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Pursuant to K.S.A. 66-1402. ) 

NOTICE OF FILING STAFF'S REPORT AND RECOMMENDATION 

The Staff of the State Corporation Commission of the State of Kansas (Staff and 

Commission, respectively) files its redacted report and recommendation relevant to Kansas Gas 

Service, a Division of ONE Gas, Inc.' s submission of its insurance policy agreement with Utility 

Insurance Company. Staff recommends the Commission not take action pursuant to K.S.A. 66-

1402 to prevent KGS from participating in the establishment of ONE Gas' wholly-owned captive 

msurance company. 

WHEREFORE, Staff submits its Report and Recommendation. 

Respectfully submitted, 

Amber Smith, #23911 
Chief Litigation Counsel 
Kansas Corporation Commission 
1500 SW Anowhead Road 
Topeka, Kansas 66604 
(785) 271-3110 (Telephone) 
(785) 271-3167 (Facsimile) 
a.smith@kcc.ks.gov (E-mail) 

For Commission Staff 
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SUBJECT: Docket No. 18-KGSG-392-CON - In the Matter of the Application of Kansas Gas 
Service, a Division of ONE Gas, Inc.' s Submission of its Insurance Policy Agreements with Utility 
Insurance Company, Pursuant to K.S.A. 66-1402. 

EXECUTIVE SUMMARY: 

ONE Gas created the Utility Insurance Company (UIC) (a wholly owned pure captive insurance 
company) to provide ONE Gas' distribution companies with insurance coverage for claims greater 
than $250,000 and less than $2,000,000. The benefits to ONE Gas' distribution companies of 
purchasing insurance from UIC will be a reduction in the deductible per incident to $250,000 from 
$2 million, UIC will have access to the reinsurance markets, and UIC (being an insurance 
company) would be in a stronger position in negotiating with other insurance companies. The 
disadvantage initially to KGS in purchasing insurance from UIC is the extra fees UIC will incur 
that will be allocated to Kansas Gas Service. Over time, ONE Gas expects the decrease in insurance 
costs and claims will more than offset the additional operating costs. Based upon our review, Staff 
recommends the Commission not take action pursuant to K.S.A 66-1402 to prevent KOS from 
paiiicipating in the establishment of ONE Gas' wholly owned captive insurance company (UIC). 

BACKGROUND: 

Kansas Gas Service, a division of ONE Gas, Inc. ("Kansas Gas Service" and "ONE Gas," 
respectively) filed an Application notifying the Commission that it had created a wholly owned 
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pure captive insurance company (Utility Insurance Company or UIC) to better control the cost of 
insurance. ONE Gas submitted five insurance policy agreements attached to its Application. UIC 
will provide insurance coverage to Kansas Gas Service (KGS) and the other natural gas 
distribution company divisions of ONE Gas in accordance with K.S.A. 66-1402. 1 

The Application includes Exhibits A through E that show UIC will provide the following insurance 
coverage to Kansas Gas Service: 

a. auto liability claims (Exhibit A); 
b. general liability and employment practice liability claims (Exhibit B); 
c. workers' compensation and employer's liability claims (Exhibit C); 
d. general liability and property claims (Exhibit D); and 
e. miscellaneous types of coverage (Exhibit E). 

After filing the original Application, KGS discovered errors in its workers' compensation (Exhibit 
C) and excess liability coverage (Exhibit E) policies. KGS filed an amended Application on May 
25,2018. 

Prior to the formation of UIC, ONE Gas was self-insured for claims up to $2 million. ONE Gas 
purchased insurance coverage for claims greater than $2 million from insurance companies not 
related to ONE Gas. By having UIC as ONE Gas' captive insurance company, ONE Gas and its 
subsidiaries will be self-insured for claims up to $250,000. UIC will cover all claims greater than 
$250,000 but less than $2 million. UIC will continue ONE Gas' current policy of purchasing 
insurance coverage from insurance companies unrelated to ONE Gas for claims greater than $2 
million. 

Captive insurance is insurance that is provided within a corporate group, through a subsidiary that 
is controlled by a parent company. Instead of purchasing insurance from an external commercial 
insurance company, the parent company manages the risks of the corporate group through the 
subsidiary. The captive then either reinsures these risks or retains the risks itself. The parent 
company pays premiums to the captive insurance company. 

When a company has risks that are difficult or impossible to cover with traditional insurance, a 
captive insurance company is a good vehicle to use to cover those risks. The parent company may 
also be able to save on premium costs by using a captive insurance company because traditional 
insurance companies charge higher premiums to cover their own costs and turn a profit. Using a 
captive insurance company allows the insured entities to pay only for coverage and retain any 
profits within the corporate group. 

