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CLASS COST-OF-SERVICE REPORT 1 

I. Executive Summary 2 

Staff has conducted a Class Cost-of-Service Study in this case and allocated costs to 3 

the customer rate classes of Missouri Gas Energy (MGE or Company). Staff recommends no 4 

shift of cost between the classes.  Staff computed peaks as part of its computation of the Staff 5 

Class-Cost-of-Service calculation.  Upon further investigation, Staff has determined that the 6 

Large Volume Service Customer’s revenue included in the Staff’s Accounting Schedules, was 7 

understated by approximately $3 million.  This has the effect of decreasing the Staff’s overall 8 

revenue requirement by approximately $3 million. 9 

 Staff’s rate design proposal includes the continuance of the Straight Fixed Variable 10 

(SFV) rate for the Residential class and adding the Small General Service (SGS) Class to the 11 

SFV design.  Staff’s review of MGE’s proposal relating to the SGS class indicates that the 12 

SFV rate design would send the proper price signal to this customer class and should be 13 

implemented.  Staff recommends the Large General Service, Large Volume and 14 

Transportation customer classes continue to use the current rate design in place for these 15 

classes. 16 

 Staff supports MGE’s proposed tariff changes.  The first change eliminates the word 17 

“experimental” from the existing School Transportation Program (STP).  The second tariff 18 

change eliminates the Experimental Low Income Rate (ELIR) tariff language.  The third 19 

change involves major modifications to MGE’s existing transport tariff.  Staff is proposing a 20 

change to four miscellaneous tariff rates that include the collection and disconnection charge, 21 

transfer charge, reconnect charge and new connections charge. 22 
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 Staff supports the continued energy efficiency programs MGE currently has in place 1 

and recommends the expansion of these to the SGS class.  Staff is proposing to maintain the 2 

capacity release and off-system sales sharing percentages currently in effect, but is proposing 3 

to change the tiers within the sharing grid to reflect current activity. 4 

II. Class Cost-of-Service 5 

A. Fundamental concepts of gas Class Cost-of-Service  6 

 Cost-of-Service:  total costs, prudently incurred by a utility in providing services to its 7 

customers in a particular jurisdiction. 8 

 Cost-of-Service Study:  a study that analyzes total company costs, adjusts them in 9 

accordance with regulatory principles (annualizations and normalizations), allocates these 10 

costs to the relevant jurisdiction, and compares the allocated costs to the revenues the utility is 11 

generating from its retail rates, off-system sales, and other revenues.  The results of a cost-of-12 

service study are expressed in terms of additional revenue required for the utility to recover its 13 

cost-of-service. 14 

 Class Cost-of-Service (CCOS) Study:  a quantitative analysis of the costs incurred by 15 

a utility to serve its various classes of customers.  A Staff CCOS study consists of these steps:  16 

a) costs are categorized (functionalized) based upon the specific role they play in the 17 

operations of a local distribution company (LDC); b) costs are classified by whether they are 18 

customer related, demand related, or energy related; and, c) functionalized/classified costs are 19 

allocated to customer classes.  The sum of all allocated costs to a customer class is called the 20 

cost-to-serve that class.   21 

 The cost-of-service of each customer class is compared to the annualized, normalized 22 

revenues the utility collects from each class through its rates during the test year, plus each 23 
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class’ allocated share of revenues from off-system sales and other revenues.  The results of a 1 

CCOS study are expressed in terms of additional revenue required from each class for the 2 

utility to recover its cost of serving that class. 3 

 Relationship between Cost-of-Service and CCOS:  conceptually, class cost of service 4 

is a breakdown of the utility’s jurisdictional cost-of-service.  A cost-of-service study 5 

determines what portion of total company costs is attributable to the retail jurisdiction; a 6 

CCOS study determines what portion of retail costs is attributable to each customer class. 7 

 Cost Allocation:  a procedure by which common or joint costs are apportioned among 8 

customers or classes of customers. 9 

 Cost Functionalization:  the grouping of rate base and expense accounts according to 10 

the specific function they play in the operations of an LDC.  The most aggregated functional 11 

categories are production, storage, transmission, distribution, customer accounting expenses, 12 

and other costs.   13 

 Customer Class:  a group of customers with similar characteristics (usage patterns, 14 

conditions of service, usage levels, etc.) that are identified for the purpose of setting rates for 15 

gas service. 16 

 Rate Design:  (1) a process used to determine the rates for a gas utility once total cost-17 

of-service is known; (2) characteristics such as rate structure, rate values and availability that 18 

define a rate schedule and provide the instructions necessary to calculate a customer’s gas bill.   19 

 Rate Design Study:  while a CCOS study focuses on the revenue responsibility of 20 

customer classes, a rate design study focuses on the equitable pricing of the utility service 21 

provided to individual customers within each class.  The rate design process attempts to 22 

recover costs in each time period (e.g., summer/winter or on-peak/off-peak) from each rate 23 
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component for each customer in a way that equates the cost of providing service with the 1 

amount the customer is billed in accordance with the rate schedule. 2 

 Rate Schedule:  one or more tariff sheets that describe the availability requirements 3 

and prices applicable to a particular type of retail gas service.  A customer class used in a 4 

CCOS study may consist of one or more rate schedules. 5 

 Rate Structure:  rate structure is composed of the various types of monthly prices 6 

charged for the utility’s products.  At the most basic level there are:  a) customer charges, a 7 

fixed dollar amount to be paid each month irrespective of the amount of the product taken; b) 8 

usage (energy) charges, a price per unit charged on the total units of the product consumed 9 

over the month; c) purchased gas adjustment (PGA) charges, which is a price per unit “pass-10 

through” of gas costs; and, d) demand charges, a price per unit charge for gas consumed over 11 

a 24-hour period of time.  One criterion for determining the appropriate rate structures is the 12 

accuracy with which the structure tracks costs.  Another criterion deals with the ease or 13 

difficulty in administering the rate, as well as the customer’s understanding of how the rate 14 

structure works, i.e., what causes the customer to incur a higher or lower monthly bill. 15 

 Rate Values (Rates):  the per-unit prices the utility charges to provide service to its 16 

customers.  Rates are expressed as dollars per unit of volume (Ccf, Mcf) or per unit of energy 17 

(MMBtu, therm), etc. 18 

 Tariff:  a document filed by a regulated entity with either a federal or state 19 

commission; it lists the rates (prices) the regulated entity will charge to provide service to its 20 

customers as well as the terms and conditions that it will follow in providing service. 21 
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Units of Measurement: 1 
 2 
 Btu:  British thermal unit. 3 
 4 
 MMBtu:  one million Btus.  One MMBtu is approximately the amount of energy 5 
contained in 1,000 Cf (or 1 Mcf) of natural gas, 83.3 pounds of coal, 10.917 gallons of 6 
propane, 8 gallons of gasoline, or 293.083 kWh or electricity. 7 
 8 
 Cf:  a unit of volume of one cubic foot of natural gas, which contains approximately 9 
1,000 Btus of energy. 10 
 11 
 Therm:   100,000 Btus of energy, approximately equal to the energy contained in 100 12 
Cf  of natural gas. 13 
 14 

B. General Description of the CCOS study filed in GR-2009-0355 15 

The purpose of the Staff’s CCOS study is to provide the Commission with a 16 

measure of relative class cost responsibility for the overall revenue requirements of MGE.  17 

For individual items of cost, the responsibility of a certain class of customers to pay that cost 18 

can be either directly assigned to a class or classes or allocated between the classes using 19 

reasonable methods for estimating the class responsibility for that item of cost.  The results 20 

are then summarized so that they can be compared to revenues being collected from each 21 

class on current rates.  The difference between a particular customer class’ costs responsibility 22 

and the revenues generated by that customer class is the amount that class is either paying in 23 

excess of its costs (revenues greater than costs) or less than its costs (revenues are less than 24 

costs). 25 

The annualized usage levels and customer bill counts for the Residential Service 26 

