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Far Applicants

STATEMENT

BY THE COMMISSION:

By Application filed June 23, 1987, K N Energy, Inc., and its
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wholly-owried subsidiary Rocky Mountain Natural Gas Company { RMNG
Company), and RMNG Company's wholly-owned subsidiary, Trans-Colorado
Pipeline Company (Trans-Colorado), (hereinafter referred to collectively
as Applicants) requested this Commission to authorize a number of
actions. They desire (i) to restructure K N and its affiliates along
functional lines, including as necessary, {A) the transfer of assets,
1iabilities and operations; {(B) the transfer of certain certificates of
public convenience and necessity {(certificates) and the division of other
such certificates; (C) the redescription and reissuance of the
certificates, (ii) the approval of a plan to amortize an acquisition
adjustment; (iii) the approval of the resulting tariff provisions which,
as the result of an Amendment to Application discussed below, will result
in reductions in the commodity component of the rate end to Western Slope
Area consumers 1in the amount of 28.6 cents per Mcf; and (iv) that these
transactions be approved for accounting purposes as of January 1, 1987.

As requested by this Commission, Applicants served copies of the
Application on the Office of the Consumer Counsel (0CC). By Notice of
Application filed Dated July 2, 1987, we notified all persons, firms, and
corperations whom we thought might have an interest in the Application of
its pendency before us. Time for intervening or otherwise participating
in this proceeding expired on August 4, 1987. HNo one has intervened and
except for an Amendmend to Application which has been agreed to by OCC
and Applicants, no other pleadings have been filed. As matters stand,
the case is agreed and unopposed.

As indicated, copies of the Application were served on QCC. (OCC
states that it has made an independent analysis of this Application and
has conferred on several occasions with representives of Applicant. As a
result of these conferences and negotiations, an Amendment to Application
was filed with the Commission. The Amendment has been stipulated and
agreed to by OCC. As amended, OCC has no objection to the Commission
granting this Application.

In the application, Applicants advised that the working papers
underlying the Application were available for inspection and review.
Applicants also offered to allow any audit or vertification of their
books and records which this Commission might deem advisable. Qur Staff
conducted a limited audit of the books and records of Applicantis. Both
the Staff of 0OCC and our Staff accepted the opporiunity to review the
working papers.

In the Applicaticn, Applicants regu t

that this matter be

decided without hearing and on the modified a*ocedare, That request was
renewed by Applicants’ “Motion Under Rule 24 for Modified Procedure and
for Waiver of Response Time to this Motion,” which was filed August s,
1887. Both the Application and the Amendment to Application were filed
under cath., The Appliication as amended is complete and accurate. As
amended, OCC is satisfied and, in fact, stipulates and agrees to cur
grant of the authorizations sought. ‘Vhere these conditions exist,

§ 40-6-109(5}, C.R.S., and Rule 24 of cur Rules of Practice and Procedure
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contemplate that we may walve formal oral hearing and decide the case on
the Application and Amendment to Application, both of which are verified
and which taken together give ample, factual disclosure. We do not
believe that the public interest otherwise regquires a formal oral
hearing. The Motion Under Rule 24 for Modified Procedure and for Waiver
of Response Time to This Motion is granted.

FINDINGS OF FACT

The Commission finds as a fact:

{1} X N and Trans-Colorado are presently utilities to the
jurisdiction of this Commission. Affer the restructuring which is
proposed in this Application Rocky Mountain Natural Gas Division of
K N Enerqgy, Inc., and RMNG Company will be jurisdictienal with the
Commissien. K N is a Kansas corporation qualified to do business within
the State of Colaorado. 1%ts Colorado certificate of Authority and its
Restated Articles of Incornoration as Amended are on file with the
Commission. K N owns or controls 100 percent of the issued and
outstanding capital stock of each of the other participants ta this
restructuring. This ownership is either direct or through other
wholiy-owned and controlled subsidiaries. RMNG Company is a Colorado
corpaoration. Its Articies of Incorpcoration have peen filed with this
Commission. RMNG Company controls Trans-Colorago througn stock
ownersnhip. Trans-Colcrado is a Delaware corporation autherizea to do
husiness within the State of Colorado. 1ts Articles of Incorporation and
its Colorado Certificate of Authority are filed with the Commission.

(2) The other K N affiliates which are parties to the
restructuring are GASCO, Inc. (GASCCO), which is a Colorado corporation;
RMNG Gatnering Company (RMNG Gathering), which is a Colcrado corporation;
and TCP Gathering Company (TCP Gathering), which a Co?oraco corparation.
GASCDO, RMNG Gathering and TCP Gathering are noi utilities which are
subject to the jurisdicticn of this Commission, nor will they be after
the restructuring. They are parties to the restructuring and will
transfer properties to or receive properties from the jurisdictional gas
utilities referred to in Finding No. 1. They are all directly or
indirectly wholly controlled by K N.

{3) KX N performs substantial interstate and intrastate natural
gas pipeline and u;11*" service. It holds appropriate certificates of
public convenience and necessity issued by the Federal Energy Qesﬁ!atsrj

Cs mission {?:ni) to transact the business of a natural gas coempany in
the States of CaTorafs, Kznsas, Mentana, Nebraska, Oklaheme, Texas, and
Wyoming, transporiting and distributing natural gus from and within the
States of L{oloradso, Kansas, Mebraska, and YWyoming. 1%t alsc holds the
necessary certificates of convenience &nd necessity granted by the
proper  state regulatery authority to transact the business of a natural
gas utility within the certain areas in the States of Colorade, Kansas,
Wyoming, MNebraska, and Texas.



{(4) X N has conducted natural gas utility operations in the
northeastern quarter of Colorado since the early 1850's, pursuant to
certificates granted to K N by this Commission. K N's northeastern
Colorado service area includes certain areas within Logan, Morgan,
Sedgewick, Washington, Weld, and Yuma Counties. It sells natural gas at
retail in the communities of Akron, Eckley, Fleming, Haxtun, Holyoke,
111ff, Julesburg, Otis, Ovid, Paocli, Wray, and Yuma. K N's northeastern
interstate Colorado system is not involved in this restructuring.