A captive insurance company can be organized domestically in any state that has a captive statute 
permitting organization or in a variety of offshore locations. UIC's place of domicile is in 
Oklahoma.2 

A captive insurance company can be a pure captive, group captive, industrial captive, or a risk 
retention group. A pure captive is a captive company with a single owner and provides insurance 

1 Each insurance policy and related premium is apportioned between Oklahoma Natural Gas, Kansas Gas Service, 
Texas Gas Service, and ONE Gas, Inc. 
2 See response to Staff Data Request No. 12. 
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coverage only to its parent company. UIC is a pure captive.3 A group captive provides insurance 
to companies outside of a single business group. Industrial insurance captives insure the risk of an 
industrial insurance group. Risk retention groups allow members of an industry (such as doctors, 
lawyers, and hospitals) who face similar risk exposure to come together and form their own 
insurance company. 

ANALYSIS: 

In this Application, ONE Gas is filing five insurance policies ( attached to the Amended 
Application) with the Commission under K.S.A. 66-1402. The purpose of the filing is to provide 
formal agreements where UIC will provide insurance coverage to Kansas Gas Service and the 
other natural gas distribution company divisions of ONE Gas. Section 66-1402 provides that ONE 
Gas must file these contracts with the Commission before they can be effective. Section 66-1402 
fmiher states that if any of the contracts is found to not be in the public interest, the Commission, 
after investigation and a hearing in accordance with the provision of the Kansas Administrative 
Procedure Act, is hereby authorized to disapprove such contract. 

Staff's Analysis: 

Staff did extensive research on captive insurance companies, read technical manuals, read Internal 
Revenue Service Revenue Rulings and a U.S. Supreme Comi decision, and issued 34 data requests. 
Staff prepared an analysis for only Kansas Gas Service that compared the cost of insurance in 
KGS's last rate case to the cost of insurance for KGS if ONE Gas had a captive insurance 
company.4 Staff's analysis in attachment A shows that if KGS incurred no claims greater than 
$250,000, a captive insurance company would result in insurance costs ** ** greater than 
KGS's cost of insurance in its last rate case. Over time, KGS expects insurance costs and claims 
will decrease enough to cover the** ** of additional costs5• 

A captive insurance company would provide ONE Gas with the following benefits: 

• 
• 
• 
• 
• 
• 

** 

• ** and 
• Insurance costs and claims will decrease enough to cover the additional operating costs 

shown below.6 

A captive insurance company would incur costs ONE Gas does not currently have: 

3 See response to Staff Data Request No. 5. 
4 Attachment A. 
5 See response to Staff Data Request No. 34. 
6 See response to Data Request No. 34. 
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• Actuarial review fees 
• Financial statement audit 
• Annual fee to the Oklahoma Insurance Commission 
• Captive insurance manager 
• Initial premium increase 
• ** ** 12 

$45,0007 

$15,0008 

$20,0009 

$45,000 10 

** **'! 

KGS's share of the new costs ONE Gas will incur due to having a captive insurance company is 
estimated to be** **. Even though KGS will initially incur additional costs due to the new 
captive insurance company, KGS expects insurance costs and claims will decrease enough to cover 
the additional operating costs. 

RECOMMENDATION: 

UIC is a new company so the dollar amounts for fees and claims are based on forecasts and 
estimates. It is known that ONE Gas will incur additional costs by operating a captive insurance 
company compared to not having a captive insurance company, but ONE Gas believes that 
insurance costs and claims will decrease enough to cover these additional operating costs. 

Because of the potential for benefits ofKGS getting insurance coverage through UIC (even though 
those benefits are partially offset by higher initial operating costs), Staff is not recommending that 
the Commission take action to deny KGS' s participation in the formation of the Utility Insurance 
Company as a captive insurance company. However, in arriving at this conclusion, Staff is not 
expressing an opinion about the ultimate ratemaking treatment of all future unknown costs 
associated with UIC. If in the future it is shown that UIC is required to make changes in its reserve 
requirements, UIC has several years of low claims, or the company experiences increases in fees 
and operating costs in the future that might harm ratepayers, Staff will make recommendations to 
the Commission in order to ensure that KGS's rates remain just and reasonable and in the public 
interest. 