(RES), Small General Service (SGS), and Large General Service (LGS) classes were provided 27 

by Staff witness Amanda C. McMellen, and those for the Large Volume Service (LVS) class 28 

were provided by Staff witness Anne E. Ross.  The class peak demand levels for RES, SGS, 29 

LGS and LVS customers were provided by Staff witness Daniel I. Beck.  All accounting 30 



 

6 

information was developed using costs and revenues produced by the Public Service 1 

Commission (PSC) Auditing Department, which are based upon a test year ending December 2 

31, 2008, updated for known and measurable changes through April 30, 2009, except for LVS 3 

revenues, which were developed by Staff witness Anne E. Ross, and differ from LVS 4 

revenues in the Staff’s previously filed EMS run by an additional $3,140,296.    5 

C. Customer Classes  6 

The Staff analyzed the costs and revenues of the following customer classes:   7 
 8 

 Residential Service (RES) 9 
 Small General Service (SGS) 10 
 Large General Service (LGS) 11 
 Large Volume Service (LVS) 12 
  13 

These classes correspond to MGE’s current customer classes.  The RES class is 14 

available to residential customers for non-business, non-commercial or non-industrial use at a 15 

single point of delivery.  The SGS class is comprised of those small non-residential customers 16 

with usage through a single point of delivery consisting of not more than 10,000 Ccf per 17 

month.  LGS customers are those non-residential customers with a single point of delivery 18 

whose usage is greater than 10,000, but not greater than 30,000 Ccf per month, and those who 19 

exceed 30,000 Ccf in any one month in a twelve-month billing period.  LVS customers are 20 

those whose usage at a single address or location the Company expects will exceed 15,000 21 

Ccf in any one month of a 12-month billing period.   22 

 The Company’s costs were first categorized into functional areas that are to be 23 

allocated in the same way.  This is referred to as cost functionalization.  The rate base and 24 

expense accounts are assigned to one of the following functional categories:  Storage, 25 

Distribution Mains, Distribution Measuring and Regulating, Purchased Gas Related, 26 

Distribution Meters, Distribution Regulators, Distribution Services, Customer Related, 27 
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Billing, Meter Reading, Assigned RES, SGS, and LGS, Assigned LGS and LVS, and 1 

Revenue Related.   2 

 Those costs which cannot be directly assigned into any of these specific functional 3 

categories are divided among several functions based upon some relational factor.  For 4 

example, it is reasonable to assume that property taxes are related to gross plant costs and can 5 

therefore be functionalized in the same manner as gross plant costs. 6 

 The allocation factor for Distribution Mains, as well as those for Distribution Meters, 7 

Distribution Regulators, and Distribution Service Lines were determined by using the 8 

allocation factors developed by Staff witness Daniel I. Beck.  Meter Reading costs were 9 

allocated using weighted customer numbers.  Revenue Related costs were allocated based 10 

upon the Staff’s annualized margin revenues.   11 

 The results of the Staff’s CCOS study for MGE is shown on Schedule TAS 1-1.  The 12 

CCOS study is presented in terms of class revenue requirements before any increase in the 13 

Company’s respective revenue requirements.  These results show that RES class revenues are 14 

slightly insufficient to cover their costs, while the SGS is overpaying the cost to serve them, 15 

and LGS and LVS are underpaying.  Staff’s recommendation, based on the CCOS study is to 16 

not make any revenue shifts among classes at this time. 17 

Staff Expert: Thomas A. Solt 18 
 19 
III. Allocations 20 

The allocation factor for Distribution Mains that was developed by the Staff is Stand 21 

Alone/Integrated System factor.  To determine the split between the Stand Alone and 22 

Integrated System components, the Staff analyzed data from a random sample of customers 23 

for the four customer classes to estimate the length of main required to extend the system to 24 
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that customer and used cost data provided by the Company.  The Stand Alone cost component 1 

was then allocated to the classes using the same length and cost data.  The Integrated System 2 

component was allocated using a Capacity Utilization factor.  This Capacity Utilization factor 3 

uses estimated monthly peak day loads for each month of the year to estimate each class’s 4 

year round use of the system.  The month with the lowest system peak would be 5 

proportionally assigned to each class that used natural gas on that peak day and would reflect 6 

that this peak usage is needed for all months of the year.  For all other months, the 7 

incremental system load (the difference from the previous month to the next month) is 8 

assigned proportionally to each class that used natural gas on that peak day and would reflect 9 

that this peak usage is needed for one to eleven months of the year.  The resulting allocation 10 

factor is a value that is between the percent of volumes used by each class and the percent of 11 

peak usage on the peak day of the year by each class.  12 

For the allocation of Distribution Meters, Distribution Regulators, Distribution Service 13 

Lines, Billing and Meter Reading, a weighted customer allocator was used.  Data from the 14 

Company was used to develop the weights.  For all allocators, the Residential Class is 15 

assumed to have a weight of 1 and the other classes typically had values greater than or equal 16 

to 1.  For example, the Small General Service Class was given a weight of 2.57 based on data 17 

obtained from the sample to reflect the fact that its meters typically cost more than a 18 

residential meter.   19 

Staff Expert: Daniel I. Beck 20 
 21 
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IV. Rate Design 1 

A. Large Volume Transportation and Sales Service Peak Demand 2 

The LVS customers’ peak day demand was estimated, and this was provided to Staff 3 

witness Daniel I. Beck.     4 

The LVS customer class contains commercial and industrial customers, whose 2008 5 

usage ranged from around 16,000 Ccf to over 17,000,000 Ccf in the test year.  There are 6 

several schools and large retail operations in this class that appear to be weather sensitive.  7 

Other customers, such as large industrial customers, or concrete plants, are not.  The first step 8 

in calculating a peak day demand was to separate customers into two groups – one group 9 

containing the customers who appeared to be weather sensitive, and a second group that 10 

contained the remainder of the LVS customers.  11 

The test year usage of customers who appeared to be weather sensitive was weather-12 

normalized as described in the staff cost-of-service report filed on August 21, 2009, in this 13 

case.  A product of the Staff’s weather normalization analysis is an estimate of peak day 14 

usage; this number was used to represent the weather-sensitive customers’ usage contribution 15 

to the LVS class peak demand. 16 

The remaining customers’ January and December monthly usage was added together 17 

and divided by 2 to determine an average month’s usage, then divided by 22 to reflect the fact 18 

that some of these customers do not operate on weekends and/or holidays that occur in 19 

December and January.  The result of this calculation was added to the estimate of the LVS 20 

weather-sensitive usage, and given to Staff witness Daniel I Beck to use in the calculation of a 21 

Distribution Mains allocator for the Staff class cost-of-service.  22 

 23 
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 1 

B. MGE’s Proposed Residential Rate Design 2 

 MGE proposes that the current Straight Fixed Variable (SFV) Residential rate 3 

structure be continued.  This rate design recovers non-gas costs through a monthly fixed 4 

charge.  The customers’ gas costs are recovered through the per-unit PGA charge.   5 

Staff supported this rate design in the previous rate case, and continues to do so.     6 

 Collection of the Residential customers’ cost-of-service in a fixed monthly Delivery 7 

Charge is an equitable and reasonable way to recover costs from the customers in this class.  8 

