,the.‘settlement ‘by the Commission in no wey
limits or affects the Commission's jurisdiction or regulatory
authority and further is not to be construed'_as _limiting‘;g
the Commission in its future regqulation of ﬁFS.

{2).  MFS, sihce its organization in.1935, and some. -

'of its predecessors, for many years. prior to that date, have

explored for hydrocarbons in the Rocky Mountain Regien. | MFS,

- Wexpro and “the. Shareholders contend that this Commission. has .
'historically:considered part of tne-exploration“program to be

‘snbject to utility regulation and part of the program-to. be,

normutility ‘and- that while this treatment. of the program has

resulted in benefits to Company customeis;_it‘has'aiSO'ceused

conflict over .the years. regarding whether the. benefits .-

received'were-SUfficient' The Division, the Conmittee:and

Consumer groups have contended that  in addltlon . to- cost of1Q

‘service gas tho profits from oil dlscovorloq, thch have not .

bheen - SUbject :to'ia - regulated  rate of return..by this.

Commission, should be utilized to reduce gas prices. -This.. .

position was in part prompted by.the




inclusion in rates of exploration as'an expense item and that -

the exploratien and 'déveiopment of " hydrocarbons . - were  all

financed-largely'from retail gas sales in Utah. On the other

hand, MES,_Wexpro and the Shareholders have maintained the '

view that. recovery of. expleration expenses in rates :did not

“constitute a -ratepayer investment and -that customers had no. -

interest- in eiplbration'properties profits.

L) Wexprd was -created in - late 1976 - as a

subsidiﬁry pfuMFS.,_The 0il properties then in the nonutility

account were - transfefred to Wexpro under the ‘Agreement “of -

Purchase and Sale; ‘the Joint Exploration Agreement (JEA) was

. established to govern drilling activities on properties of-

joint interest between the Company and Wexpro.

-{4) . Case No. 76-057-14 (Wexpro case} was commenced. -

in December‘ of 1976 when the Division .requested that the
Commissioﬁ inveétigaté the-Agreement of Purchase and Sale and
.the JEA._-The Commission entered an order on July- 20, 1977,
holding " that it -had no Hjurisdiction over the tran#fer;
Thereafter, the.Commission g;anted a rehearing to consider

‘certain modifications to the Agreement of Purchase and Sale

“and “JEA. The rehearing was held over a perioa of several.

weeks. ".On April 11, 1978, the Commission entered its;Report

‘and-Order-on'Rehearing'aﬁpfoving the Agreement of Purchase

~and_.‘Sale ~and JEA ' if. cértain amendments were ‘made. The

amendments'were'agreed to_Ey-the”Company and Wexpro.

* {5)- The Division and Committee. sought. review of

this order. before the U-rah Supreme Court. Onr May 10, 1979,

the court rendered’ its decision reversing the order and

remanding the case to the Commission for further hearings.

Committee of Consumer Services, supra, 595 P;2d.871; MFS and

Wexpro petitioned for rehearing which: was denied and
Vpétitioned- by writ of ‘certiorari- to the United :States

Supreme Court which was ‘also dénied.

D
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(6) MFS's | exploration program prior to - the

creation of’ Wexpro since’ January 1, 1977, ‘has beea‘

'successfhl MFS and 'Wexpro currently own & number of

propert1e5 as a result of that program. Proper expioitatioﬂ

of’ Lhese propertles for the beneflt of all- partles requlres E

- thelr exploratlon. ; At 1east $40, 000 000 should be spent

during - the next five years in development 'driiling}*tc .
productive gas reservoirs; larger sums are needed for -
exploratbry drilliﬁg _on-  the proﬁerties*'té‘favoidﬁﬂleaSe

explratlons ‘and develop the;r ‘potential. 'The testimdny-of

management and members of the Board of Dlrectors is that MFS
1nvestors w1ll not support a regulated exploratlon program on’

_these properties~' these witnesses also believe that a

regulated expleratlon prOgram has the potentlal £o cause’

‘problems w1th partners in the field and with 501ent1flc andt”':

technlcal employees who are essentlal to an expleratlon'

program and axe ‘in h1gh demand in the Rocky. Mountaln Reglon.

"W1tness Rosenberg testlfled that a regulated exploratlon'

program has been approved in Callfornla and has reeulted in

extens;ve drllllng ;n the Rocky Mountain Area with major oil

- companies.

