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IN THE SUPREME COURT OF THE STATE OF UTAH 

UTAH UTILITY SHAREHOLDERS ASSOCIA­
TION, ALEX OBLAD and HAROLD BURTON; 
UTAH DEPARTMENT OF ADMINISTRATIVE 
SERVICES; UTAH COALITION OF SENIOR 
CITIZENS, 

Plaintiffs/Appellants, 

v. 

PUBLIC SERVICE COMMISSION OF UTAH; 
MILLY O. BERNARD, Chairman, DAVID 
IRVINE, Commissioner; and BRENT 
CAMERON, Commissioner, 

Respondents, 

MOUNTAIN FUEL SUPPLY COMPANY, a 
Utah corporation; WEXPRO COMPANY, 
a Utah Corporation; UTAH DEPARTMENT 
OF BUSINESS REGULATION, DIVISION OF 
PUBLIC UTILITIES; and UTAH COMMITTEE 
OF CONSUMER SERVICES, 

Defendants/Invervenor­
Respondents. 

case Nos. 18286, 18303, 18304 

ATTACHED DOCUMENTS TO BRIEF OF 

MOUNTAIN FUEL SUPPLY COMPANY 

AND 

WEXPRO COMPANY 

EDWARD W. CLYDE, ESQ. 
CLYDE, PRATT, GIBBS & CAHOON 
77 West 200 South, Suite 200 
Salt Lake City, Utah 84111 

ROBERTS. CAMPBELL, JR., ESQ. 
WATKISS & CAMPBELL 
310 South Main Street, Suite 1200 
Salt Lake City, Utah 84101 

R. G. GROUSSMAN, ESQ. 

Attorneys for Mountain Fuel 
Supply Company 

CALVIN L. RAMPTON, ESQ. 
800 Walker Bank Building 
Salt Lake City, Utah 84111 

Attorney for Wexpro Compan~ 
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APPELLANTS 

DONALD B. HOLBROOK, ESQ. 
ELIZABETH M. HASLAM, ESQ. 

JONES, WALDO, HOLBROOK & McDONOUGH 
800 Walker Bank Building 
Salt Lake City, Utah 84111 

Attorneys for Utility Shareholders 
Association of Utah, Alex Oblad 
and Harold Burton 

JAY D. GURMANKIN, ESQ. 
JAMES R. HOLBROOK, ESQ. 
STEPHEN H. BLUM, ESQ. 

GIAUQUE & WILLIAMS 
500 Kearns Building 
Salt Lake City, Utah 84101 

Attorneys for Utah Department of 
Administrative Services 

BRUCE PLENK, ESQ. 
RONALD E. NEHRING, ESQ. 

352 South Denver Street 84111 
Attorneys for Utah State Coalition 
of Senior Citizens 

OTHER RESPONDENTS 

THOMAS A. QUINN, ESQ. 
ROBERT A. THORPE, ESQ. 

RAY, QUINNEY & NEBEKER 
400 Deseret Building 
Salt Lake City, Utah 84111 

Special Assistant Attorneys 
General for Utah Division of 
Public Utilit1es and Utah 
Committee of Consumer Services 
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STIPULATION FOR SETTLEMENT 

BETWEEN 

UTAH DIV_ISION OF PUBLIC UTILITIES, 

UTAH COMMITTEE OF CONSUMER SERVICES 

AND 

MOUNTAIN FUEL SUPPLY COMPANY, 

WEXPRO COMPANY 

AND 

WYOMING PUBLIC SERVICE COMMISSION 
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH 

IN THE MATTER OF THE PETITION OF ) 
THE DIVISION OF PUBLIC UTILITIES ) 
TO CONSIDER THE PROPOSED TRANSFER ) 
OF CERTAIN WELLS, LEASES, LANDS AND ) 
RELATED F AGILITIES AND INTERESTS ) 
OF MOUNTAIN FUEL SUPPLY COMPANY ) 
TO WEXPRO COMPANY ON REMAND FROM ) 
THE UTAH SUPREME COURT. ) 

Case No. 76-057-14 

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

Case No. 77-057-03 

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

) 
) 
) 
) 
) 
) 

Case No. 79-057-03 

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

Case No. 80-057-01 

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

Case No. 81-057-01 

STIPULATION 
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IN THE MATTER OF THE INVESTIGA­
TION OF THE TRANSFER OF CERTAIN 
WELLS, LANDS, LEASES AND RELATED 
BUILDINGS AND INTERESTS OF 
MOUNTAIN FUEL SUPPLY COMPANY 
AND/OR WEXPRO COMPANY TO CELSIUS 
ENERGY COMPANY OR ANY OTHER 
ENTITY OR PERSON. 

) 
) 
) 
) 
) 
) 
) 
) 

Case No. 81-057-04 

The Utah Department of Business Regulation, Division of 

Public Utilities (Division), the Utah Committee of Consumer Services 

(Committee), Mountain Fuel Supply Company (Company) and Wexpro 

Company (Wexpro) present this Stipulation to the Utah Public Service 

Commission (Commission) to resolve all issues actually or arguably 

pending before it in these captioned cases except rate design issues in 

Case No. 81-057-01. All these cases are before the Commission, in whole 

or part, on the Commission's own order except Case No. 76-057-14, 

which is on remand from the decision of the Utah Supreme Court in Com-

mittee of Consumer Services v. Public Service Commission of Utah, 595 

P.2d 871 (Utah 1979). 

The Company and Wexpro are also entering into a similar 

stipulation with the Staff of the Public Service Commission of Wyoming, 

in Public Service Commission of Wyoming Docket No. 9192 Sub 68. 

The definitions in the Agreement between the Company and 

Wexpro as parties (Agreement) which is attached hereto as Appendix 1 

and incorporated herein by this reference will apply throughout this 

Stipulation. 
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1. STIPULATED FACTS 

1. 1. Since before 1930, the Company. or its predecessor 

companies have acquired leases and other interests in certain properties 

having a potential for the production of hydrocarbons. The Company's 

exploration and development program has been considered in numerous 

proceedings before the Commission. While the Commission has from time 

to time sought modifications to the program, the program has historically 

received the support and approval of the Commission. A number of 

properties have been explored and successfully developed and are 

presently producing oil and natural gas. Others are unexplored and are 

currently being held for future exploration and accounted for in a 

Company utility rate base account or in Wexpro. 

1. 2. On the whole, the Company's hydrocarbon exploration 

and development program has been successful. It has resulted in 

currently below market price cost-of-service natural gas production equal 

to approximately 30% of the total natural gas supply currently being 

delivered to the Company's retail distribution customers. Company 

exploration efforts have also developed substantial quantities of oil. 

1. 3. As part of the Commission's historical support and 

approval of the Company's exploration and development program, certain 

costs of exploration, including dry-hole expenses, cancelled leases and 

delay rentals, have been considered as utility expenses in setting the 

Company's natural gas rates to retail distribution customers over the 

past 35 years. 

1. 4. The productive oil reservoirs, productive gas reservoirs 

and the unexplored properties currently held by the Company and 

Wexpro (as set out and defined in the Agreement) are believed to have 

-3-Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services 
Library Services and Technology Act, administered by the Utah State Library. 

 Machine-generated OCR, may contain errors.



significant potential value for the future production of oil and natural 

gas. 

1. 5 · In order to produce the potentially producible oil and 

natural gas from the productive oil reservoirs, it may sometimes be 

desirable to pursue enhanced recovery procedures. The amount of 

required investment for such enhanced recovery procedures is currently 

unknown. 

1.6. Additional development drilling into some, if not all, of 

the productive gas reservoirs also will be necessary and desirable to 

produce prudently the available natural gas and oil. The amount of the 

required investment for such additional development wells is currently 

unknown. 

1. 7. To exploit the potential of the approximately 1. 4 million 

acres of unexplored leaseholds currently held in the Company's 105 

account, the leaseholds need to be explored, and those leaseholds that 

appear to warrant it should be drilled. Many of these leases will soon 

expire unless they are drilled prior to expiration. The amount of the 

investment required for such exploration and drilling is currently un­

known. 

1. 8. During a 3 7 year period prior to January 1, 1977, 

certain primarily oil producing properties which were explored and 

drilled by the Company were classified by the Company as non-utility oil 

properties. 

1. 9. The Company believes that its investors have provided 

capital to it under the understanding that the properties classified as 

oil-producing properties were totally non-utility in nature, hence 

allowing for an unregulated return on investments therein. 
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1.10. Various parties historically have made claims before the 

Commission that such oil properties should be regulated as utility assets 

and that profits derived from such properties should be applied to 

reduce the Company's retail distribution rates. 

1.11. The Commission has historically treated such oil 

properties as unregulated assets of the Company. 

1.12. Effective January 1, 1977, the Company and Wexpro 

entered into an Agreement of Purchase and Sale under which the 

Company-classified non-utility properties were transferred to Wexpro in 

exchange for all of the outstanding common stock of Wexpro. The 

Company and Wexpro also entered into a Joint Exploration Agreement 

(JEA) effective January 1, 1977, which established a program for 

exploration and development of the Company's unexplored properties. 

1.13. The Division and Committee objected to the agreements 

alleging that they were detrimental to utility customers. The Commission 

in its Order dated April 11, 1978, in Case No. 76-057-14 approved the 

agreements subject to certain amendments which were agreed to by the 

Company and Wexpro. However, in Committee of Consumer Services v. 

Public Service Commission of Utah, 595 P.2d 871 (Utah 1979), the Utah 

Supreme Court reversed the Order of the Commission on jurisdictional 

grounds and remanded the issue to the Commission for further hearings 

as to whether the properties theretofore classified by the Company as 

non-utility were in fact outside the regulatory jurisdiction of the 

Commission. 

1.14. Since the organization of Wexpro as a wholly owned 

subsidiary of the Company, a number of properties have been explored. 

Wexpro has explored the properties conveyed to it under the Agreement 
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of Purchase and Sale and has acquired properties from sources other 

than the Company that have also been explored. The early exploration 

of Company properties after the organization of Wexpro was done in 

accordance with the terms of the JEA. After the Utah Supreme Court 

rendered its decision, the JEA was cancelled and the further drilling was 

done first under an informal agreement and subsequently under a stipu­

lation dated March 3, 1981, which was filed in Case No. 81-057-04 and 

approved by the Utah Commission. Some of this drilling has resulted in 

the successful completion of either oil or natural gas wells. 

1.15. During the pendency of Case No. 76-057-14 (Wexpro 

Case) the Company has received general rate increases in Case Nos. 

77-057-03, 79-057-03, 80-057-01 and 81-057-01. The order establishing 

the overall increase in rates entered in each of those cases has been in 

some way connected to the outcome of Case No. 76-057-14. 

1.16. The Company has discontinued all exploration and 

development activities on the properties subject to the JEA because in its 

judgment the opinion of the Utah Supreme Court in Committee of 

Consumer Services made continued exploration of the properties as a 

utility venture impractical. 

1.17. Questions have been raised before the Wyoming 

Commission in Docket No. 9192 Sub 68 regarding issues raised in the 

Wexpro Case. 

1.18. In addition to the cases which are the subject of this 

Stipulation, other litigation has been initiated by the Company in federal 

forums involving some of the same issues that are before the Commission 

in Case Nos. 76-057-14 and 81-057-04. 
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1.18 .1. The Company, Wexpro, Mountain Fuel Resources, 

Inc. (Resources) and Celsius Energy Company (Celsius) have filed 

Applications with the Federal Energy Regulatory Commission (FERC) in 

FERC Docket Nos. CPS0-274, CPS0-275 and CI80-233 (FERC Dockets) 

seeking authorization for transfer of certain of the properties which are 

the subject of this Stipulation and the Agreement (Properties) from the 

Company and Wexpro to Celsius. True and correct copies of the 

applications in the FERC Dockets have been filed with the Commission. 

1.18. 2. The Company, Wexpro and certain shareholders 

of the Company filed a Complaint in the United States District Court for 

the District of Utah in Mountain Fuel Supply Co. v. Public Service Com­

mission of Utah, Civil No. C 80-0710J (D. Utah, July 23, 1981). The 

Complaint and Amended and Supplemental Complaint, true and correct 

copies of which were served on the Commission previously, claimed, 

among other things, that the regulation of certain of the Properties by 

this Commission would violate plaintiffs' rights under the Constitution of 

the United States. The court has entered an Order dismissing the 

Complaint without prejudice. 

1. 19. The federal litigation as well as these cases are part of 

a protracted, time-consuming, expensive and disruptive course of 

disagreement of the parties. It is the opinion of all parties that if this 

litigation is not substantially resolved, it will continue to be protracted, 

time-consuming, expensive and disruptive in the future to the detriment 

of the Company's shareholders and its customers. 

1. 20. All parties have taken public positions in the litigation 

referred to above and in these cases herein captioned suggesting that 

the Properties be owned and developed in various ways and that the 
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benefits from the Properties be divided in various fractions. All parties 

concede, however, that the risk exists in any litigation that a particular 

position will not be accepted in whole or in part by the ultimate legal 

decision-maker and that decisions of the various courts and agencies in 

which the related litigation is now pending could be inconsistent. 

Further, the expense of litigation and the passage of time could render 

the ultimate victory by any party Pyrrhic. 

1. 21. The potential of the Properties can best be realized for 

the Company's retail distribution customers and its shareholders if the 

Properties are explored. 

1. 2 2. By reason of the Company's decision not to conduct 

exploration activities as a utility, in order to exploit the Properties 

adequately, Wexpro must own the fee title or be the lessee of record and 

must be the operator of all of the Properties. 

1. 23. It is reasonable and desirable under the circumstances 

that all future exploration or developmental drilling activity on the 

Properties be undertaken by Wexpro, as provided for in the Agreement, 

at its sole risk and expense. 

1. 24. The service fees and prices established in the 

Agreement together with the transfer of rights to Wexpro fairly 

compensate for such risks and expenses undertaken by Wexpro. 

1. 25. The rights and benefits conferred upon or retained by 

the Company in the Agreement (along with that consideration previously 

received by the Company from Wexpro) represent fair market value 

consideration for all properties which have been previously conveyed or 

are by the Agreement conveyed to Wexpro by the Company. 
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2. OBJECTIVES OF THE PAR TIES 

The parties have entered into this Stipulation and the 

Agreement to accomplish the following objectives, which objectives are 

set forth here as an aid to current and future interpretation and 

application of this Stipulation and the Agreement: 

2 .1. The retail natural gas rates paid by the Company's 

distribution customers should reflect appropriate credits or benefits from 

the Properties. All benefits or credits from the Properties which flow to 

the Company will be used by the Company to reduce or suppress retail 

natural gas rates to its customers as directed by the agency having 

jurisdiction. 

2. 2. Wexpro should have sufficient legal and economic 

incentive that it, in its own self interest, will prudently and ener­

getically exploit the Properties to their full potential for the benefit of 

the Company's customers and its shareholders. 

2. 3. This Stipulation and the Agreement together should 

provide a self-governing means of encouraging the development of 

natural gas to be made available to the Company's retail distribution 

customers at competitive prices. To that end, the Agreement will avoid 

"first sales 11 of natural gas (as defined in the Natural Gas Policy Act of 

1978) or "sales for resale in interstate commerce" (as that term has been 

applied under the Natural Gas Act) to the Company from currently 

productive gas reservoirs and will establish contractual prices for gas 

which is sold from currently productive oil reservoirs by Wexpro to the 

Company with the intention that such prices will be adopted by any 

regulatory agency asserting jurisdiction. 
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2. 4. Wexpro should be recognized by states in which it 

operates and all parties as an independent hydrocarbon exploration and 

development company which is not subject to state public utility 

regulation and which legally owns or operates the Properties in 

accordance with the Agreement. 

2. 5. The Company's natural gas retail distribution rates will 

not reflect as a specific utility cost any unsuccessful exploration or 

development cost incurred on the Properties with the specific intention of 

eliminating any foundation for the claim that its customers contribute 

capital to or assume the risks of the Company's or Wexpro's exploration 

or development programs. 

3. CONSIDERATION 

3 .1. The parties have entered into this Stipulation and the 

Agreement has been executed in mutually interdependent consideration of 

each and all of their covenants and conditions. The Stipulation and the 

Agreement are an integrated whole and each part is dependent on all 

other parts. Therefore·, if any part of the Stipulation or Agreement is 

not approved as provided in Section 16 herein, the entire Stipulation and 

the Agreement will be void unless modified in writing as provided in 

Section 16 with such modifications approved with finality. 

3. 2. The totality of the consideration flowing to the Company 

·under the Agreement is agreed by the parties, in view of all the cir­

cumstances, to be the equivalent of fair market value for all assets 

transferred from the Company to Wexpro by the Agreement of Purchase 

and Sale and by the Agreement. 
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3. 3. Some of the consideration to the Company under the 

Stipulation and Agreement is summarized, without in any way attempting 

to alter the specific terms of the Stipulation or the Agreement, as 

follows: 

3. 3 .1. 54% of profits from productive oil reservoirs. 

3. 3. 2. Cost-of-service gas sold by Wexpro to the 

Company from productive oil reservoirs. 

3. 3. 3. All development drilling expenses and risks on 

transferred leaseholds to be borne by Wexpro. 

3.3.4. 7% of 8/8ths overriding royalty on all exploratory 

properties transferred from the Company to Wexpro under the 

Agreement. 

3. 3. 5. A first right to purchase all gas from exploratory 

leaseholds. 

3. 3. 6. Cost-of-service gas owned by the Company and 

delivered by Wexpro from productive gas reservoirs. 

3. 3. 7. All risk and expense of development drilling on 

Account 101/ 105 leaseholds borne by Wexpro. 

3. 3. 8. 2~% of 8 I 8ths overriding royalty on approximately 

l 28, 000 acres of 11 after-acquired 11 property of Wexpro. 