This rate design reflects the fact that a difference in the cost of serving two Residential 9 

customers is not driven by the size of the customer’s load; in fact, the difference between 10 

individual Residential customers’ annual volumes is miniscule when you consider the fact 11 

that the largest customer on the MGE system used over 17 million Ccf in the test year, while 12 

the average Residential usage is 885 Ccf per year.    13 

 While Staff is aware that any LDC is going to have a few mansions in its Residential 14 

customer class, huge Residential customers are the exception, rather than the rule, and it 15 

muddies the waters to point to those few, when trying to design fair rates for the majority of 16 

the customers in this class.  The majority of customers in the Residential class fall within a 17 

relatively small band of usage, and Staff has not seen any evidence that a difference of a few 18 

hundred Ccf per year creates a difference in the costs incurred to serve two customers.  Any 19 

difference in the cost to serve two Residential customers is more likely driven by factors other 20 

than customer size, such as distance from the transmission pipeline, customer density in the 21 

area, the terrain in the customer’s geographical area, or the exact age and depreciated cost of 22 

the equipment serving the customer.  Traditionally, we do not charge Residential customers 23 
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different amounts to reflect these factors, and Staff does not propose that we begin doing so 1 

now.   2 

 The SFV rate design more closely aligns the Company’s and customers’ interests 3 

regarding conservation, and enables MGE to actively promote conservation without harming 4 

their shareholders because revenues from Residential customers  no longer depends on 5 

Residential customers’ usage.  Before this rate design went into effect in the last MGE rate 6 

case, cost recovery and profits were directly tied to the amount of natural gas MGE’s 7 

customers used, so MGE had no incentive to educate or assist its customers regarding 8 

conservation measures; in fact, by doing so, the Company was actually harming its 9 

shareholders by lowering its ability to recover its cost of service.    10 

Concurrent with the SFV rate design’s adoption, MGE began researching and 11 

implementing energy efficiency programs for its Residential customers.  These energy 12 

efficiency programs are available to all Residential customers as the result of a fund of 13 

$750,000 that was authorized by Commission Order for this purpose in the previous rate case.  14 

These programs were developed with the assistance of the Energy Efficiency Collaborative 15 

(EEC) established for this purpose by Commission Order in Case No. GT-2008-0005, filed 16 

subsequent to the previous rate case.  The programs developed by the EEC have been 17 

coordinated with the City of Kansas City’s Metropolitan Energy Center, the Kansas City 18 

Power & Light Company, The Empire District Electric Company and other agencies and 19 

organizations in the MGE service area.  Thus the SFV rate design has resulted in the 20 

establishment of energy efficiency programs and the promotion of energy efficiency in the 21 

MGE service area.  Consequently, Staff is of the opinion that the SFV rate design should be 22 

continued along with the $750,000 of funding for energy efficiency programs.  The 23 
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Unanimous Stipulation and Agreement (Agreement) in Case No. GT-2008-0005 established 1 

the EEC.  Section II.3 of the Agreement contains a sunset provision for the EEC so that it will 2 

discontinue when the rates become effective as a result of this rate case.  Staff concurs with 3 

this provision of the Agreement that the EEC has served its purpose and does not need to 4 

continue. 5 

 The SFV rate design provides an appropriate price signal to prospective customers, 6 

thus protecting current customers.  When a new customer hooks up to the MGE system, there 7 

are costs involved – both immediate and long-term.  As discussed above, these costs are not 8 

driven by the amount of gas the individual Residential customer will use. 9 

 For example, the utility must run pipe to connect the customer to its distribution main, 10 

provide metering equipment, etc, for these customers; and this cost investment does not vary 11 

based on whether the customer plans to use gas only to barbecue a steak or heat their home.  12 

The smallest diameter service line and meter is sufficient to serve the load generated by 13 

existing Residential end-uses, such as space- or water-heating, gas fireplaces or barbecues, 14 

dryers, and stoves. 15 

 When making long-term investment decisions, the utility must take into account the 16 

ability of Residential customers to change their end-use gas consumption at any time, making 17 

it  impossible to predict exactly what each individual household is going to ‘need’ from the 18 

local distribution system in the future.  Furthermore, the consequences of missing the mark in 19 

sizing equipment are expensive – for example, even if it was possible to exactly size a main to 20 

meet expected future demand, it would be very expensive to dig up and install a new main if 21 

any Residential customer’s usage increased or decreased in the future.  Thus, even in the long-22 

term, the investments that MGE makes to serve its Residential customers will not exactly 23 
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reflect the amount of gas each customer uses.  Many of the capital investments have an 1 

expected life of over 40 years    2 

 When a very small user pays a volumetric rate, they underpay their share of these 3 

costs, and Residential customers using more than the average pay more than their share. 4 

A fixed charge which accurately reflects the nature of the cost MGE incurs to serve a 5 

Residential customer sends a clear price signal to a customer who is making their energy 6 

decisions as to costs and benefits of that decision.  It is illogical to hook up a customer who 7 

clearly will not pay their cost of service, and it is unfair to allow one customer to take service 8 

while expecting another Residential customer to pay for that service. 9 

C. MGE’s Proposed SGS and LGS Class Restructuring 10 

MGE proposes that the Company’s existing Small General Service and Large General 11 

Service rate classes be restructured.   12 

Currently, a customer is served in the Small General Service rate class if their usage 13 

does not exceed 10,000 Ccf in any one month.  Under the Company’s proposal, a customer 14 

will be classified as Small General Service if their usage is less than 10,000 Ccf on an annual 15 

basis.   16 

 A customer is currently served in the LGS rate class if their usage exceeds 10,000 Ccf 17 

in at least one month, but does not exceed 30,000 Ccf in any month.  Under the Company’s 18 

proposal regarding usage requirements for the Large General Service rate, an LGS customer 19 

will be one whose annual usage exceeds 10,000 Ccf, but whose usage does not exceed 30,000 20 

Ccf in any one month. 21 
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Staff has reviewed the Company’s analysis of the current and proposed customer 1 

classes, and believes that the proposed parameters for the SGS and LGS customer classes are 2 

reasonable because they provide for a more homogenous customer class. 3 

D. MGE’s Proposed Rate Design for the ‘New’ SGS Class 4 

MGE has proposed recovering the non-gas costs from its newly defined SGS class via 5 

a flat monthly charge.  Staff agrees that this is an appropriate and fair method to use for this 6 

class.  SGS customers have more end-use options than Residential customers, such as large 7 

fryers, dishwashers, or water heating for restaurants and laundries, but many of these are 8 

small business customers that only use natural gas for space heating.  The customer loads are 9 

small, and the difference between two customers’ loads even smaller. If there is any real 10 

difference in the cost to serve any two customers, it is likely driven by factors other than 11 

customer size, such as distance from the transmission pipeline, customer density in the area, 12 

the terrain in the geographical area surrounding the customer, or the exact age and depreciated 13 

cost of the equipment serving the customer.  Traditionally, we do not charge different rates to 14 

reflect these factors, and Staff does not propose that we do so now.   15 

E. MGE’s Proposed Rate Design for the ‘New’ LGS Class 16 

MGE has proposed that the customers in the restructured LGS class pay an increased 17 

share of their costs in the form of a fixed charge, with the remainder of these customers’ cost-18 

of-service collected in a two-block volumetric rate.  Staff has reviewed the Company’s 19 

proposal, and concurs. 20 

F. MGE’s Proposed Rate Design for the LVS Class 21 

MGE has proposed an equal percentage increase to the non-gas rate components for 22 

the LVS customers.  Staff believes that this proposal is reasonable, but asks that MGE commit 23 
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to performing costs studies in the next rate case that can be used to determine whether this 1 

class should be further separated on the basis of size or load factor.   2 

G. Elimination of the Winter/Non-Winter Difference in the SGS, LGS, and 3 
LVS Non-Gas Rates 4 

 5 
 Staff believes that it is appropriate to eliminate the seasonal differential in MGE’s 6 

non-gas rates. 7 

Staff Expert: Anne E. Ross 8 

V. Peak Calculation & Energy Efficiency 9 

A.  Weather-Normalized Coincident Peak Day Demand  10 

Staff determines weather-normalized coincident peak day demand by customer class.  11 

Staff calculates the estimated usage per firm customer by customer class based on Staff 12 

witness Manisha Lakhanpal’s computed normally occurring monthly or winter season 13 

(December – February) coldest days.  The estimated use per customer per day is based on the 14 

regression of monthly use per customer per day and monthly heating degree days (HDD).  15 