(7) Witnesses for the Division”and‘Cemmittee'onﬂ

the o¢ne hand and MFS and Wexpro on the other testlfled that

'they have v1gorously pursued clalms with respect ‘to the'

proper treatment of thé properties. L1t1gat1on has alreadyf
cost the partles substantial amounts in direct costs ahd‘has'
involved proceedlngs in multlple agenc1es ‘and courts.; If the
11tlgatlon whlch to date has cost a total of approx1mately“

$4 000 000 is not resolved by Settlement, 1t is p0551ble that'

it w111 proceed for several years in several forums w1th '

. costs to the parties of add1t10n31 millions of dollars.

(8) ‘The Wyomlng Publlc Serv1ce Comm1551on and its
taff began proceedlngs deallng w1th the same 1s=ues as the

We>pro case which have now been concludcd by approval of " the-

Settlement by the Wyoming Commission.
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7(9) Durlng the litigation related to these cases

which’ ‘has arisen. following the Utah Supreme Court Oplnlon 1n

Commlttee of Consumex Servrces, sqpra, there has been

uncertalnty associated with the eventual allocatlon of costs

.and beneflte of explorat1on ‘which HFS argues has made lt

1mprudent for exploration to proceed on other than a mlnlmal

basis. WltDESSES for .all partles to the Settlement and the,
Shareholders expressed cpncern, that if litigation proceeds,

'opportunities may be lost to the detriment of all interested:

parties.. MRS witnesses testified that' raiéing 'the
substantial capital ﬁeeded td explore and develop the

propertles, because of the curxent status and uncertalnty of

the exploratlon program, if p0551b1e, would be dlfflcult and
could only be done at a hlgh cost. - These w1tnesses_ also

testlfred that _current uncertalntles_ are impairing the

ability . of MFS to employ and retain the scientific and

technical personnel essential to a successful exploration

Pprogram. Whatever Dbenefits = from the properties . are

eventually determined to be properly utilized to reduce rates

to MFS customers may not be available for several years if

litigation centinues.

(10) Recognlzlng the problems assocxated wlth

litigation, the parties, w1th the encouragement of the

Commission, . examined  the possibility of = settling -the;r

disputes. Settlement conferences began in depth in March of

1981. Mr. Roseman , a participent in the Settlement
.negotiafions,land_other_witnessesrtestified_thét the Parties
- vigorously pursued - their poeitibes, that“negotiatioﬁerwere
extremelyhteugh['reacﬁing impasse qe several occasiens, and
that the perties,intereste were negotiated at arm'sflength.

The parties retained'and utilized-well—qﬁalified and eminent

-experts in connection with decisions made and positions. taken

in negotiations.

i
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(11) The Settlement contemplates that wholly owned
affiliates of MFS will do the exploration of the properties
éOVered by:this settlement in. the futﬁre and wilLiopérate‘;

productlon .activities .en sa;d producxng propertles although

hprovxslon is- made 1n the agreement for farmouts.

{(12) Expert w1tnesses -and counsel for partles to
the settlement all urged that. the Settlement,s'approach to

the5problem of exploring and developing the properties is an -

;aeceptable,and reasohable. Mr. Roseman, for the-Divieionjahd.~
'Committee ‘favoring the Settlement, testified§7.that the
'cost-of-serv1ce gas and 011 income . from gas propertles and

' transferred propertles and royalty income and first: call on -

gas:". w;th respect .to unexplored properties are falr ‘and :

compensate.the Company {for the appropriate- benefit of its
.‘eustomere) for its interest in.the properties'while at the

.Same time.leaving MFS withrincehtives;to explorerthem. CMr. ol
" 'Roseman testified that he had some doubts7tabout,.thel
:_suffioiency of the incentives. j-However} ﬁr; _Cash,_.ﬁﬁ-‘

'”Kirsch' and - Mr. O'Leary. were of the opfnioo.:that the

incentives were sufficient. Messrs. . Roseman, Crawford,

Harmon'ahd Cash were.of the-ﬁiew that MFS investors wéuld

support the exploration program proposed by -the. Settlement, :

Messrs.- Cash and Klrsch testlfled that exploratlon department'

employees would be more wilking to: stay with Wexpro under the.

‘ Settlement than w1thout 1t.

{13} All Division ‘and - .Committee - witnesses,

1ncludlng : 1ndependent - geologists - - Ritzma ,and _~hale, |

“independent economlst Roseman and certlfled publlC accountant .

