BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of Missouri Gas Energy's

)

Tariffs to Implement a General Rate


)
Case No. GR-2004-0209

Increase for Natural Gas Service


)








OFFICE OF THE PUBLIC COUNSEL'S STATEMENT OF POSITION

COMES NOW the Office of the Public Counsel (“Public Counsel”) and for its Statement of Position states as follows:

RATE OF RETURN

Capital Structure

What is the appropriate Capital Structure (i.e., the relative proportions of long-term debt, short-term debt, preferred equity and common equity) to use in calculating MGE’s cost of capital?


Public Counsel recommends that the Commission utilize Southern Union Company’s consolidated capital structure (and associated embedded costs of preferred stock, long-term debt less the embedded cost of Panhandle Eastern’s long-term debt, and short-term debt.)  This results in the following capital structure:


Common Equity

26.10%


Preferred Stock

  6.17%


Long-Term Debt

60.71%


Short-Term Debt

  7.01%





               100%

Public Counsel also recommended a hypothetical capital structure that would be reasonable to use in this proceeding.  The recommended hypothetical capital structure is:


Common Equity

34.96%


Preferred Stock

  5.74%


Long-Term Debt

52.29%


Short-Term Debt

  7.01%




      
   100%

Allen Rebuttal Revised Schedule TA-1

Allen Rebuttal pps. 9-15

Allen Surrebuttal pps. 4-9

Tuck Surrebuttal pps. 5-21

Embedded Cost of Long-Term Debt


What is the appropriate cost of long-term debt in calculating MGE’s cost of capital?


The appropriate cost rate is 7.17%

Allen Direct p. 5, Schedule TA-12

Allen Rebuttal pps. 23-24

Return on Equity


What is the appropriate return on equity in calculating MGE’s cost of capital?


MGE should be allowed a return on common equity of no more than 9.34% and no less than 9.01%.

Allen Direct pps. 15-16

Allen Rebuttal pps. 3-21

Allen Surrebuttal pps. 9-28

Tuck Surrebuttal pps. 21-48

Cost of Preferred Stock


What is the appropriate cost of preferred stock in calculating MGE’s cost of capital?


The embedded cost rate for Southern Union’s preferred stock is 7.758%.

Allen Direct p. 5

Cost of Short-Term Debt

What is the appropriate cost of short-term debt in calculating MGE’s cost of capital?


The appropriate cost rate is 1.93%.

Allen Rebuttal Revised Schedule TA-4

Rate of Return Adder


Should MGE be granted an additional 25 basis points of rate of return on account of its level of management efficiency?


Absolutely not.

Bolin Rebuttal p. 18

Bolin Surrebuttal p. 12

RATE BASE

Gas Inventory


What is the appropriate methodology to determine the injection price into storage per MMBtu to use in calculating MGE’s cost of service?


Public Counsel takes no position.  Public Counsel reserves the right to take a position based on all the record evidence.

Alternative Minimum Tax Credit


Should the Alternative Minimum Tax Credit be included in or excluded from Rate Base in calculating MGE’s cost of service?


Public Counsel takes no position.  Public Counsel reserves the right to take a position based on all the record evidence.

REVENUES

Customer Growth


What is the appropriate methodology and measure of customer growth to be used in calculating the amount of revenue attributable to customer growth in calculating MGE’s cost of service?


Public Counsel supports the Staff position.

Weather Normalization


What is the appropriate normalized weather analysis to be used for determining revenues in calculating MGE’s cost of service?


Public Counsel supports the Staff position.

Load Attrition


Should a Load Attrition Adjustment be made and, if so, in what amount in calculating MGE’s cost of service?


Public Counsel supports the Staff position.

Capacity Release/Off System Sales


What, if any, is the appropriate level of capacity release/off-system sales revenues to be used in calculating MGE’s cost of service?  


Public Counsel recommends that capacity release and off-system sales should be treated as a normalized revenue stream in this proceeding.  The level Public Counsel has recommended is highly confidential but can be found on page 9, line 14 of the revenue Direct Testimony of James A. Busch.

Busch Revenue Direct pps. 2-10

Busch Surrebuttal pps. 16-22

As an alternative to including capacity release/off-system sales revenues in the calculation of MGE’s revenue requirement, should the PGA-based revenue sharing mechanism proposed by MGE be adopted?


No, it should not.

Busch Surrebuttal pps. 21-22

EXPENSES

Pension Expense


What is the appropriate method of accounting for any MGE actual pension expenses in excess of the ERISA minimum amount of $0 that is recommended for use in calculating MGE’s cost of service?


Public Counsel supports the Staff position.

Bad Debts: Expense Level


What is the appropriate level of bad debt write-offs to be used in calculating MGE’s cost of service?