The daily peak is the highest daily load or draw of natural gas on a system and the demand is 16 

the rate or amount of natural gas used on that day.  My estimates of each class customers’ 17 

natural gas peak usage -- residential (Schedules 4.1 – 4.3), small general service (Schedules 18 

4.4 – 4.6) and large general service (Schedules 4.7 – 4.9) -- are at the time (coincident) of a 19 

utility’s system daily peak. 20 

Staff estimates weather-normalized coincident peak day class demands because these 21 

estimates determine the relative responsibility of the residential, small general service, and 22 

large general service customers for that estimated single-day system peak.  For cost-of-service 23 

studies, it is important to determine each class’ contribution to the peak day responsibility. 24 
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Schedules 4.1 – 4.9, attached to this testimony, contains the estimated 1 

weather-normalized coincident peak day natural gas usage in Ccf per customer by billing 2 

month and customer class for MGE’s Joplin, Kansas City, and St. Joseph geographic regions.  3 

This information was provided to Staff witness Daniel I. Beck of the Commission’s Energy 4 

Department, Engineering Analysis Section for his calculation of total peak day demand across 5 

MGE’s firm customer classes. 6 

B. Energy Efficiency Programs and Collaborative 7 

As a result of the Commission’s Report and Order (Order) in Case No. 8 

GR-2006-0422, Natural Gas Conservation Programs were funded through rates at $705,000 9 

annually.  Subsequently, MGE filed tariff sheets to establish Residential Natural Gas 10 

Conservation Initiatives.  The Office of the Public Counsel filed a Motion to Suspend Tariff 11 

and Motion to take Administrative Notice.  This resulted in the Commission’s Order 12 

Approving Unanimous Stipulation and Agreement (Agreement) in Case No. GT-2008-0005, 13 

which established an Energy Efficiency Collaborative (EEC) to oversee the design and 14 

implementation of MGE’s energy efficiency programs.  The charter members of the EEC are 15 

MGE, Commission Staff, Public Counsel, and Department of Natural Resources.  In the 16 

Unanimous Stipulation and Agreement in Case No. GT-2008-0005, Provision II.3 provides, 17 

“The provisions of this Stipulation and Agreement will no longer be effective as of the date 18 

that new rates become effective for MGE as a result of a future general rate proceeding.”  19 

Staff concurs with this provision that the EEC established as a result of Case No. GT-2008-20 

0005 should no longer be in effect as of the date when new rates from this case become 21 

effective.  Staff does support the continued funding of $705,000 for energy conservation 22 

programs and $45,000 for education on energy conservation.  As a result of the EEC, Applied 23 
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Energy Group (AEG) produced a study to develop, implement, and evaluate a High 1 

Efficiency Natural Gas Water Heating and Space Heating Incentive Program, a Home 2 

Performance with Energy Star® Program, and an Outreach and Education Program.  MGE has 3 

subsequently filed tariff sheets and received Commission approval for these programs.  As a 4 

result of these actions, it is appropriate for the EEC to cease as provided in Section II.3 of the 5 

Agreement.  The funding for Conservation and Education as provided in the Order should 6 

continue, and additional programs should be developed for the residential customers and the 7 

other customer classes.  Similarly, the Weatherization Program in the MGE tariff has been 8 

effective in improving the energy efficiency of the homes of income eligible customers, and 9 

the funding of $750,000 annually for the program should be continued. 10 

Staff Expert: Henry E. Warren 11 

VI. Miscellaneous Tariff Issues 12 

A. School Transportation Program / Eliminates the Experimental Low 13 
Income Rate / Transport Tariff 14 

 15 
1. Elimination of “Experimental” From the Title of the Existing School 16 

Transportation Program (STP) 17 
 18 

  Staff agrees with MGE’s proposal to eliminate the word “experimental” from 19 

the existing STP.  The program is no longer experimental as it has been in place for 20 

approximately six years and the Legislature has extended the program “until terminated by 21 

the commission.”  (§ 393.310.7)    22 

2. Elimination of the Experimental Low Income Rate (ELIR) tariff language 23 
 24 

  In its September 21, 2004 Report & Order (in Case GR-2004-0209), the 25 

Commission concluded the ELIR was not working as intended and permitted it to expire:   26 

The ELIR is an interesting attempt to make natural gas bills more affordable 27 
for low income customers while ultimately saving money for MGE and its 28 
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other ratepayers by reducing expenses that result from bad debts. However, it 1 
is only an experimental program and it has had problems. For example, 2 
nearly half of the participants that initially entered the program dropped out by 3 
January 2004.144.  The Commission is not willing to pour more ratepayers 4 
funds into this program, particularly without the agreement of MGE. The 5 
Commission will allow the program to continue in its current form 6 
through July 2006, or until funding runs outs, which ever occurs first. 7 
(emphasis added) 8 
 9 

  The program has ended and Staff concurs with MGE’s proposal to eliminate 10 

the ELIR tariff language.   11 

3. Proposed Changes to MGE’s Commercial Transport Cash-Out Provisions 12 
 13 

  While there are a number of language changes spread throughout the 14 

“Transportation Provisions” (TRPR) section of the tariff (pages 59 through 67), the most 15 

significant changes in the transportation tariff are: 16 

• MGE proposes to reduce the “Tolerance Levels” for imbalances used to 17 

determine the price a transport customer receives when selling excess gas to 18 

MGE, or pays when buying needed gas from MGE. (Proposed Tariff Sheet 19 

Nos. 61.1 & 61.2) 20 

• MGE proposes to eliminate the existing tariff clause requiring MGE to pay the 21 

transport customer “the firm transportation charges included in the current 22 

PGA rate to bring the gas to the Company’s system”. (Current Tariff Sheet No. 23 

61.2)  24 

• MGE proposes to change the mathematical formula used to calculate the 25 

imbalance percentage used in the Cash-Out mechanism. (Proposed Tariff Sheet 26 

No. 61.1 & 61.2) 27 

• MGE proposes to change the existing language addressing the under-28 

nominated price for gas purchased from MGE by transport customers to “the 29 
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higher of the index price for the business month or the index price of the month 1 

immediately following the business month”. (Proposed tariff Sheet No. 61.2) 2 

• MGE also proposes to change the existing language addressing the over-3 

nominated price” for gas sold to MGE by transport customers to “the lower of 4 

the index price for the business month or the index price of the month 5 

immediately following the business month.” (Proposed tariff Sheet No. 61.2) 6 

 Each of these proposed changes is discussed below.  7 

Transport Tariff Background and Application  8 

 The transport tariff is applicable to those customers (usually large industrial or 9 

institutional customers) who buy their gas from a party other than MGE – referred to as “the 10 

supplier.”  Transport customers continue to use MGE’s pipeline system to deliver the gas to 11 

their premises.    12 

 The charge for delivery is reflected in the transportation tariff rates of MGE.  A 13 

customer is said to over-nominate or under-nominate when the transport customer’s actual 14 

consumption of gas either exceeds, or is less than, the volume of gas delivered to MGE’s 15 

system.  While over-nominations/under-nominations are not totally avoidable, the transport 16 

customer, or its agent, has control over the amount of gas it orders for delivery to MGE’s 17 

system.  In its response to Staff DR 129, MGE states: “The party making the nominations is 18 

responsible for balancing the requirements of usage, nominations and transportation.”  Staff 19 

agrees with MGE that the party responsible for imbalances should be accountable. 20 