3.3.9. H% of 8/8ths overriding royalty on certain Bug 

field acreage acquired by Wexpro after January 1, 1977. 

3. 3 .10. $21 million temporary reduction in cost-of-service 

to Company's retail distribution natural gas customers. 

3. 3 .11. Reduction of utility rate base by removal of all 

leaseholds from rate base accounts, thereby reducing utility revenue 

requirements. 
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3.3.12. Future 

and development expenses 

elimination of unsuccessful exploration 

from ratemaking consideration thereby 

reducing utility revenue requirements. 

3. 3. 13. Expenditure of at least $40 million by Wexpro 

during next 5 years for development drilling to productive gas 

reservoirs. 

3. 4. The issuance of the common stock by Wexpro to the 

Company in connection with the Agreement of Purchase and Sale and the 

Company's ownership rights with respect to that stock will not be 

affected by this Stipulation. 

4. RESERVE FOR PAST UTILITY EXPLORATION EXPENSES 

4 .1. Except as provided in Section 4. 2 herein, the Company's 

cost-of-service of natural gas will not include any cost or expense 

associated with unsuccessful exploration or development of the Properties 

except as specifically provided in the Agreement. 

4. 2. It is mutually acknowledged that the reserve for 

exploration account designated as Account 186 of the Uniform System of 

Accounts has been maintained in the Company's ratemaking accounts for 

the purpose of covering its share of unsuccessful exploration costs. 

That account as of July 31, 1981, had a deficit of approximately $3.8 

million. There is presently an expense item relating to unsuccessful 

exploration reflected in the Company's natural gas retail distribution 

rates of approximately $3 .1 million per year, which, it is agreed, will 

remain in effect so long, but only so long, as is necessary to eliminate 

the $3. 8 million deficit balance in Account 186. 
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Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services 
Library Services and Technology Act, administered by the Utah State Library. 

 Machine-generated OCR, may contain errors.



5. THE AGREEMENT 

5 .1. The parties will enter into and be bound by the 

Agreement attached as Appendix 1, effective August 1, 1981. The 

Agreement specifies the terms and conditions upon which the Company 

and Wexpro will own and Wexpro will operate the Properties and upon 

which the Company will own natural gas produced from productive gas 

reservoirs, be entitled to purchase natural gas produced from productive 

oil reservoirs and exploratory properties, share in certain oil income and 

otherwise share in the benefits of the Properties. 

5. 2. All parties have participated in the drafting of the 

Agreement and have carefully scrutinized all of its provisions. For 

purposes of this Stipulation, all parties will be bound by definitions, 

property schedules and procedures which are a part of the Agreement. 

The parties agree not to challenge any action taken by the Company or 

Wexpro in accordance with the terms of the Agreement other than 

through arbitration procedures provided in Section 9 of this Stipulation. 

5. 3. The parties agree that the cost-of-service reductions and 

increases in income which flow to the Company under the Agreement are 

intended ultimately to benefit the Company's retail distribution customers 

in the form of reductions in or suppression of natural gas rates. 

5.4. The beneficial interest of the Company's Utah retail 

distribution customers in benefits from the Properties as a class is 

represented by the Division and the Committee which have executed the 

Agreement in this representative capacity. The parties agree that the 

Division and Committee are entitled in this same capacity to pursue 

enforcement of the provisions of this Stipulation and the Agreement to 
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secure benefits to the Company's customers under the Agreement as 

provided in this Stipulation. 

5. 5. The Agreement has been executed by the parties without 

complete review of the schedules attached to the Agreement. Until such 

schedules are finally reviewed and approved by the parties, it may be 

necessary to slightly modify certain entries in the schedules. However, 

the parties believe that any such modification will not be material nor 

will they affect the substantive provisions of the Agreement. The 

parties agree that the schedules to the Agreement will be reviewed and 

finally approved no later than October 23, 1981. 

6. TEMPORARY REDUCTION IN THE COMPANY'S COST-OF-SERVICE 

6 .1. As soon as is practicable but in no event later than 30 

days following approval of this Stipulation, the Company will submit new 

schedules of rates and charges to the Commission which will reflect a 

reduction in its cost-of-service. This reduction in cost-of-service will 

be reflected on a per-Mcf basis to the Company's retail distribution 

customers over approximately a 12-month period, commencing upon dates 

fixed by the Commission, and will be in an amount sufficient to reduce 

the Company's current system-wide retail distribution natural gas rates 

by the pre-tax sum of $21 million. 90% of this reduction will apply to 

Utah customers and 10% will apply to Wyoming customers. It is 

understood that a portion of the $21 million may be required by law to 

be directly allocated to certain incrementally priced industrial customers 

under Title II of the Natural Gas Policy Act of 1978 (NGPA). 

6. 2. While this cost-of-service reduction will occur over a 

12-month period, the entire effect of the reduction upon earnings of the 
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Company will be accounted for in the Company's financial records in the 

year 1981. 

6. 3. To ensure that the full impact of the $21 million 

temporary reduction in system-wide cost-of-service is realized, it will be 

accounted for by the Company as a part of the Account 191 balancing 

account adjustment provisions of its tariffs on file with and approved by 

the Commission, except for the portion required to be directly allocated 

to incrementally priced industrial customers under the NGPA. 

7. OTHER RATE EFFECTS 

7 .1. As soon as practicable, but in no event later than 30 

days following approval of this Stipulation, the Company will submit new 

schedules of rates and charges which: 

7.1.1. Reflect actual adjustments in utility rate base 

resulting from changes in property ownership effected by the Agreement 

as of August 1, 1981, and ownership of facilities installed after July 31, 

1981; and 

7 .1. 2. Reflect projected adjustments in other utility 

income, gas purchase costs and service fees resulting from the 

Company's income from Wexpro, its service fees to Wexpro, and its gas 

purchases from Wexpro under the Agreement as required by this 

Stipulation and the Agreement utilizing Account 191 procedures as 

directed by the agency having jurisdiction. 

7.2. 

deficit balance 

Company will 

Within 30 days after the reserve for exploration account 

is eliminated, as provided in Section 4. 2 above, the 

submit rate schedules which reflect a reduction of 

approximately $3 .1 million annually system-wide. 
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7. 3. The Company's retail natural gas tariffs will reflect, 

through the ratemaking treatment accorded the Company's direct gas 

costs, that the costs associated with the production of Company-owned 

hydrocarbons produced for the Company by Wexpro under the terms of 

Article III of the Agreement will be determined under the cost-of-service 

procedure set forth in Exhibit E of the Agreement. 

7. 4. All royalties or income received from Wexpro under the 

Agreement as well as costs associated with natural gas delivered to the 

Company by Wexpro will be accounted for under the Account 191 balanc­

ing account adjustment provisions of the Company's tariffs on file with 

and approved by the Commission in the same manner as natural gas costs 

incurred by the Company in the purchase of natural gas from third 

parties. 

7. 5. All investment in prior Company wells (as defined in the 

Agreement) and all related utility investments made before August 1, 

1981, used and useful in the production of hydrocarbons from productive 

gas reservoirs, and not otherwise transferred to Wexpro under the 

Agreement will be considered as utility gas plant to be accorded rate­

base treatment as a part of the Company's retail natural gas rate 

determinations by the Utah and Wyoming Public Service Commissions. (It 

is specifically recognized that Company investment made under 

paragraphs II-8 (£) and III-8 (e) of the Agreement will be accorded similar 

rate-base treatment.} However, no lease carrying costs will be included 

in such treatment. 

7. 6. No benefit or burden created in the Company, and 

ultimately its retail distribution customers, by this Stipulation or the 

Agreement will be used in any way as a basis for future rate relief to 
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the Company except under exigent circumstances as otherwise directed 

by the agency having jurisdiction. 

8. DIVISION MONITORING OF PERFORMANCE UNDER AGREEMENT 

8 .1. The Division will be entitled to monitor the performance 

of the Company and Wexpro under the Agreement. To facilitate that 

monitoring, the books and accounts of Wexpro pertaining to the Pro­

perties will be made available for examination by the Division when 

requested at reasonable times and places designated by Wexpro. In 

addition, Wexpro and the Company will provide the Division with a 

report within 60 days of the end of every calendar quarter setting out 

production of the Properties, the financial benefits from the Properties 

and reporting on the operation of each element of the Agreement. 

Wexpro will have its accounts with respect to all matters under the 

Agreement audited annually by a firm of independent certified public 

accountants. The Division will receive copies of the audit report when 

completed. All costs of the audit will be borne by Wexpro and will be 

considered to be normal business expenses of Wexpro for purposes of the 

Agreement's formulae. This expense item will be strictly restricted, 

however, to reflect solely the costs of auditing compliance with the 

Agreement. 

8. 2. If the Division desires further monitoring, it, in 

conjunction with the Staff of the Wyoming Public Service Commission 

(Staff), will select two monitors, an independent certified public 

accountant and an independent hydrocarbon industry consulting firm, to 

review the performance of the Agreement and to advise all parties with 

respect thereto. Any monitor selected will be professionally trained and 
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qualified, will have had no involvement with the Wexpro Case (unless 

such requirement is waived by all parties) and will be nationally 

recognized as a reputable and independent expert in the subject matter 

of the function monitored. The two monitors will be paid actual and 

reasonable fees and expenses incurred in monitoring the performance of 

the Agreement by Wexpro in an aggregate amount not to exceed $60, 000 

annually. The first $20, 000 of this amount will be considered to be 

normal business expenses of Wexpro in determining the cost-of-service of 

natural gas to be delivered or sold to the Company under the 

Agreement, and the remaining $40,000 will be considered to be normal 

business expenses of Wexpro for purposes of the 11 54-46 formula" under 

the Agreement. Any costs and expenses of the monitors in excess of 

$60, 000 annually will be the sole responsibility of the Division and the 

Staff. 

8. 3. Wexpro will cooperate with the monitors in providing 

reasonable access to its books, accounts and records with respect to the 

Properties and in attempting to obtain other relevant information 

reasonably requested by the monitors. The monitors will be obligated 

under their retainer agreements to keep information disclosed to them 

confidential except in connection with necessary reports made to the 

Division, the Staff, the Company or Wexpro in performing their duties as 

monitors or with Wexpro1s prior approval. 

8.4. Monitors may be removed with or without cause by the 

Division, in consultation with the Staff, and with cause, as established 

by arbitration, by the Company and Wexpro. For purposes of this 

paragraph, cause will include, but not be limited to, lack of professional 

qualification, lack of competence, unauthorized disclosure or use of 
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confidential information and a pattern of unreasonable, harrassing or 

oppressive conduct by the monitor in performing its responsibilities. If 

a monitor is removed or is unable to continue to act, the Division, in 

consultation with the Staff, may select a successor upon the same terms 

and conditions as an original monitor could be selected provided that the 

total fees and expenses of all monitors in any year will be limited to 

$60,000. 

9. DEFAULTS 

In the event that any party claims that there is any default by 

any other party of any of their obligations under the terms or intent of 

this Stipulation or the Agreement, the following procedure will be 

followed: 

9. 1. The charging party will give notice of the claimed 

default, and the defaulting party will be allowed 30 days or such longer 

time as the charging and defaulting parties may stipulate to correct its 

default. 

9. 2. If the default is not corrected to the satisfaction of the 

charging party, all parties and the Staff will be given notice 9£ the 

dispute and the matter will be submitted by the parties to arbitration on 

the following terms: 

9. 2. 1. The Division and the Committee and the Staff, if 

the Committee and the Staff desire to participate, will jointly select a 

person professionally trained and qualified in the subject matter of the 

dispute but who has not been employed or retained by the Division, 

Committee or Staff within the previous 12 months (unless such 

requirement is waived by all parties) , to act as an arbitrator, such 
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selection to be within 60 days of the date upon which notice of default 

was given or such longer time as the parties may specify. 

9.2.2. The Company and Wexpro, or either if both do 

not desire to participate, will similar! y select a person professionally 

trained and qualified in the subject matter of the dispute to act as an 

arbitrator under the same restrictions and within the same time limit in 

which the Division, Committee and Staff must select their arbitrator. 

9. 2. 3. The two arbitrators selected will together select a 

third person professionally trained and qualified in the subject matter of 

the dispute to act as an arbitrator, such selection to be within 15 days 

of the date the latter of the two arbitrators was selected by the parties. 

In the event no agreement can be reached on the selection of the third 

arbitrator within the time permitted, such selection will be made by the 

Chief Judge of the United States District Court for the District of Utah 

upon the application of any party. 

9. 2. 4. The three arbitrators will give the parties reason­

able opportunity to present their positions and will thereafter decide the 

matters in dispute by a majority vote. The arbitrators will not engage 

in investigations or audits themselves but will render their decision 

based upon information presented to them by the parties. It is 

understood that the arbitrators may request the parties to prepare and 

present additional evidence if needed for their decision and that 

arbitrators will keep information presented to them confidential. 

9. 2. 5. Each party will bear the costs of its own 

attorneys and witnesses in the arbitration proceedings. The salary and 

expenses of the arbitrator selected by each of the parties will be paid 

by the party or parties selecting the arbitrator. The salary and 
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expenses of the third arbitrator will be paid by Wexpro and considered a 

normal business expense of Wexpro for purposes of . the Agreement's 

11 54-46 formula" unless the formula at that time is not returning to 

Wexpro the full return provided in the Agreement on its investment 

base, in which event the Division, Committee and Staff will share the 

expenses of the third arbitrator equally with the Company and Wexpro. 

9 • 2 • 6 . Except as otherwise specifically provided in this 

Section 9, the arbitration procedure contemplated by this Stipulation will 

comply with Chapter 31 of Title 78 of the Utah Code or any successor 

provision of Utah law governing arbitration. 

9. 3. The decision of the arbitrators may be presented by any 

party to the Commission in an application for any action by the Com­

mission with respect to the claimed default. by the Division or Company 

of the Agreement or to a court of competent jurisdiction for any action 

with respect to a claimed default by Wexpro of the Agreement. In pro­

ceedings before the Commission or court with respect to the arbitrated 

matter, the decision of the arbitrators will be binding upon the parties 

except with respect to matters covered by Utah Code Ann. §§ 78-31-16 

and 78-31-17 and any other claim of impropriety, irregularity or 

arbitrariness and capriciousness in the arbitration proceedings. 

9. 4. Among the remedies available under arbitration there is 

specifically excluded any form of rescission of the terms of property 

transfer of the Agreement. 

9. 5. The parties agree that separate arbitration proceedings 

in Utah and Wyoming or between different parties will not be initiated on 

the same subject. All parties to this Stipulation should receive notice of 

any arbitration proceeding initiated by any party in either state. Any 
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party that chooses not to participate in the arbitration proceeding will be 

bound by the decision of the arbitrators as if it had participated. 

9.6. In deciding any controversy brought before them, the 

arbitrators, Commission or other administrative or judicial body may 

consider, as appropriate, that one party or the other to the proceeding 

may have superior knowledge or access to the properties, assets or 

information which is the subject of the proceeding. They may also 

consider that the parties to this Stipulation and the Agreement have a 

duty to perform their respective responsibilities in good faith. 

10. CONFIDENTIAL INFORMATION 

The Company and Wexpro are obligated under this Stipulation 

and the Agreement to provide the Division, its monitors and arbitrators 

with information, reports and notices regarding Wexpro's exploration and 

development of the properties. It is understood and agreed that the 

Division and Committee, if it participates in arbitration proceedings, will 

keep such information, reports and notices, including information 

received from monitors and presented in arbitration proceedings, strictly 

confidential and will use them only in connection with its review of 

matters under this Stipulation and the Agreement. It is understood that 

the Division may utilize such information in arbitration proceedings and, 

if the Company and Wexpro have consented or the Commission has given 

its prior approval, in Commission proceedings. 

11. COMPANY INTEREST IN CERTAIN PROPERTIES OWNED BY WEXPRO 

11.1. The right, interest and estate of the Company in cer­

tain properties owned or to be owned by Wexpro is fully described in 
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the Agreement. The Company will have no other right, interest or 

estate in any property owned by Wexpro except as specifically provided 

in the Agreement. None of the parties will make any claim that the 

Company or its customers have any legal, equitable or beneficial right, 

interest or estate in any property owned by Wexpro or hereafter 

acquired by Wexpro except as expressly provided by this Stipulation and 

the Agreement. 

11. 2. None of the parties will claim that the Properties owned 

by Wexpro are subject to the public utility regulation of any state, and 

all parties will cooperate to obtain legal rulings and, if necessary, 

statutes so providing. It is acknowledged that the Company's rights 

with respect to the Properties or benefits from them may be subject to 

appropriate regulation for ratemaking purposes. However, that fact will 

in no way be claimed by any party as a basis for state public utility 

regulation of Wexpro in any of its activities with respect to the 

Properties. If Wexpro's activities with respect to the Properties are 

claimed by the parties to be or are successfully subjected to state public 

utility regulation, Wexpro will be released from its obligations under the 

Agreement with respect to the Properties which subject it to regulation. 

12. WEXPRO PROPERTIES NOT SUBJECT TO ANY COMPANY INTEREST 

By this Stipulation the parties expressly recognize that there 

are three categories of properties which are or may be owned by Wexpro 

in which the Company has no legal, equitable, or beneficial right, estate 

or interest. The parties will not make any claim that the Company or its 

customers have any right, estate or interest in these properties or in 
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any production from or proceeds of them or that these properties are 

subject to public utility regulation. The categories are: 

12 .1. Properties acquired directly into the Company's non­

utility accounts prior to January 1, 1977, and transferred to Wexpro 

effective January 1, 1977, which have never been considered in 

establishing the natural gas retail distribution rates of the Company. 

These properties are described on Schedule 6 attached to the 

Agreement. 

