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R<\ILROAD COMMISSION OF TEXAS 
OFFICE OF GENERAL COUNSEL 

GAS UTILITIES DOCKET NO. 8664 

STATEMENT OF INTENT OF LONE STAR GAS COMPANY AND LONE STAR 
PIPELINE CO~IP ANY, DIVISIONS OF ENSERCH CORPORATION, AND ENS AT 
PIPELINE COMPA~"Y TO INCREASE THE INTR'-\COMP A.t'tY CITY GATE R-\ TE 

SECOND ORDER ON REHEARING 
NUNC PRO TUNC 

Notice of Open Meeting to consider this order was duly posted with the Secretary of State 
within the time period provided by law pursu::mt to Tex. Gov't Code !urn. §551, et seq. 

Betvreen August 29 and September 4, I 997, the parties filed motions for rehearing of the 
Commission's August 18, 1997, Order on Rehearing in this docket. Between September 12 and 
15, 1997, the parties filed responses to motions for rehearing of the other parties. On September 
23, I 997, the Commission extended the time for ruling on motions for rehearing until November 
13, 1997. The Commission has considered the motions for rehearing, the responses, and 
argument of the parties, the recommendations of Staff, the recommendations of the examiners, 
and the entire record. 

IT IS THEREFORE ORDERED BY THE RA.ILROAD COMMISSION OF TEXAS 
that the parties' motions for rehearing are hereby GRANTED IN PART and DENIED IN 
PART, as more particularly described in the following sections and in the attached fmdings of 
fact, conclusions of law, ordering paragraphs, and schedules: 

I. Issues Upon \Vhich Rehearing is Granted 

IT IS ORDERED BY THE RAILROAD COMMISSION OF TEXAS that rehearing 
is GRANTED on the following specific issues included in the parties' motions for rehearing: 

A. Motion for Rehearing of Lone Star Gas Company, et aL 

Point of Error Specific Correction, Change, or Revision 
// 

No. / Issue/Item 

7 Finding of Fact Change language of Finding of Fact No. 17 to read: 
Nos 17 and I8 "Total allocated plant in service for LSP-Excluding 

Storage is $l49,l9I,618." 

Change language of Finding of Fact No. 18 to read: 
"Total allocated plant in service for LSP-Storage is 
$45,005,317." 
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7 Finding of Fac t Delete the text of Finding of Fact Nos. 22 and 23. 
Nos. 22 and 23 

8 Finding of Fact Removing the word "advertising" from Finding of 
No . 116, Fact No. 116. 

12 Finding of Fact Add term "affiliates" to the list of entities that now 
No. 138, R-8 contains the terms ''divisions" and ''third parties" in 

R-8 in Finding of Fact No. 138. 

Include language "same class of purchased gas" in 
R-8 applies to one item, namely purchased gas in R-
8 in Finding of Fact No . 138. 

12 Ordering Add term ''affiliates" to the list of entities that now 
Paragraph No. contains the terms "divisions" and "third parties" in 
6, R-8 R-8 in Ordering Paragraph No. 6. 

Include language "same class of purchased gas" in 
R-8 applies to one item, namely purchased gas in R-
8 in Ordering Paragraph No. 6. 

14 Finding of Fact Correct Finding of Fact No. 5 to reflect that only 
No. 5 two unincorporated divisions of Enserch 

Corporation, Lone Star Pipeline Company and Lone 
Star Gas Company- Transmission, were the subject 
of this proceeding. 

14 Finding of Fact Include language to the effect that Lone Star's gas 
No. 127 cost varies substantially from month to month. 

ll. Issues Upon Which Rehearin~ is Denied 

IT IS FURTHER ORDERED that rehearing of all other issues, including all points of 
error, specific or general issues, requests for relief, or any other matters raised, proposed, or 
requested in the parties' motions for rehearing and not specifically listed, described, and approved 
for rehearing in the preceding section, is DENIED. 

lli. Revised Findin~s of Fact, Conclusions of Law 
Ordering Para~raphs, and Schedules 

IT IS FURTHER ORDERED that the revised findings of fact, conclusions of law, 
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ordering paragraphs, and schedules showing detail of the Commission-approved amounts for 
investments , revenues, and expenses attached to this Second Order on Rehearing are hereby 
APPRO\r'ED and incorporated herein for all purposes. 

IT IS FURTHER ORDERED that all proposed find ings of fact and conclusions of law 
not specifically adopted hetein are DENIED. 

SIGNED this ~day of Nov·&tM!att 1997. 

R~ILROAD COMMISSION OF TEXAS 

I disagree with the use of Lone Star's proposed service lives and salvage values and would 
have adopted the recommendation in the Proposal for De · ion on these issues . 

I disagree with the treatment of gain on the sale of the Oklahoma property. 

g:\data\gulp\wp\clg\reheamg\nunc-ord.n25 
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ATTACHMENT A 

FINDINGS OF FACT 
(As Revised on Rehearing) 

1. On October 25, 1996, Lone St2r Gas Company and Lone Star Pipeline Company, 
Divisions of Enserch Corporation, and ENSA T Pipeline Company (Lone Star or the Company) 
fikd with the Railroad Commission of Texas (Commission) a statement of intent to increase the 
intracompany city gate rate. Lone Star' s original effective date \vas November 29, 1996. 

2. Lone Star Gas Company-Transmission (LSG-T) is the operating unit of Lone Star 
Gas Company that purchases gas supplies for customers served by Lone Star Gas Company­
Distribution (LSG-D), the operating unit of Lone Star Gas Company that distributes gas 
downstream of the city gates, primarily within cities. Lone Star Pipeline Company (LSP) 
transports the gas purchased by LSG-T to the city gates of the approximately 550 communities 
served by LSG-D, and also stores gas purchased by LSG-T for future delivery to LSG-D's city 
gates. 