(5) X N acguired the utility properties of Rocky Mcountain
Natural Gas Company, Inc. (Rocky Mountain) through a "takeover® followed
promptly by a merger. The takeover and resulting contrel were approved
on March 25, 1986, by this Commission's Decision No. €856-345. K N
notified the Commission on May 5, 1986, that it had completed the
acquistion so as to allow a merger. Qur Decision No. (86-732, dated
June 24, 19856, authorized Rocky Mountain to merge into K N. That merger
became effective on July 1, 1986, and we so notified on that date.

(6) The properties and natural gas business acguired from Rocky
Mountain are now operated as the Rocky Mountain Natural Gas Division of
K N Energy, Inc. {RMNG Division). RMNG Division performs naturai gas
transmission and distribution service pursuant te certificates issued by
this Commission. At retail it serves the communities of Aspen, Basalt,
Cahone, Carbondale, Cedaredge, Collbran, Delta, Dove cresk, Eagle,
Eckert, Edwards, fgnar, Gienwocd Springs, Gypsum, Hotchkiss, Mesa,
Molina, Montrose, Naturita, Nucla, Norwocod, Qlathe, Orecnard City, Paenia,
Placerville, Plateau City, Redvale, Snowmass Village, Telluride, and
Woody Creek.

(7} The following Table 1 shows the number of customers served
by RMNG Division during the month of January 1987. The numper of
customers shown for each community includes persons living within the.
municipal limits and the surrounding areas. HMany retail customers are
served directly from transmission lines.
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TABLE 1
RMNG Division

Number of Custemers bv Community

January 1987

Walden Rate Area:

Walden

gq
North Central Rate Area:

Wellington 494
Frederick 281
Firestone 418
Dacong 835

Riral 832

Tota 2,850

Western Sliope Rate Area:

Aspen 3,177
Basalt 447
Carbondaie 1,325
fedaredge 557
Colibran 380
Deita 2,208
Qove Creek 287
Eagie 5413
Edwards 415
Gienwood Springs 2,867
Gypsum 483
Hotchkiss 480
Montirose 4,074
Naturita 242
Nucla 260
Norwood 194
Glathe 13
Orchard City ' 52%
Paonia 4572
Snowmass Viilage 71
Telturide 305
western Slope Total
TOTAL . .. e . 23,723



(8) RMNG Division presently presently produces natural gas,
performs gathering and transmission service, and sells natural gas
natural gas at retail. To perform this service, RMNG Division transports
and delivers natural gas through approximately 1,636 miles of underground
pipelines. This mileage does not include any of the other K N system.
RMNG Division estimates its natural gas reserves either under contract to
it or owned by it to be in excess of 47 billion cubic feet. Based on
198% requirements, this represents an approximate 10-3 years' supply. 1In
addition to the underground pipelines and associated compressors, RMNG
Division has the necessary metering and regulating equipment, other
general plant, and ten office and warehouse buildings. RMNG Division
also has interests in certain natural gas wells.

{9) Attached as Appendix 7 is a list of this Commission’s
decisions and orders granting RMNG Division certificates of public
convenience and necessity (Certificates). To the extent that these
Certificates were issued to RMNG Division's prodecessor, they were
transferred to RMNG Division by Decision No. CB6-782, sugpra.

10) GASCO and RMNG Gathering develop, precduce and gather
natural gas. GASCO is the owner anc/or gperator of a numper of natural
gas weils in Colorado and it owns all lessee rights to botn the remaining
reserves and the storage rights 1in the Wolf Creek Fieid. RMNG Gathering
is a "small producer" subject to the jurisdicticn of FERC. RMNG
Gathering produces and gathers gas. It also purchases gas transported to
it in pipeiines of other interstate companies.

{11) By our Decision No. {B7-1461, dated COctober 28, 1386, RMNG
Company was autnorized to acguire all of the issued and outstanding stock
of Trans-Coleraco. Study of economizing and of this restructuring
commenced immediately. Trans-Colorado operates gathering and
transmission service within the State of Colorade. 1t owns TCP Gathering
which gathers gas in Utanh, transports it into Colorado and delivers it to
Trans-Colorado. Trans-Colorads purchases sour natural gas from various
wells in San Juan County, Utah and San Miquel County, Colorado. This gas
is processed and made marketable in Trans-Colorado's Slick Rock, Colorado
facility. This processed gas, tcgether with gas purchased at the Honaker
Trail and Andy's Mesa Fields, is transported northeasterly through
Trans-Colorado's 10-inch gas transmission line to the vicinity of Delta,
Colorado, where it is purchased by RMNG Division. Trans-Colcrado's
entire production is dedicated to RMNG Division.

(12) Trans-Colorado's service is performed pursuant to
g 3 - \ b3 Scedan 2 = P 3 13 e z
Certificates issued by thils Commissior Appendix 2 attached s a 1ist of
out decisions and orders granting thoses Lertificates.
H e F4 = oy o Fid - - o Tl = -
{12} The transfers amcng the K N affiliazted companies wiil place
the assets alond the following functional Yimes: (1) existing
3 = 5 % -4 PR I e 3 . % L g z : e N i R o by ~ %
distribution faciiities will remain in BMNG Division; (i1) Western siope
system gathering, transmission and storage facilities will be transferred
144 ; 3 ! M A + ;
1o RMNG Company; {311} production, liguids recovery and Bear Tooth and
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Fawn Creek gathering facilities will be in GASCO; (iv) South Canyocn and
Bar-X area gathering facilities will remain in RMNG Gathering:; and (v)
gathering facilities upstream of the Slick Rock processing plant will
remain in TCP Gathering.