12. 2. Properties acquired by Wexpro from third parties or by 

farmout from the Company during the period commencing January 1, 

1977, and ending on July 31, 1981, except for the overriding royalty 

described in the Agreement on approximately 128, 000 acres located in the 

states of Utah, Wyoming, Colorado and Nevada acquired directly by 

Wexpro during this period from third parties and on certain acreage in 

the 11 Bug area" acquired after May 10, 1979 identified in Schedule 5 

attached to the Agreement. 

12. 3. Any and all properties acquired by Wexpro from any 

source in any location after July 31, 1981. 

13. RESOLUTION OF COMMISSION CASES AND CLAIMS OF PARTIES 

This Stipulation and the Agreement resolve all pending issues 

before the Commission in the above-captioned cases (except rate design 

issues in Case No. 81-057-01), and all claims of the parties with respect 

to the allocation of expenses, profits or properties among the Company 

and Wexpro. No party will assert any claim that the Company, its 

customers, or Wexpro is entitled to any reimbursement for any cost 

previously paid by it or them; or that the Company, its customers, or 
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Wexpro is entitled to all or any part of any revenue previously received 

or retained by others as a result of any aspect of the Company's and/or 

Wexpro's exploration and development program, the ownership or 

classification of the Properties, rates previously in effect or any other 

matter which is the subject of this Stipulation except as expressly 

provided for in this Stipulation and the Agreement. To effect this 

resolution in pending cases the parties agree that: 

13 .1. This Stipulation resolves all issues in Case No. 

76-057-14 in a manner consistent with the public interest and in 

accordance with the holding of the Utah Supreme Court in Committee of 

Consumer Services. 

13. 2. Any conditions in Orders establishing the rate 

deficiencies in Case Nos. 77-057-03, 79-057-03, 80-057-01 and 81-057-01 

with reference to the resolution of Case No. 76-057-14 are satisfied by 

this Stipulation and the implementation of the Stipulation and the 

Agreement. 

13. 3. The Stipulation of the parties in Case No. 81-057-04 will 

be terminated effective August 1, 1981, and the Commission's ruling in 

that case requiring the Company and Wexpro to obtain prior approval of 

the Commission for any future transfer of property is superseded by 

this Stipulation and the Agreement. It is understood that the fact that 

the Commission's ruling in Case No. 81-057-04 is superseded by this 

Stipulation and the Agreement will have no effect on any statutory 

authority of the Commission or any valid order issued by the Commission 

in any other proceeding. 
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14. FEDERAL COURT PROCEEDINGS 

It is the intent of this Stipulation to dispose of all of the 

disputed issues between the parties with respect to the Properties and 

specifically to resolve with prejudice the disputes with regard to the 

Properties heretofore raised in the United States District Court for the 

District of Utah in an action entitled Mountain Fuel Supply Co. v. Public 

Service Commission of Utah, Civil No. C80-0710J (D. Utah, July 28, 

1981), which action has been dismissed without prejudice by that Court. 

The Company and Wexpro agree that the action will not be refiled and 

that no other action making the same claims arising from the same 

circumstances against the same parties with respect to the Properties will 

·be filed. 

15. FERC PROCEEDINGS 

15 .1. Mountain Fuel and Wexpro will amend their Applications 

or take other action in the FERC Dockets in a manner consistent with 

this Stipulation and the Agreement within 60 days of the approval by the 

Commission of this Stipulation and the Agreement or the final resolution 

by a competent court on appeal or review. 

15. 2. All parties will use their best efforts, in cooperation 

with each other, to obtain any necessary approval by FERC of the terms 

of this Stipulation and the Agreement which affect the pending 

Applications. 

15. 3. It is acknowledged that this Stipulation will not estop 

the Division and· Committee from taking positions contrary to those of the 

Company and Wexpro in the FERC Dockets on matters not subject to this 

Stipulation and the Agreement. 
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15.4. No party will file in the future any application with any 

regulatory body which is intended to result in the modification or 

abrogation of any term of this Stipulation or the Agreement except in 

exigent circumstances. 

15. 5. Should FERG assert regulatory authority over the gas 

produced from either the productive gas reservoirs or productive oil 

reservoirs, all parties will cooperate and use their best efforts to obtain 

complete acquiesence in or adoption by that agency of the pricing and 

supply provisions of the Agreement pertaining to those reservoirs. 

16. APPROVAL OF STIPULATION AND AGREEMENT 

16 .1. This Stipulation and the Agreement are entered into by 

the parties subject to approval by the Commission and, in the discretion 

of the Company or Wexpro, subject to the approval of the Wyoming 

Commission of a similar stipulation by the Staff of the Wyoming Public 

Service Commission, the Company and Wexpro in Wyoming Commission 

Docket No. 9192 Sub 68. The parties will cooperate with each other, in 

good faith, to obtain approval of this Stipulation and the Agreement in 

their entirety by the Commission. The Company and Wexpro agree to 

endeavor diligently to obtain the approval of the Wyoming Stipulation and 

the Agreement by the Wyoming Commission, and the Division and 

Committee agree to cooperate with and assist the Company and Wexpro in 

the Wyoming proceedings if requested to do so. 

16. 2. If any person seeks judicial review of the decision of 

the Commission approving this Stipulation and the Agreement in any 

court, the parties agree to cooperate with each other to promote the 
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adoption or approval of the Stipulation and the Agreement by the 

reviewing court. 

16. 3. If this Stipulation and the Agreement are not approved 

in their entirety as provided above, the parties will have 30 days from 

the final decision of the Commission or reviewing court inconsistent with 

this Stipulation or the Agreement to agree in writing to accept or reject 

any modification of this Stipulation or the Agreement which may be 

required. If the parties do not so agree, the Stipulation and the 

Agreement will be void. 

17. SUCCESSORS AND ASSIGNS 

17 .1. This Stipulation · will be binding upon the parties and 

their successors and assigns, including any state agencies which may 

hereafter succeed to the ·responsibilities of the Division and Committee. 

17. 2. References in this Stipulation to any party will also be 

deemed to be references to its successors and assigns as appropriate 

under the circumstances. 

17. 3. It is acknowledged that Wexpro may assign certain of 

its rights and obligations under the Agreement to others including other 

companies affiliated with the Company. Such assignments may be freely 

made without the consent of any party, and no party will make any claim 

that any such assignment requires approval of the Commission. How­

ever, any such assignment will be subject to the terms of the 

Agreement, and the assignee's agreement to be bound by the terms of 

the Agreement will be a condition precedent to the assignment. In 

making any assignment of Wexpro's interest or operating rights in 

productive gas and productive oil reservoirs, due consideration will be 

-28-
Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services 

Library Services and Technology Act, administered by the Utah State Library. 
 Machine-generated OCR, may contain errors.



given the parties' intention to avoid first sales or sales for resale of 

natural gas to the Company from productive gas reservoirs. Due 

consideration will also be given to the parties' intent to avoid any 

changes in the pricing or supply provisions established in the Agreement 

for sales of natural gas from productive oil reservoirs to the Company 

imposed by any regulatory body. 

17. 4. It is further acknowledged that the Company and 

Wexpro may decide to transfer certain of the Properties to Celsius rather 

than to Wexpro during implementation of the Agreement. Such transfers 

may be freely made without the consent of any party and no party will 

claim that any such transfer requires approval of the Commission. 

However, any such transfer will be subject to the terms of this 

Stipulation and the Agreement and Celsius' Agreement to be bound by 

the terms of this Stipulation and the Agreement with respect to such 

properties will be a condition precedent to the transfers. In that event, 

references to Wexpro in this Stipulation will be deemed to be references 

to Celsius as appropriate. 

18. AMENDMENT 

Any amendment to or modification of this Stipulation or the 

Agreement prior to approval will render the en tire Stipulation and 

Agreement void unless the amendment or modification is consented to in 

writing by all of the parties and is approved in the manner provided in 

Section 16 above. 
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DATED this 14th day of October, 1981. 

Stephen H. An e 
Thomas A. Qui 
Merlin O. Bake 
A. Robert Thorup 
Ray Quinney & Nebeker 
Special Assistant Attorneys General 

Attorneys for the Di vision and 
Committee 

Ed~ard W. Clyde . ') 
Clyde, Pratt, Gibbs & Cahoon 

.:;,,;+uef-#,~ 
Robert s. Camp be 
Gregory B. Monson 
Watkiss & Campbell 

Attorneys for 
Mountain Fuel Supply Company 

Calvin L. Ram 
Jones, Waldo, 

Attorney for Wexpro 
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AGREEMENT OF SETTLEMENT 

BETWEEN 

UTAH DIVISION OF PUBLIC UTILITIES, 

UTAH COMMITTEE OF CONSUMER SERVICES 

AND 

MOUNTAIN FUEL SUPPLY COMPANY, 
. . 

WEXPRO COMPANY 

AND 

WYOMING PUBLIC SERVICE COMMISSION 
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APPENDIX 1 

AGREEMENT 

(II WEXPRO CASE") 

October 14, 1981 

MOUNTAIN FUEL SUPPLY COMPANY 

WEXPRO COMPANY 

UT AH DIVISION OF PUBLIC UTILITIES 

UTAH COMMITTEE OF CONSUMER SERVICES 

STAFF OF THE WYOMING PUBLIC SERVICE COMMISSION 
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AGREEMENT ---------
( 11 WEXPRO CASE 11 ) 

MOUNTAIN FUEL SUPPLY COMPANY 
WEXPRO COMPANY 

UTAH DIVISION OF f-UBLIC UTILITIES 
UTAH COMMITTEE OF CONSUMER SERVICES 

STAFF OF THE WYOMING PUBLIC SERVICE COMMISSION 

I N D' E X 

I. DEFINITIONS 

PARTIES AND DOCUMENTS 

I-1. 
1-2. 
1-3. 
1-4. 
I-5. 
I-6. 
1-7. 

PRODUCTS 

I-8. 
I-9. 
I-10. 
1-11. 

The Company •• 
Wexpro ...• 
Celsius ...• 
The Di vision • 
The Committee 
Staff of the Wyoming PSC. 
Agreement of Purchase and Sale 

Natural Gas • • • • 
Natural Gas Liquids 
Oil . . • • . • 
Hydrocarbons 

HYDROCARBON-PRODUCING PROPERTIES AND RELATED TERMS 

1-12. Account 101/105 Leaseholds 
1-13. Transferred Leaseholds 
I-14. Well . . . . 
I-15. Appurtenant Facilities . . 
I-16. Delivery Point . 
I-17. Completed Well . . 
I-18. Development Well . 
I-19. Dry Hole. . . 
1-20. Commercial Well . . . . 
I-21. Prior Wexpro Well. 
I-22. Prior Company Well. . 
I-22A. Prior Well . . . 
I-23. Pool . . . . . . 
I-24. Productive Oil Reservoir . . . . . . 
I-25. Productive Gas Reservoir. . 

HYDROCARBON OPERATIONS AND TRANSACTIONS 

I-26. 
1-27. 

Development Drilling Area . . . . 
Development Oi1 Drilling . . . . . . . 

(i) 

. . . 

. . 

. . . 

. . . 

2 
2 
2 
3 
3 
3 
3 

3 
3 
3 
3 

4 
4 
4 
4 
4 
5 
5 
5 
5 
7 
7 
8 
8 
8 
8 

8 
9 
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I-28. 
I-29. 
I-30. 
I-31. 

Development Gas Drilling . • 
Exploratory Drilling 
Enhanced Recovery Facilities 
Farmout ....•. 

9 
• • . • • • • • • • . 10 

. • . . . . . 10 
. • • . 10 

ACCOUNTING AND RATEMAKING 

1-32. 
I-33. 
1-34. 
1-35. 
1-36. 
I-37. 
I-38. 
I-39. 
1-40. 
I-41. 
I-42. 
1-43. 
1-44. 
I-45. 
I-46. 
I-47. 

Depreciation . . . . . . . . . . . 10 
Amortization . . . . . . • . . · 11 
Royalty . . • . • . . . • . . • . 11 
Overriding Royalty • . . . • . • . 11 
Taxes . . . • . • . . • • 11 
AFUDC. . • . . • . . . . • • . 12 
Marginal Composite Income Tax Rate . . •• 12 
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AGREEMENT ---------

THIS AGREEMENT is made and entered into this 14th day of 

October, 1981, by and between MOUNTAIN FUEL SUPPLY COMPANY, a 

Utah corporation; WEXPRO COMPANY, a Utah corporation; the Utah 

Department of Business Regulation, Division of Public Utilities; the Utah 

Committee of Consumer Services; and the Staff of the Wyoming Public 

Service Commission. 

RECITALS 

A. The parties have been engaged in extensive litigation as 

described in the Stipulations to which this Agreement is attached. 

B. The Division of Public Utilities of the Utah Department of 

Business Regulation, the Utah Committee of Consumer Services, the Staff 

of the Public Service Commission of Wyoming, Mountain Fuel Supply 

Company and Wexpro Company have reached accord on an appropriate 

settlement and resolution of the issues contested in that litigation. 

C. This accord is reflected in contemporaneous Stipulations 

filed with the Utah Public Service Commission on October 14, 1981, (Utah 

Stipulation), and with the Wyoming Public Service Commission on 

October 15, 1981, (Wyoming Stipulation), to each of which this Agree-

ment has been attached and made a part. 
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D. The cases before both the Utah Public Service Commission 

and the Wyoming Public Service Commission affected by this Agreement 

are set forth in the Stipulations. 

E. The parties to this Agreement desire to set forth the 

several and interdependent rights, obligations, responsibilities and 

mutual promises as contemplated by the Stipulations. 

NOW, THEREFORE, in consideration of the mutual promises, 

covenants and obligations set forth below, the parties agree as follows: 

I. DEFINITIONS 

For purposes of this Agreement, and the Stipulations to which 

it is attached, the following definitions will apply to the indicated terms 

wherever they appear. 

CORPORATIONS, AGENCIES AND DOCUMENTS 

I-1. The Company. Mountain Fuel Supply Company, an 

investor-owned Utah corporation, including where appropriate its oper­

ating divisions, the Distribution Division and the Transmission Division, 

but not referring to wholly-owned subsidiaries of Mountain Fuel Supply 

Company as of August 1, 1981. 

I-2. Wexpro. Wexpro Company, a Utah corporation incor­

porated in November 1976 and a wholly owned subsidiary of the Company. 

The term will refer to Wexpro Company, its successors and assigns. 

I-3. Celsius. Celsius Energy Company, a Nevada corporation 

and a wholly owned subsidiary of Mountain Fuel Resources, Inc., itself a 

wholly owned subsidiary of Mountain Fuel Supply Company. 
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1-4. The Division. The Division of Public Utilities of the 

Utah Department of Business Regulation. The term will also refer to any 

governmental successor as provided by statute or rule. 

1-5. The Committee. The Utah Committee of Consumer 

Services. The term will also refer to any governmental successor as 

provided by statute or rule. 

I-6. Staff of the Wyoming PSC. The regulatory staff of the 

Public Service Commission of Wyoming. The term will also refer to any 

governmental successor as provided by statute. 

I-7. Agreement of Purchase and Sale. The amended agree­

ment between Mountain Fuel Supply Company and Wexpro Company, dated 

April 24, 1978, by which certain non-utility properties, described in 

such document, were transferred from Mountain Fuel Supply Company to 

Wexpro. 

PRODUCTS 

1-8. Natural Gas. A gaseous substance whose major constit­

uent is methane. 

I-9. Natural Gas Liquids. All liquids extracted from a 

natural gas stream except liquids (including condensate) recovered by 

surface separators. 

I-10. Oil. The generic term used to describe all products, 

including minerals and hydrocarbons other than natural gas or natural 

gas liquids. 

I-11. Hydrocarbons. A generic term used to refer to natural 

gas, natural gas liquids and oil collectively. 
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HYDROCARBON-PRODUCING PROPERTIES AND RELATED TERMS 

1-12. Account 101/ 105 Leaseholds. All leasehold, operating 

rights, working interests, mineral and other interests in production 

which were held on July 31, 1981, by the Company and which were 

accounted for on that date in the Company's Accounts 101 or 105. 

I-13. Transferred Leaseholds. All leasehold, operating 

rights, working interests, mineral and other interests in production 

which were held by Wexpro on July 31, 1981, and which had previously 

been accounted for in the Company's 101 or 105 Accounts immediately 

prior to transfer, but excluding leasehold or production rights acquired 

by farmout from the Company. 

I-14. Well. The well bore and all underground and surface 

materials and facilities installed in connection with drilling into the 

earth's surface for the production or injection of hydrocarbons and other 

substances. The term 11 well11 includes all appurtenant facilities. 

1-15. Appurtenant· Facilities. Those facilities, downstream 

from the wellhead, to and including the delivery point, that are nec­

essary to make the products acceptable for delivery including, but not 

limited to, compression, · transportation, gathering, separation, treating 

and certain processing facilities. 

I-16. Delivery Point. That point, under standard industry 

practice, at which a purchaser of oil or natural gas liquids or natural 

gas takes delivery from the producer. This will generally be (i) at the 

inlet side of the dehydration unit for gas deliveries, and (ii) at the 

outlet side of tankage or other storage facilities for oil or natural gas 

liquid deliveries. 
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1-17. Completed Well. (a) A well ready for and capable of 

producing hydrocarbons in commercial quantities regardless of whether 

the necessary equipment and machinery is installed to permit continuous 

production and marketing of hydrocarbons or (b) a dry hole. 

1-18. Development Well. A well drilled under the terms of 

this Agreement for carrying out development oil or development gas 

drilling, as those terms are defined in sections 1-27 and 1-28. 

1-19. Dry Hole. A development well that (i) upon com-

pletion is clearly uneconomical to produce and is plugged and abandoned 

while the drilling rig is in place, or (ii) is otherwise not determined to 

be a commercial well under the procedures set forth in section I-20. If 

a commercial well is completed in a productive reservoir above the total 

depth drilled, that portion of the well below the lowest productive reser­

voir to total well depth will be considered a dry hole. 