3. On November 12, 1996, the Commission suspended the rates for 150 days from 
the date on which the rates would otherwise go into effect. 

4. On January 22, 1997, Lone Star extended its effective date for one week, from 
November 29, 1996, to December 6, 1996. During the hearing, Lone Star extended its effective 
date to December 21, 1996; consequently, the last day for the Commission to act is May 20, 
1997. 

5. Two unincorporated divisions of Enserch are involved in this rate case; (I) Lone 
Star Pipeline, including LSP-Excluding Storage and LSP-Storage; and (2) Lone Star Gas -
Transmission. 

6. One incorporated subsidiary of Enserch, ENSAT Pipeline, was a party to the 
hearing. That entity's revenues and expenses were included in the revenues and expenses ofLSP 
-Excluding Storage. 

7. On October 25, 1996, Lone Star mailed by certified mail, return receipt requested, 
notice of the Statement of Intent to each incorporated city affected h.y the filing. 

8. From October 29, 1996, through January 5, 1997, Lone Star published notice once 
each week for four consecutive weeks in a newspaper of general circulation in each county 
containing territory affected by the proposed increase. 

9. Lone Star used a test year from July l, 1995 through June 30, 1996 . 
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10. Lone Star·s system of accounts is consistent with the! NARUC system of accounts. 
Lone Star has different account numbers for 25 of its accounts, seven percent of the total. The 
difference between systems of accounts did not unduly prejudice the parties in this hearing. 
Therefore, Lone Star's account entries are probative. 

11. DELETED 

12. DELETED 

13 . DELETED 

14. Denying the Aligned Cities' request to order Lone Star to provide quarterly 
tracking reports on the merger savings in GUD No. 8647 is reasonable because any merger -
related savings 1.-Vill be analyzed when the Company returns to file a city gate rate case three years 
after the effective date of the merger. 

15. Approval of Aligned Cities' proposal that Lone Star be required to file a study 
analyzing the potential for pipeline open access in GUD No. 8647 is reasonable. 

16. Ordering Lone Star to file a statement of intent three years after the effective date 
of the merger for consideration of the changes in the cost of service established in this case is 
reasonable because that will allow Lone Star to prepare a statement of intent using a full test year 
of post-merger data 

17. Total allocated plant in service for LSP-Excluding Storage is $149,191,618. 

18. Total allocated plant in service for LSP-Storage is $45,005,317. 

19. Adjustments of ($376,000) to the original cost of LSP-Storage stated in Finding 
of Fact No. 18 and of $253,000 to the accumulated depreciation of LSP-Storage stated in Finding 
of Fact No. 23 for a net adjustment to LSP-Storage plant in service of ($102,000) shown on 
Lines 1 and 3 of Schedule I -B are reasonable to remove the investment in the Leeray storage 
facility. The adjustment to the original cost is the sum of ($355,000) adjustment for the storage 
facility and ($2 .~,000) for the l=UShion gas. 

20. The Company is closing this facility and removing all the gas that can be removed 
from it. It will no longer be used and useful in providing utility service to city gate customers 
during the rate year. 

21. An adjustment to the requested amount of completed construction not closed of 
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($86,754) , based on the disallowance from rate base of the value of investment in this category 
which is now producing revenue, is reasonable. 

22 . DELETED 

23. DELETED 

24. It is reasonable not to adjust rate base for LSP-Excluding Storage to account for 
gains on the sale of plant because no evidence was presented to support such an adjustment. 

25 . It is not reasonable to apply an allocation factor of 69 percent that was designed 
to recognize city gate class retention, because there was no evidence introduced to compare the 
accumulated depreciation city gate customers could claim with and without the retention of 
industrial and electric generation customers on the system. 

26. A calculation of accumulated depreciation using the same overall allocation factor 
used to allocate original cost is reasonable. 

27. Allowing $80,395 CWIP for LSP-Excluding Storage, before allocation to the city 
gate, and $32,717 after allocation to the city gate, is reasonable . 

28. Allowing $10,386 for CWIP for LSP-Storage before allocation to the city gate 
and $9,891 after allocation to the city gate is reasonable. 

29. An adjustment of ($255,484) to the Company's requested CWIP for LSP-
Excluding Storage, before allocation to the city gate, is reasonable because this is the amount of 
CWIP investment completed subsequent to the test year but prior to the order that is currently 
being used to provide city gate service. 

30. An adjustment of ($33,004) to the Company's requested CWIP for LSP-Storage, 
before allocation to the city gate, is reasonable this is the amount of CWIP investment completed 
subsequent to the test year but prior to the order that is currently being used to provide city gate 
service. 

/."/ 

31. R WIP for LSP-Excluding Storage of ($156,822) before allocation to the city gate 
and ($63,819) after allocation is reasonable. 

32. RWIP for LSP-Storage of ($20,259) before allocation to the city gate and 
($19 ,293) after allocation is reasonable. 
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33 . Cash working capital of zero for LSP-Excluding Storage is reasonable. 

34. Cash working C3.pital of zero for LSP-Storage is reasonable . 

35 . Cash working capital of zero for LSG-T is reasomble. 

36. In the absence of a reliable lead-lag study which the Company had the ability and 
wherewithal to perform (particularly since the divisions of the Company participating in the rate 
case e:.1ch have only one customer) , it is reasonable to deny the Company's requested cash 
working capital component of rate base for LSP-Excluding Storage, LSP-Storage, and LSG-T 
which was derived using the one-eighth rule . 

37. Lone Star disclosed its actual procedure for paying its bills for the first time in 
filed rebuttal testimony, despite having been asked to do so by the Aligned Cities during 
discovery. Therefore, admonishing Lone Star for failing to disclose its actual settlement practices 
in a timely manner is appropriate. 