{14) This new structure will organize the K N western slope
system along functional lines. The new organization will be comparable
to the remainder of the X N system. The transfers will accemplish
substantial corporate and functional simplification.

(15) To effectuate this restructuring the following will be done:

{(a) RMNG Division will retain the existing Walden and
North Central rate areas, as well as the existing retail distribution
facilities at Aspen, Basalt, Cahcne, Carbondale, Cedaredge, Collbran,
Delta, Dove Creek, Eacgle, Eckert, Edwards, Egar, Glenwood Sprinags,
Gypsum, Hotchkiss, Mesa, Molia, Montrose, Naturita, Nucla, Norwood,
Olathe, GOrchard City, Paonia, Placerville, Plateau City, Redvaise,
Snowmass VYillage, Telluride, and Woocdy Creek. RMNG Oivision will also
retain certain cther existing service lines and will continue to perform
certain retail service along and from the RMHG Company transmissian
system. All of the "general plant” wiil remain in RMNG Divisicn,
including personnel housing located at the Slick Rock ptlant.

{h) RMNG Company will receive from RMNG Division all
western slope system gathering and trapsmission facijities extencing from
each purchased gas well's Christmas tree to eacn town border staticn.
RMNG Division surface facilities located at the Wolr Creek storage field
and gas inveniory will be transferrea to RMNG Company. Trans-Coiorado
will be merged into RMNG Company, thereby transferring the Trans-Colorado
pipeline system to RMNG Company. This will include the Siick Reock
sweetening piant.

{c) GASCC will receive several assets from RNMNG Division.
These will include royalty and working interests in 45 wells in western
Colorado, including the tangible and intangible costs attributable to
them, RMNG Divisions' ten percent interest in the Fawn Creek gathering
system in Rio Blanco County, and RMNG Divisions' 50 percent interest in
the Piceance and Collbran liquids recavery units. GASCO will receive
from RMNG Gathering all of its interests, ranging from 1.5 to 50 percent,
in four wells in Mesa County. GASCO will alsoc acguire the Slick Rock
liquids recovery unit frem Trans-Colorado. - '

(dy K N will retain its existing facilities in
portheastern Colorado. Except for RMNG Gathering’s Mesa Couniy wells,
RMNG Gathering and TCP Gathering wiil retain their existing facilities.

g
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(16) RMNG Division requests authorization to transfer all of its
Western Slope gathering system and transmission facilities as described
in Appendix 3 to RMNG Company. The pipeline facilities to be transferred
extend generally from each wellhead receipt point to each town border
station delivery point. RMNG Division will also transfer to RMNG Company
all of its surface facilities and gas storage inventory located at the
Wolf Cresk Storage Field.

(17) RMNG Division requests authorization to amend its existing
certificates of public and necessity to effectuate the above described
facility transfers. RMNG Division will retain its existing certificate
authorizations to own and operate its exising distribution facilities and
to provide direct retail service and to exercise franchise rights in all
towns and areas in which RMNG Division is presently providing service.

{18) RMNG Division will continue to provide retail gas
distribution service and exercise franchise rights or certificates in or
around the cities and towns described in Findings No. (13)(a).

(18) With the exceptions of Cowdrey and Walden (Waiden Rate
rea), Wellington, Dacona, Firestone, and Fregerick (Northceniral Rate
Area), RMNG Companv will own and cperate all pipeline transmission
facilities upsiream from tne town border staticns at each of the abgve
described towns. RMNG Division will own ana cperate all of the
distribution faciiities downstirezam from ana inciuding the Town border
stations.

{20) RMNG Division wiil retain its ocwnersnip, cperation, ang
rtificate authorizations witih respecti 1o tne Two isciated pipeline
ansmission systems in the wWaicden and Nortn Central Rate Areas, neither

which are physically connected to, or served Dy, the integrated
n Slope transmission system wnich will be ownec¢ and operated by

¢
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(21) RMNG Division will alsoc retain its existing distribution
service Tine ownership and certificate authcerizations with respect to
providing certain direct retail service in areas adjacent io the
transmission and gathering system facilities of RMNG Company. Those
direct sale taps on RMNG Company's transmission and gathering pipeline
and laterals through which service is provided to RMNG Division customers
will, after the transfers are effectuated, constitute wholesale delivery
points from RMNG Company tc RMNG Division.

T
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(2 & part of Appendix 1 attache s a 1ist of all existing
RMNG Division certificates issued by the fommission which authorize RMNG
Division to exercise franchise rights in the above identified towns for
the puyrchas istribution, and sate of gas in said towns and in fhe
areas adiacent thereto. RMNG Division will retain all of the certificate
authorizations identified on 4ppendix 1 so far as they relate to
distribytion faciiities and rvice. To the extent that the certificates
aiso authorize certain related transmission and/or gathering facilities
T 8
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and operations upstream from the town border staticns (excepting the
Walden and North (Central Rate Areas), RMNG Division requests that such’
transmission and/or gathering certificate authorizations as described in
Appendix 3 be separated from RMNG Division's distribution certificate
authorizations, and be transferred to RMNG Company. RMNG Division
desires to retain certificate authorization to purchase, distribute, and
sell gas in the areas adjacent to such transmission and gathering
pipelines and laterals which will be owned and operated by RMNG Company.

(23) Another part of Appendix 1 is a list of all existing RMNG
Division certificates of public-convenience and necessity authorizing
RMNG Oivision to construct, install, maintain, and operate transmission
and gathering systems for the purpose of supplying gas to various towns,
tities and areas adjacent to the transmission and gathering pipelines.
RMNG Bivision reguests that these transmission and gathering certificate
authorizations be transferred to RMNG Company. RMNG Division desires to
retain certificate authorization to purchase, distribute and sell gas in
the areas adjacent to such transmission and gathering lines which will be
owned and operated by RMNG Companvy.