I-20. Commercial Well. A development well that, upon com­

pletion, (i) clearly produces sufficient quantities to pay, at market 

prices for the products, all costs of drilling, development and operation 

of the well, or (ii) requires further determination for classification as a 

commercial well or dry hole. 

A well will be classified as a commercial well in the latter case 

under the following procedure: 

(a) It will be produced for 30 days after stimulation (or 

such lesser time as state regulatory authority requires). 

(b) Using the then-available test data for the last 10 

days of the test period and economic analysis methods normally used in 

the industry, Wexpro will make an economic evaluation of the potential 

value of hydrocarbon production from the well. If the economic 
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evaluation shows that production from the well, when valued at market 

prices, will pay the expenses of operating the well, including royalties 

and taxes, plus 50% of the drilling costs to completion to the wellhead, 

the well will be deemed a commercial well. 

(c) If the well does not meet the test set forth in para­

graph (b), Wexpro will notify the Company, the Division and the Staff of 

the Wyoming PSC of its intent to classify the well as a dry hole and will 

supply to each the economic evaluation and the factual basis for the 

conclusion. Information that is available at such time will be supplied 

and will include, if available, drilling costs to date, cost for completion, 

test data, projected life of the well, the decline curve based on field 

history, and such other data as would be relevant by industry stan­

dards. 

(d) If the Company, notwithstanding Wexpro's intent to 

classify the well as a dry hole, desires to have the well produced and 

treated as a commercial well under this Agreement, it will so notify 

Wexpro, the Division and the Staff of the Wyoming PSC within 10 days of 

receipt of Wexpro's notice in paragraph (c). In such an event, Wexpro 

will produce the well and, in the absence of Division disapproval under 

paragraph (£) of this section, it will be deemed a commercial well for the 

purposes of this Agreement. 

(e) If no notice from the Company is served on Wexpro 

pursuant to paragraph ( d), the well will be classified as a dry hole and 

treated in accordance with the terms of this Agreement. 

(£) If the Company elects to have a well produced under 

paragraph ( d) , the Division in consultation with the Staff of the Wyoming 

PSC and such experts as it deems prudent may notify the Company 
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within 30 days of its receipt of the notice provided in paragraph (c) that 

it rejects the Company's election. Such a rejection will be final and not 

subject to rescission, modification or arbitration, except as otherwise 

determined by Commission order upon petition by the Company. If the 

Division rejects the Company's election under this paragraph and the 

Company does not seek Commission action, the well will be treated as a 

dry hole under this Agreement. If the Division does not, within the 30 

days, reject the Company's determination that the well be produced and 

classified as a commercial well, such classification will be final and not 

subject to arbitration. 

( g) Disputes concerning the accuracy, completeness and 

analysis of the data furnished, or the classification made by Wexpro, 

under paragraphs (b) and (c) may be the subject of the arbitration 

procedure set forth in section 9 of the Utah Stipulation to which this 

Agreement is attached. In no event, however, will wells be subject to 

reclassification as a result of production and other physical and economic 

data that become known or available after the analysis performed in 

paragraph (b) of this section. 

1-21. Prior Wexpro Well. A well completed on or before 

July 31, 1981, on an Account 101/105 leasehold or a transferred leasehold 

and capitalized in the accounts of Wexpro on that date. All prior Wexpro 

wells are identified and listed on Schedule 2 (b). 

I-22. Prior Company Well. A well completed on or before 

July 31, 1981, and capitalized in the Company's utility accounts on that 

date. All prior Company wells are identified and listed on Schedule 

3(b). 
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I-22A. Prior Well. A dry hole, as determined at the time of 

drilling (and not under the provisions of section I-19), drilled by Wex-

pro or the Company on any 101/105 leasehold or transferred leasehold 

prior to August 1, 1981; or any prior Wexpro or prior Company well. 

I-23. Pool. An underground accumulation of hydrocarbons in 

a single, separate natural reservoir characterized by a single pressure 

system. Each zone of a geologic formation which is completely separated 

from any other zone in the formation is a separate pool. 

I-24. Productive Oil Reservoir. A portion of a pool under-

lying an Account 101/105 leasehold or a transferred leasehold into which 

a prior Wexpro well was completed on or before July 31, 1981. All 

productive oil reservoirs are identified on Schedule 2 (a). 

I-25. Productive Gas Reservoir. A portion of a pool under-

lying an Account 101/ 105 leasehold or a transferred leasehold into which 

a prior Company well was completed on or before July 31, 1981. All 

productive gas reservoirs are identified on Schedule 3 (a). 

HYDROCARBON OPERATIONS AND TRANSACTIONS 

I-26. Development Drilling Area. 

(a) For each prior Wexpro or prior Company well in a 

pool, a circle of radius 1980 feet centered at the well, and all additional 

surface area covered by: 

(i) The single-well spacing unit for that well, 
as determined by the state agency with jurisdiction, and the 
eight authorized spacing units immediately north, east, west, 
south, northwest, northeast, southeast and southwest thereof 
if state spacing applies to the well; or ' 

(ii) The U.S. Geological Survey-approved 
participating area determined for royalty purposes for that 
pool, if the well is in a federal unit; or 
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(iii) If neither paragraph (i) nor (ii) are 
applicable, a square of sixteen 40-acre legal subdivisions for 
prior Company wells or four 40-acre legal subdivisions for 
prior Wexpro wells ·(or equivalent lots for irregular sections) 
situated so that the distance from the center of such square to 
the well is minimal. If this provision yields two or more 
squares, the square whose center is closest to the surface 
projection of the bottom-hole location will be used. 

(b) For each prior well that is not a prior Wexpro well 

or a prior Company well and is within any development drilling area 

described in paragraph (a) of this section, a circle of radius 1980 feet 

centered at such well. 

I-27. Development Oil Drilling. Any drilling completed (or 

recompleted in a prior well) after July 31, 1981; drilled within any 

development drilling area; and: 

(a) Targeted and completed in a productive oil reservoir, 

or 

(b) Drilled within 1980 feet of any prior well, completed 

in any pool above the lowest point to which such well had been drilled, 

and completed as a commercial well that produces primarily oil during the 

first 30 days of production. 

I-28. Development Gas Drilling. Any drilling completed (or 

recompleted in a prior well) after July 31, 1981; drilled within any 

development drilling area; and: 

(a) Targeted and completed in a productive gas reser-

voir, or 

(b) Drilled within 1980 feet of any prior well, completed 

in any pool above the lowest point to which such well had been drilled, 

·and completed as a commercial well that produces primarily gas during 

the first 30 days of production. 
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I-29. Exploratory Drilling. Any drilling after July 31, 1981, 

for the purpose of locating or producing hydrocarbons that is not devel­

opment oil or gas drilling. Formations underlying Account 101/ 105 lease­

holds or transferred leaseholds into which exploratory drilling is con­

ducted will be referred to as "exploratory properties." 

I-30. Enhanced Recovery Facilities. Such facilities as are 

necessary in connection with "secondary" and "tertiary" petroleum 

hydrocarbon recovery techniques. These techniques involve man-induced 

pressure changes or improved sweep efficiency using injected fluids 

within a productive oil or gas reservoir, often through injection of 

foreign· materials or injection of natural gas for the purpose of increasing 

the yield from the reservoir. Such techniques do not refer to stimu­

lation procedures used prior to completion to make a well commercial even 

if essentially similar procedures used on an already commercial well would 

be classified as 11 enhanced recovery procedures. 11 

I-31. Farmout. The common petroleum industry transaction 

by which an oil and gas lease owner contracts to assign a lease or some 

portion of it to another who undertakes drilling obligations. The 

assignor usually retains an interest such as an overriding royalty, 

production payment .or working interest. 

ACCOUNTING AND RATEMAKING 

I-32. Depreciation. A means by which the capital investment 

in an asset is recovered over the useful life of the asset. Depreciation 

is generally an expense deduction for federal and state income taxes 

purposes and is also an element of cost-of-service ratemaking for utili­

ties. As used in this Agreement, depreciation will refer to the standard 
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methods being used by the Company and Wexpro on July 31, 1981, and 

which are recognized and approved by the accounting profession and 

agencies having jurisdiction over such procedures. Any change to 

different depreciation methods for use herein (other than for tax pur­

poses) must be approved in writing by the Division. 

1-33. Amortization. A means by which intangible capital 

investments or other sums are recovered over the life of a related tan-

gible asset or otherwise eliminated over a period of time. Standard 

accounting methods will be used to implement amortization as necessary. 

For purposes of this Agreement, exploration and development costs 

associated with dry holes will not be amortized. 

1-34. Royalty. Generally, a percentage of the gross revenues 

generated from production from a lease. The royalty owner or recipient 

remains legally responsible for his pro-rata share of handling and trans­

portation costs (if taken in kind) and production-related taxes, including 

but not limited to severance, ad valorem, and windfall-profits taxes. 

For those leases from which production is owned only in part by the 

Company or Wexpro as of July 31, 1981, a royalty provided for in this 

Agreement will apply only to production attributable to the Company's or 

Wexpro's respective net interest, as the case may be. 

1-35. Overriding Royalty. A royalty interest in oil and gas 

and other minerals produced at the wellhead in addition to the usual 

landowner's royalty reserved to the lessor. 

1-36. Taxes. All exactions resulting from levies by govern­

ment, including but not limited to taxes on income, property, produc­

tion, operations, occupation, franchise, license, privilege, excise and 

payroll. 
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1-37. AFUDC. Allowance for funds used during construction. 

AFUDC is an amount equal to the base rate of return (r), as defined in 

section 1-44, applied to funds used for construction purposes. No 

AFUDC charges will be included upon expenditures for construction 

projects that have been abandoned. When only a part of ·plant or 

project is placed in operation or is completed and ready for service but 

the construction work as a whole is incomplete, that part of the cost of 

the property placed in operation or ready for service will be treated as 

investment in Wexpro and AFUDC thereon as a charge to construction 

will cease. AFUDC on that part of the cost of the plant which is in-

complete may be continued as a charge to construction until such time as 

it is placed in operation or is ready for service, except as otherwise 

limited in this provision. 

where: 

1-38. Marginal Composite Income Tax Rate. The tax rate 

t = tf(l - t ) + t , s s 

(a) tf is the federal income tax rate for U. S. corpora­

tions that would apply to Wexpro's highest level of taxable income if 

Wexpro were to file a separate tax return, without regard to the actual 

tax rate (on July 31, 1981, this rate was 46%); and 

(b) ts is the weighted state tax rate calculated according 

to the formula given on Exhibit D. t will be fixed for each calendar s 

year on the basis of data for the immediately previous calendar year. 

The rate fixed for the remainder of 1981 is 1. 533%, as shown in the 

sample calculation on Exhibit D. 
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1-39. Account 101. Account 101 of the Uniform System of 

Accounts, used to record the original investment in gas plant owned and 

used by a utility entity in its natural gas operations. 

I-40. Account 105. Account 105 of the Uniform System of 

Accounts, used to record the original investment in property owned and 

held for future use in natural gas service. 

I-41. Investment of Wexpro. The investment base, designated 

portions of which will serve as the base to which various rates of re­

turn, as specified in this Agreement, will be applied. The investment of 

Wexpro on July 31, 1981, is agreed to be $37,612,818. All subsequent 

increments to the investment of Wexpro will include future capital, net of 

depreciation, invested by Wexpro to produce hydrocarbons from produc­

tive oil and gas reservoirs and will be as otherwise provided in this 

Agreement. This will include all depreciated investment in plant and 

AFUDC in development well drilling and enhanced recovery facilities. 

New increments of deferred taxes or other tax "timing" reserves related 

to investments made after July 31, 1981, will be subtracted from those 

investments prior to inclusion in the investment of Wexpro. New incre­

ments of the investment of Wexpro after July 31, 1981, will not include 

any capitalized dry-hole costs. 

1-42. Return. As used in this Agreement, the net from 

proceeds after they have been reduced by all applicable expenses (but 

not long- or short-term debt and preferred stock expense), depreciation, 

amortization and taxes. 

I-43. Rate of Return. As a percentage, the return divided 

by the applicable investment. 
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1-44. Base Rate of Return (r). A percentage to be (i) 

b (1·1·) used .as a bas1's for deter-applied to specified in vestment as es or 

mining other rates of return as required in this Agreement. The base 

rate of return (r) is determined by the following method: 

(a) For the period August 1, 1981, through July 31, 

1982, r will be fixed at 16. 00%. 

{b) For each subsequent 12-month period following 

July 31, 1982, r will be determined as of July 31 each year according to 

the following formula: 

r = 16.00 + (i - 14.35), 

where i is the following index: 

The arithmetic average of the rate of return on common equity 
as authorized by the indicated regulatory agency for the 20 
utility and natural gas companies listed on Schedule 1, such 
rates of return to be those in effect by valid order of the 
respective agencies on May 31 of the calendar year in which 
the average is being determined. 

To the extent that the companies listed in Schedule 1 cease to 

exist under the corporate names indicated, there will be replacement by 

the successor or assignee company if that successor or assignee con-

tinues to provide the same utility service to the majority of customers 

served by the previous company in the relevant jurisdiction. Successor 

state regulatory agencies for those state-regulated utilities listed in 

Schedule 1 will not affect the computation under this provision. If, 

however, any state-regulated utility becomes federally regulated or 

unregulated, the parties will choose a replacement state-regulated utility. 

I-45. Market Price. The wellhead price per unit for hydro-

carbons produced, as determined by the following provisions: 
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(a) The price upon which third-party royalty payments 

are to be made for production from the well, as such royalty price is 

established from time to time. 

(b) If a price is not determinable under paragraph (a) 

at the time of delivery, the average of the three highest prices (if 

available) paid by a purchaser to a seller (neither of which is an affiliate 

of the Company) for a product of comparable quality in the same county 

of delivery or the same producing field, whichever is larger. 

(c) If a price is not determinable under paragraphs (a) 

or (b) at the time of delivery, the highest price paid for the product of 

comparable quality in the nearest producing area. 

I-46. Cost-of-Service. Economic value determined by the 

aggregation of the actual costs incurred in producing or providing a 

product. The cost-of-service formulation to be applied under the terms 

of this Agreement is set forth in Exhibit A. 

I-47. Product Allocation. The method to be used for pur­

poses of allocating costs, expenses, depreciation and investments, so 

that products jointly produced from common facilities can be accounted 

for separately, each carrying an appropriate allocation of the costs asso­

ciated with that production. Allocations will be made on the following 

basis: 

(a) Until July 1, 1985, or six months following the 

effective date of federal deregulation of natural gas ceiling prices under 

the Natural Gas Policy Act of 1978 or any successor or replacement 

federal legislation that would decontrol natural gas ceiling prices for gas 

developed after the date of this Agreement, whichever date occurs first, 

12 Mcf of natural gas will be equivalent to one barrel of oil. 
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(b) After the earlier of the two dates in paragraph (a), 

a new equivalent ratio between natural gas and oil will be established on 

the basis of market price of decontrolled natural gas and oil. 

II. PRODUCTIVE OIL RESERVOIRS 

II-1. List of Prior Wexpro Wells and Productive Oil 

Reservoirs. Schedule 2 (a) sets forth a complete list of productive oil 

reservoirs. Schedule 2(b) sets forth a complete list of prior Wexpro 

wells. Schedules 2(a) and 2(b) reflect the explicit agreement by Wexpro 

that the well known as Spearhead Ranch Unit Well No. 15 will be clas­

sified as a prior Wexpro well, the associated reservoir as a productive oil 

reservoir, and will be subject to the conditions and provisions of this 

Article II. 

Il-2. Title and Operation. Any right, title and interest to 

the properties described on Schedules 2 (a) and 2 (b) and the corre­

sponding leases, operating rights, wells and appurtenant facilities held 

by Wexpro will be and remain the sole and exclusive property of Wexpro 

and will be held and operated by Wexpro in accordance with the terms 

and conditions of this Article II. Oil, natural gas, and natural gas 

liquids from productive oil reservoirs will be developed and produced by 

Wexpro in a prudent manner in accordance with accepted industry stan­

dards. 

II-3. Ownership of Oil, ·Natural Gas Liquids and Natural Gas. 

All oil, natural gas liquids and natural gas produced from productive oil 

reservoirs will be the property of and be sold or otherwise disposed of 

by Wexpro. 
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II-4. Oil and Natural Gas Liquids Proceeds. The total pro­

ceeds from the sale of oil and natural gas liquids from productive oil 

reservoirs, less royalties, will be subject to the following provisions: 

(a) Proceeds will first be used to pay the costs and 

expenses of holding and operating the prior Wexpro wells and productive 

oil reservoirs. Such costs and expenses will include an allocation to 

Wexpro of expenses, depreciation, taxes, royalties and other reasonable 

business expenses of production. The procedures set forth in sections 

1-4 of Exhibit A will serve as guidelines for this determination. In no 

event will deductible expenses include any exploration and development 

expenses associated with dry holes. 

(b) As an example of the allocation to be performed 

under paragraph (a), where Wexpro employees are engaged in the opera­

tion and maintenance of producing oil wells and productive oil reservoirs 

and contemporaneously engaged in other activities of Wexpro, Wexpro will 

maintain accurate and complete time and other records for properly 

allocating the time and expenses of employees among such operations. 

Costs that can be directly assigned, such as investments in fractionating 

towers which benefit- only natural gas liquids products, will be directly 

accounted for as a cost of producing that product. 

{c) The investment of Wexpro and Wexpro's operating 

expense for the particular prior Wexpro wells will be allocated to the 

hydrocarbons produced in accordance with the product allocation method 

defined in section 1-47. 

(d) It is agreed that the investment of Wexpro in prior 

Wexpro wells and productive oil reservoirs will be depreciated by the 

unit-of-production method. For purposes of calculating the return 
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provided by paragraph (e) of this section, this investment will .be de-

termined on a monthly basis, after additions and depreciation as provided 

herein. 