38 . DELETED 

39. DELETED 

40. DELETED 

41. Inventory of $579,662 and prepayments of $342,081 for LSP-Excluding Storage, 
after allocation, are reasonable. 

42. Inventory of $175,239 and prepayments of $103,415 for LSP-Storage, after 
allocation, are reasonable. 

43. Unrestored ITC's of ($3, 712,752) for LSP-Excluding Storage and ($1, 122,413) for 
LSP-Storage allocated to the city gate are reasonable. 

44. ADFIT of ($17,808,651) for LSP-Excluding Storage after allocation to the city 
gate is reasonable. ' 

45. ADFIT of ($5,383,786) for LSP-Storage after allocation to the city gate is 
reasonable. 

46. AD FIT of $4,182,965 for LSG-T after allocation to the city gate is reasonable. 
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73 . A (2 ,322,553) Mcf volume adjustment and a (S3,95l ,233) revenue adjustment for 
weather normalization for LSG-T, before allocation, are reJ.Sonable. 

74. A (I ,215 ,265) Mcf volume adjustment and a $622,773 revenue adjustment for 
revenues due to customer growth for LSP-Excluding Storage, before allocation, are reasonable. 

75. A (I ,215,265) Mcf volume adjustment and a S4,686,209 as a revenue adjustment 
to revenues for customer gro\v1h for LSG-T, before allocation, are reasom1b!e. 

76 . A (595,436) Mcf volwne adjustment and a (S I ,204,699) revenue adjustment for 
LSP-Excluding Storage to reflect the transfer of gathering facilities , before allocation, are 
reasonable. 

77. A ($3 ,4 78, 157) adjustment before allocation to revenue for the restructuring of the 
affiliate transaction is reasonable. This adjustment is required to account for changes to the test 
year revenue figures that will be in place during the rate year. Severing into GUD No. 864 7 any 
consideration of refunds of test year overcharges caused by the affiliate transaction is reasonable. 

78. A $3,159,316 adjustment before allocation for LSP-Excluding Storage to other 
revenue to account for revenues from rent of gas property and other gas revenue and to exclude 
revenues due to the transfer of facilities to EPI is reasonable. 

79. Approving Aligned Cities' proposed standby revenue credit to LSP-Storage of 
($1, 183,238), after allocation, is reasonable. This adjustment includes revenue the Company 
receives from its non-city gate storage customers. The costs to the Company of providing this 
service affect the costs borne by the city gate customers; therefore, it is reasonable to reduce LSP­
Storage cost of service to account for them. 

80. · An adjustment of ($7,731 ,248) to LSG-T before allocation to recognize revenue 
differences due to changes in the Company's gas cost adjustment mechanism is reasonable. 

81. DELETED 
,..~-: 

82. A ($7,040,764) adjustment to LSP-Excluding Storage expenses before allocation 
to reflect the transfer of gathering facilities to Enserch Processing, Inc. is reasonable. 

83. Denying the Company's requested inflation adjustment to O&M expenses for LSP-
Excluding Storage is reasonable. Revenue attrition due to inflation is one of the few incentives 
for regulated monopolies to cut costs. Allowing adjustments for inflation in regulated utilities 
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rate filings eliminates one of the few market forces to which such utilities are subject. The 
requested inflation adjustments should also be denied because the r:1te of inflation during the rate 
ye:::tr cannot be knov·m or measurable. 

84. An adjustment to LSP-Exc!uding Storage O&M expenses of ($1 ,681 ,993) before 
allocation is reasonable to exclude the Company's requested inflation adjustment. 

85 . An adjustment to LSP-Storage O&M expenses of($127,325) before allocation is 
reasonable to exclude the Company's requested inflation adjustment. 

86. An adjustment to LSG-T O&M expenses of ($91 ,804) before allocation to exclude 
the Company's requested inflation adjustment. 

87. It is reasonable include a special labor adjustment of only the amount actually 
awarded as salaries during the test year to specific employees. A generally-stated increase to 
labor expenses, without evidence indicating which employees' salaries will be increase by what 
amounts, is not a reasonable adjustment to labor expenses. 

88. A ($530,467) adjustment before allocation to the Company's requested special 
labor adjustment for LSP-Excluding Storage is reasonable. 

89. Total depreciation expense for LSP-Excluding Storage of $8,441,771 after 
allocation and total depreciation expense for LSP-Storage of $1,858,612 after allocation are 
reasonable. 

90. DELETED 

91. DELETED 

92. Because it provides a more accurate estimate of the actual consumption of 
property, the ELG depreciation procedure requested by Lone Star is reasonable. 

93. The service lives and salvage values proposed by Lon~ Star are reasonable. 

94. R;imbursed retirements should be treated according to the procedure prescribed 
in the NARUC System of Accounts. 

95. DELETED 

96. The number of employees, level of overtime ~xpenses, and severance payments 
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• must be annualized and normalized to eliminate anomalous, unusual , or extraordinary events 
during the test year. 

97. Because the Company capitalizes a portion of its labor expense, it is reasonable 
to apply a capitalization factor of 19.32 percent to the labor expenses to produce the adjustments. 

98 . The annualization and normalization adjustment for LSP-Excluding Storage labor 
expenses is ($1 ,433,957) before· allocation to the city gate. 

99. The annualization and normalization adjustment LSP - Storage is ($86,466) for 
before allocation to the city gate. 

l 00. The normalization and annualization adjustment to labor expenses for LSG-T is 
($112,165) before allocation to the city gate. 

101 . The number of employees of the Company declined from 663 at the end of the test 
year to 650 on November 1, 1996. 

102. The Company's overtime factor fluctuated between 3.67 and 5.93 percent during 
the period of time from 1994 to the end of the test year. 