'Norman, testlfled that the conolderatlon 1nvolved Jin; thea,

transfer of propert;es from MFS to sub51d1arles was 1n thelr-

- opinion fair to MFS and its cuetomers.- Ho doliar 'value‘

. appraigsal was completed on the transferred - broperties"

MFS = customers will  receive - substantial = benefits from
costiof-service gas, from future sharing of .oil income jand -

from royalties. In addition to these benefits, customers
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wil}l have rates reduced by a One-tiﬁE'Szi'million reduection;
over-a one year period a $250,000 annual payment from Wexpro ™

to the Company for ‘twelve years and the ellmlnatlon of ‘the =

approxxmately $3 1 Mllllon annual exploratlon expense from
rates which will oceur 'in approximately .one year.

(14) - MFS and Wexpro witnesses Crawford, Harmon;'CasB

and ' Ki:sch ‘testified . that the Settlement is fair ‘and

reasonabie"*to~_MFS's; shareholders; _MFS*'s consolidated

after~tax earnings may  suffer -.an estimated - reduction of

" approximately  $15.5- million in 1981 "as a résuit ‘of ‘the

Settlement. .If 1982 oil production ang income'are_similarwtb

_1981,'efter~tax earnings in that year may be -down "by eome'$7.'
to 58 millibn-es a result of the Settlement plue thereffect"
'ot any 'royelty payments. No witness for  the- companies.
attempted to quentifyfthe-loss of income associated with-thee
{royalty payments and. no witness from the Division. ‘or
'Committee atteﬁpted to quantify past benefits to MFS or its

-shareholders of the regulatory treatment afforded MFS prior

to the Wexpro decision.

{15} . Mr. O'Leary, for the Shareholders;-thought-the

Settlement was costly to present shareholders in terms of the
'1nterests they -clammed but - favored its approval . because-“

vcontlnued lltlgatlon could damage shareholder 1nterest5 £o an -:

even greater axtent.

T t18) Although the Settlement expressly prov;des

that its terms are an integrated whole and that the benefits -
flowznglto customers ‘is to be v;ewed in total :and not.. in -
separable .unlts, the. w1tnesses of partles favoring nthenf
Settlementitestified that primary ‘individuoal elemente also..

represent fair market' value: For example, the 7% overriding.

royalty associated with exploratory properties was deemed by

- Méssré. Roseman, Ritzma -and -Hale -for the Division -and

Committee; to be fait market value  for those assets. - The -

Commission accepts  this ,expert testimony. .Witnesses.

- testified that because of .the speculative nature of

"evaluating unexplored properties, they are'tvpicallv”traded

¢
i
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in the industry on the basis of retalned rnterests such as
royalty interests. These.. propertles already ‘have on. average

16%. in royalties; hence, 7% is a. figure’ that . could well have

: been :Feached = in a typical. industry- transactlon. {.The
Company 5 rlght to receive gas-at. cost of servrce and 54% of
o net proflts From 11qu1ds produced  on. the productlve 011-

'propertles transferred to Wexpro ‘was deemed bv all expert

w1tnesses; who . addressed the . . issue - to - be - fair market
cons;deratlon for those propertles.

(17)- Wltnesses test;fled one valuable effect of |

,the Settlement is that it resolves many of the issdes 1n the

-pendlng litigation in a manmner. that HFS belleves will. allow-

the 'exploratlon program to proceed All w1tnesses -who

.addressed the issue agreed that without the Settlement all

partles ‘have dlfflculty ach1ev1ng their objectlves.u

(18) Some w1tnesses testlfled that the Settlement:
provades a better solutlon to the treatment of . the ]01nt
interest propertles than did the JEA.- All w1tnesses-for-the-
pDivision, Committee, MFS, Wexpro--and the Shareholders urged

the Commission -to approve the'Settlement-because 1t was, in

" their opinions, in the public interest.

