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Please st:ate your hame_: and business address.

Thomas J. Sullivan, 11401 Lamar, Overland Park, Kansas 66211.

What is your occupation? |

I am a Direlctor in the Enterprise Consulting Dilvision of Black & Veatch
Corporatién. -I also serve as the Leader of the Financial Advisory Services group
of that Division, |

How long have you been with Black & Veatch?

I have been eﬁployed with Black & Veatch since 1980.

What is your educational backgrbund?

I re.cei‘ved a Ba-chelojr of Science Degree in Civil Engineeﬁng Summa Cum Laude
from the University of Missouri - Rolla in 1980 and a Master of Business
Aii'ministration Degree in Busines-s Administration from the University of
Missouri - Kansas City in 1985.

Are you a re_gistered professional engineer?

Yes,lama ‘Régistered Professional Engineer in the State of Missouri.

To what professional organizations do you belong?

1 am a member of the Americ.a.n Society of Civil Engineers.

What is your professiom;l experience?

I have been respoqsible for the preparation and presentation of numerous studies
for gas, electric, water, and wastewater utilities. Clients served include investor
owned utiIitiés, puBlicly owned utilities, and their cu;tomers. Studies involve

valuation and depreciation, cost of service, cost allocation, rate design, cost of
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capital, supply analysis, load'forecasting, economic and financial feasibility, cost
recovery mechanisms, and other engineering and economic matters.
Prior to Jjoining the Enterprise Consulting Division in 1982, I worked as a

staff engineer in thg Company’s Power and Civil-Environmental Divisions.

Have yoﬁ previously appeared as an expert vvitneés?

Yes, 1 ha\:fe. In Schedule TJS-1, I list cases where I have filed expert witness

testimony and appeared as an expert witness.

For whom are you testifying in this matter?

I am testifying oﬁ behaif of Missourt Gas Energy (“MGE” or “Company™).

What is the purpdse of your rebuttal testimony i_n this matter?

In my rebuf?alr testimony, 1 will address the prepared direct testimony of Ms. Jolie

L. Mathis .c_)f the Missopri Public Service Commission Staff with regérd to MGE’s

depreciatibn rates. In this regard, I will primarily focu;; on the average service life

(*ASL”) and ciepreciation rate Staff recommends for Account 380 — Services.

Do you s;ponsor,any schedules with your rebuttal testimony?

Yes, in addition to Schedule TJS-]; I sponsor the foliowing five échedules, all of

which were prepared by me or under my supervision and direction:

L. Schedule TIS-2 - MPSC Staff Tesponse to MGE Date Reqguest No. 42

2. Schedule TJS-3 — Report on Depreciation Accrual Rates Prepared for
Missouri Gas Energy by Black & Veatch Corporation dated June 2000

3. Schedule TJS-4 — Summary of Recommended Depreciation Rates

4. Schedule TIS-5 - Typical Service Installation
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11.

12.

Schédule 'i‘JS-6 - Analyéis of MGE’s Account 350 Plant Investment
Compared to Laclede Gas Company

Schedule T;[ §-7 - MPSC Staff response to MGE Date Request No. 43
Schedule TjS-S — Missouri Gas Energy - Comparison of Predicted and
Actual Survivor Curves (Account 380 — Ser_vices) for an R2.5 44-year
Iowa Curve

S-chedule TIS-9 — Missouri Gas Energy - Co;nparisoln of Predicted and
Actﬁal Survivor Curves {Account 380 — Services)

Schedule TJS-10 — Comparison of Dep;eciation Rates for 8 Gas
Distributors (Case No. GR-2001-292)

Schedule TIS-11 - Comparison of Depreciation Rates for 13 Gas
Di‘stributorS

Schédule TJS-12 — Depreciation Rates for Account 386 - Services for
Missouri Gas Distributors

Schedule TJS-13 - Photograph of 2939 .Bellefontaine, Kansas City,

Missouri

How have you organized the balance of your testimony?

I will first summarize the issue by outlining Staff’s and my position with regard to

the appropriate depreciation rates to use for MGE. I will then address some

background and recent history regarding the development of MGE’s depreciation

expense rates. I will then speciﬁcaliy focus on the reasonableness (or lack

thereof) of Staff’s recommended 44-year ASL for Services.
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Summary of Issue

Q.

Pléése summarize Staff’s position with regards | to MGE’s
depreciz@tion rates.

In her di_re;ct ‘testimony, Ms._ Jolie Mathis of the Missouri. Public Serv-ice
Coinmissiofl Staff recommends “no change to the currently authorized
depreciation ra-tes determined in Case No. GR-2001-291(sic)” (Page 4, Lines 9-
10). Thesé rates are based upon ‘-‘the Stipulation and }}greement in that prior
MGE rate cas;é” (Page 4, Liné 2). She further states on Page 3 that ti]ese rates are
based upo‘n the rates proposed by Paul W. Adam in that case. In her response to
Company Data Request No. 0042, which I have provided és échedule TIS-2, she
states that “Mr. Adam reliéd on average service lives and depreciation rates

determined for Laclede Gas Company...”

Are MGE’s current rates based on Mr. Adam’s recommended
rates?

Not exactly. ' The rates for everything but Mains are based upon the average
service lives Mr. Adam recommended in the Company’s prior case. The ASL
used for Mains used in the settlement was the same ASL that was used for

Services.
Did Ms. Mathis indicate why she did net use information specific
to MGE?

In her direct testimony on Page 3, Lines 15-18, Ms. Mathis states:
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““In Case No. GR-2001-292, Staff witness Paul W. Adam of the

Engineering and Management Service Department stated in his direct
_ testimony, on page 3, lines 8 and 9, the absence of company-specific
_ historical retirement data files prevents a study of Company-specific
. average service lives (ASLs) account by account.”

Is this statement accurate?

No, it is not, The iack of retirement data files dc-aes not prevent a study of
Companyi specific a‘\-ferage service lives. First, ti1ere is ;10t an absence of
retirementl data files. The files exist but fhey only have a short historical record of
retirements.‘ Second, the lack of this history simply niakes it inconvenient for the
Staff to perform analyses using certain software analyses with which they are
familiar and c;)mfortable; it does not prevent a study. Schedule TJS-3 is a copy of
the study Ilprepared' for MGE, And which MGE provided to the Staff, in June
2000, basjed_on Cdmpany specific data. Further, as discussed later in my
teétimony,: th;:re is adequate retirement data in the Company’s continning
property record to pérform analyses other than the standard ‘retirement analysis

which would appéar to be the only analysis upon which the Staff is willing to

perform or rely.
Is the use of average service lives that were found applicable to

Laclede reasonable for use on MGE’s system?

No, there are two serious problems with the Staff’s suggcstic;n. First, and most
importantl&, it ignores available Cornpény specific data that provides valuable
information related to the fnortality (expected life) of MGE’s properties. Second,
even if no data éxisted for MGE, using one company’s results is no more

reasonable than using one company to determine an allowed rate of return on

5
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equity. A inofe reasonable dpproach, similar to what is used té determine rate of
retprﬁ on ;equity, 1s to use information from a larger sample of comparable
coﬁpmies. ’

Are yoﬁ fsa}-fing that sufﬁcient Company specific data exists upon
which to!gstimate the mdrtality of MCE’S properties?

Yes. The arllalyses pérformed in connection with my study, which is attached as
Schedule TIS-3, relies upon Company specific data. Table 3-1 and 3-2 on Page 6
of the June; 2000 jr;port' are examples of analyses performed on Company specific
data. 1 will provide additional analysis later in my rebuttal testimony that further
demonstrateé that sufficient retirement data exists to test the reasonableness of
specific Iowa curves and average service lives following a retirement analysis

approach.’
Does Séhe&ule TJS-3' confain an analysis of comparable
compamfe.s‘.;
Yes, it does.. This anz;lysis 18 summarized in Table 3-3 on Pages 8-10 of the June
2000 report ('Schedule‘: 3). Further, I provide additional analyses later in my

rebuttal testiﬁlony that demonstrate how unreasonable it is for Staff to rely on one

“comparabie” company.
Are the rates summariied in Table 3-4 of Schedu'le 3 of the June
2000 report thé rates you are recommending for MGE?

No, they are not. It is my understanding that the Company is not contesting the

Staff’s proposed treatment of cost of removal and salvage. Therefore, I have
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prepared Sl;-chedule TIS-4 which shows the deprecatio_rr rates recommended in the
June 2000 report (thedule.TJS-3) adjusted to eliminate cést of removal and
sa}vage aiIO\r;{ainces. I am recommenciing the rates shown in column (F) of
Schedule :TJS~4. These rates are based on (.:onsideration--of both Company
specific dﬁt;ala.rid a réasonable sample of comparable companies. The Staff’s

recommended rates are based on neither.

Background -

Q.

Why is _the background or ‘history of MGE’s _depreciaﬁon rates
relevant toiyour rebuttal testimony?

This backéroﬁnd représents the important foundation upon which my rebuttal of
Staff’s proposﬁls with regard to d.epreciation rates rests.

Please provide some background with regard to the determination
of depreciation rates for MGE.

In 1995, Black & Veatch was retained to perform a depreciation rate study for
MGE. This 1995 study was filed with the Missouri ‘PSC in June 1995. Prior to
the issuance of this study, we informed Staff that an adequate continuing property
record did ml)t exist to perform survivor curve analysis as a basis to determine
ASLs for MGE. In the June 1995 study, we recommended modifications to rates
for some accounts with no overall change in the total annual d;apreciation expense
for MGE.. The Juné 1995 stﬁdy was accepted as meeting the filing requirementé
of 4 CSR- 24().040(6);‘ Neither the Company nor Staff proposed any change in

depreciation rates at that time.
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In its géneral rate filing in Case No. GR-98-140, the Company proposed
no change in its depreciation rates. Black & Veatch did provide recommended
rates for the Compan)}’s automated meter reading (“AMR”) equipment that did
not exist at the time of the June 1995 study. The Staff recommended changes to
the depreciation ratesifor Accounts 376 (Mains), 380 (Services), 381 (Meters),
and 382 (Meter Installations), rates for the AMR equipment; and recommended
that MGE be ordered to reconstruct a continuing property record.

In its order in Case No. GR-98-140, the Commission found:

*“..that there is not sufficient evidence upon which to.'support any changes

to the existing depreciation rates. Given the fact that MGE will be filing a

new depreciation study by June 2000, the Commission finds it would be

appropriate to defer any change in existing depreciation rates for existing
plant until then. The Commission expects the depreciation study and
other documentation submitted pursuant to Rule 4 CSR 240-40.040(6)
filed by the Company to be as complete as possible and further expects the
Company to cooperate with Staff and OPC in evaluating the need for

changes to the existing property depreciation rates at that time.”

With regmd to the AMR equipment, the Commission found:

“... the evidence shows that the ERT devices have a service life of 20

years and that a depreciation rate for the ERT devices of five percent

would be appropriate.”

The ERTs are the encoder-receiver-transmitter devices that are booked to
Account 397.1. Finally, with regard to the issue of the Companiz’s continuing
property record, the Commission found:

“... it would not be appropriate to require the feconstruction or re-creation

of records that apparently do not exist or cannot be completed by any

reasonable efforts of MGE.”

Did Black & Veatch prepare a depreciation study for MGE to

meet the requirements of 4 CSR 240.040(6) in June 2000?
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Yés, thi.s’ report is contained in Schedule TJS-3 attached to my rebuttal testimony.
Did the Cdmpa_ny cooperate with Staff in the preparation of the
June 2000 report?

Yes. ;Fhe Clor.npany and Bla;ck & Veatch met with S.taff, including Mr. Adam, on
several occasions prior to and after the issuance of the June 2060 report.

Did these meetings have a direct impact. on your June 2000
réport‘..’ |

Yes. Based on our meeting with Sté.ff, we changed certain elements of the June
2000 report to accommodate Staff’s requests.

" In nom our‘ 1995 and 2000 studies, we perfonngd a survey of the
depreciation rates of other Midwestern gas utilities as one consideration in
dévéloping rates for MGE. Prior to issuance of the June 2000 report, Staff
indicatnd :[hat it was concerned with using the survey in the I995I study because it
had no basis to deterrnine what methodology was used to determine the rates for

these utilities. Therefore, at Staff’s request, we added this information to Table 3-

3 in the June 2000 réport to the extent that it could be determined.