103. The average overtime factor for the last thirty months is 5.079 percent. 

• 104. The Company had severance expenses of$70,274 for 1993, $0 for 1994, $629,110 
for 1995, and $116,193 for the first six months of 1996. $367,934 of the 1995 severance 
expenses were included in the test year. 

• 

105. The number of support employees declined from 636 at the beginning of the test 
year to 525 at the end of the test year. 

106. · An expense capitalization factor of 19.32 percent is reasonable. 

107. It is reasonable to require the Company to externally fund other post employment 
benefits (OPEB) expenses. 

/../ 

l 08. Requiring the Company to place amoWlts recovered through rates for OPEBs in 
an irrevocable external trust fund is reasonable to ensure that: 

a. the Company does not over-recover ratepayer supplied capital collected; 

b. the fWlds will be available to pay benefits when required; 
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c. the costs of administering the program are kept low and the 
funds collected from ratepayers are kept separately so that they can 
be returned to ratepayers if the fund is ended or if the Commission 
orders the funds returned. 

109. It is reasonable to impose the following requirements on the Company concerning 
the administration of the fund: 

a. the fund shall be established \vi thin six months of the date of the 
order; 

b. the fund shall be dedicated strictly to the payment of OPEB 
expenses; 

c. the fund shall receive deposits monthly and the plan should, to 
the extent permissible by federal ta"< laws, provide for the 
deduction of contributions and allow earnings to accumulate free 
from taxes. 

110. Approving the Company's requested conversion from pay-as-you-go accounting 
to accrual accounting under Financial Accounting Standards No. 106 is reasonable. Accrual 
accounting provides a more appropriate matching between incurring of costs, recovery of revenue, 
and the provision of service by employees. 

111. . Allowing the Company to recover the transition obligation for LSP-Excluding 
Storage, LSP-Storage, and LSG-T over time is reasonable because this procedure: 

a. recognizes that the accounting change was imposed on the 
Company by the Financial Accounting Standards and the Company 
had no notice that pay-as-you-go would be insufficient after the 
change; 

b. insures the fmancial integrity of the Company is not diminished 
by~. the change in accounting practice; ' 

c. gives due consideration to the change caused by F AS 1 06; 

d. spreads the impact of the change over an extended period, 
reducing the effect on ratepayers. 

10 
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112. DELETED 

113. Denying Aligned Cities· proposed 1.5 percent and ($6,039) medical cost trend 
adjustment is reasonable because there was no evidence to support a conclusion that the 
Company's medical cost trends assessment was incorrect. 

114. Adopting the Aligned Cities proposed reduction of $0.32 per dollar reduced from 
payroll for LSP-Excluding Storage, LSP-Storage, and LSG-T, to account for a decrease in 
employees since the end of the test year is reasonable. 

115. Approving payroll expense for LSP-Excluding Storage, LSP-Storage, and LSG-T 
in the amounts detailed in the attached schedules is reasonable. 

116. A ($743,660) adjustment before allocation and ($302,632) after allocation for LSP­
Excluding Storage is necessary to remove customer accounting expenses and sales expenses that 
are not associated with city gate customers. 

117. An adjustment of ($178,703) to Account No. 93003, Industry Association Dues, 
is necessary in order to exclude dues that are used in part to support lobbying activities. 

118. DELETED 

119. DELETED 

120. It is necessary to make the ($743,660) adjustment before allocation to the city gate 
stated in Finding of Fact No. 116 to remove costs of the Company's Marketing Group, which 
works exclusively with the Company's distribution system industrial customers, from the expenses 
to be recovered from the city gate residential and commercial customers. The Marketing Group 
does not provide services useful to the city gate, and therefore its exclusion from the cost of 
service on which return is permitted is reasonable. 

121. DELETED 

l21A. 19-e 0 & M expenses for LSP-Excluding Storage, LSP-S,torage, and LSG-T sho\Vll 
in attached Schedules 1-A, 1-B, and 1-C are reasonable. 

122. The federal income tax expense for LSP-Excluding Storage is $3,823,939 as 
demonstrated in Schedule 1-A; federal income tax expense for LSP-Storage is $1,651,921, as 
demonstrated in Schedule 1-B; federal income tax expense for LSG-T is $3,116,940, as 
demonstrated in Schedule 1-C. These amounts are reasonable. 
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123. Ta'<es other thn.n income for LSP-Excluding Storage are $3,359,568, as 
demonstrated in Schedule 1-A; ta'<es other than income for LSP-Stora!Ze are $763,132, as 
demonstrated in Scheduk 1-B; ta'<es other than income for LSG-T are $928,295, as demonstrated 
in Schedule 1-C. These amounts are reasonable .. 

124. An adjustment of $622,773 to expenses for LSP-Excluding Storage is necessary 
to account for increased costs due to customer grov .. 1h. 

125. An adjustment of $4,686,209 for LSG-T is necessary to account for increased 
expenses due to customer gro\.vth. 

126. The city gate revenue requirement for LSP-Excluding Storage as demonstrated in 
Schedule 1-A; city gate revenue requirement for LSP - Storage as demonstrated in Schedule 1-B; 
and city gate revenue requirement for LSG-T as demonstrated in Schedule 1-C are reasonable. 

127. Gas cost is the most significant expense of a gas utility. Lone Star's gas cost 
varies substantially from month to month. It is permissible to set gas cost at a level that becomes 
a part of the cost of service. To simply set a base price of gas in this order would not be 
reasonable, because that would allow overrecovery from ratepayers if the price of gas fell below 
that level and would result in underrecovery if the market price rose above the set level for a 
sustained period of time . 

128. Modifying the existing Gas Cost Adjustment Clause from GUD No. 3543 to add 
a periodic reconciliation procedure conducted at 36 month intervals is reasonable. 