 When transport customers either under-nominate or over-nominate, MGE needs a 21 

method to correct the imbalances.  MGE uses “cash out” to bring imbalances to zero at the 22 

close of the month.  Although the term for “settling up” under-nominations or over-23 
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nominations is “cash out”, cash “flows in” to MGE when MGE sells gas and “flows out” 1 

when MGE buys gas. 2 

 This financial settlement of imbalances takes place at the end of each month based on 3 

the net imbalances occurring during the month.  This monthly method of basing compensation 4 

on net imbalances allows transport customers an opportunity to eliminate any cumulative 5 

imbalances occurring during the month.  6 

 MGE uses an index price to determine the price of the gas when it pays a customer for 7 

excess gas, or when it charges a transport customer for gas MGE supplies.  Currently, the 8 

same index price is used when the transport customer buys or sells gas to correct an 9 

imbalance. 10 

 The current tariff describes the “index price” as follows: 11 

(a) Index Price: The index price shall be determined as the arithmetic 12 
average of the first-of-the-month index prices published in Inside 13 
F.E.R.C.’s Gas Market Report for the month immediately following 14 
the month in which the imbalance occurred, for 15 

 16 
Southern Star Central Gas Pipeline, Inc. f/k/a Williams Gas 17 
Pipeline Central Inc. (Texas, Kansas, Oklahoma) (If Inside 18 
FERC’s Gas Market Report does not publish an index price for 19 
Southern Star, then the alternate index price approved by FERC 20 
for use by Southern Star Central will be substituted.) 21 
And Panhandle Eastern Pipe Line Company (Texas and 22 
Oklahoma) (Sheet No. 61.3) 23 

 24 
 Generally, when MGE sells more gas than nominated to a transport customer, MGE is 25 

diverting gas intended for its “firm” customers.  Likewise, when MGE purchases excess gas 26 

from transport customers, that gas will, likely, be resold to “firm” customers.  Even when this 27 

scenario is not physically true, the financial impact occurs when the dollars of the transaction 28 

are “flowed through” the PGA pricing mechanism.     29 
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 Staff Conclusions and Recommendations on the Proposed Transport Tariff 1 
Changes  2 

 The ability of transport customers to buy and sell gas from MGE is far more beneficial 3 

to the transport customer than to MGE or its “firm” customers.  Therefore, it is reasonable to 4 

protect the interests of the “firm” customer by requiring transport customers to be responsible 5 

for correcting imbalances. Staff recommends the Commission adopt MGE’s proposed 6 

changes to the “cash-out” tariff provisions to insulate the “firm” customers from the activities 7 

of the transport customers.   8 

 Detailed Discussion of the Proposed Transport Tariff Changes 9 

 Provided below is a detailed discussion of Staff’s analysis of the major transportation 10 

tariff changes for over-nominations or under-nominations of gas. 11 

 While it is inevitable that a transport customer’s daily shipments of gas on MGE’s 12 

system, will not exactly match the transport customer’s actual, daily usage, careful planning 13 

should, under normal circumstances, keep the amount of variance small.  Even if 14 

uncontrollable events take place on a specific day that affect the daily imbalance, MGE’s 15 

methodology allows the transport customer to take corrective action in subsequent days.  The 16 

only exception is if the negative event occurs at the end of the month.  The point is, careful 17 

planning can generally avoid imbalances and, in many cases, the opportunity for correction is 18 

readily available, while continuous, significant variances (either way) are more attributable to 19 

the actions or inactions of the transport customer or its agent.    20 

 Under normal circumstances, MGE plays little or no role in the amount of variance 21 

between what the transport customer nominates, and what the transport customer actually 22 

uses.  Further, MGE lacks the ability to “fix” a transport customer’s imbalance.  When over-23 
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nominations or under-nominations occur, these errors in estimates are the responsibility of the 1 

transport customer, not MGE.    2 

 Reduced Tolerance Levels 3 

 It is typical in designing imbalance compensation mechanisms to incorporate a 4 

provision that correlates increasing “penalties” with increasing imbalances (measured as the 5 

difference between the transport customers nominated amounts and actual usage amounts).  6 

MGE and its “firm” customers typically have no control over a transport customer’s 7 

imbalances.  The higher a transport customer’s imbalance, the greater the obligation imposed 8 

on MGE and MGE’s “firm” customers to offset the imbalance.  Correlating increasing 9 

“penalties” with increasing imbalances is theoretically sound because a system of increasing 10 

penalties acts as a deterrent to high imbalances.  It is appropriate to have transport customers 11 

incur a larger percentage of discounts, if MGE is forced to absorb a larger percentage of 12 

excessive (unwanted) gas shipped from a shipper.  If MGE is forced to sell a larger percentage 13 

of gas initially purchased for the firm customer, then the transport customer who receives that 14 

diverted gas, should pay higher premiums.   15 

 Under -Nomination 16 

 In under-nomination situations, the transport customer purchases gas from MGE. 17 

The proposed “Tolerance Levels” set forth in the tariff, are being reduced as follows: 18 

(i) (Under-nominated Receipts) 19 
If Company’s retainage-adjusted receipts (nomination) for the customer 20 
are less than deliveries (usage) to the customer (Under-nominated), the 21 
customer or the customer’s agent shall pay: 22 

 23 
1.00 times the index  Under-nominated Cash Out Price for each MMbtu 24 
of imbalance up to and including 10% 5% of usage nominations, plus 25 

 26 
1.20 times the index Under-nominated Cash Out  Price for each MMbtu 27 
of imbalance which is greater than 10% 5%, up to and including 15% 28 
10% of usage nominations, plus  29 
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 1 
1.40 times the index Under-nominated Cash Out Price for each MMbtu 2 
of imbalance which is greater than 15% 10% of usage nominations, 3 
plus  4 

 5 

The “strike-through” percentage currently represents the tariffed Tolerance Level while the 6 

“blue” percentage represents MGE’s proposed Tolerance Level.   7 

 Over-Nomination  8 

In over nominated situations, the transport customer sells gas to MGE. 9 

 The proposed “Tolerance Levels” set forth in the tariff, are being reduced as follows:  10 
 11 

(ii) (Over-nominated receipts)      12 
  13 

If Company's retainage-adjusted receipts (nomination) for the customer 14 
exceed deliveries (usage) to the customer (Over-nominated), the 15 
customer or the customer’s agent shall receive: 16 

 17 
1.0 times the index Over-nominated Cash Out Price  for each MMbtu 18 
of imbalance up to and including 10% 5%, of usage nominations, plus  19 

 20 
0.8 times the index Over-nominated Cash Out Price  for each MMbtu 21 
of imbalance which is greater than 10% 5%, of  usage nominations, up 22 
to and including 15% 10%, plus 23 

 24 
0.6 times the index Over-nominated Cash Out Price for each MMbtu of 25 
imbalance which is greater than 15% 10%, of usage nominations, plus 26 

 27 
 The “strike-through” percentage currently represents the tariffed Tolerance Level 28 

while the “blue” percentage represents MGE’s proposed Tolerance Level.  29 

 The following tables summarize MGE’s proposal to “shrink the tolerance levels” 30 

(reduce the thresholds for “penalties”) from existing levels as part of this filing:  31 

  32 
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Proposed Changes in Over-Nomination 1 

 (In over nominated situations, the transport customer sells gas to MGE.) 2 

Proposed Tolerance Current Tolerance Difference 

 

Percentage of the 

Price Index  Paid 

0% up to 5% 0% up to 10% 5% less 100% 

5% up to 10% 10% up to 15% 5% less 80% 

10% or more 15% or more 5% less 60% 

 Proposed Changes in Under-Nomination 3 

In under nominated situations, the transport customer purchases gas from MGE. 4 

Proposed Tolerance Current Tolerance Difference 

 

Percentage of the 

Price Index  Charged 

0% to 5% 0% to 10% 5% less 100% 

Above 5% to 10% Above 10% to 15% 5% less 120% 

Above 10%  Above 15%  5% less 140% 

  5 

 Staff supports the change in tolerance levels proposed by MGE.   6 

Changing the Formula of Calculating the Imbalance Percentage  7 

 MGE proposes to change the calculation that determines the imbalances percentage.  8 

MGE’s proposed change affects only the denominator of the imbalance percentage formula.  9 

