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1 Int roduction

2 Q: Please state your name, by whom you are employed, and your position .

3 A : I am Kenneth R . Zi mmerman . I am a Staff member of t he Publ ic Uti lity

4 Division (" PU D ") of the Oklahoma Corporation Commission ("Commission "

5 or "OCC") . I hold the pos ition of Tariff and Cost of Serv i ce Coordinator i n

6 the Engi nee r ing, Planning, and Fuels Department . M y sectio n of the

7 department is concerned primarily with plann i ng t opic s and issues .

8 Q: Please describe your primary areas of responsibility as a Coordina tor in the

9 PUD .

10 A : Currently , my primary duties an d respon s ibilit ies are concerned with th e

1 1 potentia l restructuring of Oklahoma's electric and gas ut i lity industries. That

12 ef fo rt cons i sts mostly o f movement toward a mod e l that not on ly p laces a

1 3 g reater emphas i s on compet it i on and markets, but that a l so attempts to

14 move the focus of regulation from the standard cost-of -service/rate of return

15 ("COS/ROR") approach toward several types of alternative regulation (e .g . ,

1 6 performance-based regulation ("PSR"), altern ative dispute resolution ,

17 facilitated consensus b u ilding) .
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15 Q:

16 A :

17

z

In addition, my duties and responsibili t ies extend into the following thre e

areas :

1

2

3 .

General research and analysis of issues related to ene rgy e ffi c iency of

ut ili ties a nd end-users, the acquisi t i on and ut ili zat ion of fue l and gas

by util ities, and the operational/organizational standards for energ y

utilities ;

Coord ination of monitoring and review of long -range energy plannin g

issues ; wh i ch i nc ludes review of all aspects of ene rgy utilit ies'

strateg i c and resource planning, preparation of the biennial Electri c

System Planning Report, and PUD compu ter modeling; and

Analy s i s fo r Commiss ion c ases involv ing utilities ' purchased power ,

including contracts w ith cogenerato rs' and sma ll power p ro d uce rsZ ,

and for cases dealing with utility operated demand -side management

programs .

Please describe your educational a nd work expe rience background .

I hold a PhD in Sociology, with emphasis in systems theory, applied socia l

science, and soc ial science research methodo l og ies . I a lso hold a M aster o f

Cogene rato rs a re defined u n der PURPA as "Quali fying Fac lli t l es" wh ich use the steam
p roduced f rom the bu rn ing of a fossi l fue l both to generate elec t ric ity and for o the r
purposes beneficial to s oci e ty ( e . g ., indus t ria l p rocesses , heat ing o f buildings) .

Smal l P ower P rod ucers a re de f ined u nder PURPA as "Qualifying Faci l ities" which g e ne ra te
electricity pr imarily through the use of renewable fue ls .
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7 0 :

8 A :

Arts degree in Sociology and Psychology and a Bachelor of Arts degree in

Mathematics, History, and English . I began work with the Commission in

February, 1985, as a Statistical Analyst . In April, 1988, I was made special

research assistant to the PUD Director . I remained in that position until

January, 1992, when I was made a Tariff and Cost of Service Analyst . In

March, 1994, I moved into my current position .

Have you prev i ously tes t ified before the Com mission .

Yes .

9 0: Did the Commission accept your credentials as an expert witness ?

10 A : Yes .

11 Purpose of Testimony

12 Q: What is the purpose of this testimony ?

13 A: My testimony addresses the conclusion of the competitive bidding proces s

14 for gas transportation initiated in Order No . 388659 for this Cause . After

15 several settlement meetings, the parties to this Cause reached a genera l

16 settlement. This settlement was approved by the Commission in Order No .

17 388659. One aspect of this settlement was an agreement that Arkla woul d

18 utilize a public competitive bidding process to obtain needed ga s

19 transportation services .
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1 Q : Ple ase explain how the purposes of your testimony are relevant to the issues

2 o f thi s rate case .

3 A: As a regulated public utility, Ark la h as an obligation to p lan , des i gn, o rganize ,

4 and ope rate i ts Company i n such a mann er as to achieve the fol low ing :

5 1 . provide gas utility services to all parties who request such service s

6 within Arkla ' s service territo ry ;

7 2. make all reasonable efforts to ensure that the services provided meet

8 all the reliability, safety, customer satisfaction, and other quality

9 standards established by the OCC and other oversight agencies an d

10 organ izations ; an d

1 1 3 . make all rea sonab le effo rts to min imize the cost and maximize th e

12 eff iciency of util ity services prov i ded to its customers .