Were Mr. Adams’ recommended deprecation rates in the
Cnmpany’s prior;rate case consistent with the understanding you
reached in the_ meetings between the Company and Staff?

No, there were two significant deviations. One was with regard to the treatment
of net salvage. The other was with regard to his use of one Company as the basis

for his recommendations. The comparable company analysis in the June 2000

9
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Q.

report was 'sp‘eciﬁcall.lIy tailored at the request of th.e Staff to provide as much
regdily availlqble infonnation. regarc‘ling how those companies determined their
de;.)reciati(:m r'ates.j I;L}rther, we speciﬁcally included the major Missouri gas
utilities n oué* sami;le.
Were Mr. Adam’s regdmmendﬁtions in Case No. GR-2001-292
consisteﬁt with the recommendations of the Staff in the Case No.
GR—98-140?.
No, they waf;z not. In Case No. GR-98-140, Staff witness Mr. Woodie Smith
made recd_rmne_ndatiqns with..re‘gard to the depreciation rates appli;:able to Mains,
Sérvices, -Meters,” and Meter Installations. Thf;5e recommendations were
primarily ‘bas:ed on consideratién of Missouri Public Service Company’s gas
distribut‘idn'depreciation rates. On Page 12 of his direct testimony in Case No.
GR-98-140, Mr. Smith states:
“Q Why would you compare the impéct of Missouri Public Service’s
_depreciation rates on MGE’s plant propcrty and not Union Electric’s
" or Laclede’s depreciation rates?
A. In my opinion, the existing prescribed Missouri Public Service
depreciation rates are based on an analysis of plant property history

which would closely match MGE’s plant property history, if it were

available.”

Further oﬁ Page 14, Lincs 1-3, Mr. Smith states:
“Staff proposes the depreciation rates developed for Missouri Public
Service in 1988 through actuarial analysis be prescribed for Accounts 376

{(Mains), 380 (Serv1ces) 381 (Meters) and 382 (Meter/House Regulator
Installatlons)

Did you file rebuttal testimony in Case No. GR-2001-292?

10
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Yes,1did.
What has occurred subsequently to fhe_ preparation of your

rebuttal testimony in Case No. GR-2001-2922
The Staff and other pa;'ties along with the Company entered into a settlement on
all issues m that case. As part of that settlement, the depreciaﬁion rates agreed to
and curren:tly being u-saed are the same as the depreciation rate§ recommended by
Mr. Adaﬁ (exclusivé ?)f net salvage) with the exception of the rate for Mains,
which' wa.s set equal to the rate for Services. In _the..cullrent rate case, the
C(;rnpany initially proposed the same depreciation rates that the Company
proposed m the prior rate case. StAa.ff is proposing the depl"eciation rates that

resulted from the settlement in the prior case (i.e. the current depreciation rates).

Were Mr. Adam’s recommended average service lives (ASLs) for
MGE based on a study of MGE?

No, they were not. His reconnnended ASLs were based 0;1 ﬁ study of Laclede
Gas Company (“Laciede”). His recommendations for MGE were based on
éupcrimpésing the ASLs he had détermined for Laclede onto MGE. Staff’s
“study” of MGE in Case No. GR-2001-292 was even less comprehensive than the

“study” the Staff provided in MGE’s Case No. GR-98-140, which was rejected by

the Commission. -
What was the basis for the average service lives recommended by

Mr. Adam?

11
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Based on Mr. Adam’s wérkpapers in Case No. GR-2001-292, all of his
recommended average service lives with the exception of two accounts were set
eciual to the average service lives he recomme'nded for-Laclede. The two
exceptions .\lnfere with regard to MGE’s automated meter reading equipment. For
Account 397:1 - ‘Electronic ERT Equipment, he recommended the same
depreciatié)n rate approved by the Commission in Case No. GR-98-140. For
Account 385 - EGM (electronic gés measuring) Equipment, he recommended an

ASL that was the éverage of Laclede and Union El.ectric (“AmgrenUE”).

What was -Mr. Adam’s rationale for almost totally relying upon
analyses of Laclede Gas Company to ‘dete-:rmine average service
lives for MGE facilities? |

O;l Page 3:, Lines 13 through 17 of his direct testimony in C'asel No. GR-2001-292,

Mr. Adam stated:

“Until there is sufficient historical retirement data to allow Company-
_specific ASLs to be determined, Staff recommend that ASLs of
- comparable plant owned and operated by other Missouri Public Service

Commission-regulated gas utility companies be -used, along with

engineering judgment, to determine the account-by-account ASLs and

depreciation rates for this Company.”

Further, on Page 4, Lines 1 through 10 of his testimony in Case No. GR-

2001-292, Mr. Adam stated:

“(QQ. What conclusions have you arrived at as a result of your plant visits
~and conversations?
A. T have concluded that MGE’s plant is similar to the plant of Laclede
Gas Company in St. Louis.
Q. What do you know about Laclede’s plant that brought you to this
' conclusion?
A.. Over the past six years, I have worked with Laclede’s data several
times to determine ASLs and depreciation rates account by account. [

12
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have made several plant tours and discussed Laclede’s plant with their
- operations personnel and engineers. It is my opinion that Laclede’s
- data is current and valid.
Q. Are there other Missouri Public Serv1ce Commission-regulated gas
- companies whose plant histories could be used to help establish ASL
“and depreciation rates for MGE’s plant?
A. This may be the case with AmerenUE’s gas plant but I have less
- exposure to it. UtiliCorp’s currently ordered . depreciation rates for
gas plant are from Case No. GR-88-194. These rates do not have
_associated ASLs and would need to be brought current to be used as a
' “go by” for the MGE plant. I have little first-hand knowledge of
+ UtiliCorp’s gas plant.”
What is your impression of Mr. Adam’s line of reasoning?
Mr. Adam ignores the standard he set for himself on Page 3 of his testimony in
Case No. -GR-2001-292 by limiting his consideration almost exclusively to one
Missouri PSC regulated utility, Laclede Gas Company. Even a cursory reading of
Mr. Adarﬁ’s testimony in Case No. GR-2001-292 leads one to conclude that he
used Laclede because that was the only gas utility with which he was intimately
familiar. So, Mr. Adam was really saying that depreciation rates for MGE should
oxﬂy be based on companies with which he was intimately familiar. His choice of
Laclede was not based on any analysis of comparability; it was the only company
he could haVe used because that was the only cbmpariy with which he felt
sufﬁc1ently familiar.

A closer reading of Mr. Adam’s testimony in Case No. GR-2001-292
roots out his real standard - data. Mr. Adam was searching for data that, in his
opinion, was “current and valid”. Laclede was the only gas utility which had data
with which Mr. Adam was familiar. Even though there was some data available

for MGE (and Southern Union) upon which some analyses could have been

based, Mr. Adam ignored this data, apparently because he felt more comfortable

13
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with Lacledel’g data.. Strictly focusing on Laclédf; because Laclede had data with
which Mr. Adam wé.s familiar and comfortable is unréasonable.

Finallf, Mr. Adam’s foc{.ls on historical data misses é key point in any
depreciation._. rate sfudy. Actuarial analysis of historical retirement data
(retirement a‘,ﬂalysis) 'is but one statistical tool that provides an estimate of the
AéL basec:1 0£1 the piant that has already been retired. The :intent of a current
dei)reciation sﬁdy 15 t§ determine tﬁe appropriate ASL for the plant that has yet to
be retired." As such, depreciation rate'analysis is not sim_I;ly ‘a mathematical
gxercise that strictly focuses-on historical data or eXperience. In the real world,
data ié rareiy perfect or even as complete as we would wlfish. By narrowly
focusing oﬁ historical. ‘retirement data (especially data with which he personally
felt comfortable), Mr. Adam. was_essentially giving up on other aata, tools and

an_élyses‘ timrt are available and are more specific to MGE

I§ it possi.bll‘e to develop reasonable depreciation rates considering
comparable companies if the analysis is h'nﬁted to I(:me company?
1t is highly unlikely. ‘ Mr. Adam’s re_commendation was like sétting return on
cqﬁity Baséd on one company, with no meaningful explanation or analysis of how
the comp‘anies are gomparable, because that is the only company the analyst
kﬁows anything aboﬁ't. It hardly seems reasonable to conclude that Mr. Adam’s
analysis wés based on an analysis of comparable companies when he first limited
h.is universe to Miss9uri gas u'tilitieé, then further limited it to gas utilitics with
which hé was famil_iar, namely Laclede, and never provided any meaningful
explanati;Jn or anélys!is of how the companies are comparable.

14
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In order td set a reasonable test of comparabili‘:ty, a ._sufﬁcicntly large
universe SilOll‘ld be considered such that uniqué circu'mstances or characteristics of
one samplé or outliers. do not skew the results. Therelz is sufficient variability from
one utility to a.nother'that simply :relying on one utility’s experience to reach a
cqnclusic-m is not reasonable. | |
Is it comrﬂon for analyses q;f _comparabie comi)aﬂies to be based
on- just oﬁe company?

No. Mr “ Adam’s limited * focus on Laclede was inconsistent with the
cdmparabilitj standard used by Staff in other circumstances. 1 undc;rstand that the
Commission Staff usually goes oufside the state qf Missouri to establish a
cornparable' universe of companies to determine return on equity for major
utilities. In‘ Case No. GR-98-140, Staff wilness Woodie Smith did. not limit his
depreciatibn analyslis to Laclede. 1 do not believe that the corxhlparability standard
is intended toibe a search for éne company that is the most similar. Rather, I
think it is intended to be an anaiysis based on a sample of utilities that are
reasonably} similar. In addition, the sample should be large enough so that
atypical rr.elsﬁl'ts for one utility in the sample do not skew the results.

What 'depfeciation rates does the Company propose in this

matter?

MGE initially proposed the same depreciation rates as the Company proposed in
Case No. GR-2001-292. The initially proposed rates 'represent the average of the

existing rates (rates in effect at the time MGE filed Case No. .GR-2001-292) and

15 o i
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the rates récoﬁmended in Black & Veatch’s June 2000 report titled “Report on
Depreciation Accrual Rates”. A coi:y of this report was inc;,luded as Schedule
TJS-1 to my prepared rebut"cal testimony in that case. Thel dépreciation rates
recommended in thét report serve as the basis for my recpnnnendaiion in Case
No. GR-2b01-292 and for my recommendation in the present case.

What depréciatioh rates does the Company now support?

The Company supports the depreciation rates shown column (F) of Schedule TJS-

4..

What aré. the ;l)rimary. differénces between the deﬁreciation rates
you recommended in Case No. CR-2001-292 and those
recorﬂmended by Mr. Adam?

The prim{éu'y .differenqes are between the ASLs for Mains (Account 376) and
Services (Accoﬁnt 380).

D:id you and Mr. Adam. differ on the service life for any accounts
other thhh Mains and Services?

Yes, we did: I identified various differences between Mr. Adém’s and my
recomendétions in ﬁy prepa;ed rebuttal testimony from Case No. GR-2001-
292. However, \;\;ith the excel;tion of differences in the recommended service
lives for IMains and Services, differences in other accounts do not materially
affect the ‘overall annual accrual. As shown in Schedule TJS-4, 68 percent ($13.2
million) of ‘Staff’s total proposed depreciation expense of $19,366,823 relates to

Mains and Services. The current depreciation rate applicable to Mains is based

16
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on a service life more in line with the 40-year life I proposed than the 71-year

ASL recommended by Staff. [ therefore focus my rebuttal testimony in this case

on Ms. Matﬁis’ recommended 44-year ASL for Services. -

What is.thé'doﬂar impact ﬁssdciﬁted with the difference between
your re?ommendéd ASL of 30 years and Staff’s recommended
ASL of 44 years? .

Bagcd on the December 31, 2003 plant balances applicable to Services of
$2;!0,090,:9(')‘3:," the annual depreciation accrual based on Staff’s recommended
2.27 percént (44-year }ASL) amounts to $6,131,063. The annual accrual based on

my recommended 3.33 percent (30-year ASL) dépreciatioh rate amounts to

$9,003,030. This difference amounts to $2,871,967 (Schedule TJS-4, Line 6).

Definition of a Service

Q.

A,

Please define what you mean by a Service.

The FERC_Uniform System of Accounts defines Account 380 — Services as
follows:

“380 Services. ‘
A. This account shall include the cost installed of service pipes and
accessories leading to the customers’ premises.

