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REBUTTAL TESTIMONY OF MICHAEL R. I\OACK
| P ' ONBEHALF OF
mssovm GAS ENERGY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

a

My name 1s Mmhael R. Noack My business address is 3400 Bmadwav Kansas City

Mlssoun 6411 I

|
BID YOU SUBMIT B{RECT TESTIMONY IN THIS PROCEEDI}\G BEFORE THE
MISSO{}RI PUBLIC SERVICE COMMISSION ON BEHALF OF THE MISSOURI
GAS ENERG-Y OE’ERATING DEY!SION OF SOUTHERN UNION COMPANY?
Yes| di&.
WH’ATi 18 THILZ PURPOSE OF YOUR REBGTTAL WSTIMOﬁY?
Inmy rcibut{al te;timony_, Twill address that port_ion of Commiésiox;.Staﬁ' witness Hyneman's

direct &stimonyregarding when, if the AAO s granied, the amortization of the deferred asset

should Begin‘

WHEN WOULD AMORTIZA!ON OF THE AAO BEGIN ACCORDING TO MR.
HYNEMAN’'S RECOMMENDATiON"

Mr. Hynéman rec‘ommends that the Commission order MGE to begl;z amortization of the
AAO the memh fol]omng a fmal judicial resoiution of the legahty of the. Kansas tax.

t

DO YOU AGREE WITH MR HYNEMAN’S RECOMMENDATION?

b 1
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No. Mr: Hyncn’ian in his difect testimony on Page 3, lines 23-26 uses language out of the

Commission’s Reimrt and Order on Remand in Case No. WO-2002-273 to describe the

purpose of an AAQ. As taken from the.order, “ .. primary benefit of an AAO to the uti.iity s

that the ‘deferred item is bo‘r,ikeci as a regulatory asset rather than as an expense, thereby

P

improviéig the ﬁjm‘mci:al picture of ihé utility during the deferral period.” The order goes on
P E '

to say “A secondary and more remote benefit of an AAO is that, during a subsequent rate
: Lo E ‘

! b : N . ' : . . . -
case, the Commission may. permit recovery in rates of some portion of the amount deferred.”
.

MGE is;requesting this AAOQ because this property tax expense was 1ot allowed asacostin

I . ' ‘ .
setting rates in Case No. GR-2004-0209. MGE is requesting that any property taxes assessed

by the State of Kansas on thfz value (}’f the natural gas held in storage for MGE’s account be

1

deferred_ through the use of Iari AAQ and ultimately included in the next rate case filed by
! o ’ 1 -

MGE. . L i

IF Tﬂé AMOﬁTIZATIO'N PEREIO}) BEGAN BEFORE THE NEXT RATE CASE,
WOULD MGE RECOVER ALL OF THESE COSTS IN RATES?

No. MGE wouad ohly be ai;lowed to recover that portion remaining to be amortized at the
time of MGE’sineﬁt rate cé‘se, if tile Commission allowed recoverfz of r}"?c deferral. The

amortization alfeédy recorded under Mr. Hyneman’s recommendation would be a cost to the

Southern Uniori[ shareholders.
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IS MGE I‘\?CLU})ING ANY COSTS OTHER THAN THE TAXES TI{EMSELVES IN

THE AAO REQUEST"

No. Nmae of the’ ht:gauon costs orany other ¢osts associated with ﬁghtmg the legality of the

tax are bemg mciuded in ﬂns AAQ request. i

1 P ' |
DO YOU HAVE ANY OTHER INFORMATION DEMO&STRATING THE

UN’REASONABLENESS ()F‘ MR HYNE\{AN’S PROPOSAL TO BEGIN
AMORTIZING THE DEFERRAL THE MONTH AF’TI:R A FINAL, NON-
A?PEA:L,&BLE JE_}DIC_IAI;J RULING DECLAR}'NG THE TAX LAWFUL?

b
¢

Yes. It appearsftha't a final ruling on the legality of the tax t:duld mésonabiy be expected
l

some tnnf: in 1he summer of 2006. Although MGE believes its argumem&: will persuade the