(24} Trans-Colorado requests authorization to transfer all of
ts pipeline system and facilities and its Stick Rock sweetening plant to
5 Company. Trans-Colorado's Slick Rock natural gas processing plant
7 be transferred to GASCC. Trans-Coiorado will be merged into RHNG
mpany and will thereafier cease to exist as a separate corporate
ity. TCP Gathering wiil become a subsidiary of RMNG Company.

(25 Trans-Colorada requestg aythorization to transfer the par:
f the certificate authorizaticns on Appendix 2 wnich authorize
ransmission and/or gatherwna service to RMNG Company. Trans-Lolorado
requests the right to transfer the autnority to perform certain retail
and dwsurwsutwon service aiocng and in the area of the pipeline to RMNG
Company and RMNG Divisicn. A1l direct saies taps cn the transmission or
gatnerjng lines through which R’NG Divisien prcvﬁdes retail and
distribution service will constitute whoiesale delivery points from RMNG
Company to RMNG Division.

{25) The pipeline to be transferred from Trans-Colorado to RMNG
Company runs northeasterly from S;wcg Rocx to a point of interceonnection
at Read Junction with a transmission pipeline presently owned by RMNG
Division, but which will be owned by RMNG Company following approval of
this Application.

(27) RMNG Division requests authorization to itransfer to GASCO
all of its royalty and working interests in gas wells in western
- < 3 PV g e 1 o b -4 3 §
Colorado, including all tangible and intangible costs attributable
thersto and its 50 percent interest in the Piceance and Collbran liguids



recovery units. A1l of the gas preduction and reserves related to those
well, which are presently dedicated to RMNG Division, will be dedicated
to RMNG Company following this approval pursuant to Gas Purchase Contract
Assignments.

{28) RMNG Division also requests authorization to transfer to
GASCO all of RMNG Division®s 10 percent dnterest in the Fawn Creek
gathering system located in Rio Blanco County and RMNG Division's 100
percent interest in the Gar Mesa compressor.

(239} With the approval and authorization of the transfers by
RMNG Division and Trans-Colorado to RMNG Company as described above, RHMNG
Company requests the issuance of a certificate authorizing RMNG Company
to own and operate the above described facilities being transferred to it
by RMNG Division and Trans-{clorado, and authorizing RMNG Company to sell
natural gas along and from those facilities in accordance with jts
proposed tariff attached as Exhibit No. 23 to the Applicaticn, as amended.

{30) RMNG Division reguests a redescribed certificate of oublic
convenience and necessity authorizing it fo perform tne service ang
gperate the facilities to be retained or acguired by it ad descriceg
above and to sell natural gas along and from those facilities and tne
facilities of RMNG Company in accordance with its progoseg tariff
attached as Exhibit 21 to the Appiication, as amencedg.

(31} Balance sheets and proposed journal entries to give errect
to the transaction and statements ©7F retained earnings are attached 1o
the Application. GCC ang Applicants conferred and negotiated over
ceriain elements in the statement Of income far ootn RKNG Company ang

3.

RMNG Division. Basically this concerned ihe working capital, the
treatment of deferred taxes, and the amortization ¢f Lne acguisliticgn

k]
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adjustment. A1l will be discussed more fuily below. CC ang Appiicants
have reached a stipulation and agreement as to how ihese 1tems and the
necessary follow-on adjustments such as revenue reguirements and income
tax should be treated. The statement c¢f income for these companies, as
adjusted in acc °*G with the stipulaticn and agreement, results in a
reduced revenue reguirement and a follow-on recuction of 28.5 cents per
Mcf in the commodity compenent of the end rate to Western Slope Area
consumers. The adjusted statement of income for RMNG Company is attached
as Appendix 4. The adjusted statement of income for RMNG Division is
attached as Appendix 5.

{32y K N's acguisition of Rogky
» . . . . g ’ A
their subsidiaries has aiready resuited
- N
and reduced costs. Some of these benef
values and others cannol.
{a Quantifiable cost reductions
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(1) K N's acquisition of Rocky Mountain and
Trans--Colorado has resulted in annual cost savings (exclusive of gas and
debt costs) of %$690,610. Of the overall annual savings of %690,610,
$269,987 annually is attributable to savings respecting Trans-Colorado's
operation and %420,623 annually is attributable to Rocky Mountain
operations.

(ii) This %690,610 annual saving has been achieved by the
elimination or reduction of unnecessary management and administrative
personnel shareholder services, data processing functions and other
administrative and general activities. Reduced costs have also been
achieved in insurance. The following Table Il summarizes these cost
eliminations and reductions:

TABLE 11T
RMNG RMNG
Description Divisicn Companv Tatal
Elimination of dupiicated
administrative staff including
related taxes and expenses $377,C25 1208,148 35791
Emplioyee benefits (5,248} 5,827
Directors fees 83,835 27,1585 127,
Audit fees £2,8179 18,981 gg,
Financial adviscr fees 23,537 6,413 33,
Actuarial fees 17,008 4,624 2t,
Sharshoider services 73,876 21,339 100,
Data processing costs 62,239 10,0789 G,
Insurance 1C,390 151,711 162,
Cutside services, rents and other 15,873 23,048 38,
Less: Cowporato overnpead and dat
processing allecation from K N 87,8860) 527
$3200,745 $389 865

(i11) This $6%0,610 annual savings is exclusive of gas cost
reduction occasicned by K N's aggressive "market out" operation and
cost-of -money considerations. Both of those will be discussed below.

i
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(iv) K N (RMNG
aggressive steps to substantial
renegotiating the prices of pur
producers and suppliers. Thi
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(vii) 1In the western slope syctem at the present time the
annual amount of the first round of "market out" gas cost reductions based
on 1986 volumes is approximately $2,557,000. RMNG Company will continue
these efforts. It believes further gas cost savings to be possible.

{viii} The former Rocky Mountain and Trans-Colorado could
net have achieved this magnitude of price concessions. While some portion
of the gas cost reductions would have been realized by the former Rocky
Mountain and Trans-Colorado, the cost savings would have been nothing of
the scale achieved as a result of the K N acguisition. K N is much
larger, operates over a bigger area, and has a materially stronger and
more aggressive bargaining position than the former companies.

