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REBUTTAL TESTIMONY oF MICHAEL R. NOACK f e
S ON BEHALF OF- R IO
- MISSOURI GAS ENERGY

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS
A _-'_My name is MIchael R Noack My busmess address is . 3400 Broadway, Kansas CItyl---'-i

o : -.MISSOU.I'I 64111

). f DID YOU SUBMIT DIRECT TESTIMONY IN THIS PROCEEI)ING BEFORE THE: |
o . MISSOURI PUBLIC SERVICE COMMISSION (“COMMISSION”) ON BEHALF OF.. 5
ﬂTHE MISSOURI GAS ENERGY (“MGE” OR “COMPANY”) OPERATING__ | .
| DIVISION OF SOUTHERN UNION COMPANY (“SOUTHERN UNION”)‘? el

'*' _Y_eS Idid. 1 ..1

.. .WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY"
In my rebuttal testlmony I w1ll
- .1 : Provide schedules Showing the COﬁIpény’S revenue deﬂCiency following cha'n'g'es" L |

3 made asa result of the prehearmg conference held from May 3 through 6 2004 e

A 'Explam MGE’S understandmg concemmg the agreed~upon true up procedure ‘IO" "
- -be used in thIs case; |
3. _Rebut the dlrect testlmony of Comm15310n Staff (“Staff ) w1tness Allee regardlng' =

_th_e rate base amount for g_a_s storage_ II_Ive_ntory,_
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. j" -Rebut the d1rect testlmony of Staff thness Hynernan -regardrng the accountrng for '. e

actual pensmn expense that may be mcurred m the future in excess. of.the $0° : -
'--.ERISA rnlnrnlum bemg dsed for. rate maklng purposes.'ln thls case s
s, _:_-_.Rebut the drrect testrmony of Staff wrtness Hyneman re gardmg rate recoxrerabrhty ._

- of certaln mternal payroli costs assocrated w1th 1nd1v1duals w1th responsfblhty for

legrslatlve actlvrtles

g Rebut the dlrect testrmony of Staff w1tnesses Eaves and Hynernan regardrng ratef |

. "recoverabrhty of ﬁnancrally based 1ncent1ve compensatron '

Rebut the dlrect testlmony of Staff Wltness Harrrson regardmg the approprrate

! level of bad debt expense to be 1ncluded in rates on a gomg forward ba31s

. Rebut the dtrect testlmony of Staff Wrtness Irnhoff regardrng the Staff proposal to.'
.reduce MGE 5 Iate payment charge from the current level of 1.5% to the Staff’ S
B proposed level of 0. 5%, » | |

_'-Rebut the drrect testrmony of Staff w1tness I-Iyneman regardlng accountrng for o

'cost of removal/salvage expense in excess of the rate case amount

10

(“Publrc Counsel”) Wltness Busch Proposrng to 1nclude mn the calculatlon of |

BRI

_.Rebut the chrect testtmony of Staff w1tness Allee and Offlce of Publrc Counsel

o ‘__'dlstrrbutlon rates revenues assoctated wrth capacrty release and off-system _sales,=

Rebut the' d1rect testlmony of Staff witness Ross Pubhc Counsel w1tness :

. -Mersenherrner and C1ty of Kansas City w1tness J ackson regardmg a number of _

' low—lncorne pro gra:rns; and
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12 Rebut the testimony of Staff witnesses Allee, Bernsen and Hyneman regarding = . el

. certain proposed reporting requirements.

TO YOUR REBUTTAL TESTIMONY

oy .:1_ 1_'. e 5 ‘presentatlon of the Staff (ﬁled on Apr1l 15 2004) .These dlscuss1ons resulted in changes

T

4

16 _'.changes occurrlng through December 31, 2003 -MGE’s deprecrauon expense is now

o 17

18

19
20

:'._: ) _"approach taken by the Staff that is, the revenue requlrernent for the test year as ﬁled by | L .

kS "Report Wl‘llCh was ﬁrst prov1ded to the Staff in June 2000 w1th the cost of e

1 MGE’S Revenue Defimencv after Dlscussmns held durlng the Prehearmg Conference

PLEASE DESCRIBE TI—IE REVENUE DEFICIENCY SCHEDULES ATTACHED i
‘Durrng the prehearlng conference held from May 3 through May 6 2004 a number of L