129. Reviewing and applying in this docket only those standards that are required to 
determine the appropriate prospective gas cost recovery mechanism is reasonable. 

130. - Severing all issues related to refunds for gas cost recovered in past periods and 
through the date this order is signed from this docket and reserving such issues for consideration 
in GUO No. 8647 is reasonable. 

131. ~~vering all issues related to purchasing and contracting' practices through the date 
this order is signed and reserving them for consideration in GUD No. 8647 is reasonable. 
Periodic reconciliation is reasonable. 

132. 1n accordance with the Company's projected WACOG from 1997 through 2003, 
a base rate cost of gas component of $2.20 per Mcf is reasonable. 

12 
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133 . DELETED 

l34. DELETED 

135. DELETED 

136. The Company buys some gas from affiliates . It is reasonable to impose restrictions 
on the Company that force it to comply \Vith the statutory standard for affiliate transactions. 

137. DELETED 

138. Imposing the follo'Wing pricing restrictions on the GCAC is reasonable: 

R-1 DELETED 

R-2. DELETED 

R-3. DELETED 

R-4. DELETED 

R-5 . DELETED 

R-6. DELETED 

R-7. DELETED 

R-8. affiliate purchases may be included at the lowest price charged by the 
affiliated supplier to other divisions, affiliates, or third parties for the same 
class of purchased gas; 

R-9. spot purchases made to cover imbalances to transportation customers may 
not be included; 

--:---· 

R.:io. the duplicative approximately $0.58 per McfNGPA §311 transport 
fee component for LSGCOT/ONEOK purchases may not be 
included; 

R-11 . any other similar double charges for transportation due to an NGPA §311 
rate charged for service that is implicitly contained in the city gate rate, or 
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any oth~r cause, may not be included; 

R-12 . charges under the LSGCOT/ONEOK contract may be included at 
LSGCOT' s actu:1l cost; 

R-13. charges by affiliates of any margin above the affiliate ' s cost of gas may 
not be inc! uded; 

R-14 . take-or-pay payments to affiliated companies may not be included unless 
Lone Star obtains the approval of the Director of the Gas Services Section 
in writing prior to inclusion, i.e., Contract No. 3708, Enserch Exploration, 
Inc .; and 

R-15 DELETED 

139. It is reasonable to require Lone Star to file a reconciliation application with the 
Commission every 36 months to seek a Commission determination of the reasonableness and 
necessity of its gas purchases during the prior 36-month period. The Commission may order 
surcharge or refund, as appropriate. The first such proceeding shall be initiated 36 months from 
the date this order is signed. 

140. It is not necessary in this case to rule on the prudence of past gas purchase 
practices in order to set a going forward gas cost recovery mechanism. Therefore, it is not 
necessary to find that the Company requested "no hindsight" standard is a necessary standard for 
determining the prospective gas cost and gas cost recovery mechanism. The appropriate standard 
for. determining the reasonableness and necessity of historic gas cost is an issue which will be 
considered on an expedited basis in GUD No. 8647. 

140A. The current GCAC should be modified to include a LUG/CUG factor of .9890. 

141. DELETED 

142. DELETED 

/.,; ' 

143. DELETED 

144. DELETED 

145. DELETED 
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146. DELETED 

14 7. Comparison to other L DCs is a proper stmdard for determining the appropriate 
gas cost to be included in the Company' s GCAC, particularly in determining the reasonableness 
of the examiners proposed $2.20 base cost of gas and restructured GCAC. 

148. Lone Star failed to present evidence that the prices charged by its affiliate suppliers 
'vvere no higher than the prices the supplying affiliate charged to other affiliates or to unaffiliated 
third parties. 

149. Approving Restriction R-8 which permits the Company to include affiliate 
purchases at the lowest price charged by the affiliated supplier to other divisions or third parties 
is necessary to ensure the Company complies with the affiliate transaction standard. 

150. Lone Star 's current GCAC formula, limited by the restrictions stated in Finding 
of Fact No. 138 and modified to include a requirement that Lone Star seek reconciliation of its 
gas costs passed through its GCAC in a periodic docketed reconciliation proceeding before the 
Commission, is reasonable. 

151. Application of any other standards for gas cost recovery should be considered in 
GUD No. 8647 . 

152. Lone Star's average three day peak volwne for the city gate is 1,654,508 Mcf. 

153. The use of the three consecutive weekday average peak occurring on January 31 
through February 2, 1996 is reasonable because use by transportation, industrial, and electric 
generation customers drops on weekends. Using a weekday peak period gives a more accurate 
picture of the use of pipeline capacity. 

154. Excluding intra-hub and short-term transactions in determining the three-day peak 
volumes results in an average gross peak day volume of 3,081,017 Mcf. 

155. The city gate total annual throughput is 136,097,803 Mcf. 

..... ~-

156. DELETED 

157. Residential and commercial customers of LSP-Excluding Storage consume 27.69 
percent of the volwnes transported by the pipeline. 

158. DELETED 
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159. DELETED 

160. DELETED 

161. DELETED 

162. Cushion gas is required for both seasonal use of storage and high ddiverJbility 
withdrawals on peak days. 

163. The Company's classification of storage expenses to either fixed or variable 
components is reasonable. 

164. Equal division of LSP-Storage investment and expenses to deliverability and 
seasonal components is reasonable. 

165. The Staffs proposed allocation methodologies for LSP-Excluding Storage, LSP­
Storage, and LSG-T appropriately ascribe costs to the class of customer for whose benefit those 
costs are incurred. 

165A. Approving Aligned Cities' proposed revenue credit to LSP-Excluding Storage City 
Gate Residential and Commercial customer class of a portion of Lone Star's short-term and 
intrahub revenues, allocated using Staffs proposed allocation factors, will insure that neither LSP 
nor any class of customers is advantaged or disadvantaged by the provision of short-term and 
intrahub service and is consistent with the exclusion of short-term and intrahub transactions in 
the calculation of Staffs allocation factors for LSP-Excluding Storage. 