(e) From the proceeds of the sale of oil and natural gas 

liquids (after deduction of expenses and all royalties as provided in this 

Article), Wexpro will deduct an amount sufficient to provide a return on 

that portion of the investment of Wexpro allocated to oil and natural gas 

liquids production. Such return will be calculated for each monthly 

income statement and will be the product of one-twelfth of that portion of 

the investment of Wexpro allocated to oil and natural gas liquids produc-

tion at the end of that month multiplied by the base rate of return (r). 

(f) Any remaining Wexpro oil and natural gas liquids net 

revenues will be allocated as follows: 

(i) 54% of such remainder will be allocated to 
the Company and placed by the Company in an account used 
solely for the purposes of reducing natural gas rates, or 
disposed of otherwise by Commission order. 

(ii) The remammg 46% will be retained by 
Wexpro as its separate property and will not be considered 
utility income or used to reduce natural gas rates. 

(iii) To account appropriately for the income 
tax impact on the 54% allocation set forth in subparagraph (i) 
above, the sum paid to the Company by Wexpro will be the 54% 
described in subparagraph (i) divided by· a tax-adjustment 
factor: 1. 0 minus the marginal composite income tax rate, as 
defined in section 1-38. (See Exhibit B.) 

(iv) Wexpro's income statement for purposes of 
this Agreement will not include the resultant tax-adjusted sum 
paid to the Company as an expense under this paragraph, 
although it may so appear for income tax purposes or other 
purposes not covered by this Agreement. 

(g) The royalty, expense and return treatment and the 

54%-46% allocation described in this section will be referred to in this 

Agreement as the 11 54-46 formula." The accounting procedure set forth 
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in this Article is illustrated by the sample calculations shown on 

Exhibit B. 

II-5. Pricing of Gas from Oil Wells. 

(a) Except for field and repressurization use, any and 

all natural gas produced by Wexpro from prior Wexpro wells or produc­

tive oil reservoirs will be priced at cost-of-service (see Exhibit A) and 

sold by Wexpro to the Company, subject to such federal laws and regu­

lations as may be applicable to such a sale. In the event that the 

average monthly cost-of-service for all natural gas sold under this 

paragraph is in excess of average monthly market price for that natural 

gas, the difference between the average cost of service and the average 

market price will be treated as an expense ·of Wexpro for the purposes of 

the 11 54-46 formula, 11 and ~uch difference will not be included in the 

cost-of-service calculation. 

(b) The Company may, at its discretion, enter into 

suitable transportation arrangements with third parties or any Company 

affiliate for transporting gas produced under this Article to its system. 

II-6. Enhanced Recovery Procedures. It may be necessary or 

desirable to implement enhanced recovery procedures in certain prior 

Wexpro wells and productive oil reservoirs in order to maximize the 

recovery of oil. The investment in such procedures may be substantial 

and the results of these operations may not always be successful. If the 

revenues from the additional oil recovered as a result of such procedures 

do not cover the expenses, royalties and return as they are related to 

the enhanced recovery procedures, the initiation of such procedures 

would result in more of the total Wexpro oil production revenues being 

allocated to a return on this new capital, with less available for the 
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"54-46 formula. 11 To assure that investment for enhanced recovery 

procedures will be prudently made, the following terms will apply: 

(a) Unless required by state or federal regulatory 

authority or by third-party co-participants, Wexpro will not install 

additional enhanced recovery facilities in the Brady-Weber, Brady-Nugget 

or Dry Piney-Nugget productive oil reservoirs before August 1, 1986. It 

is acknowledged that Wexpro has co-participants in these and other 

producing oil wells and productive oil reservoirs. If such co-partici-

pants desire to install additional enhanced recovery facilities, Wexpro 

may be required to participate in order to avoid breach of contractual 

obligations or other financial risks. If Wexpro is required to install 

additional enhanced recovery facilities in any of the three productive oil 

reservoirs named in this paragraph prior to August 1, 1986, the inves-

tment and rate of return applicable to such facilities will be the base 

rate of return (r). 

(b) The capital investment required for enhanced re-

covery facilities will be made entirely by Wexpro. In lieu of the base 

rate of return (r), such enhanced recovery investment will be assigned a 

rate of return as follows: 

(i) If, at the time an authority for expendi­
ture (AFE) for an enhanced recovery project is executed, 
the total of the amounts described in subparagraphs 
II-4(f) (i) and (ii) for the prior 12 months have been less 
than 3. 00% of the average investment of Wexpro allocated 
to oil production for such a 12-month period, the rate of 
return to apply only to that enhanced recovery invest­
ment will be the base rate of return plus a 2. 00% risk 
premium (r + 2.00). 

(ii) In all other cases, the base rate of return 
(r) will apply. 

(c) The aggregate enhanced recovery facilities invest­

ment will look to all natural gas liquids and oil production for recovery 
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of investment, expenses and return. Each amount invested will be 

deemed made on the first day of the month closest to the date when it 

was made and will be depreciated on the basis of individual enhanced 

recovery projects. 

Il-7. Uneconomical Production. 

reservoir is depleted to a point where, 

When any productive oil 

in the prudent judgment of 

Wexpro, it is no longer economically feasible to produce such a reser­

voir, production from that reservoir may be terminated, and the invest­

ment of Wexpro will be adjusted by the net difference between salvage 

value and abandonment or dismantling costs. 

Il-8. Development Oil Drilling. It is acknowledged that some 

additional development drilling into productive oil reservoirs may be 

required, but the extent of such development oil drilling required to 

effectively and efficiently produce the hydrocarbons from prior Wexpro 

wells and productive oil reservoirs is unknown. Any such development 

oil drilling will be subject to the following provisions: 

(a) If a development well is required in the judgment of 

Wexpro to produce hydrocarbons more efficiently, Wexpro will drill such 

a well and assume the total risk of unsuccessful drilling, including 

dry-hole costs. 

(b) If a commercial well results, the investment in such 

a development oil well will be included in the investment of Wexpro on 

the first day of the month nearest the date the well is qualified as a 

commercial well. In lieu of the base rate of return r, the rate of return 

on commercial development oil wells will be equal to the base rate of 

return plus a risk premium of 5.00% (r + 5.00). 
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(c) For each development oil well spudded, Wexpro will 

keep detailed accounts of the funds used during drilling of such a well 

in accordance with the treatment of AFUDC set forth in section I-37. 

Where a well is deemed to be a commercial well, the accumulated AFUDC 

for that well will be added to the investment of Wexpro along with the 

capital invested in the well. 

(d) If production from any well drilled under the terms 

of this Article occurs and the well is determined to be a dry hole (as 

defined in section 1-19), paragraph (b) of this section will not apply. 

Wexpro may, at its discretion, plug and abandon the well, or produce 

the well, and the well and all production from the well will be the sole 

property of Wexpro to dispose of at its discretion and to retain any pro­

ceeds. 

(e) Wexpro will use prudent judgment in determining the 

desirability and necessity of development drilling under this Article as 

well as the timing and methods to be used in any such drilling. 

(£) If any liquids extraction plant, sweetening plant or 

similar natural gas processing facility is required to be built, in the 

prudent judgment of Wexpro, to process natural gas deliverable to the 

Company under this Article, Wexpro will notify the Company, and the 

Company may, at its election, make the investment required and capi­

talize it in the Company's utility rate base. The method of division of 

· product developed through the use of such facilities and the method of 

allocation of related costs and expenses will not be affected by this 

capitalization by the Company. 

Il-9. Gas for Repressurization. Gas being produced from a 

productive oil reservoir may be used to rep res sure the pool without 
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compensation or obligation to the Company so long as no natural gas is 

consumed except for field or lease use. When such repressurization 

ceases and such natural gas is finally produced, it will be delivered to 

the Company at cost-of-service. 

II-10. Delivery. The delivery of natural gas produced under 

the provisions of this Article II will be at the delivery point (defined in 

section I-16), and all costs of receiving the natural gas and all the 

necessary investment at and downstream from such a point will be the 

responsibility of the Company. 

III. PRODUCTIVE GAS RESER VO IRS 

Ill-1. List of Prior Company Wells and Productive Gas 

Reservoirs. Schedule 3(a) sets forth a complete list of productive gas 

reservoirs. Schedule 3(b) sets forth a complete list of prior Company 

wells. 

III-2. Transfer of Leaseholds and Operating Rights. 

(a) The Company will transfer to Wexpro all 101/ 105 

Account leaseholds and operating rights held by the Company and ac­

counted for in its 101 Account on July 31, 1981, such transfer to be 

subject to a retention by the Company of the ownership of oil, natural 

gas liquids, natural gas and other minerals produced from productive 

gas reservoirs underlying such leaseholds. 

(b) Wexpro· will own all operating rights and will be the 

operator of all facilities related to such leaseholds. Wexpro will fund 

and drill or cause to be funded and drilled all necessary and appropriate 

development wells on these properties and provide the necess.ary 
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facilities· which in its opinion will be reasonably and prudently necessary 

to efficiently produce the hydrocarbons in the productive gas reser­

voirs. 

III-3. Ownership of Gas Wells and Hydrocarbons. The prior 

Company wells and the hydrocarbons produced from productive gas 

reservoirs after July 31, 1981, will remain the property of the Company. 

The investment in such wells, installed as of July 31, 1981,. will be 

accounted for in the Company's utility accounts. Proceeds from the sale 

of oil and natural gas from prior Company wells will be accounted for as 

utility revenues, except to the extent modified for "new oil" as provided 

in this Article. 

Ill-4. 

productive gas 

development gas 

Post-July 1981 Facilities. 

reservoirs after July 31, 

Any investment made in the 

1981, and in commercial 

wells (including appurtenant facilities) will not be 

capitalized into the Company's utility accounts, but will be capitalized by 

Wexpro, and Wexpro will be compensated for these investments by the 

Company as provided in section Ill-5. Necessary facilities installed 

downstream from the delivery point will be capitalized in the Company's 

utility accounts. 

III -5. Opera tor Service Fee. 

(a) Although Wexpro will have no ownership in the 

natural gas, natural gas liquids or oil produced from productive gas 

reservoirs, as operator it will bill the Company for the services it 

performs and for the use of the facilities it has installed to produce the 

Company's natural gas, natural gas liquids and oil. 

(b) Billing for services will be on a monthly cost­

of-service basis and will follow, to the extent applicable and practicable, 
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the methods and practices employed by the Utah and Wyoming Public 

Service Commissions in determining the Company's cost of service prior 

to the effective date of this Agreement. Exhibit E sets forth the 

general guidelines for the cost-of-service charge to be made under this 

section. 

(c) The monthly billing for services will specifically 

include a return on in vestment for post-July 1981 facilities (described in 

section III-4) at the base rate of return (r); except that investment in 

commercial development wells will be entitled to an additional 8. 00% 

(r + 8.00). 

III-6. Depreciation. For purposes of this Agreement, Wex­

pro's post-July 1981 investment in commercial development wells and 

appurtenant facilities will be depreciated monthly by the unit-of­

production method except as otherwise provided in section 1-32. 

III-7. Delivery. The delivery of natural gas and natural gas 

liquids produced under the provisions of this Article III will be at the 

delivery point (defined in section I-16), and all costs of receiving, 

processing and gathering the natural gas and natural gas liquids and all 

the necessary investment at and downstream from such a point will be 

the responsibility of the Company. 

III-8. Development Gas Drilling. 

(a) Wexpro will exercise prudent judgment, as if it were 

the owner of the productive gas reservoirs, in determining the desir­

ability and necessity of development gas drilling under this Article, as 

well as the timing and methods to be used in any such drilling. 

(b) It is acknowledged that development drilling for 

natural gas often involves deep, time-consuming drilling that may not 
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result in a commercial well. If any development gas well in a productive 

gas reservoir becomes a commercial well, the in vestment in the well (and 

in the appurtenant facilities up to the delivery point) will be capitalized 

in the post-July 1981 investment of Wexpro in the same manner and 

under the same conditions as for a development oil well drilled on the 

productive oil reservoirs outlined in Article II, including but not limited 

to the use by Wexpro of AFUDC at the base rate of return (r). 

( c) Wexpro will spend or invest at least $40, 000, 000 

(undepreciated original cost) for development drilling in productive gas 

reservoirs under the provisions of this Article III between August 1, 

1981, and July 31, 1986. 

(d) If production from any well drilled under the terms 

of this Article occurs and the well is determined to be a dry hole (as 

defined in section I-19) , Wexpro may, at its discretion, plug and aban­

don the well or produce the well, and the well and all production from 

the well will be the sole property of Wexpro to dispose of at its dis­

cretion and to retain the proceeds. 

(e) If any liquids extraction plant, sweetening plant or 

similar natural gas processing facility is required to be built, in the 

prudent judgment of Wexpro, to process natural gas deliverable to the 

Company under this Article, Wexpro will notify the Company, and the 

Company may, at its election, make the investment required and capi­

talize the same in the Company's utility rate base. The method of 

division of product developed through the use of such facilities and the 

method of allocation of related costs and expenses will not be affected by 

this capitalization by the Company. 
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lll-9. 11 New Oil 11 from Productive Gas Reservoirs. 

(a) Oil from commercial wells completed after July 31, 

1981, in productive gas reservoirs will be sold by Wexpro on behalf of 

the Company, and the resulting revenues will be apportioned between 

the Company and Wexpro as provided by the 11 54-46 formula. 11 

(b) Oil produced under this section will bear a share of 

the productive gas reservoir's expenses and investment, determined by 

the product allocation method defined in section 1-47. 

(c) Any allocated oil investment related to post-July 1981 

development gas wells (under paragraph III-4) will carry with it the 

entitlement to apply a 5. 00% risk premium in the "54-46 formula 11 as 

specified for development oil drilling in Article II. 

(d) Any facilities that may be installed to separate or 

treat oil and natural gas liquids downstream from the delivery point will 

be installed by the Company and will be included in the Company's 

utility accounts. 

Ill-10. Termination of Production. Should any production 

from productive gas reservoirs that is achieved by use of facilities 

installed by Wexpro after July 31, 1981, be terminated, such post­

July 31, 1981 investment of Wexpro in productive gas reservoirs will be 

adjusted by the net difference between salvage value and abandonment 

or dismantling costs related to such facilities. 

111-11. Off-System Natural Gas Production. If natural gas is 

developed from productive gas reservoirs at any time that cannot be 

economically delivered into the Company's distribution system or which is 

on July 31, 1981, being sold to third parties under long term contract, 

such Company-owned natural gas will be sold for the Company by 
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Wexpro as the operator, and the revenues less expenses will be 

accounted for by the Company solely to reduce natural gas rates or as 

otherwise directed by Commission order. 

III-12. Celsius Energy Company. For purposes of this 

Article III, references to Wexpro will be construed as referring either to 

Wexpro or Celsius, as designated by the Company. 

IV. EXPLORATORY PROPERTIES 

IV-1. Account 101/105 Leaseholds. Set forth in Schedule 

4(a) is the identification of all Account 101/105 leaseholds held in the 

Company's Account 101 on July 31, 1981, and transferred to Wexpro 

under Article III. Set forth in Schedule 4(b) is the identification of all 

Account 101/ 105 leaseholds held in the Company's Account 105 on 
I 

July 31, 1981. 

IV-2. Transfer of Account 105 Leaseholds. All leaseholds and 

operating rights held by the Company in Account 105 on July 31, 1981, 

will be transferred to Wexpro, effective August 1, 1981, subject to the 

conditions set forth elsewhere in this Article IV. All exploratory 

properties, as defined in section 1-29, that are associated with the 

101/ 105 leaseholds held in the Company Account 101 on July 31, 1981, 

are to be transferred to Wexpro under Article III, but will be subject to 

the terms of this Article IV. 

IV-3. Account 105 Productive Gas Reservoirs. Any produc­

tive gas reservoir underlying Account 105 leaseholds transferred under 

this Article and listed on Schedule 3 (a) is subject to a retention by the 
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Company of the ownership of oil, natural gas liquids, natural gas and 

other minerals produced from such reservoirs. 

IV-4. 7% Overriding Royalty on Exploratory Properties. 

Ther<~ is hereby retained by the Company a n) of 8/ 8thi;; OVt~rridinH 

royalty on all natural gas, natural gas liquids and oil produced from the 

exploratory properties, as defined in section 1-29, subject to the 

following provisions: 

(a) In the event that on July 31, 1981, (i) the operating 

and working interest of the Company in the properties to be transferred 

and assigned is less than the full operating and working interest in the 

lease, or (ii) the lease covers less than the full oil and natural gas 

mineral estate under the lands covered by the lease, then the overriding 

royalty interest of the Company will be proportionately reduced, and 

therefore the 7% will apply only to the interest of the Company or 

Wexpro on July 31, 1981. 

(b) In the event Wexpro should farm out any of the 

exploratory properties, it will endeavor to ensure that the overriding 

royalty interest provided for in this section will not be diminished. In 

the event that Wexpro, in its sole discretion, determines that it is 

unable or unwilling to farm out an exploratory property on terms and 

conditions that would preserve such overriding royalty interest, then 

Wexpro may make such other farmout arrangements as it desires; pro­

vided, however, that the Company will receive, in lieu of the 7% over­

riding royalty interest provided above, a 10% overriding royalty interest 

solely on the share of the interest in hydrocarbon production actually 

received by Wexpro under such farmout arrangement. 
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(c) The overriding royalty applies to all oil, natural gas 

liquids and natural gas extracted under the terms and conditions of 

Wexpro's leasehold or other interests in exploratory properties. The 

calculation of the royalty is exemplified on Exhibit C. 