:-drscussmns took place a.mong the partres concermng the issues 1n thls case. Many of B
e these dlscussrons focused on d1fferences between the revenue deﬁcrency presented in .'

gt MGE s updated drrect testlmony (ﬁled onJ anuary 30 2004) and the revenue requ1rernent.'. e |

'to MGE S revenue deﬁc1ency calculatlon as well as changes to the calculatlon of Staff s

* revenue requlrement Included in MGE’s changes is MGE’s adoptron of the update -
' i-MGE (twelve months endrng June 30, 2003) is updated for known and measurable‘:'-_ L
L calculated on the bas1s of the rates recommended in the June 2000 Black & Veatch' .. |

rernoval/salvage component removed MGE’S ev1dence Nnow supports a revenue"

: .- deﬁcrency of $41 880 775 as shown in Rebuttal Schedule MRN- 1.
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*Corrected

2. True-up Procedure

DOES MGE CONTINUE TO RECOMMEND A TRUE-UP IN THIS CASE
THROUGH APRIL 30, 2004?

Yes. The true-up was discussed among the parties during the prehearing conference and,
based on those discussions, T understand that both MGE and the Staff recommend a true-
up through April 30, 2004, covering the following items:

Capital structure and embedded cost of debt *

Gas prices used to compute the value of gas in storage
All other rate base components (excluding cash working capital expense and revenue
lags)

Revenue for customer growth

Payroll — Employee levels, current wages and benefits
Rate case expense

Depreciation and amortization expense

FAS 106 OPEB expense

Related income taxes

Bad debt expense

Medical expense

As I understand the true-up process, a party’s methodology is not to change for the true-
up mechanism. am not aware of any objections to the true up or the true up process

agreed to by MGE and the Staff.

3. Gas Storage Inventory

PLEASE DESCRIBE THIS ISSUE.
This issue concerns the price of gas to be applied to agreed-upon volumes of gas storage
inventory for purposes of establishing an appropriate rate base amount for this item. The

Staff has used a price of $4.59/MMBtu calculated on the basis of a three-year historical

4
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B average whﬂe MGE has proposed a prrce of $5 SS/MMBtu ealculated by reference to the_ 3 RN
- ._ : NYl\/fEX forWard stnp, as of December 31 2003 for the storage 1njeet10n months of ) B

B Aprﬂ through October 2004 The Staff S prlee 1s unreasonable for reasons I wﬂl explam _'

). ._;WHAT ARE THE AGREED-UPON VOLUMES" T

3_.?19 464628MMBtu i

_PLEASE EXPLAIN How GAS STORAGE INVENTORY VOLUMES AND__.'_.::_':. -

" PRICE ARE USED IN THE RATE SETTING PROCESS INTHIS CASE" e
n _"A reasonable pnce is mulnphed by a number represen’nng reasonable volurnes to .

o ':-measure the arnount of money the Company has deployed for ﬁurposes .of gas storage-_ii.._" s

' inventory. This amount is then 1nc_1uded in rate base.

o IF AN USREASOuABLE GAS PRICE IS Usnj‘_m Tnls CALCII_J.LAIT.I_(:)I__N,' )
B "__._:'WILLMGEBEHARMED‘? DR o o
\ 'Yes Usmg the unreasonably low pnce reeommended by the Sthff Would cause MGE o
. suffer an 1mrned1ate earnlngs shortfall due to the fact that the amounts the Company o
o would necessarlly incur for gas storage 1.nventory yvould exceed the amount of such costs |
| _ 'recognlzed in rates The table below 1nd1c:ates the magrntude of the dlffereneern.revenue Yo |

' requtre_men_t between Staff and M_GE on this i 1ssue.