MGE proposes that actual usage replace nominations in the denominator of the formula.  10 

Under the existing tariff, the numerator of the calculation for the imbalance percentage is the 11 
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difference between nominations and actual usage while, the denominator of the formula is a 1 

customer’s actual nominations.   2 

 The significance of the proposed change is that the formula, once changed, would 3 

measure imbalances relative to actual usage, rather than imbalances relative to nominations.   4 

 While not in opposition to the proposed change in calculation, Staff notes what MGE 5 

is proposing is unique.  Currently AmerenUE, Empire and Atmos utilize nominations as the 6 

denominator in their calculations for cash-out premiums, consistent with MGE’s current tariff.  7 

MGE would be the first to use an alternative to the nominated amount of gas as the 8 

denominator in these calculations, when determining the degree of penalty to impose, and 9 

replace the customer’s “actual usage” in the denominator when calculating the percentage that 10 

determines the magnitude of penalty.     11 

 Staff’s analysis is that this change has little overall impact on transport customers and 12 

the PGA.  MGE claims that from January to May 2009, if the proposed method of calculation 13 

(actual usage replacing nomination in calculating percentage) had been in place, such “a 14 

change would result in MGE billing the transport customer $5,655.04 less in cash out fees.”  15 

(Emphasis added). (See MGE’s Response to DR 0183)  This supports Staff’s contention that 16 

this change has little overall impact.  17 

 Staff can detect no dramatic impact from allowing MGE to convert to using “actual 18 

usage”, from “nominations”, in the denominator of the imbalances formula.  Staff 19 

recommends MGE be allowed to revise its initially-proposed method of calculation.        20 

 Elimination of Transportation Charge for Over Nominations  21 

 MGE’s justification for stopping the practice of paying transport customers the PGA 22 

transport charge is as follows: 23 
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MGE has also removed the PGA transportation component when purchasing 1 
monthly cash out supply. MGE has already incurred this cost in the PGA and 2 
does not require this additional cost to purchase incremental supplies for the 3 
commodity customer. These provision changes will reduce the impact of cash 4 
out to MGE commodity customers. 5 
 6 
(Direct Testimony –Michael R. Noack / Page 25 Lines 15-19)  7 
 8 

 Staff concurs in this position.  MGE has sufficient capacity on the pipeline to meet its 9 

needs.  If MGE has purchased the capacity to meet its long-term needs, there is no need to 10 

utilize the transport customer’s capacity.  MGE buys capacity based on its maximum demand 11 

calculation.  Very seldom does MGE meet its maximum load.  There is no avenue for MGE to 12 

“ratchet down” the capacity to meet short-term volumes being shipped.  In short, MGE gains 13 

nothing by the transport customer using its own facilities to deliver the unwanted gas. 14 

 The current tariff language is as follows: 15 

(ii) (Over-nominated receipts)   16 
 17 

If Company's retainage-adjusted receipts (nomination) for the customer 18 
exceed deliveries (usage) to the customer (Over-nominated), the 19 
customer or the customer’s agent shall receive: 20 

 21 
The firm transportation charges included in the current PGA rate 22 
to bring the gas to the Company’s system (Emphasis Added) (Sheet 23 
No. 61.2) 24 

 25 
 MGE proposes to eliminate the bold language and to cease paying transport customers 26 

MGE’s PGA transportation charge when the transport customer over nominates gas.  27 

 Elimination of the existing tariff clause requiring MGE to pay the transport customer 28 

the “firm” transportation charges included in the current PGA rate will likely have a 29 

significant effect.  Staff’s calculation shows that between July 2007 and May 2008, MGE paid 30 

transport customers (in composite) **  ** in transport charges for over nominations.  31 

The biggest, single transport customer was paid **  ** in transport charges during 32 

NP 
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that time period.  This change in tariff language would have reduced the PGA gas costs of the 1 

firm customers by **  **, assuming this proposed policy had been in place for the 2 

period  July 2007 to May 2008.  In its response to DR 128, MGE states: “An estimate of the 3 

transportation charges paid for over nominations in 2008 is **  **”    4 

 Establishment of Dual Index Point 5 

Currently, the tariff contains: 6 

(b) Index Price: The index price shall be determined as the arithmetic 7 
average of the first-of-the-month index prices published in Inside F.E.R.C.’s 8 
Gas Market Report for the month immediately following the month in 9 
which the imbalance occurred, for (Emphasis Added) 10 

 11 
 If adopted, the proposed change would use dual index prices – one for over 12 

nominations and a different index price for under nominations. 13 

 The proposed tariff language is as follows: 14 

(i)(a) Under-nominated Cash Out Price 15 
The Cash Out Price for an under-nominated imbalance shall be the 16 
higher of the index price for the business month or the index price 17 
of the month immediately following the business month (Emphasis 18 
Added) 19 

 20 
(ii)(a) Over-nominated Cash Out Price 21 

The Cash Out Price for an over-nominated imbalance shall be the 22 
lower of the index price for the business month or the index price 23 
of the month immediately following the business month (Emphasis 24 
Added) 25 

 26 
Under the proposed tariff, there are two points of time that could determine the index 27 

price.  The price index could be either “index price for the business month or the index price 28 

of the month immediately following the business month.”   29 

 Staff concurs that this pricing change is reasonable.  MGE wants to curtail over 30 

nominations and under nominations to the greatest degree possible and ensure that transport 31 

customers are held accountable for their actions.  Another reason for dual pricing is that it 32 

NP 
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increases the likelihood that MGE and the “firm” customer are not economically harmed by 1 

“cash out” transactions.  In short, the change helps safeguard the “firm” customer from any 2 

detriment. 3 

Since the transport customer has more control over whether and when over 4 

nomination and under nominations take place, this dual-point pricing sends the proper 5 

message to those in control that they should take corrective action. 6 

B.  Miscellaneous Charges  7 

 MGE has proposed to change some specific miscellaneous rates, but leave other 8 

miscellaneous rates at their present level.  Staff will address the following MGE proposed 9 

miscellaneous rates: 10 

  Current 
MGE’s 

Proposed Underlying 
  Rate Rate Costs 
     

Collection &  $8.00 $20.00 $41.35  
disconnection     

     
Transfer  $6.50 $15.00 $16.47  
Charge     

     
Reconnection   $45.00 $65.00 $64.30  

Charge     
     

Connection - 
New  $45.00 N/A $67.63  

 11 
 12 
 Staff has concerns that three of the four major miscellaneous rates do not cover their 13 

underlying costs.  Staff has historically proposed miscellaneous rates on the underlying cost to 14 

provide those services.  These charges are based on a cost-causation, per-job basis.  It is 15 

important that these miscellaneous charges reflect MGE’s cost of performing those services 16 

so the customer using the service pays for it.  17 
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 Given the way rate of return regulation generally works, if the specific customer pays 1 

a rate less than underlying cost, a cross-subsidy is created and the remaining customers 2 

provide the extra contribution.   3 

 Not only has Staff had a history of recommending cost-based miscellaneous rates, this 4 

Commission has found merit in this position in past cases.  For example, the Commission 5 

stated the following in its February 22, 2007 Report & Order in Case No. GR-2006-0387:  6 

In addition, the Commission finds that it is reasonable to align the chargers 7 

with the actual cost to provide the service.     (Page 26) 8 

This reference is also in relation to the same type of miscellaneous charges as what 9 

Staff seeks in cost-based rates – “Connections, Reconnections and Transfer Charges” in 10 

MGE’ current rate case.  11 

1. The Reconnection Charges 12 

 Staff recommends a $65.00 Reconnection Charge, consistent with MGE’s proposal.  13 