FINDINGS OF FACT

Hav1ng revrewed the record and hav1ng con51dered
“the Settlement, the ev1dence, and havrng been fully adv1sed,'

‘the Comm1551on finds that:

_,1. MFS is. a corporatlon organlzed and exlstlng

- underx -the laws of the-State of_Utah, with its prlnolpal~place-
'of_business located at 180 . EBast First- South Street; Salt. Lake
. City, Utah. MFS is_ a ‘“gas corporatlon -and- a “publlc

' Utlllty a5 those. terms are, deflned An’ Utah Code Annotated §

54-2- 1 (1974)

2. MFS produces and‘ porchases"natural =gas;:fr0m o

fields -and pipelines in Wyoeming, Utah.. and Colorado, and

_transports: this gas.through two.major'pipeline-systems-tof

markets .in scuthwestern Wyoming and- - porthern ~and ‘central:

Utah.
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3. MFS provides natural gas service to' customers .

in ‘a Utah servfce area which . 1ncludes the Wasatch- Front,

pOrtlonS of ‘Carbon and Emery Countles, portions of the Uintah

Z_Ba51n and other - areas contlguous to  its system. " The

customers sexrved by the Compahy‘ in “dts Utah and Wquing-

service area numﬁer.approximately:400 000.

4-l'A w1ll be outlined in the follow;ng flndlngs,'

the Comm1551on accepts the. Stlpulatlon and Agreement -as meansf

of dealing. with the "Wexpro" case and related-matters. The

Commission ' .does  not and could not waive any @ of its. .

‘jurisdiction, ‘Or regulatory power  and ~authority, in ‘so

':accepting.

5. As stated in finding (1} ‘above, Mountain: Fuel. .

Supply Company is a regulated publlc utility and 1t cannot

-escape this by organlzlng itself. into dlfferent' corporate

entltles,-parent"and subsxdlary in natUre. By approving this -

Settlement and by past actlons this Commission acknowledges

“and supports - the prop051t10n ‘that MFS: may have act1v1t1es

whlch'are not limitéd to au“regulated" rate of return.'-We do

'not,r however, give up our necessary access to information
-from the pareﬁt or its - subsidiaries, or our lawfull
regulatory contrél over MFS or any of its parts in accepting

this-Settlement.

6. The Comm1351on is not entlrely persuaded that

under attractlve c1rcumstances 1nvestors w111 not support a

_ regulated.explorat;on and development;program, that such a

program will bause-problems with partrers in the. figld or

-with - the ~'ab_j.li_ty of MFS 'to keep employees; However, the

Commission finds that it 'is wvnnecessary 'to make a Ffinal

determination on this matter for the purpose “of this

procéeding.

-testlmony of w1tnesses that the parties to the Settlemcnt

v1gorously pursued - theix 7p0$lt10n5; ' negot;qtlons were'w

extremely tough, and at. arms length.

100 I appears from the statement of counsel and -
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8. The Settlements approach to the problem of

emplorlng and developing the. propertles 1nvolved in the -
..Settlement_ is  an acceptable. and reasonablex basis - for
_exploring and developing said ptepertiee and is in the tublic_

‘interest,

9. Resolutlon of the many lssues 1nvolved in this

l}proceedlng and the related pendlng lltlgatlon 19 1n the

publlc 1nterest. 7 _
10. . The Settlement wlll allow the propertles to be-

explored and developed to the beneflt of all partles. ;Tﬁe

Tlnterests of MFS and . 1ts customers 1n benef1t5 from the
'-lnpropertles are protected and reallzed in the Settlement. The

transfer of propertles is for falr market value as that value o

is typlcally determlned in the 1ndustry. Adequate beneflts
from the Settlement redound to the benefltrof eustomers of
MFS. . o .

11. The Settlement approach tq propertles and the:_

con51deratlon received for the beneflt of customers is just

- and ‘reasonable and represents falr market value. The

iuterests of MFS customers, of citizens: of. the State of Utah .

and of MFS shareholders Wlll be sérved hy approval of the___
Settlement. .
e12. "~ The Settlemerit is fair and reasonable and the .

stipulated facts in the Stipulation are-hereby_adoPted and -

approved. The- Comm1551on takes .note of the explanatlon of .;l
- .couhsel as to the parties understandlng and intent in regard‘

'_to tﬁe Stipulation and agreement as found in the record in

thlS case im so approv1ng.

