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


)

STAFF STATEMENT OF POSITIONS   


COMES NOW Staff of the Missouri Public Service Commission (Staff) and respectfully submits 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? 

Staff’s position is that the actual capital structure of Southern Union on a consolidated basis as of the end of the test year update period, December 31, 2003, should be used for purposes of determining the rate of return.  That capital structure is 25.91% common equity, 6.13% preferred equity, 60.66% long-term debt and 7.30% short-term debt.

Embedded Cost of Long-Term Debt 

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

Staff’s position is that the appropriate cost of long-term debt to reflect in the rate of return calculation is 6.38%.

Return on Equity 


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

It is the Staff’s position that MGE should be allowed in this case a return on equity in the range of 8.52% to 9.52%, with a midpoint of 9.02%.

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

It is the Staff’s position that the appropriate cost of preferred stock to reflect in the rate of return calculation is 7.76%.
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?

It is the Staff’s position that no upward adjustment to MGE’s allowed rate of return is warranted in this case related to customer service and management efficiency considerations.

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?

Gas inventory is no longer an issue between the Staff and MGE in this case.  The Staff and MGE agree to price MGE's average volumes in inventory at $5.68/MMBtu.

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?  

It is the Staff’s position that an appropriate amount for Alternative Minimum Tax Credit be included in MGE’s rate base.  
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? 

It is the Staff’s position that revenue should be annualized for customer growth occurring in the test year and update period for this proceeding.  The customer growth should be annualized by month using average customer growth data by month from the years 1998-2003.

Weather Normalization 

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

Staff’s position is that the appropriate normalized weather analysis to be used for determining revenues in calculating MGE’s cost of service is NOAA’s thirty-year normals.  This Commission has previously ruled that NOAA’s thirty-year normals are the appropriate benchmark compared to shorter time periods.  The thirty-year normal updated each decade as recommended by Staff consistently outperforms a twenty-year moving average, as advocated by MGE, for establishing what constitutes “normal” weather.  

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

Staff’s position is that the Load Attrition Adjustment is essentially a reduction to the average usage per customer for each billing month of the year that reduces test year margin revenues by $1,629,718.  MGE uses this adjustment to account for additional load reductions that MGE believes will occur in the 15 months after the test year.  Staff opposes this adjustment because any change in customer usage is already reflected in the test year data and further load reduction adjustments are inappropriate. 

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?  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? 

It is the Staff’s position that capacity release/off-system sales revenues should be reflected in MGE’s base rates.  The appropriate amount of capacity release/off-system sales revenues to include in MGE’s cost of service in this case is $1,340,400.  If the Commission determines that capacity release/off-system sales revenues should be handled through the purchased gas adjustment/actual cost adjustment (PGA/ACA) mechanism, then it is the Staff’s position that such revenues should be reflected in the PGA/ACA mechanism at full value (i.e., no sharing grid).

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? 

It is the Staff’s position that any MGE actual pension expenses incurred  before MGE’s next rate proceeding that exceed the ERISA minimum amount of $0 allowed in this case should be allowed recovery in that subsequent rate case through an amortization to expense, with the unamortized balance being included in rate base.  No carrying charges should be calculated on the amount of pension expense exceeding the ERISA minimum amount for purposes of calculating the expense amortization and rate base amounts.

Bad Debts: Expense Level 

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

It is the Staff’s position that the appropriate amount of bad debt write-offs to use in this case is $6,135,570.  This amount was calculated using a five-year average amount of write-offs from calendar years 1999-2003.

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?   


It is the Staff’s position that bad debts will not increase from the Commission’s new Denial of Service Rule and will have zero dollar impact on MGE’s cost of service.

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?  

It is the Staff’s position that the environmental response fund proposed by MGE not be adopted by the Commission on the grounds that it would constitute single-issue ratemaking and retroactive ratemaking, both of which are prohibited.  The Staff is opposed to any consideration of rate recovery of manufactured gas plant remediation costs until MGE has completed its recovery of these costs from other potentially responsible parties. 

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

It is the Staff’s position that all costs incurred in the test year by MGE related to lobbying/legislative activities should not be allowed in cost of service.  In addition, due to MGE’s failure to adequately track the time of its employees involved in lobbying/legislative activities, 10% of the salaries of MGE’s President and Vice President-Pricing and Regulatory Affairs should be disallowed as a fair representation of the costs of these positions’ ongoing involvement in lobbying/legislative activities.

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?  

It is the Staff’s position that the depreciation rates agreed upon in the last MGE rate proceeding, Case No. GR-2001-292, should be retained in this case.  The one exception is for the Tools account, Account 394, for which the Staff advocates a 5.26% depreciation rate.
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?  

The Staff position is that any amount of actual cost of removal/salvage incurred by MGE in the future in excess of the rate allowance for this item agreed upon in this case should be charged to expense.

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?

The Staff position is that MGE’s divisional incentive compensation expense that is tied to MGE’s pre-tax earnings results should not be allowed in MGE’s cost of service.  MGE’s payments of commissions to employees, as well as performance and Christmas bonuses, should likewise be disallowed.  Southern Union’s allocated incentive compensation expenses to MGE, which are also tied to Southern Union financial results, should not be included in MGE’s cost of service.