(ix) K N will be able to borrow money in the future at a
lower cost than the former Rocky Mountain and Trans-Colorado. As of
December 31, 1985, Rocky Mountain's and Trans-Colorado composite cost of
debt was 12.29 percent, while K N's composite cost of debt was 10.35
percent. The size and economic strength of K N as compared to Rocky
Mountain and Trans-Lolorado dictates that this is a permanent factor.
Immaediately after the acquisition of Rocky Mountain, K N called and
receemed all of Rocky Mountain's outstanding debentures. They were too
costly and had burdenscme reguirements. Rocky Mountain had an ouistanding
balance of 3$322,000 of 10 percent convertible densentures due 1933,
2447,000 of 10 percent convertible agebentures due 1999, and %4,483,0C0 of
15.5 percent non-convertible debentures due 1393. A1l were calied and
redesmed. The former Rocky HMountain had difficulty borrowing large sums
of money. K N's size and economic soundness assures that capital will bhe
availabie.

(x) Under Roecky Mountain's and Trans-Colgradoe’s
depreciation rates formerly in effect, the compined net utility plant in
service at Decemper 31, 1986, would be fully depreciated in 16 years. In
this restructuring Application, K N's lower depreciation rates are being
reguested. Under K N's depreciation raites the compined net utility plant
in service would have a longer life and be fully depreciated in 21 years.
Rocky Mountain and Trans-Colorado have an approximate 10.3 years' supply
of estimated dedicated gas reserves, whi the X N interstate pipeline
system has nearly an 18-year supply. Table 111 details the changes in
depreciation rates.

——t
i T

and
¥OM Trans~Loiorado
Production & Gathering 4.10 5.00
Sterage Facilities 3.60 5.00
Transmission 2.75% 5.00
Distribution 2.75 3.00



(b} Unquantifiable Benefits:

(i) K N's size provides both scale opportunities and
scale econcmies. Training and safety programs and supervision have been
and will continue to be improved. X N's aggressive gas management program
will assure adequate reserves into the future. K N's technical services
are now availahle to the former Rocky Mountain and Trans-Colorado.

(i1} K N has substantial experience in providing natural
gas service to small communities and isolated consumers located in a vase
Tand area. Its service areas in northeastern Colorado, wesitern Kansas and
Nebraska,. Wyoming and Texas clearly demonstrate this. This expertise is
of great value in managing the Rocky Mountain properties. K N is able to
provide safe, continuous and adequate service to these consumers at
reasonable rates. K N has performed service to small communities and
isaolated consumers for in excess of fifty vears. This has been done
successfully and has permitted K N to build an organizaticn which is
thoroughly experienced in this type of operation.

(111) The restructuring in this oroceseding is to ena
K N to further effectuate strong management and supervisicn over 1N
operatiens. The remainder of the X N system is c¢rganized aiong the
propcsed here; thus, X N's western slope cperations wiil be cansist
with the remainder of the K N system.

..i
f

(33% The public benefitis of the transacticn discussed above are
summarized as foliows:

Descrintion : Armount

Merger savings 3 630,870
Changes in depreciation rates 324,214
Gas cost reductions 2,557,000
Gross cost savings - annuai $3,571,824

(34) Appendix 6 attached is a pro forma rate base calculation for
both RMNG Division and RMNG Company. This pro forma rate base as of
December 31, 1586, reflects certain changes agreed upon between OCC and
Applicants as follows:

(a) 1In the exhibits acccmpanying the in ation,
Applicants had given effect in the censclidated capita the
matter of deferred taxes. CLC suggests, and the Appli greed,
to account for deferred taxes by reducing rate hase in of the
deferred taxes specifically allccable to RMNG Division Moany .

s of December 31, 13988, the amount of the deferred ia 4953 for

RMMG Diwvision, and 3764,737 for RMNG Company

(bY The working capital alicwance is being adjusted to
reflect the factors in the "lead-lag® study recently performed by and
applicable to the Public Service Company of Colerado,

frn
Lok



(35) The acquisition of the two companies, Rocky Mountain and
Trans-Colorado resulted in an acquisition adjustment of $9,231,347.1
This acquisition adjustment will end up on the books of RMNG Company-the
transmission operation. This acquisition adjustment is not to be incliuded
in the rate base for ratemaking purposes.

(36) Section (11} of the original Application set forth the plan
by Applicants for the amortization of the acquisition adjustment.
Approval of the original plan of amortization would have resulted in the
projected write—off of the acquisition adjustment for ratemaking purposes
in 3.85 years. Q0CC and Applicants have conferred over the issue of the
appropriate period for the write-off of the acguisition adjustment and now
agree that the acquisition adjustment should be amortized over an 8-year
pericd for both book and ratemaking purposes. This will result in an
annual amertization charge of $1,153,918, plus the necessary income tax
follow-on adjustment. OCC agrees that it is appropriate for the
Commission to approve this amended plan for amortization of the
acguisition adjustment. The annual amortization charge of $1,132,318 will
remain fixed for eight years: the rates of RMNG Division and RMNG Company
shall otherwise be subject to change, however, to reflect changes in all
other elemsnis of the cost-of-service in ac ance with the Commission's
policies and reqgulaticns. Furthermore, gas cecst agjustment filings will
be made 10 track actual gas costs on a coiiar-ror-doliar basis in
accordance with RMNG Oivision and RMNG Company tariffs and the
Commissicn's poiicies.

~
Torag

I

(37)

Aoplicants agree 1o use the K N cansolidated capitalization
questions. OCCC agrees that this is appropriate and consents to the
Commission autnorizing the tarirfs rerflecting tne reduced revenue
requirements occasioned by the above adjustments to Decome the tariffs of
RMNG Company and RMNG 0ivision until changed in accorcance with law and
this Commission’s rules and reguiations.