13, Wexpro’ 11t1gat10n coets to the Qtate of Utah .

for’ out51de attorneys,'consultants and wltness fees exceeds"

$775 000 and it is in the publlc 1nterest that the State be'

_relmhursed for some portion from the Settlement. The

Commission finds that $400,000 from the $21,000,000 provided

for in- ‘the agreement should be paid to the Commission's

hxeeutive Secretary to establish a fund upon which claims for

‘roimbursement can be made by public entitics
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who- have been partles to thls proceedrng for re1mburqement
for out51de attorney, CDHSUlthL and witness fees. The
CommlsS;on w1ll determlne the ameunts to bc dlqtrzbuted.-

CONCLUSIONS OF LAW

Hav1ng made the fore901ng findings of fact, the

CommlsSLOn ecncludes that-

1.] These cases are properly before the Commlssron'

on motion of the D1v151on, Commlttee, M¥Ss and Weypro for an

order' approv1ng ‘the Settlement. - Additionally,r'the Wexpro'-

‘ case (Case No. 76—057—14{*15 prenerly before the Commission

on remand frem the Utah Supreme Conrt in Committee of

Consumer Servmces v Publlc Serv1ce Commlselon of Utah 595'

P. 2d 871 (Utah 19793

2. . Al hearlngs in these cases were held pursuant.

to timely and’ proper publlc notice. All partles and the
publlc ‘Were glven full opportunlty te present ev1dente and

argument with respect to the Settleément.

3. Thls Comm15°1on has jurisdiction to resolve

cases before it on the basis of a negotlated settlement whlch
has been entered 1nto by MFS, Wexpro, the. Division and the
; Committee in the case. in reviewing the Settlement, the

Commission need not decide the "isgsues disputed between the

partiee, and although the Comm1531on has con51dered certain

_alternatlves, _it need not consxder every concelvable'

'alternatlve ‘to the Settlement It is the Commiselon s duty

to -determlne whether the Settlement reasonably 'resolves_'

: 'matters about which there is a valld dlspute in a lawful

manner that comports w1th the public 1nterest. In addition

uto the publlc lnterest standard inasmuch as some aspects.of

these cases have prevlously‘been before_the_Utah'Supreme

s
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' Court, the Commission must determine whether the Settlement

;eéolves those aspects in a manner consistent -with or

permitted by the ;opinion of _thé court.  The ,Settiement

_resolves those aspects in a . manner consistent with. or
‘permitted by thgl opinion - of 'tﬁe court. }The::Séttiémeﬁt

._resdlvés the disputes between therparties‘and%ﬁhe iséqes of

the ‘remanded case in a reasonable and lawful manner that.is

donsistent_ﬁith the public interest and with the opihion of

'the,Utah,Suprgme;Cqurt‘in Committee of Consumer Servic§s,_

- 4..f Resolution of théf<coﬁtésﬁed ,issges;:and__

“.litigatioh: involved in _the Settiement is; in fhe _pub1iq

interest.

‘5. This Commission has jurisdiéti@n to revievw the

'traﬁsfer.of properties between MFS and its affiliates which

js;contémplated_by the Settlement to determine whether ‘the.
customérsl have an infereét iﬁ _the _prqperties‘ and, if sé,
wheﬁher the'transfer is in the public inféreét whether iflis
forfmarket valde and whether aépropriaﬁé beﬁefit; froﬁ'ﬁherr

transfer are in. the public interest,_,rfher Commission

" concludes that the transfer is for marketﬁvalge,‘that.ié_in

the the public ipteresﬁ and tha;”épprbpfiaté benefits redound

.'to.the'behefitfof the customers ahd MFS.

'-6,.'TherCdmmissicn's”findings and conclisions with

regard_tq_thé'trapsfer of:ptoperties'and'the-allocatibn of -

. benefits hcontgmpléted by the BSettlement, inclgding"theﬂﬁ_

'findings and‘cbnclusions_that'the;t:ansfer,of proper;ies_and‘

the allocation of benefits  are -reasonable ‘and ;fo: market

value and are in the_publicfinterést; éreﬁ;nﬁeh@ed'by,the h

Commission to. be ‘fipal and not .subject to future change

{except through ‘an appropriate &nd timely petition for .

- rehearing or judicial review). . The Commission so concludes
- because to insure the proper development of said properties, -

“ the ;paftiés mast  be_ able to rely on the finality ‘of the

findings. and conclusiens in regard to the transfer of
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properties and’ apportionment, of benefits. The Commission

also entitled to rely-oh the finality of its order.

7. The Settlement presents a reasonable, v1ab1ef'

and lawful resolutlon of the unresolved issies in all of
these cases, except rate design: and résidcntia] conservation
service issues in Case. No. 81-057-01, and ‘should bé adopted

and appreved.