(d) With respect to any specific lease to which this 

Article is applicable, the overriding royalty will continue until expiration 

or surrender of the lease. However, if Wexpro reacquires the lease 

within six months after expiration or surrender, the overriding royalty 

and first right of purchase provided in section IV-6 will be in full force 

on the reacquired lease. If Wexpro reacquires the lease after six 

months but before four years after expiration or surrender, the over­

riding royalty will be paid to the Company only after payout of any 

bonus payments or other out-of-pocket costs by Wexpro to reacquire the 

lease; the same first right to purchase attaches during this period. If 

Wexpro reacquires the lease four years or more after expiration or 

surrender, the Company will have no right, title or interest in the 

lease. 

(e) If any interest. in the exploratory properties is sold 

by Wexpro after July 31, 1981, such a sale will be subject to the over­

riding royalty provided for in this section, and Wexpro will use its best 

efforts to retain for the Company the first right of purchase provided 

for in section IV-6. 

Wexpro. 

The proceeds of any such sale will belong to 

IV-5. Carrying Costs and Expenses of Exploratory 

Properties. Wexpro will have the sole responsibility for leasehold 

carrying costs and other expenses associated with unsuccessful explora­

tory drilling. 
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IV-6. The Company's First Right to Purchase. 

(a) The Company or an affiliate of the Company desig­

nated to purchase such gas for resale to the Company will have a 30-day 

first right to purchase Wexpro's share of the natural gas produced from 

any exploratory property at market prices, whether or not the natural 

gas is deliverable to the Company's system. Wexpro will use its best 

efforts and due regard for its responsibilities under this Agreeme_nt to 

preserve and maximize the supplies of such natural gas. 

(b) Whenever Wexpro has natural gas available for sale 

that is subject to this first right to purchase, it will notify in writing 

the Company, or an affiliate of the Company designated to purchase 

such gas for resale to the Company, as the case may be. The one 

receiving notice will have 30 days from the date of service or personal 

delivery of such notice to elect, in writing, to purchase the natural gas 

described in such notice. Any failure to notify Wexpro of such an 

election within 30 days will be deemed an election not to purchase. Any 

election not to purchase, whether actual or constructive, will authorize 

Wexpro to dispose of only that natural gas subject to that notice in any 

manner deemed advisable by Wexpro and pay the Company only the 

applicable overriding royalty on that natural gas. 

(c) In the event Wexpro's share of any natural gas 

produced under this Article is sold directly to the Company and any 

state governmental authority with ratemaking jurisdiction over the Com­

pany's resale transactions precludes it from recovering in its rates and 

charges any portion of the price to be paid to Wexpro under this sec­

tion, the price will be reduced to equal the amount the Company has 

been allowed to recover. Under such a reduction, Wexpro may, at its 
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sole discretion, elect to be released of its obligation to sell further gas 

which is subject to the price reduction effective upon written notice to 

the Company. 

IV-7. Exploratory Property Farmout. In the event Wexpro 

should farm out any of the exploratory properties, Wexpro will use its 

best efforts to obtain a 30-day first right to purchase all natural gas 

produced by the farmee from such a property and will assign to the 

Company or affiliate designated by the Company for the benefit of the 

Company any such right to first purchase so obtained. 

IV-8. Celsius Energy Company. For purposes of this 

Article IV, references to Wexpro will be construed as referring either to 

Wexpro or Celsius, as designated by the Company. 

V. CERTAIN POST-1976 WEXPRO PROPERTIES 

V -1. List of Properties. Schedule 5 sets forth certain prop­

erties acquired separately by Wexpro from sources other than the 

Company after December 31, 1976, which are subject to the provisions 

of this Article V. This includes approximately 128, 000 acres acquired 

by Wexpro from third parties since the date of its organization in 

January 1977 until May 10, 1979. (Excluded from the provisions of this 

Article V are certain properties acquired by Wexpro prior to May 10, 

1979, encompassing approximately 26,000 acres in Idaho, 3,000 additional 

acres earned by Wexpro under farmouts, and properties acquired prior 

to that date in Washington, Oregon, Nebraska, North Dakota and South 

Dakota.) Included on Schedule 5 are certain Wexpro leaseholds in the 

Bug Area in San Juan County, Utah, acquired after May 10, 1979. 
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V-2. Post-May 10, 1979, Wexpro Properties. All acreage and 

leasehold interests acquired after May 10, 1979, by Wexpro, except those 

certain properties listed in Schedule 5 will not be subject to any over­

riding royalty in favor of the Company, and the Company will have no 

right, title or interest therein, or in the oil, natural gas or natural gas 

liquids produced. 

V-3. 2!% Overriding Royalty in the Company~ Wexpro hereby 

grants to the Company an overriding royalty of 2!% of 8/8ths on all 

production from any property listed on Schedule 5, subject to the fol-

lowing provisions: 

(a) In the event that on July 31, 1981, (i) the operating 

and working interest of Wexpro in the properties to be transferred and 

assigned is less than the full operating and working interest in the 

lease, or (ii) the lease covers less than the full oil and natural gas 

mineral estate under the lands covered by the lease, then the overriding 

royalty interest of the Company will be proportionately reduced and the 

2!% will therefore apply only to the interest of Wexpro on July 31, 1981. 

(b) The overriding royalty applies to all oil, natural gas 
I 

liquids, natural gas and other minerals extracted under the terms and 

conditions of Wexpro's leasehold or other interests in properties listed on 

Schedule 5. 

(c) If any interest in the exploratory properties is sold 

by Wexpro after July 31, 1981:, such a sale will be subject to the over-

riding royalty provided for in this section, and Wexpro will use its best 

efforts to retain for the Company a 30-day first right of purchase, such 

right to be the same as that provided for in section IV-6. The proceeds 

of any such sale will belong to Wexpro. 
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V-4. First Right of Purchase of Gas. In identical terms and 

intent as in Article IV, the Company will have a first right to purchase 

all natural gas produced from properties described on Schedule 5 on the 

. same 30-day notice terms as in Article IV, which terms are hereby 

incorporated by this reference to the extent not contradictory. This 

provision 'does not apply to gas under contract or otherwise committed or 

dedicated on the effective date of this Agreement. 

VI. PRE-1977 NON-UTILITY PROPERTIES 

Properties that were acquired by the Company and recorded 

directly in its non-utility accounts prior to January 1, 1977, are and will 

remain the separate property of Wexpro, and the Company will have no 

right, title or interest to them. These properties are set forth and 

described in Schedule 6. 

VII. RELATIONSHIP TO PURCHASE AND SALE AGREEMENT 

VII-I. Agreement of Purchase and Sale Superseded. The 

terms and conditions of the Agreement of Purchase and Sale of April 24, 

1978, that confer current or future obligations and rights on Wexpro and 

the Company are superseded by this Agreement, and the Agreement of 

Purchase and Sale is terminated, effective on the effective date of this 

Agreement. 

VII-2. Prior Transfer of Properties. Certain of the proper­

ties described in this Agreement were the subject of the conveyance 

from Mountain Fuel Supply Company to Wexpro under the Agreement of 
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Purchase and Sale and have been held, operated and owned by Wexpro 

since the effective date of that Agreement. Except as provided in this 

Agreement to the contrary, such properties will be and remain the sole 

and exclusive property of Wexpro. 

VII-3. Prior Consideration. As partial consideration for the 

conveyance of properties from Mountain Fuel Supply Company to Wexpro 

Company under the Agreement of Purchase and Sale, Wexpro executed 

and delivered to the Company all of the then-outstanding capital stock of 

Wexpro. Such delivery of common stock remains effective. No addi­

tional deliveries of Wexpro's common stock to the Company or return of 

its common stock to Wexpro is contemplated by this Agreement. 

VIII. MISCELLANEOUS PROVISIONS 

VIII-1. Successors and Assigns. This Agreement will be 

binding upon the parties and their successors and assigns. No assign­

ment of any right or obligation under this Agreement will be valid if it 

operates to relieve the assignee of the obligations so assigned. 

VIII-2. Integrated Provisions. The terms and conditions of 

this Agreement are to be treated as an integrated whole. To the extent 

that any singular provision is found to be unenforceable or voidable by 

a court or agency with proper jurisdiction, it is the intent of the parties 

that the remaining terms of this Agreement will not remain in force and 

be enforceable by the parties. Failure of any part of this Agreement 

will cause failure of the entire Agreement unless otherwise agreed to by 

the parties. 
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VIII-3. Limitations. The scope of this Agreement is limited to 

the matters directly addressed. It is not intended to cover any future 

activity, function, acquisition, transaction or other business endeavor 

initiated by, joined by or otherwise entered into by the Company, 

Wexpro, or any other subsidiary or affiliate of the Company unless 

specifically set forth in this Agreement. 

VIII-4. Filing Reports. Wexpro and the Company will co­

operate in providing, in a timely manner when requested, information 

necessary· for the preparation and filing of reports required by appro­

priate· governmental bodies. However, nothing in this section will be 

construed to deprive either party of any right or election to decline to 

produce confidential materials or to attach conditions to any confidential 

disclosure. 

VIII-5. Remedies. The parties may seek appropriate remedies 

at law and equity for breaches of the terms of this Agreement; except 

that, rescission will not be sought under any condition (except mutual 

assent) , and no transfer, conveyance, grant or reservation executed 

under this Agreement may be rescinded. 

VIII-6. Field and Lease Use. Wexpro may consume for field 

or lease use, without compensation or other obligation to the Company, 

reasonable quantities of any natural gas produced under Articles II, III, 

IV and V in connection with the production of hydrocarbons from the 

properties subject to the provisions of such Articles. 

VIII-7. Force Majeure. If Wexpro or the Company is ren­

dered unable, wholly or in part, by force majeure to carry out its 

obligations under this Agreement, other than the obligation to make 

money payments, that party will give to the other party prompt written 
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notice of the force majeure with reasonably full particulars concerning 

it. Thereupon, the obligations of the party giving the notice, so far as 

they are affected by the force majeurc, will be suspended during, but 

no longer than, the continuance of the force majeure. The affected 

party will use all ·possible diligence to remove the force majeure as 

quickly as possible. 

The requirement that any force majeure will be remedied with 

all reasonable dispatch will not require the settlement of strikes, . lock­

outs, or other labor difficulty by the party involved contrary to its 

wishes. Such difficulties will be handled entirely within prudent and 

reasonable judgment of the party concerned. 

The term 11 force majeure" · means an act of God, strike, lock­

out, or other industrial disturbance, act of public enemy, war, block­

ade, public riot, lightning, fire, storm, flood, mechanical breakdown, 

explosion, governmental restraint, or any other cause, whether of the 

kind specifically enumerated above or otherwise, which is not reasonably 

within the control of the party claiming suspension. 

Vlll-8. Auditing Costs. Any billing to the Company by 

Wexpro for services under this Agreement or other determination of 

expenses may include, as a business expense, the allocated costs of 

auditing of only the properties and transactions covered by this Agree­

ment by independent certified public accountants and other auditors as 

such audits may be required under the terms of this Agreement or the 

Wyoming and Utah Stipulations. 

VIII-9. Instruments of Conveyance. Each party will execute 

such instruments and documents as may be deemed necessary or proper 

for effecting the intent of this Agreement. All such documents will, in 

-37-
Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services 

Library Services and Technology Act, administered by the Utah State Library. 
 Machine-generated OCR, may contain errors.



all their terms, be in harmony with the provisions and intent of this 

Agreement. 

VIII-lO. Farmouts. Nothing in this Agreement will be con-

strued to preclude Wexpro from entering into farmout agreements with 

third parties with respect to the transferred leaseholds or other prop­

erties assigned, conveyed or transferred under this Agreement as pro­

vided in this Agreement. 

VIII-11. Surf ace Use. To the extent that Wexpro or the 

Company owns or controls any rights to the use or enjoyment of the 

surface of any of the properties. that are subject to this Agreement, the 

party owning or controlling such surface rights will, to the extent that 

it has the legal right to so do, grant co-extensive surface rights to the 

other party; provided that each party will be fully responsible for its 

own activities and facilities upon such lands. Whenever such properties 

are jointly used by the parties, each party will so conduct its activities 

upon such lands as to interfere as little as practicable with the activities 

and operations of the other party. 

VIII-12. Lease and Other Legal Obligations. Unless otherwise 

herein provided to the contrary, Wexpro agrees at its sole cost, risk 

and expense to perform and comply with any and all legally binding 

lease or other contractual obligations pertaining to the transferred 

leaseholds and other properties transferred to it under this Agreement 

and will comply with all laws, rules and regulations relating to the 

production of oil and natural gas from such properties and facilities. 

However, Wexpro will be at liberty to determine for itself the nature, 

extent and applicability of any such obligations, whether contractual or 

otherwise. 
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VIIl-13. Standard of Operation. Except as specifically pro­

vided herein, in all aspects of exploration for and development of oil and 

natural gas discoveries and production on transferred leaseholds and 

Account 101/ 105 leaseholds transferred under this Agreement, the 

parties will operate in accordance with prudent, standard and accepted 

field and reservoir management and engineering practices, and with due 

regard for the benefits provided the Company's utility operations. 

VIII-14. Exploration Data. In connection with the properties 

subject to this Agreement, the Company will transfer to Wexpro all 

exploration-related geological, geophysical and land data and information 

that it held on July 31, 1981, and reduce its employment and overhead 

costs accordingly. 

VIII-15. Functional Accounting. For purposes of carrying 

out the terms and conditions of this Agreement, Wexpro will maintain 

appropriate separate functional accounting of the transactions required 

under this Agreement. 

VIII-16. Additional Payment. As partial consideration for the 

aggregate rights, benefits and covenants conferred under this Agree­

ment, Wexpro will pay the Company to be credited to its utility accounts 

the sum of $250, 000 per year for 12 consecutive years. 

IX. EFFECTIVE DA TE 

The effective date of the terms and conditions of this Agree­

ment is August 1, 1981. 
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X. ATTACHMENTS 

X-1. Exhibits. Attached to and made a part of this Agree-

ment by reference are the following exhibits: 

Exhibit 

A 

B 

c 

D 

E 

Title 

Cost of Service Formulation 

Sample Calculation of Productive Oil 
Reservoir Accounting 

Sample Overriding Royalty Calculation 

Marginal Composite Tax Rate 
Calculation 

Operator Service Fee 

X-2. Schedules. Attached to and made a part of this Agree-

ment by reference are the following schedules: 

Schedule 

1 

2(a) 

2(b) 

3(a) 

3(b) 

4(a) 

4(b) 

5 

6 

Title 

Base Rate of Return Index Companies 

Productive Oil Reservoirs 

Prior Wexpro Wells 

Productive Gas Reservoirs 

Prior Company Wells 

Account 101 Leaseholds 

Account 105 Leaseholds 

Post-1976 Wexpro Properties in which 
the Company has a Royalty 

Pre-1977 Non-Utility Properties 
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IN WITNESS WHEREOF, this Agreement has been duly executed 

by the parties this 14th day of October, 1981. 

ATTEST: 

Secretary 

ATTEST: 

Georg ~. Peppinger 
Assistant Secretary 

Thomas A. Quinn 
Special Assistant 
Attorney General, 
Attorney for the Committee 

MOUNTAIN FUEL SUPPLY COMPANY 

Chairman and Chief Executive Officer 

WEXPRO COMPANY 

R. M. Kirsch 
President and Chief Executive Officer 

UTAH COMMITTEE OF CONSUMER SERVICES 
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WITNESS: 

~ 
Stephen H. Anderson 
Special Assistant 
Attorney General, 
Attorney for the Division 

ivision of Public Utilities 

STAFF OF THE PUBLIC SERVICE 
COMMISSION OF WYOMING 
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Bruce S. Asay 
Staff Counsel 
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REPORT AND ORDER 

OF 

UTAH.PUBLIC SERVICE COMMISSION 

. . 
DATED DECEMBER 31, 1981 
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- BEFORE THE PUBLIC SERVICE co~~lISSION OF UTAH -
--------------------------------------------

IN THE MATTER OF THE PETITION OF 
THE DIVISION OF PUBLIC UTILITIES 
TO CONSIDER THE PROPOSED TRANSFER 
OF.CERTAIN WELLS, LEASES, LANDS AND 
RELATED FACILITIES AND INTERESTS 
OF MOUNTAIN FUEL SUPPLY COMPANY 
TO WEXPRO COMPANY ON REMAND FROM 
THE UTAH SUPREME COURT. 

CASE NO. 76-057-14 

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

CASE NO. 77-057-03 
(Count II) 

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

) 
) 
) 
) 
) 
) 

) 
) 
) 
) 
) 
) 

CASE NO. 79-057-03 

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

) 
) 
) 
) 
) 
) 

CASE NO. 80-057-01 

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

) 
) 
) 
) 
) 
) 

CASE NO. 81-057-01 

IN THE MATTER OF THE INVESTIGA­
TION OF THE TRANSFER OF CERTAIN 
WELLS, LANDS, LEASES AND RELATED 
BUILDINGS AND INTERESTS OF 
.MOUNTAIN FUEL SUPPLY COMPANY 
AND/OR WEXPRO COMPANY TO CELSIUS 
ENERGY COMPANY OR ANY OTHER 
ENTITY OR PERSON. 

) 
) 
) 
) 
) 
) 
) 
). 

CASE NO. 81-057-04 

REPORT AND 
ORDER ON 

STIPULATION 
AND 

AGREEMENT 

Submitted: November 25, 1981 Issued~ December 31, 1981 
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Appearances: 

Stephen H. Anderson, Esq. 
Merlin 0. Baker, Esq. 
A. Robert Thorup, Esq. 
RAY, QUINNEY & NEBEKER 
Special Assistant 
Attorneys General 

Thomas A. Quinn, Esq. 
RAY, QUINNEY & NEBEKER 
Special Assistant 
Attorneys General 

Edward W. Clyde, Esq. 
CLYDE, PRATT, GIBBS & CAHOON 
Robert S. Campbell, Jr., Esq. 
Gregory B. Monson, Esq. 
WATKISS & CAMPBELL 
R. G. Groussman, Esq. 