13 Traditionally, state utility regulators, such as the O CC, have utilized cost of

14 service /rate of return ("COS/ROR") regulatory principles, general rate cases ,

15 and an extended and detailed hearing process to "enforce" the above

16 requirements for utilities. Today, however, significant efforts are underwa y

17 to shift the focus for ensuring appropriate behavior by gas utilities from

18 COS/ROR regulation to markets, competition, economic incentives couple d

19 wi th pe rformance standa rds, a lternative and streaml ined regulat i on ,

20 customer c h o i ce, and open and nond iscr i minatory access to t ransmiss ion

21 and distribution pipelines . Although in 1994 the gas utility industry had only

22 tak en the in it i al steps from COS /RO R regulation toward compet it ion and
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alternative regulation, the gas transportation competitive bidding process

established by the parties as a part of the joint stipulation in Cause No . PUD

94-354 represents an early attempt to reasonably and deliberately consider

and put in place an alternative structure for Arkla as a means to lowe r

Arkla's cost for gas transportation service . The competitive bidding process

6,. . - Arkla implemented with 5taff's assistance produced an actual lowering of

7

8
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10 Q :

1 1

12 A :

1 3

14

15

16

17

18

19

20

21

Arkla's gas transportation cost and provides a tangible demonstration of th e

advantages of such an approach over COS/RDR regulation .

Arkla 's Gas Transportation Competitive B idding P rocess

Please explain the te rms of the join t st i pu lati on approved by Order No .

388659, as they relate to gas transportation compet itive bidding by Arkla .

In the stipulation, Arkla agreed to initiate competitive bidding for ga s

transportatio n to th e Company's city gates . Ark l a ag reed to design a

competitive bidding p rocess, in consultation w i th Staff , and to complete the

first round of that competitive bidding by March, 1996 . The en t ire bidding

process consisted of four stages, each covering an annual period betwee n

1996 and 1999 . During each stage at least 25% of the gas transportatio n

requirements of Arkla was to be b i d . The ent i re gas transportatio n

requirement of Arkla was to be met through compe titive bidding by Marc h

1, 2000, the date the existing gas transportation contract between Arkl a

and its affiliate, NO RAM Gas Transmission Company ("NG T"), was to end .
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18

19 Cl :

20

From Staff's perspective, wh at is the prima ry objective of the gas

transpo rtati on competitive bidding process ?

Although the Arkla /NGT gas transportation contract was approved by th e

Commission in Cause No . PUD 92-1317, the transportation cost paid b y

Arkla to its affiliate, NGT, did not, in Staff's view, reflect the true marke t

price for th i s service : Specifically, it was Staff's belief that in December,

1 994, the price pa id for gas t ra nspo r tat i on by A rk la to NG T was, at least fo r

a large portion of Arkla's city gates, above the market price . Staff sought

to bring market pricing to Arkla's gas transportation contracting, b y

recommending that a competitive bidding process be utilized to achieve thi s

obj ective . This process would have yie lded e i ther a renegot i at ion of Ark la' s

contract with NGT, if NGT chose to implement the "right of first refusal" and

"right to match" provisions in that contract, or would have resulted in th e

replacement of NGT, in whole or in part , as Arkla's gas transpvrter .

What is Staff's assessment of the competitive process designed by Arkla?

Arkla designed a comprehensive, fair, and workable bidding process . Al l

e lemen ts of the process are clea rly de fi ned an d app ly ap prop r iate design and

management cr iter i a .

Was there p roper coordinat ion between Arkla and Staff in des igning,

implementing, and assessing the results of the bidding process ?
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1 A: Yes.

2 Q; D id the bidding process designed by Arkla and Staff function properly ?

3 A: Yes.

4 Q: Was the first round of the bidding process completed on time?

5 A: Yes .

6 Q :

7 A:

8

9

10

11

12

13

14

15

16

P lease describe the results of the first round o f the bidd i ng p rocess.

Over a ha lf dozen b ids were received by Arkla . Afte r seve ral eva luat io ns,

Transok's bid was accepted . Th i s bid covered a po rt i on of the Lawton c ity

gate (as a lread y indicated, only 25% of the trans portation requ irements of

Arkl a was b id durin g the first round of bidding) . Im p lementat ion of gas

trans portatio n serv i ces f rom Transok would h ave achieved an app rox i mate

$2 .3 m ill ion annual savings fo r such serv i ces for A rkla. The existing gas

transpor tation contract between Arkla and NGT contained a provision

a llow i ng NGT the "r i ght to match" all a lternat ive bids . In September, 1996 ,

NGT chose to match th e Transok bid to retai n the prov i sion of gas

t rans po rtation service to the Lawton c ity gate .