2.1

2.2

2.3

2.4

2.5
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11
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Storage  Price Per Rate Base
Volume MM Biu Amount
Staff Witness Allee ‘ 10474628 § 459 $48,078,543
MGE 10,474,628 & 6.14 $ 64,318,406
Rate Base Reduction using - $(16,239,863)

Staff's Methed

Resulting Reduction in Revenue Requirement
using Staff's Recommended Rate of Retumn 6.830% $ (1,800,314)

Resulting Reduction in Revenue Requirement
using MGE's Recommended Rate of Return 9.354% $ (2,465,614)

HAS WITNESS ALLEE, ORANY OTHER INDIVIDUAL OR INDIVIDUALS ON
THE STAEF, UNDERTAKEN ANY ANALYSIS TO ASCERTAIN WHETHER
THE FACTS AND CIRCUMSTANCES AFFECTING THE COST OF MGE’S
STORAGE INVENTORY IN EXISTENCE DURING THE THREE YEAR
PERIOD ENDING DECEMBER 31,2003, ARE LIKELY TO BE REASONABLY
REFLECTIVE OF THE FACTS AND CIRCUMSTANCES TO BE IN
EXISTENCE ON AND AFTER OCTOBER 2, 2004, WHEN THE RATES FROM
THIS CASE ARE GOING TO BE IN EFFECT?

That was the exact question asked in MGE DR 0004 to wiiness Allee.. Her response,

which is attached as Rebuttal Schedule MRN-2, indicated that she had evaluated the term
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o of 'M.G'E’:s st_qrag'e_ee_ﬁtracts,”’but had not done ariy_'aﬂaIYSis with respect to natural gag e

. _:p'riees' on a forward-looking basis with the exception of monitoring the current prices. -

SWITNESS ALLEE’S RESPONSE MENTIONS THAT STAFF CONTINUES TO g
= 'MONITOR CURRENT NATURAL GAS PRICES WAS ANY ADJUSTMENT S
S MADE BY STAFF TO GAS PRICES TO REFLECT CURRENT GAS PRICES"" L

No Only a hlstorlcal average Was used

WHY i’s -T-HE 54 59/MMBTU PRICE 'PROPOSED BY THE STAFF-“""'-"-“' !

o UNREASONABLE" _

As shown m the rebuttal testunony of MGE W1tness John Hayes natural gas is

unavaﬂable at a prlce of $4 59/MMBtu for the perlod Aprll October 2004 In fact the o i
I_.'.:Aprll str1p set‘tled at $5 365/MMbtu the May stnp settled at $5 935/Mmbtu and..
= _‘: aceordmg to. market condltlons as of Aprll 30 2004, the NYMEX strlp for the June-‘ -
) .October 2004 time penod 18 $6 5404/MMBtu Smce gas prlees are arecommended true— _
' up 1tem 1t 1s thls pnee ($6 5404/MMBtu) adJusted f01' a ba51s dlfferentlal of between
. $ 30 and $ 40/MMBtu that MGE recommends for use. 1n calculatmg an appropnatef
allowance ‘for gas storage 1nventor.y. in the true.-up of thls case. That mean_s | I,

-$6 1404/MMBtu should be used i 111 the caleulatlon =
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% .'ARE THERE OTHER REASONABLE ALTERNATIVES TO USING THE .]UNE B
o _ ,_OCTOBER 2004 NYMEX STRIP PRICES AS OF APRIL 30 2004 TO PRICE‘
S THE STORAGE INVENTORY‘?
__Yes It would also be reasonable to use a forward loolqng prrce calculated by averagrng _ '_ : ; L
5 : the forward NYMEX strrp for the 2004 and 2005 mJectlon seasons ora forward lookmg
- '_:_--‘prtce calculated by averagrng the forward NYMEX str1p for the 2004, 2005 and 2006 o
: j._1nJectlon $easons. As shown in the rebuttal testrmony of MGE w1tness J ohn Hayes the - | E .. '.
: '_ forward looktng two—year average is $6 1643/MMBtu wh1le the forward lookrng three- _ : |
R _'year average is. $5 8988/MMBtu Both of these would also need to be reduced for the E
= basrs dlfferentral producrng prrces of $5 7643 (two-year forward average) or $5. 4988. |

_(three~year forward average)

r ARE THERE METHODS OTHER THAN THE THREE-YEAR AVERAGE OF.
.HISTORICAL GAS COSTS AVAILABLE TO COMPUTE A VALUE OF THE .' o
" Gas STORED IN INVENTORY? | |
o : Yes Attached as Rebuttal Schedule MRN Jisa document suppl1ed by W1tness Allee in .'
; .response to MGE data request number 0003 Wthh asked for all’ wrltten polrc1es
_' procedures or other documents relled upon m preparrng her reco.mmendatlon | ~The
S document entrtled “Natural Gas Storaée Posrtron Paper” l1sts Ways in whrch the Staff e
should compute a reasanable level of 1nventory in rate base The first nrethod llsted isto
ase a ﬁve .year average of actual 1n_]ect10n prrces in order to smooth out any abnorrnally :