The Reconnection Charge is applicable after service has been disconnected – generally for 14 

non-payment.  MGE’s cost data supports the requested $65 rate per-occurrence.  The change 15 

in rates will generate $1,500,501 annually.  My proposed Reconnection Charge will increase 16 

these revenues by approximately $234,334 on an annual basis. 17 

2. Collection & Disconnection  18 

 Staff recommends a $42.00 Collection & Disconnection Charge, as opposed to MGE’s 19 

proposed $20.00 charge.  MGE’s cost data supports a $42 Collection & Disconnection Charge 20 

per-occurrence.  Staff’s change in rates will generate $1,713,261 annually.  My proposed 21 

Collection or Disconnection Charge will increase these revenues by approximately 22 

$1,090,327 on an annual basis. 23 
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3. New Connection & Transfer Charge 1 

 MGE has a dual charge methodology in place for a customer to initiate service.  2 

Some customers can initiate service via a “Succession” (gas is currently turned-on) for a 3 

proposed $15.00 “Transfer” Charge.  Other customers can initiate service via a “New 4 

Connection” (gas is not turned on) for a proposed $45.00 “New Connection” Charge.  The 5 

customer has no control over the type of initiation they receive.  MGE’s prior action 6 

determines the type of service initiation a customer must pay to establish service.  Staff 7 

proposes to blend these two charges together to produce one cost-based rate for the five 8 

different types of initiations.      9 

 Staff is proposing nothing new.  Laclede already has a similar Service Initiation Fee.   10 

(See Laclede PSC MO No. 5 – 3rd Revised Sheet No 31-a)  This was established in Laclede’s 11 

most recent rate case, Case No. GR-2007-0208.  The Service Initiation Fee is described as 12 

follows: 13 

(a) revise service initiation fees to provide for Laclede to charge a 14 
lower ($25) to all applicable customers, regardless of whether service 15 
initiation required Laclede to visit the premises…   (Page 5)     16 

Staff is proposing a $32.00 per Service Initiation Fee connection for each customer that 17 

establishes service.  Staff’s change in rates will generate $3,691,424 annually.  My proposed 18 

Initial Installation Charge will increase these revenues by approximately $1,334,863 on an 19 

annual basis.  20 
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Summary of Staff’s Position concerning Miscellaneous Charges 1 

Staff‘s proposal concerning miscellaneous charges can be summarized as follows:   2 

      
   Proposed  Underlying  
    Rate Costs  
      
Collection &   $42.00 $41.35   

disconnection      
      

Initial    $32.00 $31.19   
Connection      

Charge*      
      
Reconnection    $65.00 $64.30   

Charge      
      

 Staff’s position is that these costs are essentially a cost of doing business and should 3 

be paid by the cost-causer and the party benefitting from these services.    4 

Staff Expert: Michael J. Ensrud 5 

VII. Capacity Release & Off-system Sales 6 

An LDC contracts for the capacity it needs to meet its customers’ demand on very 7 

cold days and, since customers’ actual usage sometimes varies significantly from contract 8 

demand depending upon the weather, MGE does not need all of its capacity at all times.  9 

MGE uses its contracted capacity or space on interstate pipelines to transport gas supply to its 10 

distribution system.  In order to reserve space, MGE pays capacity reservation fees, which are 11 

passed through to its customers via the Purchased Gas Adjustment (PGA) clause. 12 

When MGE does not need all of its transportation capacity, it can “release” (sell) its 13 

unneeded capacity to other parties.  MGE receives credits on its pipeline bills for the amount 14 

of capacity released to other parties.  This credit reduces gas costs for its customers.  These 15 

capacity release transactions are subject to Federal Energy Regulatory Commission (FERC) 16 

rules.      17 
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An off-system sale occurs when MGE sells natural gas to a customer outside of its 1 

service area.  The sales of gas may be made at the wellhead or may require MGE to transport 2 

the gas to a different location to be sold.  MGE makes a margin or profit from off-system 3 

sales, which is calculated by subtracting the cost of the gas supply, transportation, and fuel, 4 

associated with the sale, from the gross revenues received from the sale.  Like capacity 5 

release, the off-system sales profit may also reduce the overall cost of gas to MGE’s 6 

customers.   7 

MGE’s customers pay for all contracted capacity and all natural gas, however, as an 8 

incentive for MGE to work to maximize its capacity release and off-system sales, the 9 

Commission  authorized MGE to keep a percentage, or share, of the profits from off-system 10 

sales and capacity release credits.  MGE’s current sharing percentages are shown below: 11 

  12 
Annual Capacity Release Credits 
and Off-System Sales Margins 

MGE Retention 
Percentage 

Firm Sales Customer 
Percentage 

First $300,000 15 % 85 % 
Next $300,000 20 % 80 % 
Next $300,000 25 % 75 % 

Amounts Over $900,000 30 % 70 % 
 13 

 This means MGE is permitted to keep increasing amounts of profit up to a maximum 14 

of 30% of the off-system sales margins and capacity release credits, with higher sales 15 

resulting in greater profits for the company.  Any portion MGE does not retain goes back to 16 

customers via the PGA process.   17 

MGE’s current sharing grid was approved by the Commission in Case No.GR-2004-18 

0209.  At that time, when the $300,000 tiers were proposed and granted by the Commission, 19 

MGE was achieving roughly **  ** in annual capacity release credits and very 20 

little, if any, off-system sales margins.  Since 2004, there has been a substantial increase, as 21 

NP 
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shown in the chart below. The off-system sales and capacity release levels for the most recent 1 

four Actual Cost Adjustment (ACA) periods are: 2 

 **  3 

         
                         
                      
                       4 

         ** 5 
 6 
Staff reviewed MGE’s transportation contracts along with the historical levels of off-7 

system sales and capacity release and proposes to maintain the sharing percentages but update 8 

the tiers to reflect the more recent level of activity.  Staff proposes replacing the current 9 

sharing grid on MGE tariff Sheet No. 24.2 with the following:  10 

Annual Capacity Release Credits 
and Off-System Sales Margins 

MGE Retention 
Percentage 

Firm Sales Customer 
Percentage 

First $2,000,000 15 % 85 % 
Next $2,000,000 20 % 80 % 
Next $2,000,000 25 % 75 % 

Amounts Over $6,000,000 30 % 70 % 
 11 

Staff Expert: Anne M. Allee 12 

NP 



 
 

CLASS COST-OF-SERVICE 
 

AND 
 

RATE DESIGN 
 
 

CREDENTIALS 
 



 

Thomas A. Solt 

Present Position:  

I am an auditor in the Gas Rates and Tariffs Section of the Energy Department, 

Operations Division of the Missouri Public Service Commission. 

 

Educational Background and Work Experience: 

I have a Bachelor of Science degree in Business Administration from the 

University of Missouri—St. Louis, and a Master’s degree in Public Administration from 

the University of Missouri--Columbia.  I am a licensed certified public accountant, hold 

other professional certifications, and have been employed by the Missouri Public Service 

Commission since May, 1992, except for approximately four months in late 1997 and 

early 1998.   



Daniel I. Beck, P.E. 
Supervisor of the Engineering Analysis Section of the Energy Department 
Utility Operations Division 
 
Missouri Public Service Commission 
P.O. Box 360 
Jefferson City, MO 65102 
 

I graduated with a Bachelor of Science Degree in Industrial Engineering from the University 

of Missouri at Columbia.  Upon graduation, I was employed by the Navy Plant Representative 

Office in St. Louis, Missouri as an Industrial Engineer.  I began my employment at the Commission 

in November, 1987, in the Research and Planning Department of the Utility Division (later renamed 

the Economic Analysis Department of the Policy and Planning Division) where my duties consisted 

of weather normalization, load forecasting, integrated resource planning, cost-of-service and rate 

design.  In December, 1997, I was transferred to the Tariffs/Rate Design Section of the 

Commission’s Gas Department where my duties include weather normalization, annualization, tariff 

review, cost-of-service and rate design.  Since June 2001, I have been in the Engineering Analysis 

Section of the Energy Department, which was created by combining the Gas and Electric 

Departments.  I became the Supervisor of the Engineering Analysis Section, Energy Department, 

Utility Operations Division in November 2005. 