_B. 'A complete service begins with the connection on the main and
extends to but does not include the connection with the customer’s meter. A stub
service extends from the main to the property line, or the curb stop.

- C. Services which have been used but have become inactive shall be
retired from utility plant in service immediately if there is no prospect for reuse,
and in any event, shall be retired by the end of the second year following that
during which the service became inactive unless reused in the interim.

} Items . :
i Curb valves and curb boxes.
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2. Excavatlon mcludmg shoring, bracing, bndgmg, pumpmg, backfill, and
~ disposal of excavated material.

3 Landscaping, including lawns and shrubbery.

4, Municipal inspection. _

5 Pavement disturbed, including cutting and replacing pavement, pavement
. base, and sidewalks.

6. Permits.

7. Pipe and fitting, mcludmg, saddle, T, or other ﬁttmg on street main.

8. . Pipe coating.

9. Pipe laying.

10.  Protection of street openings. L

11.  Service drips. '
12, Service valves, at head of service, when installed or furnished by the
© utility.” -

In ;sinipler terms, a Service line includes all of the méterials, labor, and
cost of ins:tallation a;sociated with the facilities between the main and the meter
set.: The meter set includes the meter, regulator and associated piping between the
regulator ;md :meter and up to the customer’s house piping. Schedule TJS-5

graphically depicts these components.

21 Services — Averége Service Life (ASL)

2 Q.

23 A

24

25

27

28

29

26 Q.

What ASL does Ms. Mathis recommend for Services?

Ms. Mathis recommends a 44-year ASL for Services. This recommendation is
bas'ed on Mr. Adam’s fecormnendation in Case No. GR-2001-292 which is based

ori the ASL he found reasonable for Laclede.

Have you been provided access to Mr. Adam’s analyses for
Laclede, including underlying property records, accounting and
ﬁpanciél information of Laclede, so that you could determine how

this 44-year ASL is determined?
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No. The ,Corppanjr héis requested this data, but as of the' date of this testimony,
Staff has n;t provided a complete respolnse:. I have in;;lu(ied Staff’s response to
this data r;:quést as- S_chedule TJé-Z. '

Havé yolu‘ been pfovidef_l any data by the Staff to test their claim
of comparﬁbility? |

No, I have noi. The data I have requested might lailowl me to do two things. First,
it would allow me to‘ compare Laciede to MGE to determine whéther they are

comparabielto the point of almost being interchangeable as the Staff would

' suggest. Second, 1 _rriight be able to run rctirémcnt analyses to isolate the time

1

period over which both -cornpanies were performing safety line replacements

(*SLRP”), again to test the comparability of the two C(;mpanies.
Have. yoﬁ been provided any information or has the Staff
provided any evidence as to the reasonableness of the 44-year

ASL for Laclede?

The Staff has provided no information supporting either the reasdnableness of

using this 44-year ASL for MGE, nor have Staff proﬁdcd any evidence as to why

'this rate is reasonable for Laclede.

Did Mr; Adam perform any tests of the reasonableness of his
proposal to impute an ASL for MGE’s Services based on the

results o;f Staff recommendations made in 1998 for Laclede?
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No, he didL not. '. 1\'/Ir. Adgm based his recommendation solely on his
unsubstantiatéd assertion thﬁt the charécteristics of MGE’s Services are similar to
Laclede’s. ‘

Have yoju donel any analysis to attempt to determine the

magnitude of Laclede’s SLRP relative to MGE’s?

Yes, I have. I performed an analysis comparing Laclede’s and MGE’s gross plant
inv..estmcn.t in Services: I have included a copy of this analy-sis as Schedule TJS-
6. IOver Fh;: pg:riod {1989-2000), when both utilities were fully engaged in safety
line r_eplacerﬁent programs (“SLRP”), MGE’s gross plant investrr.ient- in Services
increased by 188 percent whereas Laclede’s only increased by 86 percent.
Further, over 80 percent of MGE'’s investment in Service lines in 2000 had been
added since 1989.

In elxddition, MGE was replacing an average of 20,000 Services per year
between 1989 and 2000 and approximately 50 percent of MGE,_’S customers had a
replaced Service by 2000,‘ whereas Laclede was replacing an average 1,373
Services p!erlyear by the year 2000, affecting about 2 percent of its cﬁsto;‘ner base.

Has Ms. Mathis performed any analysis to test the reasonableness
of her recommended 44-year service life for Services?

No, she has not as indicated in her response to Company Data Request No. 43,

which 1s included as Schedule TJS-7.
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A.

Does the fact that the parties agreed to and the Commission
approveidi the rates she recommends mean that they are
reasonable?

No, it doésf Iiot: The parties egréed to and fhe Commission approved a total
peckage tﬁét included as one part a 2.27 percent depreciation rate for Services.
Because of .tl‘16 se.ttlement, tlhe reasonableness of Mr. Adam’s recommendation

was not tested nor did the Commission have an opportunity to evaluate the facts

anq assumptions SFaff used.

What ASL‘did you recommend for Services in the prior case?
Besed on :the :resulys of my June 2000 report, I recommended an ASL of 30 years
for;_ Services. I b;lsed my recommendation on MGE and Southern Union Gas
ekperience, consideration of the experience of 12 Midwest uﬁlitics, engineering
judgment, and consideration of circumstances specific to MGE. Data specific to

MGE included historical plant additions and plant balances.

Do you: eonﬁnee to believe that the 30-year ASL you
recommeﬁded in the prior case and in your J_ﬁne 2000 report is
appropriete for MGE? |

Yes.

Simulated Plant Balance Analysis

Q.

Ms. Mathis describes a problem with MGE’s plant retirement

data. Does she reasonably describe the situation?
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No, she does not. Staff claims, “the absence of Company-specific historical
retirement data, files prevents a study of Company specific average services
lives.” 1 agree that Cémpa.ny speciﬁé data is insufficient to perform retirement

analysis, following traditional approaches and using generally available tools.

t ._ R .
However, with the passage of time, there are methods other than retirement

analyses that may be used and there are other approaches that may be used.
Is‘the Jun:e‘ 2000 Black & Veatch report based on MGE specific
informati&oql‘?

Ye.s. .In a;idition to other available information, | performcc_i' a simulated plant
baiance (;‘SPB”) analys-is using MGE specific data.

What do&ou mean by a simulated plant balance al_llalysis?

Simulated plaﬁt balance analysis is one of the traditional approaches used as a
tool to evaluate retirement (service life) characteristics. In performing retirement
anzlllysis,‘wc fit a standard curve type (typically lowa Curves) to retirement
history. In‘fhis regard; we select the Jowa Curve (and ASL) ;vhich best predicts
retirements given vintage additions and retiremen.ts. ,

We often encounter siﬁations such as with MGE’s d:ata, where reliable
retirement :history by vintage is not available. In many cases, where a detailed
history of ‘re.tirements is not available, we can develop a histéry of annual plant
additions and balances. Foﬂowing the. simulated plant balénce approach, we
select the Iowﬁ Curve tand ASL) which best predicts annual plant balances given

vintage additions and annual plant balances.
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D’oes- the ;imulated- plant balance approach produce reliable
réSu_l_ts;?' | '

Not always,: but thén neither does retirement analysis. I do not consider simulated
pl@t balaﬁde analyses to be as rigorous as retirement analysis. However, when
the extensive: _and ﬁgqi’ous data reqﬁirements ref.luired by fetirement analysis are
no.t available, theé- simulated plant balance approa;:h can prévide valuable
information. ‘Furt_her, I havelfound the SPB approach quite informative as a test
of the reason.;lbleness of the results of retirement analyses.. The mere fact that the

approach inay not be as rigorous as another does not mean that it should be

dismissed out of hand, especially if data necessary to perform other analyses are

not availat;le or are compromised.

Did the simuiated plant balance analysis you: performed in
connecﬁon with‘the June 2000 Black & Veatch report produce
reliable ;'esults?

The analysis indicated a scrvicl:e life reasonably in line with, but slightly less than,
expected based onl my experience and other available information. In addition,
depending on the data set used, the curve types that produced thel best fits are
unusually flat or st'eepl. As shown in Tables 3-1 and 3-2 of Sf:hedu!e TIJS-3 (the

June 2000ireport), the results of my simulated plant balance analysis showed that

the ASL of Services was between 21 and 27 years.

Ms. Mafhis indicates that in the next case Staff will determine

whether- sufficient information is available to .develop average
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available?
Based on 'retirement-data I obtained from MGE, there wili not be sufficient
information to “develop average servicz;, lives” using a 'trat'tiitional retirement
analysis ap;p'roach and generally available tools. I attempted to do so in this case
using data thrpugh 2003 relating to Services and found the results so unreliable
that I expe;;t many more years of data will be required Ain order to perform reliable
reti;ement 'anaiysesl using traditional approaches and tools.

Howéver, as démoﬁsfrated in the Black & Veatch June 2000 report, with
data only through 1998, I can use a éimulated plant balance approach, based on

MGE specific data to test the reasonableness of the results of other analyses.
Have you performed any additional tests of the reasonableness of
the 44-year ASL recommended by Staff?

Yes, | ha;re. I tested the reasoﬁableness of Staff’s speciﬁc- conclusion that a

survivor curve based on data for Laclede represents the service life characteristics

of MGE’s service investment.

Retirement Analysis

Although you indicate that data are insufficient to perform a
traditional retirement analysis, is the MGE data sufficient to

perform an analysis using other approaches and other tools?
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Yes, it is. Contrary' to Ms. Mathis’ conclusion, existing data 1s more than
sufficient to test the hypothesis of whether a specific ASL and curve shape lies

within a range of reasonableness.

If MGE’s data does not provide sufficient information to perform
traditional analyses, how can you use it to test the hypothesis of

whether a specific curve shape and ASL is reasonable?

Retirement analysis requires two pieces of information. One is the original cost
of ;additioris'by vintage. The other is retirements by \.rintagt_a and transaction year,
Mé'thematically, two independent variables (plant additions and retirements) are
"‘combinec'i”ftd predict ?he dependent variable (average service ‘life)..

MGE’.S dat;\ prior to 1994 is limited. However, beginﬁing in 1994, MGE
maintains ‘a completé conﬁnuing properfy record. This data includes information
regarding.additions.and retirements (by vintage) for each year. (beginning in
1994). Viﬁtages' retired incllude investment from 1900 to date. This data is
précisely tile information required to perform retirement analyses.l

From MGE’S continéling property record, we can perform retirement
analysis on retirements made beginning in 1994 on property-installed beginning
in 1994. We cannot perform retirement analysis on retirements made béginning
inl 1994 on properfy in;talled prior to 1994 because the continuing property record
confains -I'LIOI information with regard to the original investment. For property
installed prim_' to 1994, the only information we have. available are plant balances

by vintage for each year beginning with 1994,
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I we c;an ﬁn& a way to determine the level qf ori;—v:,inall_ additions, we can
evgluate thg reast;nablehess of service lives based on retirements reported during
the 1994 through 2063 period. Retirements so considered can include retirements
related to I:)roperty not only installed subsequent to 1994 but.alsd for retirements
du;ing the =peri0d associated with vintages prior to 1994,

Forl a speci_ﬁed survivor curve, I can calculate the priginal investment
based on p‘la.nt balances by vintage (age). I have this iﬁformation. MGE supplies
me ‘wit.h the éontinuing property record and Mr. Adam sup.plies me with the
survivor cﬁrvc and ASL. Fr(-)m:this information I can deténnine, assuming that
Mr. Adamlis right the original,iinvestment by vintage.

For e:xéllmple, the plant balance applibablg to Services at the beginning of
1994, for tlhé 1985 Viﬁtage, amounts to $4,458,596. Using an R2.5 44-year lowa
Curve, suryiV(‘)rs (plant balance.) at the beginning of 1994 amounf to 98.42 percent
of 1985 additi_ons of $4,530,173 ($4,458,596 / 98.42 percent). I then divide the
plant balanCe‘ (1985'§mtage) as of the end of 2003 .($4,080,204) by the 1985
additions-tio calculate that 90.07 percent ($4,080,204 / $4,530,173) of the original
additions remain in service at the end' of 2003. I have thus determined that if an
RZ.S 44-year lowa Cme explains retirement history, actual survivors at the end
of 2003 amount to 90.07 percent of the investment originally installed in 1985.