) l‘ugh or low gas prrces that would otherwrse be 1ncluded in 1nver1tory Dependmg on the -
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' circumstances of the case, this method has sometimes been_ modified. The position paper -

.- goes oln._to' describe an alternative method: =~

o “If the 5 year average does not represent a reasonable est1mate of
.. injection prices, the more tradltwnal 12 month endmg approach -
. rmght be used.” : - :

. "I:DID STAFF TO YOUR KNOWLEDGE USE A MODIFIED METHOD OR USE Sl
_ _:'.THE 12- MONTH APPROACI—I SINCE T HE AVERAGE DOES NOT.i 2

| VREPRESDNT AN ESTIMATE OF THE FUTURE‘?

: Staff used a three-year average 1nstead of a ﬂve-year average ef gas eosts but d1d net to

' ._ my knowl_e_dge based _o_n witness Allee’s responee t_e MGEDR (_)00_4_ explore _the l_2~

month ehding approach.

R WITAT IS MGE’S PROPOSAL" : o |
' .- _It is MGE 5 proposal to use the average NYMEX strrp adjusted for any ba51s dlfference '

.. to pr1ce the 1nventory As an alternatlve the Comnussron mlght look at the average prrce :
5 of storage for the 12 months endmg Aprll 30 2004 that was $5 68mebtu The detaﬂ of . -

-'the $5 68 is attached as Rebuttal Schedule MRN 4
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4 Pension Expense .

Q. ..PLEASE DESCRIBE THIS ISSUE.
A The Staff has recommended that the amount of penswrr expense to. be 1ncluded in MOE’ | _' ' " -
- '_ .reve.nue .requ.lrelhent should be based on ERISA mlmmurn fundmg 1@515, ‘This ne\.zv.. i
f_.‘.Staff posrtlon rep.resents a. mgrhﬁcant change.from the .methodology used at the R

":-".recommendatlon of the Staff to calculate pensmn. expense 1r1 prlor MGE rate '
o .."proceedmgs | MGE generally behcves thls new. approach may be reaaonable ao long as

| _' supplemental language—wto be dlscussed laterfls adopted MGE is concemed hovtfever.' o

' _' .about the Staff S fallure.to follow a corls1stent approach for calculatmg peasmn expense ..

" from rate case to rate case.

'IHOW WAS PENSION EXPENSE CALCULATED 1IN PRIOR MGE. RATE .-

'_PROCEEDINGS" |
-In prror proceedmgs a 5 year average was used at the Staff’ $ recommertdatron for.
determlmng the unrecognlzed net galnf loss to be arhortrzed .over five years m.calculatmg o
Vo _MGE’S dlrect FAS 87 costs for ﬁnanc1al reportmg and rate makmg purposes.. As aresult:.

of usmg that formula the level of pensmn expense 1n the last case was a negatrve

- $2,200,00_0.

'WHAT WOULD MGE’S PENSION EXPENSE BE ACCORDING TO THE L
| CALCULATION METHODOLOGY USED IN PRIOR MGE RATE CASES"

L Apprommat_ely_ $3,950,000.
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o WHAT IS MGE s PENSION EXPENSE ACCORDING TO THE CALCULATION:' "
- -_METHODOLOGY RECOMMENDED BY THE STAFF IN THIS RATE CASE‘?'_ [

. WHY ARE YOU CONCERNED ABOUT THE STAFF’S CHANGE IN )

o METHODOLOGY"

E ) The tatlonale advahced b}t the Staff for the change in 1ts approach;—to mltlgate volatxhty.;-' B
.:_m expense levels caused by ﬁnanmal performance of pensmn assets—has been a problem' |
o Wlth the Staff’ 5 pnor method frorn the outset That is, the Staffs prlor method was -
:: subject to thls volatlhty Th1s was pomted out to the Staff in pmor cases. However the
o '.Staff has only recently been w1111ng to acknowledge this problem Perhaps it’s nothmg -
- more than commdence but 1t should be pomted out that this change in Staff method" .