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?  

The Staff position is that none of the cost of Southern Union’s New York office be included in MGE’s cost of service, because these costs are not necessary to the provision of service to MGE customers.

Corporate Expenses: Lindemann/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? 

It is the Staff position that the salaries of Southern Union’s Chief Executive Officer/Chairman of the Board and Vice Chairman of the Board be limited to $100,000, prior to allocation to MGE, for inclusion in MGE’s cost of service.  The Staff’s proposed salary for these positions is more than three times the salary paid to other Southern Union Board of Director members.

TARIFF ISSUES
Late Payment Charges

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

Staff ‘s position is that the late payment charge on delinquent bills should be reduced from 1.5% per month to 0.5% per month.  Staff believes that this late payment charge better reflects current interest rates and the cost to the Company to carry a customer’s bill for an additional billing period.  The financial impact of this change is $770,156. 

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?  

Staff’s position is that most of the customer classes are at or near their class revenue responsibility.  Staff does not believe that any revenue shifts between classes is necessary at this time.  However, Staff notes the large difference in revenue requirement between Staff and MGE.  Any change in class revenue responsibility should take into account the impact of the increase in the total and class revenue requirement.  

Fixed Monthly Rate Elements  

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

Staff’s position is that the current rate design should not change, but any customer charges should be proportional to the current levels.  Specifically, Staff proposes that the percent increase in a customer’s total bill be the same as the percent increase of the class.  However, this is complicated by the fact that the cost of gas must be included if one is to reflect a customer’s total bill.  While the inclusion of gas costs complicates the calculation, it results in an increase in the customer charge while insuring that there are no shifts between customers in the same class.  If there is a increase in the revenue requirement but no increase in the customer charge, there will be some customers within the same class that will receive a smaller than average increase on a percentage basis while others will receive a larger than average increase.  Stated simply, there will be winners and losers within the class.  Specifically, lower use customers will be the winners and higher than average use customers will be the losers.

Volumetric Rate Elements   


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

Staff recommends that commodity charges be increased in a similar manner as the Fixed Monthly Rate Elements. 

Miscellaneous Service Charges

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

Staff’s position, after careful review of MGE’s proposed changes for customer connects, standard customer reconnects and transfer fees agrees with the changes except for the charges relating to the reconnect at the curb and at the main which Staff believes should remain the same.  The net effect of these changes results in an increase of $1,259,855.  Staff understands, based upon the rebuttal testimony of MGE Witness F. Jay Cummings, that MGE agrees with Staff’s position on this matter. 

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? 

Staff’s position is that low-income weatherization funding should total $600,000: $150,000 in the Joplin area, to be coupled with the ELIR program; $330,000 in the Kansas City area and $120,000 for the St. Joseph, Warrensburg, Fayette area.  The funding would be part of the overall $0.145 monthly bill adder for all of the Low Income/Energy Efficiency Proposals. 

Experimental Low Income Rate

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

Staff’s position is that the current MGE experimental program be continued with certain additions and modifications.  This program will be funded by the $0.145 residential monthly surcharge.  Staff recommends that the ELIR program remain in effect in Joplin.  

Experimental Energy Efficiency Programs including PAYS 

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

Staff agrees with the proposal for a pilot PAYS® program and the need for continued work on the program to determine how it can be effectively implemented.  Staff proposes a monthly adder of $0.01 per residential customer that would provide approximately $100,000 annually for two years for a PAYS® program.  

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? 

It is the Staff’s position that the Commission should order Southern Union to keep records of the time spent by Southern Union corporate personnel on merger and acquisition related activity.

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 Supply Reliability Analysis (updated every two to three years)?  

It is the Staff’s position that the Commission should order MGE to submit a Natural Gas Supply Plan on an annual basis, and a Natural Gas Supply Reliability Analysis every two to three years, and more frequently if contractual changes or contractual reviews of capacity occur more frequently.  It is Staff’s position that a Natural Gas Supply Reliability Analysis includes a detailed capacity analysis.  

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 lobbying and lobbying related activities? 

It is the Staff’s position that the Commission order MGE to keep detailed time reporting records concerning the time spent by its employees on lobbying and lobbying related activities.

Response Time to Commission-referred Customer Complaints/ Inquiries

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

It is the Staff’s position that MGE be ordered to respond to Commission forwarded customer complaints/inquiries within three business days of receiving the complaint or inquiry.  For interruption of service issues, the response time should be within twenty-four hours.

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 expenses and cost allocation methodology? 

It is the Staff’s position that the Commission should order MGE to file a complete study concerning the impacts of the Panhandle Eastern Pipeline Company acquisition on Southern Union’s administrative and general expenses and cost allocation methodology, as called for in the Stipulation And Agreement in Case No. GM-2003-0238.


WHEREFORE, Staff respectfully requests that the Commission accept the Joint Statement of Issues, Order of Issues, List of Witnesses, Order of Witnesses, and Order of Cross-Examination.  
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