I am a Registered Professional Engineer in the State of Missouri.  My registration number is 

E-26953. 



Anne Allee 
 
Educational and Employment Background  
 

I am employed as a Regulatory Auditor with the Missouri Public Service 

Commission.  I graduated from the University of Missouri in Columbia with a Bachelor 

of Science degree in Accounting in 1989.  I am currently a licensed Certified Public 

Accountant in the state of Missouri.   

During college and after graduation, I worked for Capital Bank as a Teller, New 

Accounts Representative, and temporary Branch Manager.  I began employment with the 

Commission in 1990 as a Regulatory Auditor in the Accounting Department (now known 

as the Auditing Department).  My duties included assisting with audits and examinations 

of the books and records of utility companies operating within the state of Missouri.   

In October 1993, I obtained by current position as a Regulatory Auditor in the 

Procurement Analysis Department.  Since that time, my responsibilities include 

reviewing and analyzing amounts charged by natural gas local distribution companies 

(LDCs) through the Purchased Gas Adjustment (PGA)/Actual Cost Adjustment (ACA) 

mechanism.  Since my time in the Procurement Analysis Department, I have performed 

and/or assisted in performing numerous ACA reviews which include a review of LDC’s 

capacity release and off-system sales transactions.  Please see the attached table for a list 

of cases and issues in which I have filed testimony. 

 



 
 

CLASS COST-OF-SERVICE 
 

AND 
 

RATE DESIGN 
 
 

SCHEDULES 
 























SCHEDULE TAS-2-1 

Testimony Issues 

 THOMAS A. SOLT 

 

Company   Case Number 

 

St. Joseph Light and Power Company ER-93-41 & GR-93-42 

Payroll, Payoll Taxes, Management Incentive Plan, 401(k) Plan, Advertising 

 

Western Resources, Inc. GR-93-240   

Plant in Service, Depreciation Reserve, Depreciation Expense, Materials & Supplies, Prepayments, 

customer advances, customer deposits, property taxes, and property insurance 

 

The Empire District Electric Company ER-94-174 

Tariff Changes  

 

Missouri Gas Energy  GR-95-33 

Recovery Mechanism for FERC Transition Costs 

 

Missouri Gas Energy  GR-98-140 

Tariff Issues (delayed payment rate) 

 

Missouri Universal Service Fund TO-98-329 

USF Surcharge 

 

Southwestern Bell Telephone Company TT-2000-258 

Local Plus availability, ordering, and tariff approval 

 

Southwestern Bell Telephone Company TO-2000-667 

Local Plus 

Ozark Telephone Company TT-2001-117 &  

  TC-2001-402 
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Rate Design 

 

Relay Missouri Proceeding TO-2003-0171 

Relay Surcharge 

 

Fidelity Telephone Company IR-2004-0272 

Rate Design 

Missouri Gas Energy  GR-2006-0422 

Class Cost of Service 

Union Electric Company d/b/a AmerenUE GR-2007-0003 

Class Cost of Service 

Laclede Gas Company GT-2009-0026 

Bad Debts through PGA 

KCPL Steam  HR-2009-0092 

Revenues 
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List of Cases in which prepared testimony was presented by: 
 DANIEL I.  BECK 
 

Company Name      Case No. 
 

Union Electric Company     EO-87-175 
The Empire District Electric Company   EO-91-74 
Missouri Public Service      ER-93-37 
St. Joseph Power & Light Company    ER-93-41 
The Empire District Electric Company   ER-94-174 
Union Electric Company     EM-96-149 
Laclede Gas Company     GR-96-193 
Missouri Gas Energy      GR-96-285 
Kansas City Power & Light Company   ET-97-113 
Associated Natural Gas Company    GR-97-272 
Union Electric Company     GR-97-393 
Missouri Gas Energy      GR-98-140 
Missouri Gas Energy      GT-98-237 

  Ozark Natural Gas Company, Inc.    GA-98-227 
  Laclede Gas Company     GR-98-374 

St. Joseph Power & Light Company    GR-99-246 
Laclede Gas Company     GR-99-315 
Utilicorp United Inc. & St. Joseph Light & Power Co. EM-2000-292 
Union Electric Company d/b/a AmerenUE   GR-2000-512 
Missouri Gas Energy      GR-2001-292 
Laclede Gas Company     GR-2001-629 
Union Electric Company d/b/a AmerenUE   GT-2002-70 
Laclede Gas Company     GR-2001-629 
Laclede Gas Company     GR-2002-356 
Union Electric Company d/b/a AmerenUE   GR-2003-0517 
Missouri Gas Energy       GR-2004-0209 
Atmos Energy Corporation     GR-2006-0387 
Missouri Gas Energy       GR-2006-0422 
Union Electric Company d/b/a AmerenUE   GR-2007-0003 
The Empire District Electric Company EO-2007-0029/EE-2007-0030 
Laclede Gas Company     GR-2007-0208 
The Empire District Electric Company   EO-2008-0043 
Missouri Gas Utility, Inc.     GR-2008-0060 
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The Empire District Electric Company   ER-2008-0093 
Union Electric Company d/b/a AmerenUE   ER-2008-0318 
Kansas City Power & Light Company   ER-2009-0089 
KCP&L Greater Missouri Operations Company  ER-2009-0090 
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SUMMARY OF TESTIMONY 
ANNE M. ALLEE 

 
Company Name Case Number Issues 

Choctaw Telephone 
Company 

TR-91-336 Payroll; Payroll Taxes; Employee 
Pensions/Benefits; Voucher Analysis; 
Other Misc. Expenses 

Laclede Gas Company GR-92-165 Payroll; Payroll Taxes; Employee 
Pensions and Benefits 

United Cities Gas 
Company 

GR-93-47 Rate Base; CWC; Dues & Donations; 
Misc. Expenses 

St. Louis County Water 
Company 

WR-93-204 Rate Base; CWC; Dues & Donations; 
Misc. Expenses 

Ozark Natural Gas 
Company 

GA-96-264 Cost of Gas per Dth; Reliability of 
Transportation 

Missouri Gas Energy 
Company 

GR-96-285 Natural Gas Storage Inventory Prices 

St. Joseph Light and 
Power Company 

GR-96-47 Gas Purchasing Practices 

Union Electric Company 
 

GR-97-393 Natural Gas Storage Inventory Prices 

Missouri Public Service GR-96-192 Winter Storage Allocation; Overrun 
Penalties 

Missouri Gas Energy 
 

GR-98-140 Natural Gas Storage Inventory Prices 

Ozark Natural Gas 
Company 

GA-98-227 Cost of Gas per Dth; Reliability of 
Supply and Transportation 

St. Joseph Light and 
Power Company 

GR-99-246 Natural Gas Inventory Prices 

UtiliCorp United Inc. and 
St. Joseph Light and 
Power Company 

EM-2000-292 Conditions to be Made Part of Approved 
Merger 

Atmos Energy 
Corporation and United 
Cities Gas Company 

GR-2001-396 
& 

GR-2001-397 
(Consolidated) 

Purchasing Practices – Neelyville; 
Purchasing Practices-Consolidated 
District; Deferred Carrying Cost 
Balance; Propane 

Missouri Gas Energy GR-2001-382, 
GR-2000-425, 
GR-99-304 & 

GR-98-167 
(Consolidated) 

Purchasing Practices; Refunds 



Schedule AMA 1-2 

Company Name Case Number Issues 
Union Electric Company 
 

GR-2003-0517 Gas Inventories 

Missouri Gas Energy  GR-2004-0209 Gas Inventory, Capacity, Release and 
Gas Purchasing Practices 

Missouri Gas Energy GR-2006-0422 Gas Inventory, Uncollectible Expense 
and ACA documentation 

Union Electric Company 
 

GR-2007-0003 Gas Inventory, ACA documentation 

 