Calvin L. Rampton, Esq. 
JONES, WALDO, HOLBROOK 

& McDONOUGH 

Donald B. Holbrook, Esq. 
Robert S. McConnell, Esq. 
JONES, WALDO, HOLBROOK 

& McDONOUGH 

Bruce Plenk, Esq. 
Ronald E. Nehring, Esq. 
UTAH LEGAL SERVICES, INC. 

·F. Robert Reeder, Esq. 
PARSONS, BERLE & LATIMER 

By the Commission: 

For: 

Utah Department of 
Business Regulation, 
Division of Public 
Utilities 

Utah Co;:unittee of 
Consumer Services 

Mountain Fuel Supply 
Company 

Wexpro Company 

Utah Utility 
Shareholders 
Association 

Utah Coalition of 
Senior Citizens 

Kennecott 
Corporation 

The above cases are now before the Conunission as 

the result of a motion of the Utah Department of Business 

Regulation, Division of Public Utilities (Division), the Utah 

Comµii ttee of Consumer Services (Conunittee), Mountain Fuel 

Supply Company (MFS when referring to Mountain Fuel Supply 

Company including its affiliates and the Company when 

referring only to the Distribution and Transmission Divisions 

of MFS) , and Wexpro Company (Wexpro) for this Conunission to 

adopt and approve a Stipulation and Agreement (Settlement) 

entered into by the moving parties to resolve all i~sues 

outstanding in these cases with the exception of rate design 

and residential conservation S€rvice issues in Case No. 

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

words "subsidiary" or "affiliate" of llFS shal ~ be understood 

to refer to any corporation or other business entity which is 

owned or controlled either directly or i#rectly by Mrs .' :~'>"'., -~ Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services 
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The Commission's Report and Order on Rehearing dated April 

11, 1978 in Case No. 76~057-14 was reversed and remanded 

by the Utah Supreme Court in Committee of Consumer services 

v. Public Service Commission of Utah, 595 P.2d 871 (Utah 

1979) (Hexpro Case). The Settlement resolves all issues on 

remand in that case. During the pendency of Case No. 

76-057-14, the commission entered orners granting general 

rate increases in Case Nos. 77-057-03 (Count II), 79-057-03, 

80-057-01 and 81-057-01. Each of those orders was 

conditioned in some way on further proceedings in Case No. 

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

the Settlement. The issues in.Case No. 81-057-04 relate to 

issues in Case No. 76-057-14 and are also resolved by the 

Settlement. 

The Staff of the Public Service Commission of 

Wyoming is also a party to the Settlement. On October 28, 

1981, the Wyoming Commission, after hearing, entered an order 

approving the Settlement concluding that it is in the public 

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

The Commission has held several public hearings in 

Case No. 76-057-14 during 1980 and 1981 since reversal and 

remand of its Report and Order on Rehearing. At the time 

scheduled and noticed for evidentiary hearings in the remand 

portion of the case to commence, the moving parties advised 

the Commission that they had almost reached agreement on a 

settlement of the above cases and related cases, and 

requested that the hearings be continued to allow them to 

complete negotiations. On August 31, 1981, the parties 

presented to the Commission a summary of the Settlement and 

requested a continuance to draft definitive documents setting 

forth the detailed terms of the Settlement. The Commission 

set the matter for hearing on October 14, 1981 for the 

purpose of reviewing the Settlement and receiving testimony 

and public statements with respect to it. The Utah Coalition 

o_f Se ior Citizens (Coalition). and Utah Utility Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services 
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Shareholders Association (Shareholders) also entered their 

appearances but took no position on the Settlement at the 

August 31, 1981 hearing . 

. Hearings were held on October 14, 15, 16, 19 and 20, 1981, 

during which the Commission received evidence, argument and 

public statements with regard to the Settlement. The 

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

Division and Committee called four witnesses: Herman G. 

Roseman, an economist with National Economic Research 

Associates; Howard Ritzrna, a geologist and Assistant Director 

and Chief of the Petroleum Section of the Utah Geological and 

Mineral Survey; Merrill R. Norman, a certified public 

accountant with the firm of Fox & Company; and Lyle Hale, an 

independent consulting geologist. MFS called four witnesses: 

John Crawford, its Executive Vice President and Chief 

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

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

Wertheim & Co. and a member of the Board of Directors of MFS; 

and Richard Walker, a certified public accountant with the 

firm of Arthur Andersen & Company. Wexpro called Ralph M. 

Kirsch, its President and Chief Executive Officer. The 

Shareholders called John O'Leary, an independent energy 

consultant formerly serving in a variety of federal and state 

government positions re la ti ve to energy matters. Each of 

these witnesses recommended that the Commission approve the 

Settlement as being in the public interest. The Coalition 

called no witnesses but indicated that it might wish to call 

witnesses after a recess in hearings. 

The Commission also received the statement of 

Phillip Morace, a spokesman for Stand United for Rate 

Fairness (SURF) , a utility consumer group which expressed 

reservations regarding the Settlement. 

A~ the conclusion of the evidence and argument 0n 

October 20, 1981, the hearings were continued to November 23, 

1981 to allow further opportunity for the public to examine 

the Settlement and prepare statements and for the Coalition 

to prepare any evidence it wished to offer .. -~-e-.·1:: .. :LcP ~+ ....... ~ 
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hearing and the opportunity to review the Settlement and 

present statements or evidence concerning it was timely 

published in a newspaper of statewide distribution and 

general circulation for two consecutive days. In 

addition,the news media have given extensive coverage to the 

hearings in these cases on the Settlement and particularly 

publicized the opportunity for public comment on November 23, 

1981. 

At the hearing on November 23, 24 and 25, 1981, the 

Coalition called Richard D. Rosenberg, a staff counsel to the 

Public Utilities Commission of California who appeared in his 

individual capacity for the Coalition and not as a 

representative of the California Commission or its staff. 

Mr. Rosenberg testified regarding the Gas Exploration and 

Development Adjustment (GEDA} exploratio~ program of Pacific 

Gas & Electric Company, as established by the California 

Public Utilities Commission. He took no position on the 

merits of the Settlement, but rather expressed the view that 

in his opinion an alternative that the Commission might 

consider could be based on California's GEDA program. He 

testified that this program has been successful in 

California as indicated by the California PUC Order which is 

an exhibit in this case. He further testified as to the 

availability.of experts who could put a dollar value on gas 

and oil properties both explored and unexplored. Sworn 

statements were made by Robert B. Hansen, Justin Stewart, 

Representative Blaze Wharton, Chester Bellows, and Karen 

Feldman. Unsworn statements were presented by Representative 

Jeff Fox, Stanley Wangsgaard, Norma Nation and by W. H. 

Jensen, General Manager of the Utah Copper Division of 

Kennecott Minerals Company, a division of Kennecott 

Corporation, through counsel F. Robert Reeder. The testimony 

and statements of public witnesses expressed some concerns 

ob~ut various provisions of the Settlement, the public's 

awareness of the Settlement .and general concerns about 

utility rates. Several of the public witnesses were of 
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the opinion that the Commission should determine the fair 

market value of the unexplored Account 105 properties 

tr an sf erred under the Settlement. Kennecott supported the 

Settlement. James L. Barker, Assistant Attorney General of 

the State of Utah and former counsel for the Conuni ttee in 

Case No. 76-057-14, was called as a rebuttal witness by the 

Division. He testified that the Settlement was in the public 

interest in his opinion. 

On November 24, 1981, the Commission heard the 

motion of the Coalition to order an appraisal of the Account 

105 properties to be transferred to Celsius Energy Company 

(Celsius) under the Settlement. Following argument of all 

parties, the Commission denied the motion. 

On November 25, 1981, all parties presented closing 

arguments to the Commission. In addition to oral arguments, 

the parties to this proceeding have filed extensive memoranda 

on the issues presented. The Coalition opposes the 

Settlement~ all other parties support it. 

Before reciting the evidence, testimony, statements 

and arguments of counsel on which the Commission relied to 

·make its Findings, Conclusions and Order, the Commission 

believes it is appropriate to discuss its philosophy and 

understanding of regulation as it relates to these issues, 

howe.ver, we are not intending that the Findings, Conclusions 

or Order herein will be based on this discussion. 

First, the Commission considers the use of 

negotiated settlements to be helpful in arriving at a 

solution to the cases it hears. The practice was 

recognized and sanctioned by the legislature (see Utah Code 

Annotated§ 54-7-10[1), [1981 Supp]), and has often been used 

by the Commission in the past. In a recent .Mountain Bell 

general rate case (Case No. .80-049-01), the Commission 

expressed the following: 

The Commission encourages parties to negotiate 
their differences and enter into stipulations, 
particularly in cases of th~ complexity presented 
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here; such efforts may expedite the regulatory 
process, and aid the Commission in effecting 
determinations which are equitable. Nevertheless, 
no party can or ought to be compelled to 
participate in such negotiations, nor is a 
non-stipulating party barred or estopped from 
urging that a stipulation be rejected or its terms 
modified. Parties who choose to negotiate a 
stipulated settlement of a case cannot, by their 
own agreement, divest the Commission of its 
statutory authority. While parties to a case may 
agree that a particular r~sul t is desirable, any 
proposed stipulation must be found by the 
Commission to achieve a result which is just, 
reasonable, and in the public interest. Should the 
Commission reject a proposed stipulation, in whole 
or in part, the parties are at liberty to withdraw 
the stipulation or accede to the Commission's 
modifications. 

Second, the Commission recognizes the advantages 

and disadvantages which may_ follow utility investment in 

non-utility ventures. Some of the problems which concern us 

are noted in the 197 2 Report of the Ad Hoc Committee on 

Non-Utility Investments Diversification by Utility 

Companies, of the National Association of Regulatory Utility_ 

Commissioners: 

The crucial question is whether 
diversification by public utilities poses a threat 
to the basic investment-revenue cycle. For now, 
only the most obvious aspects need be noted. If 
utility resources are devoted to non-utility 
operations, no major problem is presented if 
either: (1) The non-utility enterprise is as 
profitable as the utility enterprise; or (2) the 
non-utility enterprise is of insignificant scale in 
comparison with the utility enterprise. In either 
event, utility revenues will support new utility 
investments which will generate new utility 
revenues to support new utility investments, in a 
continuing cycle. The utility's investors may gain 
some extra profits in the first instance, and may 
sustain some losses in the second instance, but the 
interest of the public is not adversely affected in 
serious degree in either case. On the other hand, 
if the non-utility investment is both substantial 
and unprofitable, there is risk of disruption of 
the investment-revenue cycle. An enterprise with a 
substantial and unprofitable nqn-utility operation 
has only two options: (1) it can increase revenues 
of the utility business sufficient to cover the 
losses on the non-utility business and thereby 
maintain the flow of needed capital; or (2) it can 
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refuse to support the unprofitable non-utility 
operation by such a subsidy from the utility 
operation-which would mean that the enterprise as a 
whole would be unprofitable. and unable to attract 
capital on reasonable (or perhaps any) terms. 

The end result is precisely the same as in 
those situations in which utility investments were 
diverted to promoters' pockets or utility revenues 
were diverted to affiliated interests. 

It should be noted that even if non-utility 
operations are profitable, there may be political 
difficulties in retaining an effective 
investment-revenue cvcle. Confronted with an 
enterprise with good overall profitability 
(resulting from its non-utility ventures), the 
public may be unusually resistant to permitting 
rate increases, even if they clearly are warranted 
by the investment and revenue requirements of the 
utility operation. An analogy is the apparent 
expectation of consumers of some AT&T operating. 
subsidiaries that the parent, through its 
nationwide operations, should support losing 
operations of the subsidiaries. 

The Commission believes the utility business of MFS to be 

the cornerstone of its operations and that other activities 

must enhance and not jeopardize that cornerstone. It is for 

these reasons that the Commission is vi tally intereste~ in 

company restructuring which is in effect diversification or 

functional separation, and we believe Utah stat.utes 

authorize Commission review of such proposals, and the 

setting aside or modification of same if, after a hearing, 

the scheme itself, or its logical or intended consequences, 

are found to be detrimental to the utility cornerstone or 

injurious to the public interest. 

Third, the Commission believes the no-profits-to 

affiliates rule discussed in the Utah Supreme Court's 

decision and the potential for a conflict of interest or 

sweetheart relationship within the structure of MFS and its 

subsidiaries require continued and ongoing scrutiny by the 

Commission of MFS and all of its subsidiaries whether or not 

they are subject to a regulated rate of return. The 

Commission further notes that the Supreme Court has 

appeared to elevate management responsibility to utility 

customers to a form of "trust" relationship which 

requires such ongoing scrutiny. 

also 
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Fourth, while the Commission accepts the concept 

that MFS should be allowed to earn an unregulated rate of 

return on some of its non-utility investments, we believe 

that such proposals should be presented in advance so that 

the Commission might be advised of and analyze such 

investments and/or reorganization as to any potential risk to 

the public utility or its customers. The Commission notes 

that the decision to create Celsius has not been brought 

before it and the Commission trusts MFS will do so. The 

Commission does not find it necessary to require a formal 

hearing on this matter before accepting the Stipulation. 

Fifth, the Commission.believes that exploration for 

and development of energy resources are an appropriate 

activity for MPS, both as part of its regulated activities 

and those which are not subject to a regulated rate of 

return. The Commission recognizes the past success of MFS ',s 

exploration and development program and believes that MFS 

should continue in the future such programs both for the 

benefit of its utility operations and those which are not 

subject to a regulated rate of return. The Commission notes 

that while exploration and development of gas has 

.historically been a utility activity conducted by MFS 

pursuant to Commission orders as a joint 

regulat;ed/non-regulated venture, the decision by MFS to 

abandon exploration as a utility undertaking has been 

implemented unilaterally and without Commission sanction. 

The Co~ission at this time and for the purpose of this 

settlement finds it unnecessary to determine if MFS's utility 

activities, which are subject to a regulated rate of return, 

should include an exploration and development program. 
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Sixth, the Commission is extremely concerned that 

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

Energy Regulatory Commission (FERC) taking jurisdiction over 

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

State regulation with Federal regulation and pricing policies 

which could make natural gas significantly more costly to 

Utah customers. The thrust of the FERC applications has been 

to avoid Utah policies favoring cost-of-service gas pricing 

(rather than sharply rising "market" pricing favored by the 

Federal Congress as an incentive for producers to search for 

new gas supplies) on old as well as new gas. The 

applications have evoked a classic, and ironic, confrontation 

between company interests seeking higher profits through an 

expansion of federal regulation, and regulators seeking to 

preserve State prerogatives to regulate utility affairs in 

the interest of keeping costs to customers as low as 

practicable while allowing a reasonable rate of return to 

investors. While the Commission will not condition this 

order on the withdrawal by MFS and its subsidiaries of 

pending FERC applications the Commission feels a more 

appropirate procedure and a showing of good faith by MFS 

and its subsidiaries would be to voluntarily continue said 

applications until the Commission has been fully apprised of 

the effect of such applications. 

Seventh, consistent with the Commission 1 s concern 

that Utah customers of MFS are better served and protected by 

State regulatJ .. on, it is noted that the recent case, Mid 

Louisiana Gas Co. v. Federal Energy Regulatory Commission, 

Consolidated Gas Supply Corporation v. Federal Energy 

Regulatory Commission, (5th Cer, Dec. 23, 1981 Slip Opinion 

at 13818 to 13826) casts further doubt on cost of service gas 

and State regulatory jurisdiction. The Commission feels the 

Settlement · would contracturally bind the parties and 

therefore avoid the adverse ef fee ts to Utah customers it 

foresees if Mid-Louisiana is finally 

State requlatorv interests. We also no the facts 
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involved in the present case are far different than those in 

Mid-Louisiana. The. Natural Gas Policy Act of 1978 was 

established to provide incentives for investment and in the 

present case the Utah Supreme Court has found that ratepaying 

customers have made the investment. This concept that gain 

follows risk, even under Mid-Louisiana reasoning, may well 

result in profits to MFS which then would flow to the benefit 

of customers. 

Having expressed its general regulatory philosophy 

as it relates to the matters before it, the Commission will 

outline evidence, testimony, statements and argument of 

counsel upon which the Findings, Conclusions and Order are 

made. 

(1) 

construed to 

Notwithstandfng 

the contrary 

any language which might be 

in either the agreement or 

stipulation all parties have agreed on the record that 

acceptance of the settlement by the Commission in no way 

limits or affects the Commission's jurisdiction or regulatory 

authority and further is not to be construed as limiting 

the Commission in its future regulation of MFS. 

(2) MPS, since its organization in 1935, and some 

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

explored for hydrocarbons in the Rocky Mountain Region. MFS, 

Wexpro and the Shareholders contend that this Commission has 

historically considered part of the exploration program to be 

subject to utility regulation and part of the program to be 

nonutility and that while this treatment of the program has 

resulted in benefits to Company customers, it has also caused 

conflict over the years regarding whether the benefits 

received were sufficient. The Division, the Committee and 

Consumer groups have contended that in addition to cost of 

service gas the profits from oil discoveries, which have not 

been subject to a regulated rate of return by this 

Commission, should be utilized to reduce gas prices. 

position was in part prompted by the 

This 
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inclusion in rates of exploration as an expense item and that 

the exploration and development of hydrocarbons were all 

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

hand, MFS, Wexpro and the Shareholders have maintained the 

view that recovery of exploration expenses in rates did not 

constitute a ratepayer investment and that customers had no 

interest in exploration properties profits. 

(3) Wexpro was created in late 1976 as a 

subsidiary of MFS. The oil properties then in the nonutility 

account were transferred to Wexpro under the Agreement of 

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

established to govern drilling activities on properties of 

joint interest between the Company and Wexpro. 