166. DELETED 

167. It is reasonable to allocate "other investment", except cash working capital, 
between LSP~Excluding Storage and LSP-Storage using general plant allocation factors of 88.56 
percent for LSP-Excluding Storage and 11.44 percent for LSP-Storage. 

168. DELETED 

169. The present design capacity of Lone Star Pipeline was not placed in the record in 
this proceeding. 

170. The Company does not maintain records of customer interruptions. 

171. DELETED 
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172. DELETED 

173. DELETED 

174. DELETED 

175. DELETED 

176. DELETED 

177. DELETED 

178. DELETED 

179. The Company's proposed rate design provides for guaranteed recovery of a 
substantial portion of its revenue requirement. 

180. The Company's proposed rate design contains eight pages of text and nine pages 
of calculations. Only after performing all nine pages of calculations could a customer determine 
the city gate rate. 

181. The Company's proposed rate design contains 44 separate acronyms for the 
numbers being calculated. 

182. The Company's Fuel and Lost Adjustment Tracker, the FLAT, and Storage Fuel 
Adjustment Tracker, the SFAT, contain 27 separate acronyms. 

183. The Company's proposed rate design does not consistently use the same term to 
describe the same item throughout its text and schedules. 

184. The text describing the Company's rate design and the schedules showing the 
calculation do not use consistent terms for the various elements. 

185. The protest procedure in the Company's proposed rate design allows only ten days 
after the filing dr the monthly tariff in which to protest. The monthly tariff is filed in the month 
preceding the month in which it will be in effect. Therefore, a customer would not know the 
effect the tariff had on her bill until substantially after the expiration of the protest period. 

186. The Company's proposed FLAT and SF AT formulas contain flaws that render any 
calculation using them erroneous and are so complex that the Company's own experts cannot 
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perform them. 

187. DELETED 

188. DELETED 

189. DELETED 

190. Extending the protest deadline to 60 days and provide for reconciliation of gas 
costs every 36 months is reasonable. 

191. The Company failed to present evidence that its proposed MivfBtu/Mcf conversion 
was reasonable. 

192. DELETED 

193. Approving a rate design composed of a base rate margin of $0.3227 for LSP­
Excluding Storage, $0.0878 for LSP-Storage, and $0.1185 for LSG-T and a PGA composed of 
Lone Star's current GCAC as modified by the 8 Restrictions and the LUG/CUG expansion factor 
of .9890 is reasonable, because it permits a predictable recovery of revenue plus mechanism for 
preventing over-recovery of gas costs . 

194. Rate case expenses as demonstrated on Schedules VIII and VIlLA. are reasonable 
and necessary. 

195. DELETED 

195A. DELETED 

196. . DELETED 

197. It is reasonable to sever for consideration in GUD No. 8647 the following: 

A. consideration of the reasonableness and necessity of all 
Lone Star's gas costs and gas purchase practices and the 
application of its PGA (GCAC) from the date of the final 
order in GUD No. 3543 through the date the Order is 
signed in this case; 

B. all issues related to refunds due to ratepayers from any 
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Lone Star overrecoveries from any source from the date of 
the final ord~r in GUD No. 3543 through the date the order 
is signed in this case; 

C. consideration of all issues related to refunds related to the 
double assessment of transportation charges to city gate 
customers for gas.purchased by Lone Star Gas Company of 
Texas from ONEOK between July I, 1991 , and the date the 
Ordl!r is signed in this case; 

D. DELETED 

E. DELETED 

F. All other reconciliation and refund issues; 

G. All rate case expenses estimated for the conclusion of this case as of 
April 14, 1997; 

H. Whether Lone Star should be required to convert immediately to using the 
NARUC System of Accounts nwnbering system; and 

I. Lone Star's study regarding the potential for open access and unbundling. 

198. DELETED 

CONCLUSIONS OF LAW 
(As Revised On Rehearing) 

1. Enserch Corporation, including its unincorporated division, Lone Star Pipeline 
Company, and Lone Star Gas Cornpany·Transmission, an operating unit of its unincorporated 
division Lone Star Gas Company, and ENSAT Pipeline Company are gas utilities, as defmed in 
§ 1.03(3) of G~_, Utility Regu!atory Act, TEX. REV. CIV. STAT. ANN. art. 1446e (GURA) 
(Vernon Supp. 1997) and are therefore subject to the jurisdiction of this Commission. 

2. The Commission has jurisdiction over Lone Star's application, pursuant to GURA 
§§2.01 and 5.08. 

3. Lone Star's filing and its customer and public notice comply with the requirements 
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of §5.08 of GURA. 

4. Recognizing the presumption that Lone Star's expenses and in vestments as 
recorded on its books and records were reasonably and necessarily incurred complies with 16 
TEX. ADMIN. CODE §7.58 . 

5. DELETED 

6. As reflected in the findings of fact, Lone Star failed to meet its burden of proof 
to justify its proposed rate increase as required by GURA §5.04. 

7. The recommended treatment of investment ta"< credits in rate base, described in 
the findings of fact, complies with the requirements of §4.0l(e) of GURA. 

8. The advertising expense described in the findings of fact meets the requirements 
of 16 T.A.C. §7.56 and GURA §4.04. 

9. The uncontroverted components of the Company's cost of service are reasonable 
and necessarily incurred, pursuant to 16 TEX. ADMIN. CODE §7.58. 

10. DELETED 

11. The operations and maintenance expense, depreciation and amortization expense, 
taxes other than income ta."<eS expense, federal income ta."< expense, interest Orl customer deposit 
expense, and return set out in the findings of fact and reflected in the attached Commission 
schedules are reasonable and necessary, in compliance with dURA §5.06. 