- .' comes at a tlme when the prior Staff method would generate posmve pen51on expense for

ratemaklng Pul‘poses in thls case In the past the Staff’ ] method had generated negatwe- o

' expense for ratemak1ng purposes The Comrmsswn should not sanctlon changlng'
- calculatlon methodologles from case to case 51mply to achleve the lowest possﬂJle o |

revenue r'equ1rer_nent. .
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. g -_;:.'WHAT LANGUAGE SHOULD BE ADOPTED AS A SUPPLEMENT TO THE
e .‘ ST AFF’S RECOMMENDED _ PENSION EXPENSE CALCULATION _: ._ :
| .METHODOLOGY" T
- In order to protect agamst ‘the pos.51b111ty of earnmgs degradatlon due to pens1on fondlng
- requlrements caused by matters (e ., the ﬁnancral performance of pen51on assets) largely o
C beyond the Company s control MGE relqluests that the Comrmss1on mclude in 1ts order
= _:m th1s case language snmlar to language adopted by the Cormnrsslon in other.LDC rate ) 5

R :'proceedmgs (such as Aqurla Inc in Case No GR- 2004 0072) as follows

: _ "MGE’s rates mclude a $O annual prov1s1on for Jurlsdrctronal pensron cost Company_ : _

i "1s authorlzed to reﬂect pensron cost equal to the ERISA mnumum and record the o |

: dlfference between the ERISA m1n1murn and the annual pI'OVlSlOl’l for pens1on cost,

1nclud1ng a prov1sron for carrymg costs assocrated with any such dlfference asa

: ‘ 'regulatory asset or habrhty Thls rcgulatory asset and/ or lrablhty is mtended to track '

L the d1fference between the prov151on for the ERISA minimum contribution mcluded
B ._m “cost of service in this case, and the Company s actual ERISA mmrmum S
s contr1butlons made after the effectwe date of rates estabhshed in thls case Tl’llS |

o regulatory asset and/or 11ab111ty w1ll be 1ncluded in rate base n the Company 8 next' o

rate case and amort1zed over a ﬁve (5) year perlod The Company is authorrzed to - |

_ 'Inake such addltlonal entrres as are appropr1ate under FAS71 to reﬂect thatratesdo -~

- not 1nclude FAS 871 in cost of service. Company is authorized to adjust its calculatton:

E e _of the MGE ERISA mmlmum and the allocatlons to MGE pensron related assets a:ﬂd- o

' _costs to reﬂect the exclusmn of Southern Unlon Company s total company actual - -

o contrlbutlons that are in excess of the ERISA minimum,
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5 Legtslatwe Actwmes

Q. : III_ZPLEASE DESCRIBE THIS ISSUE
A. MGE disagrees w1th the Staff’ s proposal—rnade by way of the dlrcct testrmony of Staff : S
";".:'.le’[IleSS Hynemaneeto dlsallow certam 1nterna1 payroll costs 1nvolv1ng leglslatlve_...-
. 'r_'respon31b1ht1es and actwrtresof certatn MGE ernployees In partlcular the Staff S
“ _ _r proposes to d1sa110w 100 % of the payroll costs of MGE employee Paul Smder and 10%_ _ _'

:each of the payroll costs of MGE employees J 1m Oglesby and Rob Hack

Q. | WHY DOES MGE DISAGREE WITH THIS STAFF DISALLOWANCE" =
| F1rst as dlscussed in the rebuttal testrmony of MGE Wltness Jim Oglesby, awareness of
and 1nvoivernent i, the legtslatlve process is a fundamental resp0n51b1hty of operatmg a _. :
- :.busmess affected wtth the pubhc interest such as MG.E’s.natural gas local drstrlbu‘non-
5 _ ooeratlons .Expenses ass001ated wrth a reasonable level of 1nterna1 resources 1nv01ved 111 _
: : the 1eglslat1ye process are clearly a 1eg1t1mate cost of domg busrness tn fact the Staff
N has nlade no c.lalrn that MGE devotes excesswe 1nternal resources to thls fundamental, . ‘_
oy .': resp0n51brl1ty .Moreover MGE bas e}rcluded frorn cost of serv1ce in thls case, the
- expenses assocrated with all 0uts1de contract lobbylsts in addltlon to dues pald. to the.- |
' Mlssoun Energy Deyelopment -Assoclatlon The Staft’ ] proposal whlch is apparently | O
: based on the belief that the cost of alt teglslatlve act1v1t1es should be d1sallowed from
_'_.rates because no beneﬁts from such act1v1t1es accru..e to the ratepayers. 18 unfounded B
L MGE’s exodus from the legrslatlye process would effectlvely nulhfy the Company 8

- ab1_11ty to be aware of and 1nvolyed in aspects_ of such process that nnpact customers and -

L ..13.._ :




..__10._. .
i1
TS
g
16 __

L 18

- .' 19 N

" ::"'21_.__.