(38) The adjustments contained in the Amendment to Application
will reduce the gas service revenue requirements of RMNG Division from
$25,217,670 as shown in the Application to $23,952,601. The gas service
revenue reguirements for RMNG Company will change from $17,291,433 to

416,158,495, This is reflected on the attached Appendices 4 and 5. The
resulting tariffs will be changed to reflect these reduced revenue
reguirements.

{22} RMNG Company and Division will file tariffs consistent with
the pro forma tariff sheets attached as exhibits To the Amendment to
tpplication, which will reduce existing retail end rates for Western Siope
Area consumers, by $0.0288 per (cf, or £.2856 per Mcof
1 After reduction for $754,896 of unamortized investment tax credit.

o
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CONCLUSTONS ON FINDINGS OF FACT

Based on the findings of fact it is concluded that:

1. A11 of K N, RMNG Division, Trans~Colorado and RMNG Company
are, or will he, natural gas utilities or pipeline corporations or both
and, as such, are public utilities subject to the jurisdiction of this
Commission. The transactions and restructuring requires our prior
approval. Both the parties and the subliect matter of this Appiication are
subject to the Commission's jurisdiction.

2. The proposed restructuring as ocutlined above and set forth
more fully in the Application is consistent with the public interest and
should be authorized. To the extent that certificates are being divided,
duplicated or extended, those divisions, duplications and extensions are
required by the present and future public convenience and necessity.

3. RMNG Division should be authorized to transfer to RMNG
Company those facilities described in Appendix 3 and the related
certificates, or portions therof, listed 1in Appendix 1. Trans-Colorado
should be authorized to transfer the certificates and related facilities
intemized on Appendix 2 to RMNG Company. RMNG Company shouid be
authorized to own, operate and maintain the pipeline faciiities described
in Appendices 2 and 3 and to perform natural gas transmissicn and
distribution service from and along such pipeline facilities.

4. R¥MNG Division should be authorized to retain those portions
of the certificates itemized in Appendix 1, and related facilities, which
will authorize RMNG Oivisicn to perform natural gas distribution service
at all of its presentily served cities and towns, aresas adjacent to such
cities and towns, aicng the pipeiine facilities being transtferred to RMNG
Company as described in Appendices 2 and 3.

5. The transfer of assets and liabilities as set forth above
and as more fully described in the Application is consistent with the
public interest and wiil serve the pubiic convenience and necessity and
should be authorized and approved.

6. The plan for amortization of the acquisition adjustment set
forth in the Amendment to Applicaticn as agreed to between Applicants and
OCC is reasconable and shoule be authorized and approved. This will result

ion

in an apnual amecrtization charge for both book and ratemaking purpsses of
£2ss

$1,153,918, plus the necessary income tax follow-on adiustments for a
fixed pericd of eight years.
7. The proposed initial tar 5 Bivision and RMNG

ol Y as atiached to The Application 3 am i by the iment io

) ation, resulting in a reduced commodity component of the end rate to
le n Slepe Area consumers in the amcunt of $0.0286 per Ccf. (28.6 cents
icf.) from the retail rates presently existing are just and reasocnable and
have not been shown to be otherwise unlawful, and should be authorized to
be filed by RMNG Divisinn and RMNG Company in accord with our Rules and
Regulations.
o



8. The purchase gas adjustment provisions of the proposed ~
tariffs of RMNG Division and RMNG Company, which will track gas cost
changes dollar-for-dollar, are just and reasonable and should be
authorized.

g. The request of Applicants to make the proposed restructuring
effective for accounting purposes as of January 1, 1987, is consistent
with the public interest and should be authorized.

10. The Application, as amended should be approved and
authorized.

THEREFORE THE COMMISSICN ORDERS THAT:

1.The proposed restructuring of K N Energy, Inc., and its
affiliates as set forth herein and in the Application as amended is
authorized and approved. The transfer of the assets and liabilities of
the participating corporations in accord with the restructuring is
authorized and approved.

2. Rocky Mountain Natural Gas Division of K N Energy, Inc., is
authorized to transfer to Rocky Mountain Natural Gas Company those
certificates, or portions thereof, which are described in Appendix 3 and
which cover the facilities listed in Appendix 1.

3 Trans-Colorado Pipeline Company 1is authorized to transfer
the certificates itemized on Appendix 2 to Rocky Mountain Natural Gas
Company.

4. Rocky Mountain Natural Gas Cempany is hereby authorized to
own, operate and maintain the natural gas pipeline facilities described 1in
Appendices 2 and 3, and to perform natural gas transmission and
distribution service from and along such natural gas pipeline facilities,
and this Order shall be taken, deemed and held to be A CERTIFICATE OF
PUBLIC CONVENIENCE AND NECESSITY THEREFGR.

5. Rocky Mountain MNatural Gas Division of K N Energy, Inc., is
authorized to retain these portions of the certificates itemized in
Appendix 1 which are not being transferred herein, and to perform natfural
gas distribution service at all of its presently served cities and towns,
areas adjacent to such cities and towns, and along the natural gas
pipeline facilities described in Appendices 2 and 3; and this Order shall
be taken, deemed and held to be A CERTIFICATE OF PUBLIC CONVENIENCE AND
NECESSITY THEREFCR.

&. The acguisition adjustment net of investment tax credits
shall be amortized by Rocky Mountain Hatural Gas Company for both book and
ratemaking purposes over a fixed pericd of eight vears as set forth in the
Application as amended. The annuel amortization charge shall be in the
amount of $1,153,918, plus the necessary income tax follow-on adjustment.

7. Gas cost adjiustments will be tracked dollar-for-dollar
through the purchased gas adjustment provisions of the proposes tariffs of
Rocky Mountain Natural Gas Division of K N Energy, Inc., and Rocky
Mountain Natural Gas Company.