(4) Case No. 76-057-14 O'lexpro case) was conunenced 

in December of 1976 when the Division requested that the 

Commission investigate the Agreement of Purchase and Sale and 

the JEA. The Commission entered an order on July 20, 1977, 

holding that it had no jurisdiction over the transfer. 

Thereafter, the Commission granted a rehearing to consider 

certain modifications to the Agreement of Purchase and Sale 

and JEA. The rehearing was held over a period of several 

weeks. On April 11, 1978, the Conu.~ission entered its Report 

and Order on Rehearing approving the Agreement of Purchase 

and Sale and JEA if certain amendments were made. The 

amendments were agreed to by the Company and Wexpro. 

(5) The Division and Cornrni ttee sought review of 

this order before the U·ah Supreme Court. On May 10, 1979, 

the court rendered its decision reversing the order and 

remanding the case to the Commission for further hearings. 

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

Wexpro petitioned for rehearing which was denied and 

petitioned by writ of certiorari to the United States 

Supreme Court which was aiso denied. 
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(6) MFS's exploration program prior to the 

creation of Wexpro since January 1, 1977, has been 

successful. MFS and Wexpro currently own a number of 

properties as a result of that program. Proper exploitation 

of these properties for th~ benefit of all parties requires 

their· exploration. At least $40~000,000 should be spent 

during the next five years in development drilling to 

productive gas reservoirs; larger sums are needed for 

exploratory drilling on the properties to avoid lease 

expirations and develop their potential. The testimony of 

management and members of the Board of Directors is that MFS 

investors will not support a regulated exploration program on 

these properties; these witnesses also believe that a 

regulated exploration program has the potential to cause 

problems with partners in the field and with scientific and 

technical employees who are essential to an explorc.tion 

program and are ·in high demand in the Rocky Mountain Region. 

Witness Rosenberg testified that a regulated exploration 

program has been approved in California and has resulted in 

extensive drilling in the Rocky Mountain Area with major oil 

companies. 

(7) Witnesses for the Division and Committee on 

the one hand and MFS and Wexpro on the other testified that 

they have vigorously pursued claims with respect to the 

proper treatment of the ·properties. Litigation has already 

cost the parties substantial amounts in direct costs and has 

involved proceedings in multiple agencies and courts. If the 

litigation which to date has cost a total of approximately 

$4,000,000 is not resolved by Settlement, it is possible that 

it will proceed for several years in several forums with 

costs to the parties of additional millions of dollars. 

(8) The Wyoming Public Service Commission and its 

staff began proceedings dealing with the same issues as the 

Wexpro case which have now been concluded by approval of the 

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

which has arisen following the Utah Supreme Court opinion in 

Committee of Consumer Services, supra, there has been 

uncertainty associated with the eventual allocation of costs 

and benefits of exploration which MFS argues has made it 

imprudent for exploration to proceed on other than a minimal 

basis. Witnesses for all parties to the Settlement and the 

Shareholders expressed concern, that if litigation proceeds, 

opportunities may be lost to the detriment of all interested 

parties. MFS witnesses testified that raising the 

substantial capital needed to explore and develop the 

properties, because of the current status and uncertainty of 

the exploration program, if possible, would be difficult and 

could only be done at a high cost. These witnesses also 

testified that current uncertainties are impairing the 

ability of MFS to employ and retain the scientific and 

technical personnel essential to a successful exploration 

program. Whatever benefits from the properties are 

eventually determined to be properly utilized to reduce rates 

to MFS customers may not be avail~ble for several years if 

litigation continues. 

(10) Recognizing the 

litigation, the parties, with 

problems associated with 

the encouragement of the 

Co~ission, examined the possibility of settling their 

disputes. Settlement conferences began in depth in March of 

1981. Mr. Roseman, a participant in the Settlement 

negotiations, and other witnesses testified that the parties 

vigorously pursued their positions, that negotiations were 

extremely tough, reaching impasse on several occasions, and 

that the parties interests were negotiated at arm's-length. 

The parties retained and utilized well-qualified and eminent 

experts in connection with decisions made and positions taken 

in negotiations. 

Sponsored by the S.J. Quinney Law Library. Funding for digitization provided by the Institute of Museum and Library Services 
Library Services and Technology Act, administered by the Utah State Library. 

 Machine-generated OCR, may contain errors.



- 15 -

(11) The Settlement contemplates that wholly owned 

affiliates of MFS will do the exploration of the properties 

covered by this settlement in the future and will operate 

production activities on said producing properties al though 

provision is made in the agreement for farmouts. 

(12) Expert witnesses and counsel for parties to 

the settlement all urged that the Settlement's approach to 

the problem of exploring and developing the properties is an 

acceptable and reasonable. Mr. Roseman, for the Division and 

Committee favoring the Settlement, testified, that the 

cost-of-service gas and oil income from gas properties and 

transferred properties and royalty income and first call on 

gas with respect to unexplored properties are fair and 

compensate the Company (for the appropriate benefit of its 

customers) for its interest in the properties while at the 

same time leaving MFS with incentives to explore them. Mr. 

Roseman testified that he had some doubts about the 

sufficiency of the incentives. However, Mr. Cash, Mr. 

Kirsch and Mr. O'Leary were of the opinion that the 

incentives were sufficient. Messrs. Roseman, Crawford, 

Harmon and Cash were of the view that MFS investors would 

support the exploration program proposed by the Settlement; 

Messrs. Cash and Kirsch testified that exploration department 

employees would be more willing to stay with Wexpro under the 

Settlement than without it. 

(13) All Division and Cammi ttee witnesses, 

including_ independent geologists Ritzma and hale, 

independent economist Roseman and certi7ied public accountant 

Norman, testified that the consideration involved in the 

transfer of properties from MFS to subsidiaries was in their 

opinion fair to MFS and its customers. No dollar value 

appraisal was completed on the transferred properties. 

MFS customers will receive substantial benefits from 

cost-of-service gas, from future ~haring of oil income and 

from royalties. In addition to ,these benefits, customers 
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.will have rates reduced by a one-time $21 million reduction, 

over a one year period,a $250,000 annual payment from Wexpro 

to the Company for twelve years and the elimination of the 

approximately $3 .1 million annual exploration expense from 

rates which will occur in approximately one year. 

(14) MFS and Wexpro witnesses Crawford, Harmon, Cash 

and Kirsch testified that the Settlement is fair and 

reasonable to MFS's shareholders. MFS's consolidated 

after-tax earnings may suffer an estimated reduction of 

approximately $15.5 million in 1981 as a result of the 

Settlement. If 1982 oil production and income are similar to 

1981, after-tax earnings in that year may be down by so~e $7 

to $8 million as a result of the Settlement plus the effect 

of any royalty payments. No witness for the companies 

attempted to quantify the loss of income associated with the 

royalty payments and no witness from the Division or 

Conunittee attempted to quantify past benefits to MPS or its 

shareholders of the regulatory treatment afforded MFS prior 

to the Wexpro decision. 

(15) Mr. O'Leary, for the Shareholders, thought the 

Settlement was costly to present shareholders in terms of the 

interests they claimed but favored its approval because 

.continued litigation could damage shareholder interests to an 

even greater extent. 

(16) Although the Settlement expressly provides 

that its terms are an integrated whole and that the benefits 

flowing to customers is to be viewed in total and not in 

separable units, the witnesses of parties favoring the 

Settlement testified that primary individual elements also 

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

royalty associated with exploratory properties was deemed by 

Messrs. Roseman, Ritzma and Hale for the Division and 

Committee, . to be fair market value for those assets. The 

Commission 

testified 

accepts this 

that because 

expert 

of , the 

testimony. 

specu 

Witnesses 

evaluating unexplored properties, they typically traded 
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in the industry on the basis of retained interests such as 

royalty interests. These properties already have on average 

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

been reached in a typical industry transaction. The 

Company's right to receive gas at cost of service and 54% of 

net profits from liquids produced on the productive oil 

properties transferred to Wexpro was deemed by a 11 expert 

witnesses who addressed the issue to be fair market 

consideration for those properties. 

( 17) Witnesses testified one valuable effect of 

the Settlement is that it resolves many of the issues in the 

pending litigation in a 
1

manner that M.FS believes will allow 

the exploration program to proceed. All witnesses who 

addressed the issue agreed that without the Settlement all 

parties have difficulty achieving their objectives. 

(18) Some witnesses testified that the Settlement 

·provides a better solution to the treatment of the joint 

interest properties than did the JEA. All witnesses for the 

Division, Committee, MFS, Wexpro and the Shareholders urged 

the Commission to approve the· Settlement because it was, in 

their opinions, in the public interest. 

FINDINGS OF FACT 

Having reviewed the record and having considered 

the Settlement, the evidence, and having been fully advised, 

the Commission finds that: 

1. MFS is a corporation organized and existing 

under the laws of the State of Utah, with its principal place 

of business located at 180 East First· South Street, Salt Lake 

City, Utah. MFS is a "gas corporation" and a "public 

utility" as those terms are defined in Utah Code Annotated § 

54-2-1 (1974). 

2. MFS produces and purchases natural gas from 

fields and pipelines in Wyoming, Utah and Colorado, and 

transports this gas through two major pireline systems to 

markets in southwestern Wyoming and northern and central 

Utah. 
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3. MFS provides natural gas service to customers 

in a Utah service area which includes the Wasatch Front, 

portions of Carbon and Emery Counties; portions of the Uintah 

Basin and other areas contiguous to its system. The 

customers served by the Company in its Utah and Wyoming 

service area number approximately 400,000. 

4. As will be outlined in the following find in gs, 

the Commission accepts the Stipulation and Agreement as means 

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

Commission does not and could not waive any of its 

jurisdiction, or regulatory power and authority, in so 

accepting. 

5. As stated in finding (1) above, Mountain Fuel 

Supply Company is a regulated public utility and it cannot 

escape this by organizing itself into different corporate 

entities, parent and subsidiary in nature. By approving this 

Settlement and by past actions this Commission acknowledges 

and supports the proposition that MFS may have activities 

which are not limited to a "regulated" rate of return. we do 

not, however, give up our necessary access to information 

·from the parent or its subsidiaries, or our lawfull 

regulatory control over MFS or any of its parts in accepting 

this Settlement. 

6. The Commission is not entirely persuaded that 

under attractive circumstances investors will not support a 

regulated exploration and development program, that such a 

program will cause problems with partners in the field or 

with the ability of MFS to keep employees. However, the 

Commission finds that it is unnecessary to make a final 

determination on this matter for the purpose of this 

proceeding. 

7. It appears from tl:ie statement of counsel and 

testimony of witnesses that the parties to the Settlemen"t7 

vigorously pursued their positions; 

extremely tough, and at arms len~th. 

negotiations were 
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8. The Settlements approach to the problem of 

exploring and developing the properties involved in the 

.settlement is an acceptable and reasonable basis for 

ex'ploring and developing said properties and is in the public 

interest. 

9. Resolution of the many issues involved in this 

proceeding and the related pending litigation is in the 

public interest. 

10. The Settlement will allow the properties to be 

explored and developed to the benefit of all parties. The 

interests of MFS and its customers in benefits from the 

properties are protected and realized in the Settlement. The 

transfer of properties is for fair market value aR that value 

is typically determined in the industry. Adequate benefits 

from the Settlement redound to the benefit of customers of 

MFS. 

11. The Settlement approach to properties and the 

consideration received for. the benefit of customers is just 

and reasonable and represents fair market value. The 

interests of MFS customers, of citizens of the State of Utah 

and of MFS shareholders will be served ·by approval of the 

Settlement. 

12. The Settlement is fair and reasonable and the 

stipulated facts in the Stipulation are hereby adopted and 

approved. The Commission takes note of the explanation of 

counsel as to the parties understanding and intent in regard 

to the Stipulation and agreement as found in the record in 

this case in so approving. 

13. Wexpro litigation costs to the Stat~ of Utah 

for outside attorneys, consultants and witness fees exceeds 

$775,000, and it is in the public interest that the State be 

reimbursed for some portion from the Settlement. The 

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

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

Executive Secretary to establish a fund upon which claims for 

reimbursement can be made by public entities 
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who have been parties to this proceeding for reimbursement 

for outside attorney, consultant and witness fees. The 

Commission will determine the amounts to be distributed 

CONCLUSIONS OF LAW 

Having made the foregoing findings of fact, the 

Commission concludes that: 

1. These cases are properly before the Commission 

on motion 'of the Di vision, Committee, MFS and Wexpro for an 

order approving the Settlement. Additionally, the Wexpro 

case (Case No. 76-057-14) is properly before the Commission 

on remand from the Utah Supreme Court in Committee of 

Consumer Services v. Public Service Commission of Utah, 595 

P.2d 871 (Utah 1979). 

2. All hearings in these cases were held pursuant 

to timely and proper public notice. All parties and the 

public were given full opportunity to present evidence and 

argument with respect to the Settlement. 

3. This Commission has jurisdiction to resolve 

cases before it on the basis of a negotiated settlement which 

has been entered into by MFS, Wexpro, the . Division and the 

Cammi ttee in the case. In reviewing the Settlement, the 

Commission need not decide the issues disputed between the 

parties, and although the Commission has considered certain 

alt .. ernatives, it need not consider every conceivable 

alternative to the Settlement. It is the Commission's duty 

to determine whether the Settlement reasonably resolves 

matters about which there is a valid dispute in a lawful 

manner that comports with the public interest. In addition 

to the public interest standard, inasmuch as some aspects of 

these cases have previously been before the Utah Supreme 
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Court, the Commission must determine whether the Settlement 

resolves those aspects in a manner consistent with or 

permitted by the opinion of the court. The Settlement 

resolves those aspects in a manner consistent with or 

permitted by the opinion of the court. The Settlement 

resolves the disputes between the .parties and the issues of 

the remanded case in a reasonable and lawful manner that is 

consistent with the public interest and with the opinion of 

the Utah Supreme Court in Committee of Consumer Services, 

supra. 

4. Resolution of the contested issues and .., 

litigation involved in the Settlement is in the public 

interest. 

5. This Commission has jurisdiction to review the 

transfer of properties between MFS and its affiliates which 

is contemplated by the Settlement to determine whether the 

customers have an interest in the properties and, if so, 

whether the transfer is in the public interest whether it is 

for market value and whether appropriate benefits from the 

transfer are in the public interest. The Commission 

concludes that the transfer is for market value, that is in 

the the public interest and that appropriate benefits redound 

to the benefit of the customers and MFS. 

6. The Commission's findings and conclusions with 

regard to the transfer of properties and the allocation of 

benefits contemplated by the Settlement, including the 

findings and conclusions that the transfer of properties and 

the allocation of benefits are reasonable and for market 

value and are in the public interest, are intended by the 

Commission to be final and not subject to future change 

(except through an appropriate and timely petition for 

rehearing or judicial review). The Commission so concludes 

because to insure the proper development of· said properties 

the parties must be able to rely on the finality of the 

findings and conclusions in reg~rd to the transfer of 
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properties and apportionment of benefits. The Commission 

also entitled to rely on the finality of its order. 

7. The Settlement presents a reasonable, viable 

and lawful resolution of the unresolved issues in all_ of 

these cases, except rate design and residential conservation 

service issues in Case No. 81-057-01, and should be adopted 

and approved. 

8. The Settlement is an agreement between the 

parties and approval thereof by the Commission does not 

modify or in any way limit the jurisdiction of the Commission 

to require information from the parties and to investigate 

transactions under the Settlement in which the parties are 

involved. 

9. By adopting and approving the Stipulation, the 

Commission does not relinquish or limit any jurisdiction or 

statutory authority it possesses. 

10. Under the circumstances involved in this 

proceeding, it is in the public interest to reimburse public 

entities for a portion of their expenses associated with this 

and related proceedings. 

ORDER 

Having made the foregoing findings of fact and 

conclusions of law, the Commission hereby orders that: 

1. The motion of the Division, Committee, MFS and 

Wexpro to adopt and approve the Stipulation and Agreement 

dated October 14, 1981 and to be effective August 1, 1981, 

is granted and the Stipulation and Agreement are hereby 

adopted and approved. 

2. Consistent with the Stipulation, MFS shall as 

soon as is practicable and in no event later than 30 days 

following the date of this Order submit new schedules of 

rates and charges which are reflected in the Stipulation and 

Agreement .. These rate reductions shall be effective from and 

after the date the new tariffs ·are approved by the 
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Commission. These rate reductions. and. payment of the 

$400 ,000 as provided in Order paragraph 5 below will be 

subject to recovery by MFS in the event this Order is revised 

or vacated by the Utah Supreme Court. 

3. Within 30 days after the reserve for 

exploration expense account (Account 186-1) deficit balance 

is eliminated, MFS shall submit new rate schedules which 

reflect the elimination of the utility exploration expense 

(approximately $3 .1 million annually system-wide) from the 

rates then in effect. The rate reduction shall be effective 

from and after the date the new rate schedules are approved 

by the Commission. The rate reduction will be subject to 

recovery by MFS in the event this Order is reversed or 

vacated by the Utah Supreme Court. 

4. This Order shall be the final order of this 

Commission in Case Nos. 76-057-14 and 81-057-04. This order 

is also intended to and ·does resolve any and all contegencies 

in final orders previously entered by this Commission in Case 

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

exception of rate design and residential conservation service 

issues in the latter case. The stipulation of the parties in 

Case No. 81-057-04 shall be terminated effective August 1, 

1981. 

5. As soon as is practicable and in no event later 

than 30 days following the date of this order, MPS shall 

transmit $400,000, which amount may be reduced from Utah's 

portion of the $21,000,000 reduction in rates, to the 

Commission Executive Secretary to be handled consistant with 

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

December, 1981. 

/s/ Milly 0. Bernard, Chairman 

/s/ David R. Irvine, Commissioner 
(SEAL) 

/s/ Brent H. Cameron, Commissioner 

Attest: 

/s/ Jean Mowrey, Secretary 
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