22

. _-'-‘Iemployees. as Well as shareholders For example legrslatron passed in 20t)2 .known as.
.-._the Experlmental School .Trans.portatron Program has beneﬁts for customers only It | i
_'does not. drrectly benefrt shareholders It would not be responsrble for MGE t0 51mp1y -. '7
' i -1gnore the legrslatwe process Therefore it 1is reasonable for- MGE to assrgn :
: : resoonsrblllty for legrstatrve actrvrtres to Varlous mdrvrduals at \rarrous levels rwtthrh the : _ S

= 'Company, 1r1clud1ng the chref operatmg ofﬁcer Ievel the offrcer 1eve1 and the staff 1evei S

Second the ev1dence is irrefutable that Mr Smder S responsrblhtres are not. hmrtedto |
- _.Ieglslatwe matters For example Mr Smder S _]Ob descrlptron (attached hereto asx.--_ ”
.. _Rebuttal Schedule MRN 5) clearly demonstrates that he has responsrbrhty for medra_ a
relatrons as well as spec1al pl‘O]eCtS in addltlon to his legislatrve respon51b11111es As a

o practloal matter the Mrssour1 General Assembly meets for roughly three days per Week

for about four months per year and then meets “full trme” for the last two Weeks of the '-

| ‘sessmn Therefore even 1f Mr Snider worked on 1egrslat1ve matters for the entrrety of
- the Iegrslatrve sessron (whrch he does not) the percentage of hlS t;me devoted to

N Iegrslatlve act1v1t1es Would fall well short of even fifty percent (SO%)

- Thlrd 1f the Commrsswn is mchned to adoi)t the Staff’ s recommendanorr that the cost of '
all tegrslatrve activities must be chsallowed from rates, therr the Commrssron 1tseif needs :
h ._ to er(amrne the costs it mcurs assocrated w1th legrslatrve actrrirtres costs that are : .;

| 'ltrltrrnately oassed ort to utrhty customers. Ttis clear from a. review of J ob descrrptrons as .

B well as the Comm1ss1on s trme reportmg records that varlous Commrss1on personnel are

14




10
o
gy
B _.'1.4' B
5
16
o s
20 : o
21 |

03

R 1nvolved in the leglslatlve process and that comrmssmn personnel devote substantlal tlme : e
: to leglslatwe act1v1t1es (See Rebuttal Schedules MRN 6 and 7, attached hereto) It is 0 e
also clear that etfeetlvely all of the Commrssmn s costs are recovered through ut111ty

T : assessm_ents, Wthh a_re ﬁmd_ed by_utlhty. eustomers. -

Q.- WHAT IS MGE’S RECOMMENI)ATION"
o It 1s MGE’S recommendatlon that there be no dlsallowance of salary for M. Smder for |

o . .:Mr..'Oglesby'or for Mr. Haek_. _V

6. In:centive Compeﬁsation'

Q _ '. ._ PLEASE DESCRIBE THIS ISSUE
A, : MGE d1sagrees w1th the Staff’ S proposal to drsaltow 1ncent1rie eornpensatton pa1d at the
. -‘Tdtvrsronal level and at the corporate fevel that is awarded on the bas1s of achle\./mg'..
o | .ﬁnar‘rcral objectrves Staff Wltness Faves and Staff w1tness I-Iyneman apparently beheve ._
N that achlevmg ﬁnanc1a1 objectwee a). ts not s1gn1ﬁcantly dr1ven by the 1nterests of =

B _ ratepayers and b) does not beneﬁt utlhty operatlons as a whole

o _WHY DOES MGE DISAGREE WITH THE STAFF’S RECOMMENDED_ R
.-'DISALLOWANCE -or INCENTIVE COMPENSATION THAT 15
FINANCIALLY BASED? "

g AS Shown in the rebuttal testlmony of MGE w1tness Deborah Hayes at r1sk 1ncent1ve' :

compensatron isa pract1ce observed by the vast maJorlty of for proﬁt cornpames MGE.