P 16
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g. The restructuring may be made effective for accounting
purposes as of January 1, 1987.

g. The proposed initial tariffs for Rocky Mountain Natural Gas
Divisicn of X N Energy, Inc. and Rocky Mountain Natural Gas Company, as
attached to the Application and as amended by the Amendment to the
Application, are approved and authorized to be filed with the Commission
as the rates, charges, rules and regulations of those companies pursuant
to law and the Rules and Regulations of this Commission.

10. The Application as amended is approved and authorized.

11. The corporations participating in the restructuring shall
within 90 days of the effective date of this Decision and Order file with
this Commission a report sheowing the various journal entries used to
record the transaction. The report shall bhe submitted to the Chief of the
Fixed Utilities section of this Commission.

12. Rocky Mountain Natural Gas Division of K N Enerzy, Inc., and
Rocky Meountain Natural Gas Company shall operate the utility properties
retained or acquired in accordance with jaw and the Rules and Regulations
of this Commission unless prevented by an act of God, the public enemy,
extreme conditions, or force maieur events heyond their control.

13. Rocky Mountain Natural Gas Division of K N Energy, Inc., and
Rocky Mountain Natural Gas Company snall file annual reports with this
Commission for the period from January 1, 1587, througn fecember 31, 1887,
and annually thereafter in accord with the Rules and Regulations of this
Commissian. '

14. The restructuring may become effective only when Rocky

Mountain Natural Gas Divisien of K N Energy, Inc., Rocky Mountain Natural
Gas Company and Trans-Colorado Pipeline Company in writing have advised
the Commission that the restructuring has been consummated and that Rocky
Mountain Natural Gas Division of K N Energy, Inc., and Rocky Mountain
Natural Gas Company have accented and in the future will comply with the
conditions and requirements of this Order to be by them kept and
performed. Failure to file such written acceptance of the terms of this
Order within 90 days from the effective date of this Order shall revoke-
the authority here granted to restructures the corporate entities as above
described without further crder on the part of the CumﬂWSSxaﬂ unless the
time shall be extended by the Commission upon proper applicaticen.

15. Upan the effectiveness of this Order, Rocky Mountain Natural
fias Division of K H Energy, Inc., Rocky Mountzin Natural Gas Company and
Trans-Colorado Pipeline Company shall file with the groper corporate
authorities in the States of Delaware and Colorade all documentis necessary
to effectyate the restructuring herein authorized and approved. Copies of
all documents filed with the corporate authorities of either Delaware or
Lolorado, and copies of any documents issued to the participating
corperations by those authorities shall immediately be filed with the
Commission.



This Order is effective forthwith.

OONE IN OPEN MEETING the 10th day of August 71987.
(sgat)

THE PUBLIC UTILITIES COMMISSICH
OF THE STATE OF COLORADO

ARNCLD H. CCCK

RCHALD L. LEKR

Commissioners

COMMISSIONER AMDRA SCHMIDT ARBSENT
~~lites P. Spierd
ixecutive Secreldry
Jkm: 71834
- 18
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T2ANSMISSION AMD AREA CERTIFICATES

Territorv Aps. No. Dec. No. ' Dated
Counties of }esa, Delta & Montrese 178634 54,375 6/27/80
to specified towns and adjacent to
pipeline
Counties of Mesa, Gar{ield, Eagle 13471 56,831 7/13/61
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TRANS-COLORADQO PIPELINE COMPANY
TRANSMISSION AND AREA CERTIFICATES
Territory Arp. No. Dec. No. Dated
Andy's Mesa to Delta 23225 715 7/11/68
(no service along line— 24515 76391 12/2/70
but see Apn. 24831 243515 75221 12/2/7¢0
below) and transfer.
Scutheast Lishan to 24331 77244 4/3/71
Andy's Mesa Pipeling— 27372 35523 g/10/74
retail service along
line and Andv's Mesa
Pipeline and transfer,
e
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OPERATING REVENUES:
e Bales © T oshdontiat
Commoereial
fndustriad
Sther

Alliliates

Other tevenues ~
Stise, Service lovenues
’.‘u,ng wriation I?cwxnws
i !!'};H(? Products
Capitelized Inlerest

OPERATING DNPENSTS:

Gas 5‘us'm<ssu ~ Othicr
= Affittales

Gathering Costs
Storupa Fees
QOiter Uperations
Keintenance
Deprec., Deple. X Amort.
Taves, other than Ine, Taxos
Fed. & St Income Faves

OPURATINC IRCOME

OTHER oo
5-&‘(' Eit!(m‘iatf,' and Jo! tIHf‘
Interest tncome
Piscelipncous

IHTEREAT EXPENST:
Lonp-Term el
Oiher

NOCKY MOUHTAIN HATURAL GAS COMPANY

Statement of licome
Year Ended December 31, 1980

APPENDIX 4

frer Troasler Transfer AFUNC &  Salary fvpree, Elliminatlons Market-Quts Int, &
Boaoks al - from WRNG from Truns- Weather Tner.k Annual- & Merger & Sale of and Awmort, Income Pro
E,’,;i!:ﬁ'l szz‘;i:;n Colarndn _Horm, TICA Taxes  Ization Suvins Cas to Div, of Acq. Adj. Toaxes Yorms
¥ : T $ $
- 211,145 { 277,746) -
- 5,615,545 9,512,910 16,158,495
- - 5,521,331 - - - - )2]5]54 16,154,495
- 403,114 403, m
- s i1, 725
T THII EEEIT TannsT TS : B R EN T 16,609,131
« 5,873,774 5,780,830 187,956 { 184,454)  (2,555,858) 9,301,248
< 5,545,585 (6,615,585) -
- 10,311 208,292 215,601
- 157,464 157,466
- 18,165 195,946 5,169 99,817 {385,018) 1,164,173
- 133,921 80,185 L 115,36
- 682,127 (104,185) 1,153,918 1,757,215
- 216,730 715 1,211 (1L 250,301
(10,716) N 1,244,002 1,376,877
5 7,95 T TYei st i as0) Lz T,93007 13 '§19,058
G102 Goied o Gnibeil 6910507 i 02,8100 (3,341,002 71,770,278
28 166,306 166,111
{am { 62,028) { 62,064)
) - 166,306 - - - - - - 81 0"83 xﬁgljgﬁ
= 150,160 ( 150,160) -
12260 4 417258} RO 47 775 o e