7 See response to Data Request No. 7. 
8 See response to Data Request No. 7. 
9 See response to Data Request No. 7. 
10 See response to Data Request No. 7. 
11 See response to Data Request No. 11 Amended. 
12 See Attachment A. 
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Kansas Gas Service 

Docket No. 18-KGSG-392-CON 

Confidential Data Requests 

Attachment A is confidential. 

Data Request Nos. 3, 11, and 21 are confidential. 



KJJ.nsa~ Corporation Commissio11 
DQoket Numbet' l8-KOS0:-392-CON 

Information Request 

Data Request: 18-392 KCC-001.: Selflnsurance 
CompanyNiime: Kansas Gas Service, a Divlsion of ONE Gas, Inc. 
Request Date: 4/2/2018 
Date Jnformati01i Needed:.4/10/2018 
Reqttested By: Bill Baldry 

Please rovide the followin11: 

Page tor I 

Does ONE Oas currently self-insure claims incurred between $250,000 and $2 million, or does ONE Oas have insurance 
policies that cover claims bet-Weeii-$250,000·and$2 million through ·an outside'lnsurai1ce companj? 

KGS Response: 

Prior to establishing the lower deductible policies, ONE Gas did self-insure at the level from$250,000 to $2,000,000 
il,s traditional insurance companies did not-want to offer this level of coverage at reasonable rates. For instance, to 
bring the deduct1ble down on general ltability insurimce to $1,000;000 from $2,000,000, the insurance market was 
requesting a Premium of $1,200,000 per year. 

Prepared by: Mark Smith 

Verification of Response 
I have read the foregoing lnfornt9tion Request and answer(s) thereto and find answer(s) IQ be tru¢, .accurate, full and con1plete and contain 
no material misrepresentations or omissions to the best or fllY knowledge and belief; and I wiU disclqse to .the Commission Staffany matter 
subsequently (lisc;overed whi.ch affects the accuracy or conipleteness of the answer(s) to this Irifom1ation Request. · 

Date: Apr 10, 2018 
-------------------



K.ansas Corporation Commission 
Docket Number 18-KGSG-3Q2-CON 

Infom1ation Request 

Data Request: 18-392 KCC-005: Type ofCaptive li1surance Company 
Compa1iy Name: Ka1isas Gas Service, a Division of ONE Gas; hie. 
Request_ Date: 4121io 18 
Date Information Needed: 4/10/2018 
Requested By: Bill Baldry 

Please provide the follo\ving: 

Page !of I 

Will the Utility Insurance Company provide in~uranc.e coverage to only .ONE Gas and itssubsidiaries (a "pure captive") or 
will UK' provide insurance coverage to other companies outside of ONE Gas? 

KGS Response: 

The Utility Insurance Co., is a pure captive and will only insure ONE Gas and its divisions. 

Prepared by: Mark Smith 

Verification of Response 
I have read.the foregoing lnfonnation Request and answer(s) thereto and find an.swer(s} to be true, ac9ymte, full and complete and ~0I1tain 
no \i1aterial 1i1isre·presentations or omissions to the best of my knowledge and belief; a11d I will disclose to the Colnmission Staff any mat1er 
subsequently discovered wliich affec\s the accuracy 01· con1pleteness oflhe answer(s) to this lnlbrrnation Request. 

d1atlt w. SM/tit 
·Signed: MM~ W. Sm'irh lt1pr in, tn,AJ 

Date: Apr 10, 2018 



Kansas Corporation Commission 
Docket Number l 8-KGSG-392cCON 

Information Request 

Data Request: 18-392 KCC0007: Expenses ofa Captive Insurance Company 
Company Name: Kansas Gas Service, a Division of.ONE Gas, Inc. 
Request bate: 4/2/2018 
Date lriformation Needed: 4/10/20 IS 
Requested By: Bill Bakh-y 

Please provide the following: 

Page !of I 

Paragrfl.ph 8 of the Application states that the primary l:lenefit from purchasing insurance coverage from Utility Insurance 
Company will be a reduction in the deductible per incident from $2 miili.on to $250,000. 

l. Plea:se lisnhe various expenses and the.related dollar amounts Utility Insurance Company would incur 011 an annual 
basis. For example the qists. of: 
a. Processing, managing, and payment of claims between $250,000 and $2 million; 
b. Annual actuarial reviews; · · · · 
c. Annual financial statement audits; 
d. Continuing tax compliance oversight; 
e. Pre111ium tax or a:nnual fees to the state or country 6f do1nitile; and 
f Other reglJlatory compliance needs. 