B T The'-Settlemeﬁt: is an ‘agreement"beteeen"-the’a
parties and approval thereof by the Commissidﬁ doee not':'
'modlfy or ln .any way Aimit the jurlsdlctlon of the Comm1551on.
to redgitire information from the’ partles and to 1nvestigate‘” o

transactions under the Settlement in which the parties- are

involved.

" 9. By adopting and approving the Stipﬁlation{ the

Commission does not relinguish .or limit any jurisdibtionier‘

statutory authority it possesses.

10.° Under the eircumstances involved in this

proceeding, it is in the ﬁublic_interest to reimburse public

entities for a portion of'their eipenses-associated with this
and related:proceedings.'

ORDER

Having made the foregoing findings of fact and’

conclu51ons of law, the Comm1551on hereby orders that:

"ll " The motion -of the Division, Cdmmlttee;'MFS'and:'
‘Wexpro to adopt and approve the Stipulation and Agreement
- dated October 14;'1981 and to be ‘effective .August 1, 1981;

is granted ~and "the Stipulation and Agreement"are hereby .

adopted ‘and approved

‘_2} Cons;stent w1th the Stlpulatlon,.MFS shall as

soon” as is practlcable ahd in no event later than 30 days‘
follow1ng the date “of this. Order submit new schedules of
rates‘ahd-chafges which are reflected in the Stipulation and

Agreement. Theése rate reductions shall be effective from and

-after the date the new tariffs are approved by the
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-Comn1551on These rate reductions ‘and payment' of. the

' 400,000 as prov1ded in Order paragraph 5 bclow Wlll be ;

- subject to recovery by MFS 1n the event this Order is- rev15ed

'or vacated by . the Utah Supxeme Court

3.. Wlthln :30 days efter' thé' .reservé* for

exploration’ ekpense-aceouﬁt"1Ac60unt 18%—1) deficit balance’

is IEIiminated,e_HFS .shail. submit new rate schedules which

reflect'the eliminatiOn ef the'utility explofatien exéehse.--

(approx;mately $3. 1 mllllon annually system~w1de) 'ffem the

rates then ‘in effeet. The rate reductlon shall be effectlve-

from and after £he date the new rate;SChedules_ere.approved

by the'CQmmission.'ﬁThe rate reaugtianwill be sﬁbjectfto
recovery by - MES in the event this Order ie‘ reversed -or:

vacated by the Utah Supreme Court.

4. ThlS Order shall be. the flnal order of this .

_Comm1551on in Case Nos. 76 057~14 and ‘81-057~ 04; ThlS order

is also 1ntended to and ‘does resolve any and all contegencies

in flnal orders prev1ously entered by this Commission in Case

‘Nos. 77~057-03, 79-057-03, 80-057-01 and’ 81 057,01 with the

ekceptiqn-of rate design and'residential-conservation serv1ce

igsues in the latter case. "The stlpulatlon of the parties 1n7

l_ Case No. 81-057-04  shall be termlnated effectlve August l,

1981, -
5. As soon as is practicable and in ne event latet:

than 30 'days‘,follewing the dateé- of this order,. Mfs_”Shallf

 trahsmi£ 5400;000, whieh,amoﬁnt_may_be'reduced from Utah's
"portlon of the $21 OOO 000 reduétion.-ih rates, to —the
;Commlsslon Eyecutlve Secretary to be handled consxstant w1th

© the findings herein.
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DATED at Salt Lake City, Utah this 31st day of _'

December, 1981. -

Lo .‘(S'EA'L)V

Atteét:' . )

"/s/'Miliy OLVBefnard, Chéirméh

/s/ David R. IJ:'\r:i-.rua-.r Commissioner

/s/ Brent H. Cameron, Commissioner .

fs/'Jean Mowtéyﬁ Secdretary
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- EXHIBITA N
'COST OF SERVICE FORMULATION
_ FOR GAS FROM OIL RESERVOIRS _
The monthly cost of service charge directly attributable to the
sale to Mountain Fuel Supply Company of natural gas provided by

Wexpro Company from certain. properties as set forth in the
Agreement will include the following costs. (Section references are

- to the relevant portions of the Agreement to.which this exhibit is

attached.)
1.Operating Expenses, Reasonableand niecessary operating

.expenses incurred by Wexpro and allocated to the production,

gathering, treatment and disposition of natural gas. Such expenses
will include operating and maintenance expenses, administrative
and general expenses, royalties (including compensatory royalties)
and fees bdsed-.on.the -monthly level of production, and other
common business expenses; o - :