17 Concluding the Compet itive Process Via Negotiated Agreeme nt

18 Q: Is Arkla proposing to end the gas transportation competi tive bidding process
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1 as of September 1, 1996 ?

2 A: Yes .

3 0: Please explain Arkla's proposal to end the competitive b idding process .

4 A: After NGT exercised its right to match the low bid, Arkla chose to

5 renegotiate the terms and pricing of the existing gas transportation contrac t

6 with N GT as of September 1, 1996 .

7 a :

8

9

10 A :

Have you reviewed the renegotiated provisions of the contract proposed by

Arkla, and the prefiled direct testimony of Mr . Ray Ellerman in support of

these renegotiated provisions of the contract ?

Yes .

1 1 Q : Does Staff support the p roposed renegotiated provisio n s of the exist i ng

1 2 contract between Ark la and N G T for gas transportation se rv i ces ?

1 3 A: Yes.

1 4 Q :

15

16 A :

1 7

18

P lease explain why Staff supports these proposed renegotia ted provisions

of the contract between Ark la and NOT .

Staff suppo rts the reneg otiated prov isions contract for five reasons :

1 . the reductio n in Arkla's cos t for gas transportatio n serv ice inc l uded in

the renegotiated contract prov isions a re reflective of market pr ices for

a



1 such services, th us fu lfil l ing the p r imary objective for the co mpetit ive

2 bidding process;

3 2. the reduction in Arkla's gas transportation cost is achieve d

4 immediately, retroactively to September 1, 199 6 , rather than in th e

5 year 2000, in accordance with the time table for the competitiv e

6 bidding process;

7 3. due to the renegotiation of the contract, NGT and Arkla agree t o

8 modify the terms of the contract to be consistent with any gas utilit y

9 industry unbundling and competition rules or orders issued by th e

10 Commission, beginning in the year 2000 ;

11 4. NGT agrees that if it gains new gas transportation customers i n

12 Oklahoma as part of an unbundling and competition proces s

13 established by the Commission, it will give up an amount of its fir m

14 transportation for Arkla equivalent to any new firm transportation

15 gained in the competitive market established by the Commission ; and,

16 5. because the probability is high that many of the citygates on Arkla' s

17 system wo uld neve r att ract compet itive bids, the renegotiated

18 p rov i si o ns of the contract provide cost re d uc tions for custome rs

19 served through these citygates that would not otherwise be achieved .
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1 Conclusions and Recom mendati ons

2 Concl usions

3 Q: What are Staff's conclusions regarding the renegotiated gas transportatio n

4 contract proposed by Arkla and NGT ?

5 A: Staff's conclusions are as follows :

6 7 . THE GOALS OF THE COMPETIT I VE BIDDING PROCESS WER E

7 ACHIEVED -- the renegotiated contract achieves the market pricin g

8 objective of the competitive bidding process, and achieves thi s

9 objective more than three years in advance of the schedule for th e

10 competitive bidding process designed and implemented by Arkla and

11 Staff ;

1 2 2 . the renegoti ated terms of the contract are consistent w ith and wi l l

13 not , in any way, interfere with an unbundled and competitive ga s

14 utility industry, if the Commission and other stakeholders choose t o

15 establish such an industry i n Ok l ahoma;

16 3. savings from the renegotiated contract for Arkla's ratepa 'qers are

17 $4,112,250, annually, including a retroactive refund beginning wit h

18 September 1, 1996; and ,

19 4. the actual implementation of the renegotiated contract provisions and

20 the savings in Arkla's gas transportation cost resulting from th e

21 renegotiation will be monitored annually as part of the annual revie w

22 of the cost of gas for gas utilities by the PUD's fuel section .
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1 Becommandation s

2 Q : What are Staff's recommendations to the Commission regarding the

3 renegotiated gas transportation contract with NGT proposed by Arkla and

4 the competitive bidding process established by Order No . 388659?

5 A: Staff's recommendations are :

6 1, allow the proposed renegotiated contract provisions to go into effect,

7 retroactive to September 1, 1996 ;

8 2. instruct Arkla to create, in consultation with Staff, an appropriate

9 means to distribute to its ratepayers the refund resulting from the

10 contract's retroactive application ; and ,

11 3 . instruct Arkla and Staff, together, to prepare an annual report to the

12 Commission assessing the actual implementation of the contract's

13 terms and associated cost savings to be submitted to the Commission

14 on November 30 of 1997, 1998, and 1999 .

15 Q: Does this conclude your testimony?

16 A: Yes .
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