2. Does ONE Gas currently process and manage the claims between $250,000 and $2 miUion in-house, or does a third party 
administrator process and manage the claims or does an insurance company process and manage the claims? 

3. Please li~t the penefits and the related dollar amounts of ha_ving Kansas Gas Service. purchase insurance from UWity 
Insurance Company for claims between $250,000 and $2 nu Ilion. 

KGS Response: 
la. Costs associated with processing, managing, and payinent ofUIC claims are not material, as these processes 

will continue to be performed by existing internal staff. 
b. Annual actuarial review fees are estimated at $45,000. 
c. Annual fitwncial statement audits \ire estimated to cost $15,000. 
d. Costs a.ssociated with continuing tax compliance oversight are deemed immaterial, as these tasks will be 

performed by existing internal staff. 
e: Premium tax and/or annual fees to be. paid to the Oklahoma Insurance C01111nission are estimated to range 

between .$15,000-$20,0Q0. 
f. Aon will be serving as the captive manager and will oversee all the items listed in responses 1 a - 1 e above, 

for an annual fee of$45,000. 

2. A Third-Party Administrator hired by ONE Gas handles workers' compensation and automobile liability and 
will continue to do so.. The company handles all othei• claims, 

3. The financial benefit will be detennined by loss history over time. We do anticipate lowering premiums in 
subsequent policy years. However, if KGS were to experience adverse loss experiences in the future, their 
premiums would be increased. Likewise, if another division incurs losses in the future, kGS will not bear the 
impact of that division's losses. We believe this arrangement provides a long term financial incentive. 

Prepared by: Mark Smlth 

Verification of Rcspon~e 
I have read the foregoii1g Jnfon11atio1i Reqoest and ariswer(s) U.1ereto and find ansiver'(s) t• be true, accurate, full and complete mid contain 
no material misrepresentations or omissions .lo the .best of my ~nowled$e and belief; and I will ·dis~lo.se to the Co.mmlssion Statj ill!Y m11ttei· 
subsequeritly discovered which affects the accuracy or completeiiess o:rthe answer(s) to this lni'om1ation Request. 

Date: Apr 10, 2018 



Kansas Corporation Cornmission 
Docket Number J 8-KGSG-392cCON 

Infon11ation Request 

Data Request: 18-392 KCC-012: Domicile of Captive Insurance Company 
Company Naine: Kans.as Gas Service, a Divisioi, ofONE Gas, lr\c. · 
llequest Date: 412/2018 
Date Information Needed: 4/10/2018 
Requested By: Bill Baldry 

Please provide the following: 

I. What state or country will the Utility Insurance Company be domiciled jn'? 
2. What are the capital and surplus minimum requirements of the state or country of UICs domicile? 

Page lof I 

3. Does the state or country where the Utility Insurance Company is domiciled have a franchise, premium or self-
pi·ocurement tax that UIC will pay each year? · 
a. If yes, please identify the tax and the applicable dollar amount. 

KGS Response: 

1. UIC's p1ace'of domicile is Oklahoma. 

2. The capital and surplus minimum is $250,000; however, the Oklahon1a Insurance Cotrnnission requested ONE 

Gas fund $1,000,000 initially. ONE Gas funded as requested. 

3. Yes. For 2017, UIC paid a Net Direct Written Premium Tax of .2% (or $16,186.00)plus, .01% tax on Assumed 

Premiums for.a total of $278,00. We expect future years' taxes to be similar. In the past, ONE Gas paid a 

"surplus Jines" tax in the amount of 6% on some placements. These savings will captured in the cost for the 
associated reinsurance. 

Prepared by: MarkStnith 

Verification of Response 
I have read the foregoing lnfom1atfon Request and answer(s) thereto and find ans\ver(s} to be tru!'),· accurate, fqll and complete and contain 
no material misrepresentations or omissions to the best ofmy knowl\:dge and belief; and f iv!II disclose .to the Commission $iaffany niatter 
subsequently discovered which affects the accuracy or completeness of the answer(s).10 this Infom,ation.Request. 

;f/tlf:lr hi. S111itlt 
Signed: fA,ul, w. S11i:1h lt,pr 10, :m'.8J 

Date: Apr 10, 2018 



Kansas Corporation Commission 
Docket Number 18-KGSG-392-CON 

Infom1ation Request 

Data i~equest: 18~392 KCC-.016: Insurance Premiums Charged by Utility Insurance Company 
Company Name: Kansas Gas Service, a Division of ONE Gas, Inc. 
Request Date: 4/i/2018 
Date li\formation Needed:4/10/2018 
Requested By: Bill Baldry 

Please provide the following: 
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Will the mere existence of the Utility .Insurance Company keep insurance premiums down when insura11ce brokers know 
that if the premium prices offered to ONE Gas are not efficient. ihen ONE Gas may decide to cover the insurance risk 
througl1 the Utility Insurance Company? 