Th;a.age of property installed in 1985 is 18% years at the end of 2003. An

R2.5 44-year Iowa Curve predicts that 94.25 percent of original additions would

- survive at the age of 18% years. By comparing the predicted percent surviving

based on the selected lowa Curve age at the end of 2003 (94.25 percent), with the
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percent actually survi\}ing based on the plant balance at the end of 2003 (90.07
percent), I have determined definitively how well the R2.5 44-year curve predicts

actual retirements for that vintage.

In the forégoiﬂg, ﬁredict_ed survivors are about 5 pe'rcent greater
than wh;tt you term actual survivors. Doesn’t this indicate that
the R2.5'44_—yeaf curve over prédicts éctual éervice ilife?

Ye:s,' for the 1985 v‘intage. However we are concenlled‘with not how well the
curve ﬁts for an individual vintage, but for how well it fits ox;er a wide range of
vintages (ages). In order to evaiuate how well this curve compares with actual, 1
corﬁpare a;:tuql survivors with predicted survivors for .all surviving vintages.
Have yoil .prepared a sumrﬁary of the results of your comparison?
Yes, 1 have. | In Scl;edu!e TJS-S, I compare predicted suﬁivors with actual
SUrvivors ;for all surviving vintagés.' Schedule TIJS-8 c-onsists Aof a graphical
corﬁpa.risoh of surﬁvors based on a R;'Z.S 44-year lowa Curve and actual survivors
at"th'e élnd o.f 2003. Iﬁ Schedﬁle T3S-8, 1 glearly demonstratc‘ that R2.5 44-lowa

Curve-does n?ot reasonably p.rcdict actual survivors reported on the books and
records of MGE.

As I s-how for the in Schedule TJS-8, the R2.5 curve shape appears
generally to re;ﬂect the shape of actual survivors. However, ov‘er. a wide range of
observatians,lthe R2.5 44-year curve lies above and to the right of actual. This
relationship indica:tes that thé life predicted by Mr. Adam’s (and now Ms. Mathis)

use of a R2.5 44-year Jowa Curve exceeds that based on actual experience.
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In 'Schqduie TJS-8, you show some gnformaﬁoq regarding
co_rrelati@n coefficients ﬁnﬂ retirements. Wha‘t “does this
information indic-ate?
Tﬁis infor;n’ation devides some statistical indication of hou‘f‘ w;ell the specified
curve predicts actual experience. Correlation coefﬁci.ents'represent-a measure of
how well a change.in the value of one set of values correspon;i'&‘\ to a change in the
value of another set. For eﬁample, the 92.45 percent correlation coefficient I
show for survivors indicatés'that the R2.5 44-$/ear cﬁrve predicts about 92.50
percen.t of the chlange in actual survivors associated with a change in age.
Likewise, - the 7771 percent correlation coefficient I -show for retirements
indicates that the R2.5 44-Year curve predicts about 75 perceﬁt of the change in
retirementls. associated with a change in age. |

Th.e information regarding the dollar value of retirements provides another
measure of how welIl the specified curve predicts actual. lDuring the 10-year
period, (1993 through ‘2003) MGE retired a total $25,759,235 of itsrinvestmer}t in
Services. The R2.5 44-year curve predicts that only $§9,471,832 would be retired.

Thus, the R2.5 44-year curve understates actual retirements by over 60 percent.

Based on the information set forth in Schedule TJS-8, do you

réach any conclusion regarding the reasonableness of the 44-year
ASL proposed by Staff?

Yes, I have. A simple visual inspection demonstrates that the 44-year ASL that

Staff proposes does not reflect actual experience on MGE’s system. The various
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statistics shdw:fn in Schédule TJS-S’ﬁthHer demonstrate the unreasonableness of
the‘ 44-year ASL recbmmended by Stafﬁ |

Have you é;(aminéd how well other service lives compare with
actﬁal'éxpie;i'enc-:e?

Yes, I havé. 1 show these comparisons in Schedule TJS—9.

Please explain Schedule TJS-9.

In Schedulle:TJS-E’, I litesent four graphical comparisons that are identical to the
oné 1 showr in Schedule TJS-8. In preparing Schedule TIS-9, I observe that in
Sche'dule i‘JS;S, thé general shape of the R2.5 lowa Curve type seems similar to
MGE’S_‘actu!al experience. I therefore develop m);' irﬁtial cOmpgrisons in Schedule
T1S-9 bas‘gd‘on the R2.5 curve sﬁape. '

Using the R2.5 curve, I vary ASL in order to predict actual retirements. In

. Sheet 1 of Schedule TJS-9, I show the comparison using a 29—yéar service life.

As shown,. using a 29-year service lifé, I under predict actual retirements by about
6 percent. In Sheet 2, I use a 28-year service life and. over predict actual
re';irements by aboilt 25 percént. Therefore, I conclude that the ASL will likely
fall between 28 and 29 years. [ also observe that the correlation coefficients for
both survivors and retirements are considerably higher than for the 44-year
service life shown in Schedule TIS-8. Based on visual inspection of Schedule
TJS-9 Sheets | a.nc'i 2, I find that an R2.5 curve shape with a service life of 28 to
2§ years reaéonably predicts actual experience.

How‘e%rer, while I have eva_luated service life, I have not confirmed that the

R2.5 curve shape represents the curve shape that best matches actual experience.

29




10

11

12

13

14

15

16

17

18

19

20

21

I therefore exgmix‘le_\u;hether'a._change in curve shape might affect my initial
conclusion in éhéets 3 'aﬂd 4. I again 'mim'mize the differen'ce between actual and
predicted retirements by varying ége and using R2 and R3.icurve shapes. As
shown in .these t.w;) Ish‘eets, the correlati:on coeﬂi‘cients using a R2 curve shape
(Shéet 3) éré not tiuite as good as when a R2.5 is used. ﬁe results.using a R3
curve shape (Sheet 4) are about the same as when using an R25 curve shape.
Based on my review of the information set forth in Schedule TJS-9, 1 find
that based on a.ctual data specific to MGE, an ASL for Services to be about 23

years.

Comparable Companies Analysis

Q.

What V\:}as ‘the ASL for Services based on the comparable
compal.ly"anﬁlysis in your June 2000 report?

In the June ﬁbOO Black & Veatch report (Table 3-3),1 show depreciation statistics
for a nur_nber of Midwest gas distributors. The highest reported service life for
the Sewice§ ac':céuﬁt is the 44-year ASL of Laclede and AmerenUE. Further, no
diétributof usels a depreciation rate for Services that is less tilan t;u: 2.27 percent
Staff proposes for MGE. The ASL for Services of the comparable companies
shown in Téble 3-3 is 39 years with a net salvage of negatifé 66 percent for an
average rate of 5.20 percent. .While this information does not definitively support

a 30-year life, it certainly raises the question of the reasonableness of the 44-year

life and the resulting depreciation rate recommended by Staff.

30




10

11

12

13

14

15

16

17

18

19

20

21

22

Did you perfor;n an& additional analysis qf comparable
co;npaniés in Case No. GR-2001-292?

Y;s, I did. V‘That analysis is inélqded as Schedﬁle TIS-10. jThat analysis was
based bn the :tgtal c;)mposite depreciation rates (for all accounts) for the eight
compan_iésl‘ tI;lat the Staff used in that case to devélop fheir rate of return on equity
recgbrﬁmendati'on in‘ thalt case. The average of those rates was 3.54 percent. In that
case, niy ée'commended rates' based on my 2000 Study resulteﬁ in an overall
composite rate of |3-.24 percent and the Staff’s recommendati(;n in that case was
240 perce:nt. In the current case, the overall composite deprgciation that results
frqr;n my re‘:élommended rates is 3:34 percent and the Staff’s is 2.57; percent. When
looked at bn an overall composite basis, clearly the Staffs rccomnllerndation in
that case a:s Iwell as f;his case is signiﬁc.antly below any reasonable comparison to
comparable compailieé. ..

Do you have any ‘furthe'r information regardiné the depreciation
practices of other gas distributors?

Yes, [ h#ve.l As a further | test of reasonableness, 1 surveyed the same 15
companieé that er. john Dunn identified in his direct testimony regarding rates of
re;urn. Of the 15 companies surveyed, I received 13 responses. In*Schedule TJS-
11,1 show a summary of depreciation rates for Mains, Services, and Distribution
Plant by c"ompany._ .Some of the companies provided depreciation rates by FERC
account, while oihérs provided information sufﬁqient ohly to calculate a

composite depreciation rate for Distribution Plant.
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Thé average depreciation rate for Services of the companies surveyed
amounts td 3.59 percent. The averﬁge exceeds the Services rat;: rgcoﬁunended by
Staff for MGE of 2.27 percent by over 58 percent. I recofnrrllend'a depreciation
rate of 3.33 percent, which 1s more in line with the other companies. The
signiﬁcanf differencé ‘between Staff’s récbmmended rate forlMGE and that of
other gas distributors again raises the ‘question as to the reasonableness of the 44-
year ASL recommended by Slt'aff for Services. Schedule TJ S~.1Il also summarizes
thé'overali composite deprecation rate for Distribution Plant gof which Services
and Mains ar;e thé major components). This analysis shows tha.t the average
depreciation rate of the comparable companies is 2.86 percent. The Staff’s
recommended delf;reciation rates produce an average of 2.35 percent and my
;eéonnnendeci depr.eciation rates produce an average of 2.88 percent. Clearly, my
recommen’deci depreciation rz;tes aré more in line with this group of comparable
companieé.

Did you comparé depreciation rates for Services for the gas
companies specifically régulated by the Missouri PSC?

Yes, 1 have. It ié cohtained in Schedule TIS-12. As shown in this table, the
average deprecation rate of the other gas companies (excluding MGE) for
Services fs 3.40 percent. Again, Staff’s recommended 2.27 percent depreciation
rate for MGE falls well below that of other gas distribﬁtors. The 3.40 percent
depreciation rate compares reasonably well to thé 3.33 percent depreciation rate |

am recommending.
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Other Considerations

Q. In Case No. GR-2001-292, you raised a question regarding how

the age of the housing stoék has a bearing on ASL. Please explain

how the a;gé of the houses have a bearing on the expected ASL of

Services for MGE.

Tﬁe purpose of the MGE’s safety line replacement program is to replace bare
stcei service lines installed pribr to the early 1970's. Therefore, the newest houses
in 'the program are at least 30 years old.' Census tract data (1;990) indicates that
approximatel-y 215,000 houses in Jackson County are 1970 vintage or older. The
vast majority of .MGE’S service line replacements are in Jackson County.
Ac.:cording. to the census data, approximately 10 percent of these houses are
vacant and ‘another 30 percent are over 60 years old. To support a 44-year ASL,
Staff must assume that on average, service lines to these 86,000 housing units (40
percent of 215,000) will remain in SCI"ViCB on average for 44 years.

[ h#ve 1ive& in Kansas City (Jackson County) my entire _life and worked on
volunteer brojects for over 15 years in the inner City. I am intimately familiar
with many areas in northern and eastern parts of the City (a signiﬁcant part of
Jackson County) where houses (with natural gas service) will be lucky to survive
ten years. The economic life of the replacement Services on these houses is likely
to be qontrolliad by tﬁe mortality of the home to which the Services are attached

rather than the physical life of the plastic pipe.
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Please explﬁin how a plastic Service line instalied as part of the
Compa-ny.’.s‘ SLRP would actﬁally have a shorter éxi:ected life
than an olci steel Service or a plastic Service line installed on a
new home‘?"

That. is_prolbziibly best done through aﬁ example. Schedule TJ S-13 is a photograph
ofa housc‘::alt 293§ Bellefontaine in the inner cify of Klansas Ci-ty. This home had
its service liné replaced in the late 1980°s. This home has been condemned and is
scheduled -f(;r demolition. The Company retired the service line for this home in
late 2003 af;er a;bout 15 years of service. The photo also shows an empty lot next
to this home. This empty lot used to be E-l home at 2537 Bellefontaine, which had
its service line repiaced at the same time as 2939 Bellefontaine. Halfway down
th§: block ‘at 2509 Bellefontaine there is a similarl story associated with this empty
lot. In additi‘oﬁ, there are several other empty lots on this block, All of these
se:rvice liﬁeé were retired - not because of the physical life of the plastic pipe has
expired, blut because the service line has no economic value or use without the
holme beiﬂg tl}erc.