15
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o _"'ach1ev1ng 1ts ﬁnancral objectrves 1s s1gn1ﬁeant1y drlven by ratepayer mterests and

e ,beneﬁts utlhty operatrons as a whole -

. | PLEASE EXPLAIN HOW CUSTOMER INTERESTS SIGNIFICANTLY DRIVE .:. s
o ) MGE ACHIEVING FINANCIAL OBJECTIVES. S e
To.the extent any ut111ty, mcludmg MGE 1s able to ach1eve earrunge it deerrls reasonable : o
s it wtll be less hkely to make ﬁhngs Such as thls one, seektdg to 1mp1ement general rate I_ .'
- ._...-.-'.11.1er.eases Moreover cost savmgs and efﬁcrencres generated between rate cases should o
' ; 3-reduee the magmtude of a subseque.nt. rate 1ncrease request to the beneﬁt of oustomers o
Fmancrally based 1ncent1ye comoensatlon opportumtles oause ernployees to seek out
; .efﬁcrenoles that w1ll help 1mprove the bottom hne and mcrease the hkehhood of an

. award of 1n_cent_1ye comp_ensatlon.

. | _.DO YOU HAVE DATA IN ADDITION T O WHAT IS CONTAINED N YOUR
| -DIRECT T ESTIMONY SHOWING HOW MGE MEASURES UP TO OTHER
GAS DISTRIBUTION COMPANIES IN TERMS OF PRODUCTIVITY" '
_Rebuttal Schedule MRN 8, wh1ch is a copy of Appendlx 5 from the “2000 2002 e
o -Performance Benehmarks for Natural Gas' Utlhtres shows that the 50 natural gas:
o _ut111t1es in the study had an average of 5 12 customers per employee Based on Deeember'
'31 2003 data MGE has a ratlo of 759 customers per employee (Th1s 1neludesr .‘

X dlvrsronal employees and an allooated number of eorporate employees )
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o f DID STAFF UNDERTAKE AN ANALYSIS TO ASCERTAIN HOW MGE’S'..._: S
:COMPENSATION PRACTICES COMPARE TO PRACTICES IN THE' | ._ | : o
::':_MARKET‘P _. , ey . :
.. 'NO Per Wltness Eaves response tO MGE DR 0027 to Staff (attaohed as Rebuttal s -
_: Schedule MRN 9) nelther w1tness Eaves nor any other 1nd1v1duals on the Comrmssmd B '.

- ;'__Staff underto_ok_ suc_h a study. _

) _'-DOES WITNESS EAVES BELIEVE THAT INCENTIVE CON.[PENSATION CAN ' ..: _ |
& :"HAVE A POSITIVE EFFECT ON EMPLOYEES" s '_ | |
Yes ‘In response o MGE DRs 0028 and 0029 to the Staff (attached as Rebuttal TNET

| "..Schedules MRN 10 and MRN 11) WItness Eaves beheves that not only can 1ncent1ve"u.
s :_ compensatlon affect the morale and/or jOb satlsfacnon of employees but also can effect SR |

the bebaylo_r_of_employees. o

A 'Ba.d'].)ebt.EXpenée: '

). _.'PLEASE DESCRIBE THIS ISSUE.

A MGE dlsagrees WIth Staff Wltness HarrIson suse of a ﬁve-year average to compute a. .
oImahzed level of bad debt wr1te offs amountmg to $6 135 570 w1th no recogmtIon of__ L B

o any mcreased bad debts to result fronI the Comrmss:on S newly promulgated demal of T
.Serwce rule. MGE on the other hand recommends the use of a three -year average.