Public Counsel supports the Staff position.

Bad Debts: Denial of Service Rule


What, if any, is the appropriate level of bad debts resulting from the Commission’s new Denial of Service Rule to be used in calculating MGE’s cost of service?


Public Counsel supports the Staff position.

Environmental Response Fund


Should the environmental response fund proposed by MGE be adopted and what, if any, level of environmental costs should be used in calculating MGE’s cost of service?


The Commission should reject MGE’s request for an environmental response fund.  The Commission should deny MGE recovery of any costs related to manufactured gas plants (“MGP”).

Bolin Direct pps. 9-12

Bolin Rebuttal pps. 20-29

Bolin Surrebuttal pps. 4-6

Lobbying/Legislative Costs


What is the proper ratemaking treatment of lobbying/legislative activities in calculating MGE’s cost of service?


Public Counsel recommends that $387,640 be disallowed from the operating and staffing costs of the Customer and Governmental Relations department because of lobbying and charitable activities.  This requested adjustment removes all of Paul Snider’s salary and expenses and also removes 50% of the remaining costs of the department.

Bolin Direct pps. 15-21

Bolin Rebuttal pps. 29-31

Bolin Surrebuttal pps. 1-4

Depreciation Rates


What is the appropriate average service life of MGE’s plant to set the depreciation rates to be used in calculating MGE’s cost of service?


Public Counsel supports the position of Staff.

Cost of Removal/Salvage


What is the appropriate method for accounting for actual cost of removal/salvage expense in excess of the $771,039 recommended for use in calculating MGE’s cost of service?


Public Counsel supports the position of Staff.

Incentive Compensation


What, if any, is the appropriate level of MGE’s incentive compensation expense to be used in calculating MGE’s cost of service?  What, if any, is the appropriate level of Southern Union’s allocated incentive compensation expense to be used in calculating MGE’s cost of service?


Public Counsel believes MGE’s incentive compensation should not be included in MGE’s cost of service.  Public Counsel supports the position of Staff on the appropriate level of Southern Union’s allocated incentive compensation expense to use in the cost of service.

Bolin Rebuttal pps. 18-20

Bolin Surrebuttal pps. 6-7

Corporate Expenses: New York Office


What, if any, is the appropriate level of cost associated with Southern Union’s New York office to be used in calculating MGE’s cost of service?


Public Counsel supports the position of Staff.

Corporate Expenses: Lindermann/Brennan Salaries


What is the appropriate amount of salaries for Southern Union’s Chief Executive Officer/Chairman of the Board and Vice Chairman of the Board to be used in calculating MGE’s cost of service?

Public Counsel supports the position of Staff.

TARIFF ISSUES

Late Payment Charges


Should MGE’s late payment charge be reduced from 1.5% per month to 0.5% per month?


Yes.

CLASS COST OF SERVICE/RATE DESIGN

Class Revenue Responsibility


What is the appropriate level of revenue responsibility for each customer class to be used in calculating revenue?

Public Counsel’s cost allocation methodology as set forth in the direct rate design testimony of Public Counsel witnesses James Busch and Barbara Meisenheimer and the class cost of service study as set forth in the direct rate design testimony of Public Counsel witnesses James Busch should be adopted as a guide in estimating of the cost of providing service to each of the customer classes, and rates.

Busch Rate Design Direct p. 2-10

Meisenheimer Rate Design Direct p. 9-15

The Commission should adopt the following class revenue adjustments at a $2.752M increase.

	Total Change
	Residential
	Small General Service
	Large General Service
	Large Volume

	$2,751,874 
	$0 
	$774,689 
	$0 
	$2,491,341 

	
	
	
	
	

	
	
	
	
	

	1.90%
	0%
	2.59%
	0%
	21.88%


If an alternative significantly different revenue requirement is approved, then class revenue requirement should be set to achieve half the revenue neutral shift proposed by Public Counsel’s cost study with an “as needed” adjustment that ensures that no class receives a decrease when another class would receive an increase.

Meisenheimer Rate Design Direct p. 3-5

Fixed Monthly Rate Elements


What is the appropriate level and structure for fixed monthly rate elements including the residential customer charge?

Public Counsel recommends that the residential customer charge remain unchanged.

Busch Rate Design Direct p. 11

Volumetric Rate Elements


What is the appropriate level and structure of volumetric rate elements?

Public Counsel supports no change in the current level and structure of rates for the residential class.  If the Commission decides to adjust the structure of rates, staff witness Beck’s proposal is preferable to the Company’s.

Meisenheimer Surrebuttal p. 28

Miscellaneous Service Charges


Should the Commission change the current tariffed charges for customer connects, standard customer reconnects, and transfer fees?