2. Depreciation. The allocatéd mbnthly depreciation expense
as computed by the unit-of-production method where applicable or
one-twelfth of any annual depréciation expensé ‘computed using
applicable depreciation methods other than the unit-of-production
method as allowed by and comiputed under the terms of the
Agreement. ' h ' :

3. Amortization and Depletion. The allocated .monthly
accrual recorded fot the billing month as amortization and depletion
of producing lands and land rights, amortization of intangible gas
plant and other amortized expenses.- : :

4, Taxes.

(a) Taxes Other than Income Taxes, Accruals recorded
for the billing month with respect to taxés other than federal and
state income taxes allocated to natural gas operations, adjustments
of such accruals for-tax expenses previously billed, and such taxes
paid but not previously billed, including any state and local income
taxes, '

(b) Federal and'State Income Taxes. Federal and state
income taxes for the billing month attributable to the investment of

’I|




Wexpro allocated to natural gas production facilities, computed by
multiplying the returnby the marginal compasite income tax rate
(section I-38) divided by 1.0 minus the marginal composite income
tax rate. B D '

. 5. Return. Retirn is computed usirig the base rate of return -
(section 1-44) as adjusted from timé to time under the procedure
specified in the Agreement, For natural gas that is produced from
enhanced recoveryfacilities to which 22% adjusthient is applicable
(paragraph I1:6(b)), thé 2% risk premium applies to those facilities
only. For natural gas that is produced from development gas wells to
which a 5% risk-adjustment is applicable (paragraph I1-8(b)), the 5%
risk premium applies to those facilities only,

The investment used as a base to which a rate of return is
applied will be computed in total for each category of investment
subject to (i) no risk premium, (ii) the 2% risk premium, and (iii) the

- 5% risk premium, and will be one-twelfth of the sum of:

__(2) The allocated, actual original investment including
'AFUDC.in wells, well facilities and plant facilities utilized or
- held for future ‘use in connection with the production,
¢ . "'gathering, treatment and disposition of natural gas and oil,
less accumulated reserves for depreciation and amortization of

;- such plant facilities; plus :

: (by-A general plant allowance calculated by multiplying
the amidunt in patrdgraph(a) above by 6.3%; plus

(c) A cash working capital allowance for each category of
investment (no risk premium, 2% risk prémium, and 5% risk
premitim) equal to 45/365 of the allocated operating expenses,
identifiéd-in section 1.above, less royalties and annualized by
multiplying the monthly amounts by 12; plus ’

~u.{d) A-eredit for the balance of accumulated deferred
incometaxes andother tax-timing reserves accrued solely asa
result of facilities. installed after July 31, 1981, for eich
category of investment (noisk premium, 2% risk premiurh, 5%
risk premium), : '

6. _Qosts, expenses and investments will be allocated only when
direct assignment cannot be made to specific products. When any

cost, expense or investment is related to the production of joint
groducts and direct assignment cannot be made, the product alloca-
tion procedure (section I-47) will be used, )

7. Page 4 of this exhibit is an example of the calculations to be
‘used for natural gas that is subject to this cost-of-service determina-
tton. The individual numbers are illystrative only and do not
represent any actual circumstances,



EXHIBIT A
SAMPLE QOST-OF-SERVICE CALCULATION
. GASSOLD BY WEXFRO T0 THE COMPANY
FROM PRODUCTIVE Ol RESERVOIRS! -
’ o o PoslJuly 311961, ¢ Post
’ . famneedBecovery. | - July 3L, 1985
. ost-- e MR - Devilogment
. - July 31, 1981 ¢ ) - ) s
Toad .. . aclities
- W AL @
Net Ploot tovestroent in Productive O Reservtirs -, © - 7000 © s
Gas Pyoduction favestmadnl. - - ¢ . S o s
. Drectly Assiableto Gas Production - . . 1019 . 800, 3
asn.ﬁ.wmmﬁm&ﬁﬁﬁ.ﬂ_ﬁé o 2 . she %
. ﬁsﬁrﬁsimﬁﬁ&&i?&ﬁ. : : $ine. - gm0 .& 560 . [
: U A ..m .
8
jr5)

|

£y
£
%
;
£
¥

F

Y8 619

PN timsa o
. LS s
hs
8

: gsﬂran%& it 452365 X {0&M |- . ur.
T 0. - Deferved incomé! un‘_aﬁ.ns_.ig‘ ‘?wacn ) . . MW.MU L m..
AL - Total lvestmient Bise for Return Calculation: "y 7,742 § 6283
B CostolServicer ' H 7 o . . , ’ -