Are there are other instances and circumstances where MGE has

" had to retire plastic Service lines due to factors other than the

physical life of the pipe?
Yes. Kansas City has thousands of examples similar to the one cited above. The

primary r:easons for these retirements are due to redevelopment and public

improvement projects, in addition to the dangerous and/or demolished buildings
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cited aBov;ta. ‘For eigexzmple, MGE had fo retire six customer's earlier this year
whose Seﬁi;é lines twére replaced in 1992 when buildings. were demolished for
the new iRS complex at 25" & Broédway. Mayor Barnes recently announced a
new downtéwﬁ‘ arena that would result in the derﬁc_)lition of buildings whose
Service lineé were replaced primarily in 19935-1996.

Wouldn’t these factors apply to other urban utilities like Laclede?

The forces at work in St. Louis may not be that dissimilar. However, thé critical
differenti'ating‘fact is that in MGE’s urban core, the buildings that are being torn
d&wn are old Buildings Withr very young Service lines that were installed as part of
M.GE’s SLRP. As previously discussed, the magnitﬁde of Laclede’s SLRP has
been a sm{alil fractio'n"of MGE’S. Simply put, MGE had to.put in brand new
plé'stic pip§ to serve old buildiﬁgs and homes, and as the homés and buildings are
being tornl_(jiown these relatiVely young service lines mﬁst be retired. To the
extent that fhese faptors are 6ccurring in St. Louis, old bﬁildilngs and homes are
being torn: down and ;elativély gl_q service lines are being ret.ired.l The fact that
the ﬁcw plastic pipe would otherwise last for decades is irrelgvhht. The fact the
new plastic pipe might last longer' than bare steel is aIS(; irrelevant. The
coﬁtrolling factor in very ma.ny cases for MGE is not the life expectancy of the
pipe, nor the fact that plastic pipe may last 10ngelr than bare steel, but the fact that
the premise has a much shorter remaining life while the gas ;service ‘facilities to

the premise are relatively new.
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Recommendations i

Q.

What is’ Iyour’ recommendation  with fégard to  Staffs

reéomménded ASL of 44—yeﬁrs' for Account 380v- Sérvices?

The Conunissibn should reject étaﬁ"’ 5 recommendatioﬁ becausé:

o Staff has perfc;rmed no study of MGE or conditions épe;iﬁc to MGE’s

opera;tion. . | |

e Staffs recomme.:n.dations are based on a methodoio@ that is not as
" compréhgﬁsive as fhe analysis performed by Staff in MGE’S Case No. GR-98-
" 140. The Commission rej{ected Staff’s recommendations iln that case.

e Staff’s results .are clearly unreasonable when compared to other utilities,
except Laclede.

e Staff has ignored MGE specific data and has overlooked significant

differences betweeh MGE and Laclede.

What dep'reciation rates are you recommending that the
Commis_sioﬁ adopf?

I am recoinmending that the Commission adopt the. depreciation rates
recommended in Black & Veatch’s June 2000 Report, excluding the cost of
removal gliowancc. These rates are summarized in Schedule TJS-4. 1 have
removed thq cost of rémoval and salvage allowances from thé rates recommended
in the June 2(500 Repdrt in order to be consistent with the expensing method for

cost of removal that has been proposed by Staff and adopted by the Company.
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Q.

A

Why should the Commission accept the rates . you are

b

recommending for MGE and specifically with regards to Account

380 —

Services?

The Commission should accept my recommendations because:

The ;aies Iam recomrﬁending for Services and all accounts are based on
thel June 20_00 Report based _ori a study of actual MGE experience and
datia, consideration of experience of 12 Midwes;)t utilities, engi'neering
judlgr‘nent, and considération of circumstances specific to MGE.

Th;: retirement analysis performed in connection with this rebﬁttal
tesiimony cleariy shows that a 30 year ASL for Services is much more
reajsdnable than the 44 year ASL Staff is recommending.

1 ha;/e’providec'l information in this rebuttal testimony that clearly
demonétrates; significant differences between MGE and Laclede and the
inappropriateness of basing ASL’s for Services on Laclede.

I have p;'ovideci information in this febuttal testimony tﬁat clearly
detjnonstrates that MGE’s SLRP significantly impacts the ASL for

Services on the MGE system.

The comparable company analyses provided in connection with my
rebuttal testimony clearly show that Staff’s recommendation for Services

is unreasonable and my recommendation is reasonable.

Does this conclude your rebuttal testimony?

Yes, at this time.
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Schedule TJS-1

Expert Witness Tes_tirﬁony of Thomas J. Sullivan

o  Peoples Natural Gas. Company of South Carolina, South Carolina Public Service
Commission Docket No. 88-32-G _(1988). Natural gas utility revenue requ1rements and rate
design. - - :

« Peoples Natural Gas (UtiliCorp United, Inc.), Iowa Utilities Board Docket No. RPU-92-6
(1992). Natural gas utility class cost of service study and peak day demand requirements.

s Peoples Natural Gasl(UtiliC'orp United, Inc.), Kansas Corporation. Commission Docket No.
193, 787-1/ (1996). Natural gas utility class cost of service study, rate design, and peak day
demand requirements.

o Southern Union Gas Company, Railroad Commissiém of Texas Gas Ulilities Docket No.
8878 (1998). Natural gas utility depreciation rates.

«  Southern Union Gas ComMyL Citv_of El Paso (1999). Natural Gas utility depreciation
rates. ' '

. UtiliCo.rp United, Inc., Kansas Corporation Commission Docket No. 00-UTCG-336-RTS
(1999). Natural gas utility weather normalization, class cost of service, and rate design.

o Philadelphia Gas Works_ Pennsylvania Public Um'zty Commission Docket No. R-00006042
(2001). Natural pas ut1l1ty revenue requirements.

s Missouri Gas Energy, M’tssourz Public_Service Commission_Docket No. GR-2001-292
(2001). Natural gas ut1hty deprematlon rates.

o Aquila Networks, Iowa Utilities Boara’ Docket No. RPU-02-5 (2002) Natural gas utility
class cost of service study, rate design, and weather normalization adjustment.

o Aquila Networks, Michigan Gas Utilities Michigan Public Service Commission Case No. U-
13470 (2002). Natural gas utility class cost of service study, rate design, and weather
normalization adjustment.

o Aguila Networks, Nebraska Public_Service Commission Docket No. NG-000!, NG0002,
NGO00G3 (2003). Namral gas utility weather normalization adjustment.

s Aguila Networks, Missouri Public Service Commission Docket No. GR-2003 (2003). Natural
gas utility class cost of service study, rate design, annuahzatlon adjustment, and weather
normalization adjustment

s North Carolina Natural Gas, North Carglina Utilities Commission Docket No. G-21-Sub 442 (2003).
Filed intervenor testimony on behalf of the municipal customers regardmg natural gas cost of service
and rates related to intrastate transmission service.

o Texas Gas Serwce Company, Division of ONEOK, Railroad Commission of Texas Gas Utilities
Docket No. 9465 (2004). Natural gas utility depreciation rates.
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" Data Request No.

MGE-DR NO. 0042

Data Information Request
from Missouri Gas Energy
to MPSC Staff
, Case No. GR-2004-0209

Requested From: Jolie Mathis
Date of Request: 4/22/04
Requested By: Mlke Noack

Information Requcsted . Please describe, and provide a copy of, the analysis undertaken by Staff wimess
Adam regarding average service lives for MGE in Case No. GR-2001-292 (as discussed on pages 3 and 4 of wimess
Mathis’ dircet testimony), including the identity of the company or companies used in the analysis. Appropriate response
1o this data request shonld also provide al! material and information used by witness Adam in conducung the analyzis,
inchuding workpapers developed by Mr, Adam, and underlying property records, accounting and financial information of
the company or companies involved in the analysis.

Response:  Mr. Adam relied on average service lives and depreciation rates determined for
Laclede Gas Company because of his knowledge of their historical data, and the similarity of plant,
to determine the average service lives for MGE. Please refer to the Direct Testimony of Paul Adam
in Case No. GR-2001-292. Mr. Adam’s depreciation study and workpapers are included in the
Rebuttal Testimony for GR-2001-292 also. The Staff is not aware of any additional analysis.

The attaehed thformation provided (0 Missouri Gos Enengy in response (o the sbove data infortantion request is socurgte and cotaplete and
Contains no meteyial MISTCPrEEeniations or omissions, based upan Ppresent fucty of which the undersipned has knowledge, information or belie. The
undersigned agrees to immedistely inform Missouri Gas Energy if, during the pendency of Case No. OR-2004-0209 befare the Miszoun Public Service
Cormunission, any maners wre discovered which would materially affect the accurucy or completenzss of the anached information.

If these data are valuminous, please (1) identify the relevant documents and their Jocation (2) make atringements with requestor to have
docurmens svailable for ihgpection a5 locaton mutually agressble. Where ideniification of a document is requcaned, bricfly desmibe the document (e.2.
book, lenter, memarandum, repart) and siats the following informanion as applicable for the particulsr document: nanre, tth, number, author, date of
publication and publisher, addresses, date written, and the name amd address of the person(s) having passession of the donrmmt, As used in this day
request the trm “documant(s)" includes publication of any format, workpapers, letiars, memoranda, notes, reporis, analysss, compner apiysss, e
results, studies of date, recordings, ranscriptions and grinted, yped or writian matesials of evary kind in your possession, custody or contra] within your
knowledge. The pronoun “you” or “your” refers w the person identified m the *Requested From” block above mard all other employess, contractars,
ngents or others employed by ot acting an befulf of the orpanization, group ot 5uv=mm=ml unil nssocinted with that person.

. Provided By: U)oh\e, lMaHNj

(lese Pnnt)

Date Signed: . 5/ 5 A 4 : | Sig\%e@m
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3420 Broacway + Kansas City MO » 641112404 + (§16) 360-5755

ROBERT J. HACK

June 28, 2000
Vica President, Pricing & Regulalory Aftairs ' ‘

Mr. Paul Adam, P.E.

Missouri Public Service Commussion
P.Q. Box 360 o
Jefferson City, MO 65102

RE: Depreciation Study, Data Base and Property Unit Catalog

Dear Paul:

In accordance with 4 CSR 240-40(6), Missouri Gas Energy (“MGE”) hereby
submits & depreciation study, data base (in electronic format) and property unit catalog.

MGE and its depreciation consultant, Black & Veatch, appreciate your
willingness to work with us and provide input into the development of the study,

If you have any questlons regardmg this matter or need additional information,

pleasecall me. .

mcercly,

Enclosurcs : ; i

CC:  Office of the Public Counsel
Bo Matisziw (w/o enc.)
Stuart Harbour (w/o enc.)
Tom Sullivan (w/o enc.)






BLACK & VEATCH

8400 Ward Padway o ", Black & Vaatch Corporation
PO Box 8405 o ,
Kansas City, Missouri 64114 USA . . ’

Tel: {913) 458-2000 ‘ o S : ' : June 8, 2000

Mr. Robert J. Hack - . : .
Vice President, Pricing and Regulatory Affairs
Missouri Gas Energy '
3420 Broadway ‘

Kansas City, Missouri. 64111

Dear Mr. Hack:

Our enclosed report' summarizes the resuits of our analysis of the depreciation accrual
rates for the gas utility properties of Missouri Gas Energy (Company). Our studies are
based on plant balances as of December 31, 1998. The Executive Summary of the report
summarizes our major findings and recommendations.

Ultimately, the appropriate level of depreciation expense rates is a management decision
taking into comsideration various factors. If management concludes that a change is
warranted in depreciation expense rates at this time, we recommend implementation of
the rates set forth in Column J of Table 3-4 of this report. We are also recommending
that the Company redistribute the excess accumulated reserve balance of Account 380 —
Services to other accounts. The net effect of this redistribution is zero. The restated

accumulated depreciation reserve for each account is shown in Column M of Table 4-1 of
this report. : '

We have enjoyed working with you on this matter. If you have any questions concerning
the contents of this report, please do not hesitate to contact us.

Very truly yours,

BLACK & VEATCH CORPORATION

- Thomas J. Sullivan

KAH:jjt
Enclosures

the imagine - build company™
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This feport describes the anatyses conducted and the results obtained for the gas utility
property of Missouri Gas Energy with respect to its depreciation expense rates. This report is
based on plant activity through December 31, 1998. The depreciation rates developed in this
report are considered appropriate for use in the near future, It is recommended these rates be
reviewed at least every 3 to 5 years. Ultimately the appropriate level of depreciation expense

- Executivé Summary

1

rates is a management decision taking into account various factors.

