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TRUE UP ISSUES LIST











COME NOW Staff of the Missouri Public Service Commission, Missouri Gas Energy, and the Office of the Public Counsel, and in compliance with the Commission’s order dated July 20, 2004, in this case state that the issues for hearing on true up are:

I.
Issues Contested During True-Up

1.
Rate Case Expense
A.
Staff's position -- MGE's estimated $1,383,333 rate case expense is excessive in terms of total amount (over  two times the cost of MGE's two most recent litigated rate cases), and in amounts paid to individual consultants.  In addition, this cost is not a known and measurable as invoices for over $500,000 of legal services over the months of April through June have been provided to the Staff for audit on July 21 at 4:30.  Finally, MGE has been deficient in terms of complying with its own internal controls in approving significant outside vendor costs and has approved payments for rate case services with little or no documentation supporting the service provided. Staff supports rate recovery of $650,000 amortized over three years.  This amount is reasonable when compared to the rate case expense approved by the Commission in MGE's two previous litigated rate cases.  (Hyneman True-up testimony, pages 3 – 10)

B.
MGE's position -- Rate case expense of $1,383,333 should be normalized over a three-year period, resulting in an annual cost of service amount for this item of $461,111.  Alternatively, a four-year normalization (annual cost of service amount of $345,833) could be appropriate if the rate case order is sufficient to enable the resulting rates to remain in effect for four years.  (Noack Corrected True-UpTestimony, p. 5)  This represents rate case expense incurred through June 30, 2004, and therefore does not include expenses associated with post-hearing work.

C.
Public Counsel's position -- Public Counsel is in agreement with the Staff that the $1,383,333 is excessive.  Public Counsel has presented two options for rate case expense.  Option one is an average of the past two litigated rate case expenses for Case No. GR-96-285 ($537,185) and Case No. GR-98-140 ($579,566) and an adjusted rate case expense of $787,766 for this case which results in a rate case expense of $634,839 amortized over a three year period.  Option two is Public Counsel’s adjusted rate case expense of $787,766 amortized over a three year period.  Public Counsel arrived at an adjusted rate case expense by removing expenses that were not necessary and/or duplicative and by adjusting hourly rates charged by an attorney and a consultant to a reasonable amount for the type of work performed.  (Bolin True-up testimony, pages 1-15)
2.
Property Tax Assessment on Storage Gas in Kansas

A.
Staff's position -- The $1,262,059 in claimed additional property taxes sought by MGE is not a known and measurable cost as of April 30, 2004, the end of the Commission-ordered true-up audit.  This cost has not been billed to MGE by any taxing authority and the Staff shares MGE’s belief that this cost might not ever be incurred.  MGE is seeking to recover an out-of-period adjustment to property tax that, even if it turns out to be a true liability, is a liability that was not booked by MGE until July 2004 - well after the end of the true-up audit cutoff.    This isolated out-of-period adjustment for a single cost increase is a violation of the well-established matching principle---all revenue requirement components (investments, revenues and expenses) should be analyzed over the same time period.  Selectively including one expense component out of this time period may result in rates that are not reflective of a utility's actual overall cost structure.  Finally, including this amount in rates in this case will remove any incentive for MGE to oppose the appropriateness of the imposition and payment of this tax.  In the future, if MGE does in fact actually incur this cost,  then it has the option of filing for an accounting authority order to obtain authority from the Commission to defer this cost for potential future recovery in its next rate case.  
B.
MGE's position -- $1,262,059 should be included in cost of service to recover property taxes the State of Kansas recently advised MGE that it intends to assess and collect in regard to storage gas held on MGE's account on interstate pipeline systems, purportedly in the State of Kansas.  (Noack Corrected True-Up Testimony, pp. 5-6)  If the Staff will agree to recommend that the Commission grant an accounting authority for the deferral of such costs actually incurred—and if Public Counsel will agree not to oppose such recommendation—MGE is willing to withdraw this request for cost recovery in this proceeding. 

C.
Public Counsel's position -- Public Counsel is in agreement with Staff’ concerns.  The $1,252,059 claimed for additional property taxes sought by MGE is not know and measurable at this time.  Therefore the alleged tax should not be included in the cost of service.
3.
Capital Structure

A.
Staff’s position -- Using the same methodology to determine an appropriate capital structure that it used in its direct testimony, Staff has eliminated the short-term debt component of MGE’s capital structure.  (Murray True-up testimony, page 2)

B.
MGE’s position -- MGE continues to believe that because short-term debt is not a permanent, long-term form of financing gas distribution assets—borne out by the fact that Southern Union had a short-term debt balance of $0 as of April 30, 2004—short-term debt should not be included in the capital structure used for ratemaking purposes.  (Dunn Rebuttal, pp. 26-27)  MGE has therefore not included short-term debt in its capital structure.  (Noack True-Up Testimony, Sch. F)    

C.
Public Counsel’s position -- Public Counsel uses the same methodology to determine an appropriate capital structure that is used in its direct testimony.  Public Counsel has included short-term debt consistent with its direct testimony.  For the twelve months ending April 30, 2004 MGE had short-term debt outstanding for each month of that year.  (Allen True-up testimony, page 2)

II. Order of Witnesses
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Mike Noack (MGE)


2.
Travis Allen (Public Counsel)


3.
Kim Bolin (Public Counsel)


4.
David Murray (Staff)


5.
Chuck Hyneman (Staff)
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