@,
B.u

BlSat

i

. '5 s &

s 2500 $ 217 s
w1 618 57 -

“w
#x 8

[ |
wleslt

“
2
|
ilogi me . Bl om )
"
= RS gqlfm -
>
\«'. )

ey Lo 8 e[l Lee
wenl e B ow

&

P
3L Apolicalle Rated Retom = - e : wome 6o . 18008,
32 Return on Favestmient (e 11 x Bne 3112 . $ wr s B L BT S
. Feideral ncome Taxks (632 x A5 /{1 - 54) . 9 7z : 7 -8,
3. Total Monthly Cost of Service (ines Z1 + 20 + 32 + 3) 5 555 $ 49 s © $ 15

» “M -
=4
80:; @

i bznﬁ:.ﬂuqnsggui g,uﬂﬁzglgﬂhg?%aﬁ_ﬂgnﬁu& oostof ervice price for gas sold by Wexpro to the Company.
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EXRIBIT B

SAMPLE CALCULATION
PRODUCTEVE OfL RESERVOIR ACCOUNTING!

Post-July 31, 1981
Eshanced Recovery Facilities Post-
Subject toc Fuly 31,1961 Allocated
Post- . Devclopment to Cost-
July 31,1981 :Base Rate Dyilling of-Service
“Yotal m.Inﬂlm.n- of Rebarn (1} {r +Z.00%) Facikities Natural Gas
" I Net Plant Investsicot in Productiee Ol Reservoirs. 357000 800 S0 1450 2450
- Allocation of Investment
2 Directly Assignable to Products 200G " 1500 50 240 1010
3 Allacated Based oa Product Allocation 30500 3000 900 1660 8200
£ Allocated bivestment 42500 #4500 $ %50 $1240 s7210
~ 5 . Total Reversies for Month from Sale of O $ 4520 §300 § 540 $ % § 155
§ Tot! Expenses for Month $ 2500 52173 $ 207 3 % [/t
Allotaion of Expenses for Month . -
7 Directly-Assigriable to Prodiscts : 534 50 L T3 97
8 EFUEES?&R.EES: 1336 p ] 30 43 260
9 Allocares Expenses : S 3 $ = 55 $ 357
10" * Opierating Income for Month $ 189 T 3 360 s 57 $ 130
11 Federal ind Siate Income Taxes at 465825% 855 168 27 i
© 12 Netdnoome frgin Ot alter Taxes . 51264 DR $ o D) $ 6
13 Rave of Retum For Tiwvestment Recgvery ‘ 60 . 16D0%. 18.00% 2L.00%
M Retum Allocated 1o Ol Invistmend {Line 4 x line 1312 $ 61 L 560 $ 1 s xR
15 g-ﬁ?uﬁn&wﬂi?&?i»iiﬂﬂa $ 5t $ 7 s I 31 $ W
16 ° Company Portionat 54% . 319 220. . n i 9 20
[ Payment to Company {line 55._ ..mwsm_ $ 600 $ 413 313 $ 15 $ X
I8 -Restatement of Wexpro's Monthly Oil Net Income - )
9 Revenie For Manth thiy § 4520
Expenses for Month - Gil e
0 Previous Ex, ...es =14 :
2l Amount to C 500
= H&Eﬁﬂnﬁgﬁnﬁ.gs £2.743)
23 Restated Openating Income $ L7
| Tnoome Taxes it 46.828% {8y
-3 giﬁﬂo:&wﬁhﬁkﬁd& § 945

tal mhc..num..a hypothetical u_.& wsed only for demonstrating the methiod of calculating payment to the Ona.x_.a. for oil production from the productive off reservoirs, as provided in Article I of the

umonmﬁ_.gc
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LEASE A
‘Wexpeo Intevest in Lease 100.00%
Teasé Gross Revenues $10600
Wexpro Gross Revenues SH000
Royalty Rate on Wexpre's Gross TH0%
OFR on Wexpro's Gross § 70
' Before Aft