If the Company concludes that a change in depreciation expense rates is appropriate at
this time, we recommend the Company implement the depreciation expense rates based on the
analyses set forth in Section 3. The individual accrual rates that we are recommending for each
account recognize average service lives and reflect the results of simulated plant balance
analysis; regional industry averages, reserve analysis, and our experience with similar utility

property. We recommend a significant change to the following accounts:

L ]

We are also recommending that the Company redistribute the excess accumulated
reserve balance of Account 320 to other accounts so that the net redistribution is zero. Based on

Account 376 - Mains. We recommend an accrual rate of 2.31 percent and
an annual expense of $5.6 million as opposed to the existing accrual rate of
1.88 percent and annual expense of $4.6 million. _

Account 380 - Services. We recommend an accrual rate of 3.66 percent and
an annual expense of $8.2 million as opposed to the existing accrual rate of

* 5.5 percent and annual expense of $12.3 million.

Accounts 381-383 - Meters/Regulators/Installations, We recommend an
accrual rate of 2.87 percent for Account 381, 2.89 percent for Account 382,
and 2.49 percent for Account 383 as opposed to an existing rate of 2.05
percent for all three accounts. The recommended rates produce an annual
accrual of $2.2 million versus $1.6 million based on the existing rates.
Account 391 - Furniture and Equipment. We recommend an accrual rate of
10.27 percent and an annual expense of $328,300 as opposed to the existing
accrual rate of 3.06 percent and annual expense of $97,800. This proposed
accrual rate is based on the accrual rate determined for Southern Union
Corporate Account 391. _ '

Account 394 — Tools. We recommend an accrual rate of 10 percent and an
annual ekpense of $431,000 as opposed to the existing accrual rate of 4
percent and annual expense of $172,400.
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our recommended rates and analysis of the depreciation reserve balances, we determined that
Account 380-Services has an excess of $22 million in accumulated reserve. We propose to
redistribute this excess to the other accounts so that negative reserves are eliminated and reserve
ratios are in line with the weighted dollar age of the account and the recommended average
service lives. . o _ '

In our 1995 study, we atterhpted several actuarial methods to determine the Company’s
anmual depreciation expense rates. These methods included survivor curve apalysis and
simulated plant balance method. However, a sufficient retirement history did not exist to
complete a study based on survivor curve anatysis and other sources of data were inadequate to
conduct a complete and reliable simulated plant balance analysis for each of the accounts. The
issue of the lack of data was addressed by the Comumission in its order in Case No. GR-98-140
when the Commission found “that it would not be appropriate to require the reconstruction or
re-creation of records that apparently do not exist or cannot be completed by any reasonable
efforts of MGE.” 1t is our understanding that, since its inception in February 1994, Missouri
Gas Energy is capturing the necessary plant information on a prospective basis for future
depreciation study needs.

The scope of this reﬁort includes a discussion of the practice of depreciation accounting
(Secnon 2) the type of information examined in our analysis, the methods applied, and the
results of the ana.lyses conducted (Section 3), and a discussion of the Company's depreciation
reserve (Section 4)
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1.0 Introduction

This report presents the results of our analysis of the depreciation expense requirements
for the gas utility propefty of Missouri Gas Energy (Company or MGE). The analysis is based
on plant activity through December 31, 1998. It is our understanding that the current report is
primarily being performed in order to meet the Missouri Public Service Commission’s
requirement that depreciation rates be reviewed every five years.

Missouri Gas Energy was acquired by Southern Union Company in February 1994,
Existing depreciaﬁbn accrual rates are based on plant activity through December 31, 1982. In
June 1995, we provided the Company with an analysis of depreciation accrual rates based on
plant activity through December 31, 1994, The 1995 study was. also performed to fulfill the
Commission’s requirement that depreciation rates are reviewed at least every five years. KPL
(the Cofnpany’s predecessor) had previously submitted a study in 1990. .

The rates recommended in this report reflect consideration of the simulated plant
balance approach, industry norms, and our experience with other utilities. Because a sufficient
retirement history does not yet exist to adequately perform survivor curve analysis, we used the
simulated plant balance approach to estimate average service lives for each account. We also
relied upon a survey of regional industry norms. -

Section 2 of this report briefly discusses the practice of depreciation accounting.
Section 3 discusses the type of information examined in the analysis and the methods applied to
develop the depréciatfon rates. Section 3 also discusses the results of the analyses and the
recommended rates. ' Section 4 discusses the Company's existing depreciation reserve.
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' 2.0 Depreciation Accounting

;Depreciétion is the loss in service value not restored by current maintenance, incurred in
connection with the consumption or prospective retirement of gas plant in the course of service
from causes which are known to be in current operation and against which the utility is not
protected by insurance. Among the causes to be considered are wear and tear, decay, action of
the elements, inadequacy, obsolescence, changes in the art, changes in demand and
requirements of public authorities, and in the case of natural gas companies, the exhaustion of
natural resources (FERC Uniform System of Accounts). ‘

"Depreciation accounting provides a method whereby charges for the loss in service
value are made against current income. By properly charging depreciation, the cost of
depreciable plant léss estimated salvage value (or plus estimated cost of removal) is distributed
over the usefisl life of the asset in such a way as to equitably allocate it to the period during
which service is provided through the use and consumption of such facilities.

2.1 Annua? Depreciation Expense

The annual depreciation expense represents the annual charge against income associated
with the loss of service value of utility equipment. Historically, a number of different methods
have been used by gas utilities to determine the level of depreciation expense to be charged
against current income. Among the more commeon are: :

1. A percentage of the investment in depreciable property.

2. A direct appropriation by management.

3. An amount equal to the original cost investment retired during the year,

4. A percentage of revenues. _

The current practice is to calculate annuai depreciation expense through the application
of straight-line depreciation rates to the respective plant investment account balances. In
essence, the annual depreciation expense rate is a percentage figure which, when applied to the
dollar balance of investment in plant, yields a depreciation expense level which is expected to
amortize the Company's investment over the life of the property.

The existing depreciation rates are based on those approved by the Missouri Public
Service Commission in 1982 in Case No. GR-82-151. In 1990, the Company’s proposed
depreciation rates were rejected by the Commission Staff (Docket No. GR-91-291) because the
Staff was unable to develop a database upon which a depreciation study could be supported.
Then in 1995, Black & Veatch reviewed the Company's depreciation rates as part of the
Commission’s five year filing requirement. '
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2.2  Depreciation Reserve .

-The depreciation reserve account is a balance sheet item which reflects accumulation of
the activity related to annual depreciation expense and retirement accounting. Under the FERC
Uniform System of Accounts, depreciation reserve is shown on the balance sheet as
"Accumulated Provision for Depreciation." L .

The depreciation expense charged annually is accumulated in depreciation reserve. The
original cost of investment in property retired during the year is deducted from the depreciation
reserve:_ A further adjustment to the reserve is made by adding the salvage value credit and
deducting the cost of removal associated with property retired. The use of proper annual
depreciation rates to amortize mvestment over its useful service life will result in accruals to the
depreciation reserve which equal the total investment ultimately retired, as adjusted for salvage
value and cost of removal.
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- 3.0 Historical Information and Procedures

The determination of a2 reasonable annual depreciation exp'ense rate is dependent on
avéragé service life, cost of removal, and salvage of the property in question. Normally, the
determination of, average service life is largely dependent on analysis of Company records
which show additions by year of installation (vintage year) and retirements by year of
installation and by year of retirement. The methods used to estimate average service lives in
this report include actuarial analysis (survivor curve) and semi-actuarial analysis (simulated
plant balance), analysis of retirement history, review of regional industry norms, and analysis of
reserve. Results pfoduced from application of the above tools must be evaluated in conpection
with other available information; past, present and anticipated future economic and
environmental conditions; and sound engineering judgement.

3,1  Survivor Curve Analysis _

To prepare a sound and credible survivor curve amalysis, a sufficient history of
retirement data muét exist. Based upon historical plant activity (retirements), a survivor curve
which explains the percent of additions surviving by age is developed for each property group
(generally each account). Using a least squares analysis technique, this experienced survivor
stub curve is compared to general survivor curve types to identify the best fitting curves and
service lives. These curves provide an estimation of the averége service life actually
experienced historically. Based on this retirement history, remaining life of the property being
analyzed can be estimated. . )

In our study in 1995, we determined that a sufficient retirement history was not
available to perform survivor curve analysis. The issue of the lack of data was addressed by the
Comunission in its order in Case No. GR-98-140 when the Commission found “that it would
not be appropriate to require the reconstruction or re-creation of records that apparently do not
exist or cannot be completed by any reasonable efforts of MGE.” MGE's continuing property
record only contains retirement history from 1994 to the present. This is not enough data to
produce significantly reliable results using survivor curve analysis. Therefore as an alternative,
we used a simulated plant balance approach to estimate average service lives of MGE's

depreciable property.

3.2 Simulated Plant Balance _

In this study, we conducted a simulated plant balance analeis to calculate average
service lives. The simulated plant balance method may produce reliable results when aged
retirement data is unavailable. The only data needed for a simulated plant balance analysis are
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annual additions and end of year plant balances over an extended period. In the simulated plant
balance method, actual end of year plant balances are compared to those simulated by applying
the percent surviving at a given age to the initial additions. The curve type that best simulates
actual plant balances is the curve that best explains the mortality characteristics of the plant.

The simulated plant balance analysis is based on plant ledger summaries provided by
the Company for the period 1968 through 1998. Generally, a reasonable simulated plant
estimate requires 40 or more years of data, but may be reduced provided that the data is "clean”
and -"behaves" reasonably. Because we do not have plant ledger data prior to 1968 and
therefore have no breakdown of the initial plant balance in 1968, we performed two analyses:
starting with a zero beginning balance in 1968 and starting with the 1968 beginning balance.
Tables 3-1 and 3-2 summarize the results of these analyses. Based on review of these tables,
and a thorough assessment of the additions, retirements, transfers, and year end plant balances,
it is evident that the simulated plant balance approach does not produce reasonable estimates for
many of the individuat accounts.

For example, in the Company’s two largest accounts, mains and services (Accounts 376
and 380, respectively), the average service lives were determined to be 43 years and 27 years,
respecﬁ\fcly, when the analysis was run starting with 2 zero beginning balance in 1968 (Table
3-1). Although these results may not be unreasonable, underlying problems exist with these
accounts that would reduce’ confidence in these results alone. When the analysis was run
starting with the 1968 beginning balance (Table 3-2), the program could not converge on
Account 376 and on Account 380, the average service life was determined to be 21 years. This
second analysis did not provide further confidence in the results.