Public Counsel supports no change in the current level and structure for connections and standard reconnections for the residential class.

Meisenheimer Rate Design Direct p. 6

LOW INCOME PROPOSALS

Weatherization


What is the appropriate level of funding for the low-income weatherization program and how should such funding be allocated among the geographic regions of MGE’s service territory?


Public Counsel supports retaining both the $250,000 weatherization program in the Kansas City metro area and the $90,000 weatherization program covering the remainder of MGE’s service area.  In addition, we support increasing low-income weatherization funding 15% system wide increasing the revenue requirement by $51,000.  The additional $51,000 funding should be allocated in proportion to the existing distribution of low-income weatherization funding. Joplin’s share of system-wide weatherization funding should not be redistributed to other geographic areas.  Joplin’s weatherization funding should not be limited for use only to weatherize the homes of ELIR participants.
Meisenheimer Revenue Requirement Direct p. 10; Rate Design Direct p. 8; Surrebuttal p. 18-19

Experimental Low Income Rate


What, if any, modifications should be made to the existing Experimental Low Income Rate Program?

Public Counsel supports a modified Experimental Low Income Rate Program (ELIR) for the Joplin area of Missouri Gas Energy’s service area and the addition of a program for the St. Joseph area.  Public Counsel recommends a bill discount apply November through March for 500 customers in each geographic area according to the following discount tiers:


  Group 
Estimated Households
        Joplin Discount          St. Joseph Discount




0%-25%

125


  $80


$105


26% - 50%

125


  $65


$90


51% - 75%

125


  $50


$75



76% - 100%

125


  $25


$50

Meisenheimer Rate Design Direct p. 6-7

Public Counsel does not oppose raising the ceiling on the highest income tier to 125% of the Federal Poverty Level to the extent funding is available.

Public Counsel does not oppose not oppose eliminating the requirement for levelized billing. 

Public Counsel does not support making weatherization a requirement for program eligibility;

Public Counsel supports extending eligibility beyond 24 months.

Public Counsel supports waiving fees associated with arreages a customer may have incurred before entering the program.  To the extent that waivers for future late payments are not supported from program or other residential ratepayer funds, Public Counsel does not oppose such a waiver.  

Public Counsel supports capping mandatory arrearage repayment at $30 per month.

Public Counsel takes no position at this time on the extent to which the Company should provide funding for arrearage incentives or forgiveness.

Public Counsel would not oppose a single permitted late payment per year or waiver for exceptional circumstances.   

Public Counsel generally supports efforts to increase outreach.

Meisenheimer Rebuttal p. 23-26

Public Counsel supports gathering for evaluation purposes consistent with the data used in Mr. Colton’s evaluation of the previous program

Meisenheimer Rate Design Direct p. 8 


When a program ends, any excess funds should flow back to ratepayers.

Meisenheimer Revenue Requirement Direct p. 13

Experimental Energy Efficiency Programs including PAYS


Should the Pay As You Save (PAYS) program proposed by the Office of the Public Counsel be adopted?


Yes. Public Counsel recommends $126,156 annually for two years to be earmarked for implementing a pilot PAYS( program in Kansas City. The Commission should direct a collaborative or workshop to recommend a plan for implementation.

Meisenheimer Revenue Requirement Direct p. 12-13

Public Counsel accepts Staff witness Dr. Warren’s recommendation that there be no income eligibility cap.

Meisenheimer Surrebuttal p. 19


When a program ends, any excess funds should flow back to ratepayers.

Meisenheimer Revenue Requirement Direct p. 13
OTHER ISSUES

Merger and Acquisition Recordkeeping


Should the Commission adopt Staff’s proposal to order Southern Union to keep time reports related to merger and acquisition activities?


Yes.

Gas Purchasing/Reliability Plan Reporting


Should the Commission order MGE to submit by October 1, 2004, a Natural Gas Supply Plan (updated annually)?  Should the Commission order MGE to submit by October 1, 2004, a Natural Gas Reliability Analysis (updated every two to three years)?


Yes.

Legislative/Lobbying Time Reporting


Should the Commission adopt Staff’s proposal to order MGE to keep detailed time reporting on the amount of time employees spend on lobbing and lobbying related activities?


Yes.

Response Time to Commission-referred Customer Complaints/Inquiries


Should the Commission order MGE to respond to Customer Complaints/Inquiries within three business days?


Yes.

GM-2003-0238 Cost and Allocation Study Issue


Should the Commission order MGE to complete and file a study concerning the impacts of the Panhandle Eastern Pipeline Company acquisition on Southern Union’s administrative and general expense and cost allocation methodology?


Yes.

Respectfully submitted,
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