OPERATIRG NOVINUTS:
Gins Snles - desidentinl
Commereial
Dicdustrind
Olher
Alfllintes

Other Mevenues -
Mise. Serviee Mevenues
Transportalion Hevenues
Liguid Produets
Capitatized Interest

OPENATING EXT'ENSES:

Tins Purcinses - Other

- Affilinies

Gothering Cosls

Starnge Fees

Other Operations
Fninlenance

fiepree., Neple, & Amorl,

Taxes, other than Ine, Taxes

Ced. & St. Income Taxes

OPCRATIHG INCORME

OTHER IHCOMT:

Rer el simgr and Jobhing

laterest Income
Miscelinncous

INTEREST EXPENGE

Ionr' Term Dbt
Other

“HNET IHCOME

.l/!-\shu'-u- S8 AAT jaternct An ructamer donncits

BOCKY MOUNTAIH HATURAL GAS

DIVISIDHOF K H

Stuicment of Income

Yeor Dnded December 31, 1986

APPINDIX 5

[

Per Transfor AFUDC & Salory Pepree. GCas int, & .
flooks at Transfer to MG Weanlher Tner.& Annunl~ & Moerger Furchase lncome Pro .
12/3i/86 lg_g;\ﬂﬁ (‘mn{“f‘n’x Hormutizalion 1A Taves lzalion Snvinss from Company  Tanes Forma

; 20vings Ml e Lerma

12,452,674 (201,577) 12,251,097
11,139,133 154,521 11,393,951
203,884 { 96,331} 167,550
71,095,891 - - {143,300) - - - = - fé’ﬁ,f}ﬁ,wi’
21,612 91,632
103,114 { 403,114) -
57,709 (57,700) -
G z - - - M SN EENE
7,001,592 140,889 (5,873,774} ( 77,264) 1,103,443
6,645,585 (6,645,505) 15,158,495 15,158,495
10,141 ( 10,341 -
157,466 { 357,166) -
5,671,040 (58,140)  { 948,165) 41,009 27,843 {282,028} 4,417,159
694,625 { 333,923) 1,767 354,169
1,007,628 (50,588) ( G82,127) ( 20,029} 341,954
549,932 { 21¢6,210) 1,371 4,528 { 17,117} 321,434
__487,200 e ¢ 137,820} 349,380
22,180,179 32,061 (15,067,911)  (___77,264) 48,743 32,181 (320,771} [6,158,195 TT37,8207 3,114,058
2,168,007 (89,870} 14,664,797 { 66,126} (18,710} {12,181) 320,774 116.158.495) 137,870 895,837
5,904 T s
226,273 236,271
__ 152,251 (121,540 30,714
T8, ma - - - - - - - 120,58 “'W-‘Zu‘ﬁi'z

570,921 { s70,3110

1,181,015 47,725 L (1,063,5360  __ 367, 2011
1,051 'Uu T 12,708” - = - - - {181145T) 357 b1kl
_ 598,618 (89,870) 14,617,072 ( G5,120) (18,719) (32,381) 220774 {16,158,495) 1,650,737 79183}



Utility Plant in Service
Non-Utility 'lnnl
Peepaid Insurance
laventory = Propune
Munt Materials
Gus Stored {Hole A)
Cuslomer Advences (Mole 1)
fleserve for MDA,
Resorve for Depree. (Non-Utility)
Deferred Taxes

S5UD-TOTAL
Cash Working Capital:

Cos Purchases

Operations & Maintenance
Incoine Tuxres

Texes Othier than Income

MATE BASE

KN EHERGY, IHC, SUNSIDIANIE S

Pro Formo Hate Dase
Ieewinher 31, 1946

RMHG Divison
DISTHIUTTON

$ 3 $ $
Western North
Slope Yealden Coentrnd Talal
11,852,552 456,623 §,202,5 10 13,600,715
( 41,117) - { 1,011) { 94,018)
3,701 146 113 1,250
20,878 - - 20,674
IRERAT 1,882 15,991 135,564
{ 319,957) ( 5,058) ( Wan (369,01
{4,798,878) (252,617) { 618,956) { 5,670,351
59,517 - 3,260 62,797
(475,310 ( 13,899) (so,7in [ 555,283)
6,344,957 190,077 605,300 7,148,310
Pro Farma Expense Lug Fretor
17,751,038 1,75 301,659
4,777,628 7.05% 134,952
149,360 -6.06% | 2¢,208)
34,496 S3TATN ( 1260a)
1,607,143

. Note A = Averspe of last 12 months' end invenlory

g Notell = 5-Yeor Average

% Gas Plant Aenuisition Adjustment Is not included

in Nale Dase

NMNG (‘om[mnl
TRAHSMISSION = Western Slope

APPENDTX 6

$ $
From

G Nivlsinn Trans-Colorado Total Comblned
18,210,948 4,642,378 23,553,328 317,155,048
- - 90,348}

6,118 95,872 . 106,537

- - 21,878

95,76) 12,015 243,153
1,252,851 - 3,252,853 3,252,851

- - ; 369,137

{ 7,901,606) {3,189,3101) (11,292,959} {16,863,260}
- - 62,707
_171,566) 6,818 { £1,320,884)
13,590,705 1,367,828 14,595 22,008,871

Forma Uxpense Lap Pnctor

9,3]!,&8 175% 166,431
2,153,114 7.05% 188,826
P, 376,877 ~6,36% { 189,718}
250,304 ~3747T% { 9 ?3‘333%5{3
15, ? A8 22,129,004