Review of the simulated plant balance statistics for the mains accoumnt (376), shows that
the retirements index is low, around 36 percent. The retirement index is the percent of the
property retired from the oldest vintage. A low retirements index is an indication that the data
does not contain enough history to confidently predict the life characteristics of the property.
For this account (37@, confidence in the result would be improved by use of more historical
data. ' ' ‘

In the services account (380), three problems exist with the data. First, nearly 85
percent of the account balance has been added within the last ten years. Thus, the indicated
average service life of 27 years does not reflect the life characteristics of the majority of the
account since it has only recently been placed in service through the Company's service
replacement program. Second, use of the simulated plant balance method in this instance does
not permit assessment of life characteristics of the differing types of services (plastics, bare
steel, protected steel, etc). The average service life of services typically varies depending on the




Table 3-1
Misscouri Gas Energy
Summary of Simulated Plant Balance Analysis

Starting with a Zero Beginning Balance in 1968

[Al 18]

(] ] {E] [F] 1G] ol
- . Number 1 Bank Number 2 Rank Number 3 Rank
Acd. : Curve Avg, Service Curve | Avg, Servics | Curve | Avg. Service
Mo, Account Daseription Type Lite Type Lite Tyve Life
Years Yeara Yaars

Distribution Plant
037400  Land Rights (1) 56,0 15 S50 15 .50 15
0373500 Structures (2) S56.0 11 550 12 L50 12
037600 Mains sCoo 43 ROS 38 §-05 35
037800 Measuring and Regulating Stalion  SC 0.0 29 ROS 26 LO.0 27
037300 City Gate Stallun 580 10 R &0 10 S50 10
038000 Services SC oo 27 RGS 24 Loo 25
038100 Maters LO.O | sSC 0.0 10 LO.S 9
038200 Meter/Regulator !ns1al|auom Program could hot converge - [arge positive transters. ’
0368300 Regulators LO.O i6 105 15 L1.0 14
038700  Cther Equipment L00 15 5C 0.0 17 Lo.5 15
Genemd Pllni
039000 Structures (2) L3.0 8 La2.0 9 L1.5 9
038100 Office Fumniture & Eq.upmert ROS 12 SC 0.0 12 R10 1
039200 Transporation Equipenent L3 8 520 B 8§15 a
039300 Storas Equipment R25 20 R30 19 - 515 3l
038400  Tool, Shop & Garage Equipmant Lo.o 16 s5C00 18 LOS 15
039500 Lab Equiprment Mot enough data
039600 Powaer Cperated Equipment Loo B LO.S -] sSC oo 9
039700  Communication Equipment 550 9 L5.0 9 RS50 ]
035800  Miscellanecus Equipmant L1.0 12 LoS 14 LoD 15

1) Includes land becauss befora 1984 there was no separation betwaen land and land rights

{2} includes leasehold improvermnents becauss befors 1984 there was no separation betwesn structures and |sasehcld improvernents,

{3) High modal curves - anasu-rabh/ fow iile.
{4) Urreasonably low vaiue,

Table 3-2

Missouri Gas Energy

. Summary of Simulated Plant Balance Analysis

Starting with 1968 Beginning Baiance

14] ]| 18] [D} 3] [F] 8] H]
Number 1 Rank Number 2 Rank Number 3 Rank
Acct. ' CTurve | Avg, Service | Clrve | Avg, Gervice | Guve | Avg. Servica
No. Account Description Type Lite Type Life Type Life
- Years Years - Years
Distribution Plant .
037400  Land Rights (1) §8.0 23 §5.0 23 R 50 24
037500 Structures (2) T 1] 20 R &0 8 .50 20
037600 Mains Couid not Corverge
037800  Measlring and Regulating Station 5 6.0 26 550 27 L50 28
037900 City Gate Station Could not Converge
038000 Services S60 21 850 22 R5.0 22
038100 Melers sa.0 19 550 19 R &G 19
038200 Mater/Reguiator !mtanationa  Balancas same as above. Not run again.
038300 Regulators . Couid not Corverge
038700 Cther Equipment : R1.5 19 508 18 s0.0 19
General Plant .
Q33000 Structures {2) 320 12 515 13 s 30 12
039100 Cffice Fumniture & Equiprment S6.0 13 S50 13 R 50 13
039200 Transportation Equipment Balances same as above. Mot run again.
039300 Stores Equipment 56.0 21 S50 21 R&O 22
0358400 Tool, Shop & Garage Equipment 56.0 14 S50 18 R50Q 18
039500 Lab Equipment Balances same as above. Not run again.
039600 Power Operated Equipment LOS 10 L1.0 10 L1.5 10
a39700 Communication Equipment Lao 15 Li.G t7 Lt.5 15
039800 Miscallanecus Equipment 550 29 AR50 29 S 40 30

{1) Inciudes land because bafcre 1584 thens was no separation batween fand and fand rights

(2} Includes leasehold improvements because before 1984 thers was no separation between structures ard leasehold improvemerts.

. summary.xls SPB

)]
<
]
)
0]
{4)

4)
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type of service in place. The use of a simulated plant balance analysts results in an aggregate
service life that may not be indicative of the account, especially of the property which currently
exists. Third, a higﬁer retirements index is calculated for the services account. This result is in
line with expectations since older vintages have been recently retired with the services
replacement program. Generally, a relatively higher retirements index is desired. However, in
this instance, a high index merely substantiates that the majority of the account consists of
relatively new property. ‘

Simulated plant balance analysis of accounts 378, 387, 391, and 393 retuwrned average
service lives which are not far from the estimated average service lives underlying the existing
rates and which are within the range of industry norms.

The following identifies some of the difficulties we encountered with the remaining
accounts in connection with the simulated plant balance analysis:

o Account 374 had a large negative transfer in 1988 that skewed the results of

simulated plant balance therefore returning a low average service life of 16
. years. )

o Accounts 375, 379, 381, and 383 to various deérees, yielded unreasonably

low average service lives as compared with industry averages and prior
experience with utility property. -

« Account 382 incurred large positive transfers from 1984-1991 making the

procedim_a unable to converge on an average service life.

« Account 383 has had approximately 60 percent of its account added in the

 last five yeais therefore returning a low average service life.
« Account 390 has had approximately 80 percent of its account retired in
1993. :
o Account 395 has ‘only existed since 1992 and therefore does not contain
- enough data to use simulated plant balance method.

3.3 Regional industry Norms

We include regional industry norms as another consideration to calculate average
service lives. Table 3-3 summarizes effective depreciation information we surveyed from 12
Midwestern gas utilities. These utilities include Northern Indiana Public Service Company, K N
Energy, ONEOK (Western Resources), Atmos Energy Corporation (United Cities Gas
Company), Missouri Public Service, AmerenUE, Alliant Energy (Interstate Power Company),
Peoples Natural Gas, MidAmerican Energy (lowa - Illinois Gas and Electric Company),
MidAmerican Energy (Midwest Gas), Alliant Energy (IES), and LaClede Gas Company.
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Properties from these utilities include facilities located in Missourt, Kansas, Iowa, Indiana, and
Oklahoma. -

At the Staff’s request we attempted to expand our analysis from that contained in our
1995 report with additional information regarding the basis for the rates for each of the utilities.
In Columms BA through BC of Table 3-3, we calculate a regional industry average of the
average service life, net salvage percentage, and annual depreciation rate to compare against
MGE's existing rates. There will be some differences between the depreciation rates and the
rates that would result from a whole life calculation using the average service lives and net
salvage values shown because some of the utilities did not provide net salvage figures and some
utilities use a remaining life calculation.

We considered these averages in determining our recommended rates. In general, our
recommended accrual rates for distribution plant accounts are conservative (low) when
compared with the industry averages. For general plant accounts, our recommended rates are
slightly higher than industry averages.

3.4 Net Salvage Allowances

Based on our December 1998 meeting with the Staff, the Staff testimony filed in the
1998 LaClede case, and our recent experience with other depreciation rate studies, we have
incorporated consideration of net salvage for distribution facilities in our recommended
depreciation rates in a manner that differs somewhat from the traditional approach.

The traditional approach for incorporating allowance for net salvage is to compare
annual net salvage (salvage minus cost of removal) to the original cost of the plant retired
during that year over a representative historical period, preferably at least 10 years. The
traditional approach assumes that the ratio of net salvage dollars to the original cost dollars of
the retirements is representative of the allowance that will ultimately apply to all plant in
service aver that life of that asset. In a whole life depreciation calculation, this allowance is
then added to (for a net cost of removal) or deducted from (for a net salvage) one in the
numerator and then divided by the average service life.

This approach provides reasonable results where there are modest amounts of salvage or
cost of removal or where the amounts are fairly consistent (such as for unit property or general
plant). However, cost of removal for some natural gas distribution plant can be as much as or
more than the original cost of the plant retired especially if natural gas lines that are under
streets need to be relocated. In these instances, it may not be reasonable to assume that this
experience applies to all plant.

Problems may result (especially with mains and servmes) if the net salvage allowance is
large and a relatively small amount of plant is being retired. A large depreciation reserve may
be accumulated in anticipation of cost of removal expenses that may or may not occur. In the

11



SERIERL i
-é |

P

5

—'f,t‘erences between actual and
éleprecmtmn calculation and

of rernoval'-allowanc&s can “’be accomphshed within the calculation of depreciation rates. For
example; we analyzed MGE’s salvage costs and cost of removal over the 1988 through 1998
period and found that the annual net salvage amounts are fairly consistent. In Table 3-4,
Column H, we show estimates of a “normal” annual allowance for distribution accounts. The
depreciation rates recommended in Column J are based on producing an annual dollar arount
equal to these allowances. Rather than developing a net salvage allowance based on the ratio of
net salvage to the original cost of the plant retired, the ratio is based on the ratio of an annual
allowance to total plant in service.

It could be argued that this annual allowance appmach is an “impure” application of the
“whole” life perspective because it is based on a rather short term analysis of activity. As plant
ages and retirement activity increases, it would be expected that the annual allowance should be
increased over time. Insufficient depreciation reserve might be accumulated if the annual
allowance is not reviewed on a regular basis. However, in Missouri, depreciation rates are
reviewed every five years as required by Commission rule. This frequency will allow for
adjustment of the annual allowance to reflect changes in activity, if necessary.

In Table 3-4, Column H, we did not extend this annual allowance approach to general
plant accounts. Typically', general plant has either no net salvage or a positive net salvage.
Also, the salvage amounts of general plant is generally modest and fairly consistent and is
frequently associated with shorter lived assets (such as vehicles and computers) where there is a
better defined “used” market.

3.4.1 Account 376

As shown in Table 3-4, Column H, we have allowed a positive salvage amount of
$450,000 per year for Account 376, Mains. The Company’s historical practice with regard to
reimbursements for line relocations has been to credit (increase) reserve for the amount of
reimbursement. An alternative method would be to credit (decrease) depreciable plant for the
amount of the reimbursement. Although both of these methods have the same effect of
reducing net plant, there is a significant difference in depremable plant and the appropriate
depreciation rate between the two methods. '

All other thlngs being equal, crediting reserve for the amount of the reimbursement
should result in a lower depreciation rate being applied to a larger plant in service, whereas
crediting plant for the amount of the reimbursement should result in a higher depreciation

12
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Table 3-5

. Missouri Gas Energy
Alternative Treatments of Reimbursements

[Fl

[A] 8] [C] &) (E] [G]
Utility 1 Utility 2 (MGE)
Gross | Accumulated Net Gross | Accumulated Net
Year Plant Depreciation Plant Plant Depreciation Plant
(1) @ @) @

3.33% 3.00%
1970 800 0 800 1,000 100 900
1971 + 800 30 870 1,000 130 870
1972 300 60 840 1,000 160 840
1973 ¢ 900 - 20 810 1,000 . 180 810
1974 900 120 780 1,000 '+ 220 780
1975 900 150 750 1,000 250 750
1976 900 180 720 1,000 280 720
1977 800 210 690 1,000 310 690
1978 800 240 660 1,000 340 860
1979 900 270 830 1,000 370 630
1980 200 300 600 1,000 . 400 600
1981 300 330 570 1,000 © 430 570
1982 900 360 540 1,000 460 540
1983 . . 900 390 510 1,000 - 490 510
1984 - 900 420 480 1,000 520 480
1985 . 900 450 450 1,000 - 550 450
1986 "~ 900, 480 420 1,000 580 420
1987 900 510 390 1,000 610 390
1988 .800 540 360 1,000 640 360
1989 900 570 330 1,000 670 330
1930 200 600 300 1,000 700 300
1991. 800 630 270 - 1,000 730 270
1992 900 660 240 1,000 - 760 240
1993 300 690 210 1,000 790 210
1994 900 720 180 1,000 820 180
1995 900 750 150 1,000 850 150
1996 800 780 120 1,000 880 120
1997 900 810 90 1,000 910 90
1998 . 900 840 60 1,000 940 60
1999 800 870 30 1,000 970 - 30
2000 200 200 0 1,000 1,000 0

Retirement (900) {900) {1,000) {1,000)

(1) Initial gross plant is $1,000 minus $100 reimbursement.
(2) Initial accumuiated depreciation squals $100 reimbursement,
(3) Depreciation rate equals (1-0)/30 = 3.33 percent.
(4) Depreciation rate equals (1-.1)/30 = 3.00 percent.

summary.xls Reimb
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rate bemg applled to a lower plant in service. Table 3-5 is an example of how both approaches
result in the same net plant and depreciation expense over the life of the asset.

In MGE s case, the net effect of the reimbursements is to increase net salvage
(salvage minus cost of removal, only} approximately $450,000 per year. In other words, if
MGE had been crediting plant in service for reimbursements, the net salvage allowance
would be zero rather than a positive $450,000 per year. This produces a higher depreciation
rate that is applied to a smaller depreciable plant. This distinction is important to note when
comparing MGE’s depreciation rate for Account 376 to other companies. It would not be
appropriate to compare another company’s depreciation rate with that of MGE if that
company is crediting reimbursements to plant or using some other approach.