KGS Response: 

Yes, the Utility Insurance Co., can now be Viewed as a competitor to traditional insurance markets (not brokers). 

Prepared by: Mark Smith 

Vetlficatioil of }{espouse 
I have read the foregoing lnfonnation Request and·an$wer(s) thereto aud find answer(s) to be 1rue, 11ccurate, fiill and coiuplele _and contain 
no material 1pisrepresentations or omissions to the best ofmy knowledge and belief; and I will dlsclo$e 10 !he Commission.Staff any tiiatter 
subli~quently dlscovere~ which affects the accuracy or completeness of the answcr(s) to this lnfonnation Request. 

/tlq/{ hJ. SM/tit 
.Signe<l: M,H~ VJ S111irh //,pr 10, 1.018,i 

Oat. Apr 10, 2018 
.. e. --------------------



Kansas Corporation Commission 
Docket Number I 8-KGSG-392-CON 

Infommtion Request 

Data Request: 18-392 KCC-034: DR No. 31 
Company Name: Kansas Gas Service, a Division of ONE Gas, Inc. 
Request Date: 6/27/2018 
Date Information Needed: 7/9/2018 
Requested By: Bill Baldry 

Please provide the following: 

Page !of I 

I. Does ONE Gas expect insurance costs to decrease so much (by having a captive insurance company) compared to not 
having a captive insurance company that insurance cost savings will more than offset a claim of$1.75 million each 
year? 

2. a. Does ONE Gas expect insurance costs and claims will decrease enough to cover the additional $86,322 of operating 
costs for Kansas Gas Service that will be incutTed each year by having a captive insurance company? 
b. If yes, please provide a copy of the work papers that show a decrease in insurance costs of more than $86,322 for 
KGS. 

KGS Response: 

I. Yes. In this first year for a cost of $86,322, the company is able to pm·chase an additional $1.75M in prope1iy 
insurance, $1.75M in liability insurance, $1.75M in Workers' Compensation insurance and $1.75M in automobile 
liability insurance. 

2. a. Yes. Over time, ONE Gas expects insutance costs and claims will decrease enough to cover the additional operating 
cost incurred by KGS. 

b. Please see the Feasibility Study provided in response to KCC DR No. 4. 

Prepared by: Mark Smith 

Verification of Response 
I have read the foregoing Information Request and answer(s) thereto and find answer(s) to be true, accurate, full and complete and contain 
no material misrepresentations or omissions to the best ofmy knowledge and belief; arid I will disclose to the Commission Staff any matter 
subsequently discovered which affects the accuracy or completeness of the answer(s) to this Information Request. 

k!atk hJ. Stt1ith 
Signed: Mark W. Smith (.Jul 9, 2018) 

Date: J U l 9, 2018 



CERTIFICATE OF SERVICE 

18-KGSG-392-CON 

I, the undersigned, certify that a true and correct copy of the above and foregoing Notice of Filing Staff's 
Report and Recommendation (Redacted) was served via electronic service this 31st day of August, 2018, 
to the following : 

JAMES G. FLAHERTY, ATTORNEY 
ANDERSON & BYRD, L.L.P. 
216 S HICKORY 
PO BOX 17 
OTTAWA, KS 66067 
Fax: 785-242-1279 
jflaherty@andersonbyrd.com 

JANET BUCHANAN, DIRECTOR- REGULATORY AFFAIRS 
KANSAS GAS SERVICE, A DIVISION OF ONE GAS, INC. 
7421 W 129TH ST 
OVERLAND PARK, KS 66213-2713 
Fax: 913-319-8622 
janet. buchanan@onegas.com 

AMBER SMITH, CHIEF LITIGATION COUNSEL 
KANSAS CORPORATION COMMISSION 
1500 SW ARROWHEAD RD 
TOPEKA, KS 66604 
Fax: 785-271-3167 
a.smith@kcc.ks.gov 

JUDY JENKINS HITCHYE, MANAGING ATTORNEY 
KANSAS GAS SERVICE, A DIVISION OF ONE GAS, INC. 
7421 W 129TH ST 
OVERLAND PARK, KS 66213-2713 
Fax: 913-319-8622 
judy.jenkins@onegas.com 