12. The Company's Gas Cost Adjustment formula, as modified in the findings of fact, 
meets the criteria of 16 TEX. ADMIN. CODE §7.55. 

13. The lost and unaccounted for gas factor described in the findings of fact, complies 
with the definitions, procedures, and limitations of 16 TEX. ADMIN. CODE §7.52. 

14. !Jle depreciation expense recommended in the findings of fact complies with 16 
TEX . ADMIN. CODE §7.51(a) and GURA §4.0l(b). 

15. The shared or common plant, revenues, expenses, ta."<es, and reserves shown in 
Schedules 1-A, l·B, and 1-C are apportioned fairly and justly, in compliance mth 16 TEX. 
ADMIN. CODE §7.5l(b) and (c). 
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16 . The amount of CWIP recommended for inclusion in invested capital rate base in 
Findings of Fact Nos. 27 and 28 represent investment already placed in service and do not 
properly come within the definition of C\VlP in 16 Tex. Admin. Code §7.48 and GURA. 
§5.05(b). The remaining portion of the Company' s request for inclusion of C\VlP in rate base 
does no t comply with 16 TEX. ADM !~. CODE §7.48 and §5 .05(b) of GURA .. 

17. The Company met the filing requirements of 16 TEX. ADMIN . CODE §7.50. 

18. The Commission's approved transfer of Enserch Administrative and General 
expenses to the City Gate, as described in the findings of fact, complied with 16 Tex. Admin. 
Code §7.51(b) and (c). 

18 A. Lone Star failed to meet its burden of proof that its affiliate gas purchases met the 
standard for affiliate transactions of GUR.P.. §5 .06(c). 

19. The rates and rate design reflected in the findings of fact and in the attached 
Commission schedules and attachments are just and reasonable, not unreasonably preferential, 
prejudicial, or discriminatory, but are sufficient, equitable, and consistent in application to each 
class of consumers, in compliance with GURA §5.02(a). 

20. The overall revenues reflected in the findings of fact and in the attached 
Commission schedules will permit Lone Star a reasonable opportunity to earn a reasonable return 
on its invested capital used and useful in rendering service to the public over and above its 
reasonable and necessary operating expenses, as required by GURA §5.03. 

21 . The rate case expenses recommended in the findings of fact are reasonable and 
comply with 16 TEX. ADMIN. CODE §7.57. 

ORDERING PARAGRAPHS 
(As Revised on Rehearing) 

IT IS THEREFORE ORDERED that Lone Star's requested revenue increase and rate 
design are DENIED. 

/ :': 

IT IS FURTHER ORDERED that the rates and rate design reflected in the findings of 
fact and conclusions of law and in the Examiners' Schedules are APPROVED. 

IT IS FURTHER ORDERED that Lone Star's city gate rate shall be set at base rate 
margins of $0.3227 for LSP-Excluding Storage, $0.0878 for LSP-Storage, and $0.1185 for 
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LSG-T; a base rate! gas cost component of $2.20 per Mcf; and the current GCAC, as modified 
in the findings of fact. 

IT IS FURTHER ORDERED that LSP-Excluding Storage, LSP-S torage, and LSG-T 
SHALL each file with the Gas Services Division of the Commiss ion \vithin 20 days of the date 
this Order is signed three copies of a tariff complying with the requirements of this Order. The 
Gas Services Division Staff SHALL review the tariff and, no later than the tenth day after the 
tariff is filed, SHALL forward one copy of the tariff to the examiners with a statement whether 
the tariff complies with this Order and should be approved or do~s not comply with this order 
and should be rejected. No later than the tw entieth day after the tariff is filed, the examiners 
shall notify Lone Star in writing whether the tariff is ap.proved or rejected . If the examiners 
reject the tariff, the written notice shall include the reasons for rejection. Within ten days of the 
date of the notice of rejection, LSP-Excluding Storage, LSP-Storage, and LSG-T each SHALL 
file three copies of a tariff correcting the deficiencies noted by the examiners, with the same 
procedures and deadlines for response and notice to apply to the corrected tariff. 

IT IS FURTHER ORDERED that the Staff of the Regulatory Analysis and Policy 
Section of the Gas Services Division of the Railroad Commission is hereby authorized to approve 
the reporting format for the MGCA filing filed by Lone Star. 

IT IS FURTHER ORDERED that Lone Star shall continue to recover gas costs under 
its existing GCAC approved in GUD No. 3543, limited by the following restrictions: 

R-1 DELETED 

R-2. DELETED 

R-3 . DELETED 

R-4. DELETED 

R-5. DELETED 

R-6. DELETED 
/ 

R-7. DELETED 

R-8 . affiliate purchases may be included at the lowest price charged by the 
affiliated supplier to other divisions, affiliates, or third parties for the same 
class of purchased gas; 
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R-9. spot purchases made to cover imbalances to transportation customers may 
not be included; 

R-1 0. the duplicative approximately $0 .58 per .tvfcf NGPA §311 transport fee 
component for LSGCOT/ONEOK purchases may not be included; 

R-11. any other similar double charges for transportation due to an NGPA §311 
rate charged for service that is implicitly contained in the city gate rate, or 
any other cause, may not be included; 

R-12 charges under the LSGCOT/ONEOK contract may be included at 
LSGCOT' s actual cost; 

R-13 . charges by affiliates of any margin above the affiliate's cost of gas may 
not be included; 

R-14. take-or-pay payments to affiliated companies may not be included, unless 
Lone Star obtains the approval of the Director of the Gas Services Section 
in wTiting prior to inclusion, i.e., Contract No. 3708, Enserch Exploration, 
Inc. (WTU Ex. 44, p. 001; AC Ex. 151, p. 1); and 

R-15 DELETED 

IT IS FURTHER ORDERED that Lone Star shall collect rate case expenses as detailed 
in the attached Schedules VIII and VIlLA, through a surcharge to ratepayers and such rate case 
expenses shall be amortized over a 24-month period. 