Kansas courts th,at the tax is uniawﬁﬂ the outcome of that appeal is bv no means certain and
l_ |

substantiai risk _reniains that MGE 'will not prevail on appeal. In thzit event, MGE would
need (0 ﬁle a ge;:mrai rate proceedmg some time in the latter half of 2005 to be in a position
to mciude the amorﬂzatlon of the deferra}s in rales and protect itself from the significant
negauvé ﬁnanmai imnpact of commencmg such amortization. Absent such a rate case filing,
Mr., Hyneman s proposal poses a significant risk that MGE will be required to begin

amortizing about SS?,OOOi to experxsc each month (or $680,000 on an.annual basis) with no

provision for siich expenses in current rates.

! The 2004 assessment is approximately $1.7 million. Assuming the 2005 assessment is
coruparable, total dollars deferred as of the summer of 2006 would total approximately $3.4 million.
Dividing this amount by 60 months, as would be required under Mr. Hyneman’s amortization
proposal, pmduces a monthly cxpeme amount of $56,666
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'Rates from M(}E’s most recent case took effect on October 2, 2004, Tc» protect itself from

51gmﬁcant unrecovcred costs under Mr Hyneman's proposai MGE ueuld be required 10 file
arate case little mosﬁ: than one year aﬁcr the conclusion of its most recent rate case. General
rate cases are time _éo_nsumirig and costly to all involved, including MGE, the Commission

and MGE's customérs, and it is not a good or efficient use of resources to take regulatory
- | l | !
action - as Mr. Hyneman suggests — that would effectively require MGE fo file 2 rate case

little more than one vear after the conclusion of its last rate case.
i1 : .
i .

Fr

DO YOU HAVE ANY FURTHER COMMENTS ON MR. HYNEMAN'S PROPOSAL?
Yes. If the Com:;nissicn_ bélieves that the deferral of these Kansas ;taxes should be time
limited in some :way 50 as to‘ ensure that they do not build up indefinitely, then MGE would

suggest the foliowmg }anguage

\
In the event that MGE does not ﬁle a general rate case by May 31, 2008, MGE
will commence amortization of these deferrals beginning Juhe 1, 2008, over a
ﬁve—year period, and will cease further deferrals unless the Commisslon granisa
new. accounimg authori ty order. C

i

This cexrmepi has been used before by the Comnﬁﬁsion-(See Case No. GR-2001-292, Second

‘Revised Stipulation and Agreement, paragraph 11, pages 6-7) and the time frame is generally

consisient with when MGEibe‘!ieves it would be required to file its next general ratc case
according to the ISRS (inﬁ‘aisn*uctﬁrg: system reﬁlaeemem surcharge) jlegislalion_.
| :
SR ,
DOES THIS (:fo'N_CLUDEI‘YOUR REBUTTAL TESTIMONY? |
Yes, at this timf;j. | ‘

[
'




BEFORE THE PUBLIC SERVICE COMMISSION

OF THE BTATE OF MISSOURI

I

in the Matter-of the Application of Missouri Gas
Energy, a:Division of Southérn Union Company,
for an Accounting Authority Order Concerning the
Kansas Property Tax for Gas in Storage

Case No. GU-2005-0095

L
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AFFIDAVIT OF MICHAEL R. NOACK

STATE OF MISSOURI ')
) 88,
COUNTY OF JACKSON ) )

Michael R Noack of lawfu! age on hts oath states: that he has partlc:pated in' the preparation of
the foregoing- Rebutial Test;mony in question and answer form, to be presented in the above
case, that'the answers in the faregomg Rebuttal Testimony were given by him; that he has
knowledge of the matters set forth in such answers, and that such matters are true and correct to
the best of his knowledge and: betxef

;
[ |
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Subscribéed and s'wom to before me this _/ " -day of Jangary 2005,
- 2‘/\ VU@WH ,
| Notary Pnbhc

My Con?mlssmn ,E)E(pllres p{— i 3 y 200 ,7 Notary ﬁi’;};’g Hﬁ;% sont
|

Stofe of M&smm

Jockson County
MV W"m Exmes Fab, 3. 2007
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