3.5 Recommended Accrual Rates
Table 3-4 summarizes the Company's existing and recommended accrual rates and the
annual depreciation expense incurred when each of these rates is applied to the depreciable
plant balance. |
We show in Table 3-4 that when our recommended accrual rates in Column J are
applied to depreciable plant balances as of December 31, 1998, annual depreciation expense
would decrease by $1.87 million under levels produced by existing rates. This $1.87 million
decrease is primarily due to six of the Company’s accounts whose annual accrual rates appear
to be unreasonable on a relative basis. Based on consideration of the simulated plant analysis,
industry averages, and our experieﬁce with gas (and other) utility property, the following
discussion explains in further detail our basis for recommending change to these six particular
accounts: '
« For Account 376-Mains, we recommend an average service life of 40 years
and an annual net salvage allowance of $450,000. This increases the annual
accrual rate from 1.88 percent to 2.31 percent. The 40 year average service
life is consistent with the simulated plant balance analysis and results in a
rate closer to industry averages (2.58 percent).
« For Account 380-Services, the existing rate is too high. We recommend
an accrual rate of 3.66 percent as opposed to the existing 5.50 percent.
The Company has been in the process of a significant services replacement
program. Our experience is that a 30 year average service life for services
is not unreasonable. While the calculated industry average for services is
5.20 percent, this figure is inflated by abnormally high values for three
utilities (Northern Indiana PSC — 7.00 percent, ONEOK (Oklahoma) —
6.67 percent, and Atmos Energy Corp. (Iowa) — 10.45 percent). Excluding

15




these three utlhtxes results in an industry average of 4.25 percent, which is

) l ‘ more in line with our recommendation.
o For Account 381-Meters and Account 382-Regulators, the existing rates are
' too low (2.05 percent). We recommend a 35 year average service life for
both accounts, and a net salvage allowance of negative $2,500 for Account
381 and negative $15,000 for Account 382. This results in recommended
accrual rates of 2.87 percent for Account 381 and 2.89 percent for Account
382! :

e The existing rate for the Account 391-Furniture and Equipment is too low
and fails to .recognize the shorter life of computer and other office
equipmént. We recommend changing the existing rate of 3.06 percent to
10.27 percent, which is based on the accrual rate determined for Southern
Union corporate plant.

e The existing rate (4 percent) for the Account 394-Tools is too low and
implies an average service life of 25 years. We recommend an average
service life of 10 years, or a 10 percent accrual rate.

As mentioned above, the accrual rate for Account 391 is Based on our analysis of
Southern Union corporate plant. Table 3-6 summarizes existing and proposed rates under
whole life and remaining life methodologies for Southern Union corporate general plant. While
this table appéars to show rates developed using both the whole and remaining life
methodologies, atl of the recommended rates for Southern Union’s corporate plant are based on
awhole life method. .

The only Cérporate account with any significant investment is Account 391 - Office
Furniture and Equipment. The development of the 10.27 percent rate for Account 391 is based
on the detailed plant components of that account on a total Company basis, as shown in
Table 3-7. The rate is a dollar weighted average rate intended to be used for all assets booked
to Account 391..
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Calculation

1

Table 3-7

Missouri Gas Energy

of Whole Life Rate for Account 391

"~ Southern Union Corporate

AL

(8] €] [0 [E] [F]
Average
Percent Net . Service Whole
Description Total of Total Salvage Life Life Rate
$ ' Years
Account 391.1 - Furniture 4,299,354 11.30% 10.00% 25 3.60%
Account 381.2 - Office Equipment 1,450,560 3.81% 0.00% 10 10.00%
Account 391.3 - Mainframe ‘ 22,062,588 57.98% 20.00% 10 8.00%
Account 391.4 - Parsonal Computer 10,239,092 26.51% 10.00% 5 18.00%
Total ~ - 38,051,592  100.00%
Weighted Rate for Account 381 10.27%
5/31/2000

final. XLS Summary
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.. 4.0 Depreciation Reserve

After recommending accrual rates, depreciation reserve is recalculated to determine the
theoretical level that should have been accumulated had these rates been in effect. Without
adjustment, to the extent that calculated reserve is greater than or less than the book reserve, the
Company will under- or over-recover, respectively, its depreciable plant investment. The
purpose of an amortization adjustment to a depreciation rate is to preclude the Company from
recovering through depreciation accruals, amounts in excess or below its plant investment basis.
This amortization also limits recovery from customers to the capital investment used to serve
them during the period of service of each investment. Differences between the calculated
theoretical reserve and the book reserve cam be attributed primarily to changes in life
characteristics or historical rates which have not properly reflected life characteristics or
changes in life characteristics. These changing life characteristics and the degree to which these
changes are recognized and reflected in the depreciation rates directly affect the book reserves.

The calculated theoretical level of depreciation of reserves for the Company was not
studied in our analysis. A detailed analysis of reserve relies generally upon the same data used
by the survivor curve analysis. However, even without performing this detailed analysis,
certain observations can be made regarding MGE's accumulated depreciation and its
relationship to the expected service life of each account.

First, thefe are two accounts with negative reserve balances, Accounts 391 and 397.
This might be caised by several factors, including depreciation rates that are too low. As we
discussed in Chapter 3, this is true for Account 391. Second, the reserve ratio for Account 380-
Services is relatively high compared to the other accounts, Based on these two observations,
we recommend a redistribution of reserve balance from Account 380 to other accounts.

Table 4-1 presents our analysis of accumulated depreciation reserve. Column H shows
the estimated weighted average dollar age of surviving plant for each account. This average age
is divided by the recommended average service life to provide an estimate of the relative
theoretical reserve ratios for each account (Column I). Calculated reserve minus actual reserve
provides an estimate of how reserve may be redistributed. The actual amount redistributed
from Account 380 to the other accounts is shown in Column L. The net effect of the
redistribution is zero. The resultant accumulated depreciation reserve and reserve ratios are
shown in Columns M and N, respectively.
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Schedule TIS -5

INSTALLATION OF SERVICES - I £

. ABOVE GRADE QPTIONS

L QETION A,
'ﬁtlm:wam OF GAY

~ CAMOF BE TOLEAATED
e pousE REGULATOA QETON B

) HOUSE REGULATOR .~
o AUTORATIC SMUTOFF. :

SERVICE REGULATOR NOM-RELIEF

SERVICE REGULATOR
WITH INTERNAL RELIEF

————
'

- eerIoN €
1 . ,
. TOMATIC SHYTOFF
NON-RELIEF ' AuTOM :
FEAvICE REGU’L#"GR-—\ . .

;....’”Lac ATING WiRge
—SHEAR PROTECTON

d_asnc PIPE

1 J . NOrE: +F SHUTOrRF QF GAS CANNOT pE TOLERATED
AN INTEANAL RELIES SERVICE REGULATAER
MAY BE LSED.

BELOW GRADE OFTION

¢ Tl =y Tew g ™ TR ot

AV TOMATIC SHUTIFF
;/—”

LOCATING winE
e ~

RO SELIE R \ LASTIC PIAE
SERVICE REGULATON SHEAR PROTEL TOR

RAG VENT ON SURED REGULATER MO AUTOMATIC SRTOFF

Serviee Line

Figure 37. Typical small-volume high-pressure service
installations

.

Source American Gas Associntion, Gas Engineering and Operating Practices Series, Volume 111 Distribution, Bouk D-2, Mains
and Services, Operating Considerations,
Copyright 1986, ‘ :




Schedule TJS-6

. Missouri Gas Energy
- Analysis of MGE's Account 380 Investment
o Compared to Laclede

(A} (8] S © (o] ] F] Gl H
Line " Beginning _ ) Ending
No. Year Balance " Additions Retirements  Transfers/Adj Balance " Laclede
1 1987 66,535,405 5,247,891 547,248 (2.252) 71,233,796
2 1988 71,233,796 5.232,196 1,082,955 {2,412) 75,380,615
3 1689 75,380,615 5,974,783 . 2246888 (18,639) , 81,112,071 161,871,153
4 1990 81,112,071 . 19,552,514 3,109,855 {34,589) 97,520,141
5 1991 97,520,141 16,471,586 1,918,419 (541,804) 111,531,504
6 1992 111,531,504 17,312,702 2,247,798 (758,768) 125,837,640
7 1993 125,837,640 15,531,128 1,799,170 {27,963) 139,541,635
8 1994 139,541,635 17,318,472 1,141,206 (238,083) . 155,480,818
9 1995 155,480,818 18,214,631 2,064,532 (1,509,586) 170,120,931
10 1996 170,120,931 16,487,207 3,098,103 ~ 501 183,510,536
11 1997 183,510,536 16,767,115 5,666,727 (56,492) . 194,554,432
12 1998 194,554,432 19,921,220 3,696,469 (18,926) 210,760,257
13 1999 210,760,257 16,123,650 3,867,327 551 223017131
14 2000 223,017,131 - 15,257 656 4494777 (24 .901) 233,755,109 301,084,219
15 Total Since 198% 188,957,881 33,104,383 {3,210,460)
16 Percent of 1989 Ending Balance - 233% M% -4%
17

Percent Change in Plant Balance 188% 86%
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Schedule TJS -~ 7. :

| . Data Request No.
. MGE-DR NO. 0043
- Data Information Reguest
o from Missouri Gas Energy
oL © to MPSC Staff

Case No. GR-2004-0209
Reqguested From: Jolie Mathis :
Date of Reques;t: 4{22};'.\4
Requested By o Mikc; Noack

Information Requested: .~

:

Has witness Mathis undertaken any analysis, subsequent to and independent ofMr. Adam's analysis discussed on pages 3
and 4 of witness Mathis® direct testimony, o ascertain whether Mr, Adam’s analysis should be used in developing
depreciation rates for MGE om a going forward basis? If so, piease provide the rasults of this analysic and any
information and material on which the analysis is based,

Responsa: No

The artiched information provided to Mizsowri (a3 Encgy in response w the above data information request is accurate and complete mnd
Gonmins no material mistepresenlations or omissions, based upon prese facts of which the undersignad has knowisdge, fnformation ar belief. The
undersigned agrees to immedimsly inform Missoun Gas Encrgy if, during the pendency of Case No, GR-2004-0209 bofore the Missouri Public Savica
Covnmission, any matters are discoverad which would materinlly affoct the accuricy or completeness of the amached information.

If these dam are voluminous, please (1) iderify the relevant documenty and their locadon {2) make arrangemants with reguestor to have
documents gvmlabla for inspection & 3 location mutaally ngreeable, Where idensification of 2 document is requested, bricfly deseribe the docament (=g
baok, letter, memoranduim, report) and state the fotlowing information as applicable for the particular dogument: niue, ttle, nurshber, anthor, doe of
publicalion and publisher, sddresces, date wrinen, and the name and address of he person(s) having possession of the docursenr. As used i this daea
request the term "document(s)” inchades publication of apry formal, workpapers, leiery, memoranda, noles, reports. analyses, cornpurer amalyses, est
resuls, studies of data, recardings, ranseriptions and printed, typed or written materials of avery kind in your posscssion, custody or congrol within your
imowledge. The pronoun “you™ or “your” refers to the persom identified i the “Requested From* block above and all other amployess, conmaciors,
agents or others employed by or acting on behalf of the orgenization, group or governmental unit associated with that person.

Provided By: o) { :
(Please Print)

Sm%@a; With.

Date Signed: 5 / ‘;/ aff |

a4
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Account 380 - Services
‘ Comparison of MGE with Other -
T MPSC Regulated Companies(1)

A [B] 1 -
. o Account 380
.Line Depreciation
- No. ' Company ' Rate
v 1 AmerenUE . 2.79%
b2 Atmos Energy Corporation " 5.13%
‘3. Laclede Gas Company 2.25%
4 Missouri Public Service : 4.68%
5 Southern Missouri Gas Company - 2.00%
G SJLP . 3.54%
T 'Average Depreciation Rate 3.40%
"8 Account 380 Proposed Accrual Rate: '
9 Staff - - 227% ,
10 * Thomas J. Sullivan 3.33%
1" Company , . 4.58%

. (1} Source: MGE Data Request No. MGE-DRNO.0044
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