IT IS FURTHER ORDERED the Lone Star shall establish an external trust for OPEB 
expenses within six months of the date of this Order. This external fund SHALL be dedicated 
strictly to the payment of OPEB expenses. This fund SHALL receive deposits monthly. The plan 
SHALL to the extent permitted by federal ta"< laws provide for the deduction of contributions 
and SHALL allow earnings to accumulate free from taxes. 

IT IS fURTHER ORDERED that Lone Star shall convert from pay-as-you-go 
accounting to accrual accounting under Financial Accounting Standards No. 106. 

IT IS FURTHER ORDERED that Lone Star shall recover the transition obligation over 
a 20-year amortization period. 

DELETED 
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• IT IS FURTHER ORDERED that Lone Star is admonished for failing to disclose its 

• 

• 

actual settlement practices in a timely manner. 

IT FURTHER ORDERED that the following issues be severed and considered in GUD 
No. 8647: 

1. consideration of the reasonableness and necessity of all 
Lone Star's gas costs and gas purchase practices and the 
application of its PGA (GCAC) from the date of the final 
order in GUD No. 3543 t~ough the date the Order is 
signed in this case; 

2. all issues related to refunds due to ratepayers from any 
Lone Star overrecoveries from any source from the date of 
the fmal order in GUD No. 3543 through the date the order 
is signed in this case; 

3. consideration of all issues related to refunds related to the 
double assessment of transportation charges to city gate 
customers for gas purchased by Lone Star Gas Company of 
Texas from ONEOK between July 1, 1991, and the date the 
Order is signed in this case; 

4. DELETED 

5. DELETED 

6. All other reconciliation and refund issues; 

7. All rate case expenses estimated for the conclusion of this case as of 
April 14, 1997; 

8. Whether Lone Star should be required to convert immediately to using the 
NARUC System of Accounts numbering system; and 

/. 

9. Lone Star's study of the feasibility of extending open access and 
unbundled services. 

IT IS FURTHER ORDERED that Lone Star shall file a statement of intent three years 
after the effective date of the merger for consideration of the changes in the cost of service 
established in this case. Lone Star's filing SHALL include full and complete documentation of 
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• all merger savings. 

• 

• 

IT IS FURTHER ORDERED that Lone Star shall file with the Commission every thirty­
six months beginning from the date this Order is signed for an application for a reconciliation 
proceeding to demonstrate that its gas costs are reasonable and necessary. The Commission may 
order surcharge or refund, as appropriate : 

IT IS FURTHER ORDERED that all proposed findings of fact and conclusions of law 
not specifically adopted herein are DENIED. 

g:\dat.a\gul p\ wp\clg\reheamg\NUNC -F 0 F .N25 
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REVENUE REQUIREMENT CALCULA TON 
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SCHEDULE f·C- SECOND ORDER ON REHEARING NUNC PRO TUNC 

GAS UTILITIES DOCKET NO. UU 

STATEMENT OF INTENT OF LONE STAR 

REVENUE REQUIREMENT CAL CULit TON 

L.SG-T 

TOT -'I. IYSTfl.l COSTS 

COI.IP.o.HV COI.IPAHY COUUISSIOH COI.IUISS.ON 

}.I)JVST UEHT S I'AOf'OSED ADJUSTI.IENTS APPROVED 

f Q H 

l10l, l10,1t'l {12.11l .704) l~lli , IICll 

UOl,IIO,IU fn .an. 7&-~l Ut.2ll.110a 

llao,l:W (llao,ll4) 10 

1-4.111.11115 10 14.112.1165 

14,:!6l,ltt flll0.7l-4) I<.UI,i6S 
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~00% 14,400,464 (114l,l4?) UU1,11l 

100 00% I10,$1Q,41$ (lto6a _6,.) IU<I,Ill 

41110% 151.20l,101 (II ,:!<IUU) 14t.IH2,01t 

l 00% n.a~.<M (141011) n.~.•11 

~00% Ul.~l. IM f11 ,1~.l $i) Ut,lt0.4ll 
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UETHOOOlOGIES PERCENTAGES CITY GAT£ RATES 

COUPAHY COUIAtSSJOII COUPAJtY COlHAIS:iiOU C01,4PAUY COUIAtSS~I 

I.IETHOO I.IETHOO 'to ... PROPOSED APPROVED 

I( 1.1 H 0 

100 OO'A 10000'A IIOl .IIODtl ltt.lli.I!Oa 

1101.110 6tl lit.l11.90S 

11<152% ad ~1 '4 1)19411 10 

100 OO'A 100 00'.> 14.1U,II65 J.4 .1tl .ll65 

lqll ,ll6 H ,IUII65 

10000% 10000% 1106,12) 061 110),420 Ill 

100 00'4 100 00',l, 1619 45t 

1101 242,517 IIOU42 527 

"t5'.4 '' 91'4 ll t71 ,4~ 11.110.)61 

"91" ne~·;. 1134.470 1132,)16 

89 i~\1 99 t~'A ~l'i1 ,lU Uls.<,ltt 

9H~% e9 &~·.- 11 0 ~~ . lSI lt.UI.Oal 

89 i5" ti'il'-' Ill , IIi Oil l<i ,lll IM 

U85'A ii il•.< Jl . lll:t41 U,OG7,42l 

e9 t~·-- gg 9~% lll.lii ,IH U1 .145.SS7 
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1101,20,510 1107,293 110 

7 7611 l76'll. 

1<0% • •0% 

11 IXrA tOI-4~ 

iII% lll'll. 
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