;_.:producmg a normahzed level of $8 424 470, and proposes to add $750 000 to that' o

17
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. amount in recognition of the i_nerea'sed'bad'debts to result from the Commission’ s_nery :

'pr'o'r'r_lhlg'atedtdental'_ofser\{'i_ee rttle.__' B

. WHY DOES 'MGE .]'.)ISAGI‘.{:.}'E.'}.E WITH THE S_TAFF;S.’#NE-_{E@ AVERAGE L
(S ..METHODOLOGY" e : o E
. .' :.._.Use of a ﬁve-year average 1noludes the calendar years 1999 through 2003 In two of -
e these years, 1999 and 2000 natural gas prlces were 51gn1ﬁcantly lower than natural gas- o
| pr1ces are now and are also 31gn1ﬁcant1y lower than natural gas prtces are pI‘O_] ected to be-.. o ‘. B
for the next two or three years. The bottom hne 18 that the factors 1nﬂuencmg MGE’
o | ..bad debts duﬂng the years 1999 2003 are not reasonably reﬂectwe of the factors hkely to
S be orevaﬂmg durmg the perlod When the rates resultmg from th1s case are gomg to be in o

L effect. .

8
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| _: HAS STAFF WITNESS HARRISON OR ANY OTHER REPRESENTATIVE oE" L
o -'THE STAFF UNDERTAKEN ANY ANALYSIS TO ASCERTAIN WHETHER '. S
e "-THE FACTS AND CIRCUMSTANCES AFFECTING MGE’S UNCOLLECTIBLE i N
B EXPENS/BAD DEBT LEVELS DURING THE FIVE YEAR PERIOD ENDING o
B : D DECEMBER 31 2003 WILL BE REASONABLY REFLECTIVE OFTHE FACTS_:
to AND CIRCUMSTANCES LIKELY TO BE IN EXISTENCE DURING THE TIME S |
o  PERIOD ON AND AFTER OCTOBER 2,2004, WHEN THE RATES FROM THIS. oA
= '_ CASE ARE GOING TO BE IN EFFECT?.
No such analysm has been undertaken by the Staff aeeordmg to Steff witness Harrlson S P
S : ._ . response to MGE data request number 0140 attached hereto as Rebuttal Schedule MRN

| WHAT EACTDRS INELUENCE 'R;&D DEBT EXPENSE FOR A NATURAE GAS o
: : ..LOCAL DISTRIBUTION COMPANY LIKE MGE" - o | ..
-'_':The prlmary factors mﬂuencmg bad debt expense for MGE are: lj revenue levelE o
lr(meludmg number of eustomer.s .use per customer and PGA rate) 2} eol.lectlorr tools

_ avarlable to the ConIparry, end 3) the state of the eeonomy (prrmarlly the unemploanent - -

= -rate). '
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PLEASE DESCRIBE THE FACTORS INFLUENCING MGE’S BAD DEBT
EXPENSE DURING THE FIVE-YEAR PERIOD 1999 THROUGH 2003.
The table below shows values for the years 1999 through 2003 as well as the five-year

and three-year average for those values:

1999 g0 - 2001 2002 2003 5 YR Avg 3 YR AVG
Kansas City, Mo Unemployment
Rate 3.10% 3.20% 4.40% 5.70% 5.80% 4.46% 5.33%
Average PGA (per Mcf} $ 414 % 497 $ 776 $§ 490 § 615 § 558 % 6.27

Average Number of Customers 492,428 498,990 500,141 503,045 506,807 500,282 503,331

Average Sales per Residential
Customer {(Mcf) 87.9 88.3 91.0 86.8 86.1 88.0 88.0

| IS IT POSSIBLE TO OBTAIN MORE CURRENT MEASURES OF SUCH
FACTORS OR TO MAKE FORECASTS OF SUCH FACTORS INTO THE
FUTURE?
Yes. As of March 31, 2004, unemployment in Kansas City, Missouri was 5.5%, higher
than both the three and the five-year averages. MGE’s PGA rate as of April 30, 2004
was approximately $0.75 per Cef (or $7.50 per Mef) also higher than both the three and
the five-year averages; it is not expected to decrease for the foreseeable future. The
average use per residential customer flowing from the Staff’s estimate of normal use is

912 Ccffcustomer/year (or 91.2 Mcf/customer/year); the average use per residential

20
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n oustonler'kﬂonf.ingfrom_MGE’s estirna_te_of norrnal ué_e i-s.:876-Cef[eustonier/year(or'8'7.6._.. R

o _DO YOU HAVE INFORMATION ON ANY OTHER FACTORS INFLUENCING X
e .MGE’S BAD DEBTS" _ S
.. | Yes Southern Star Central Gas Plpelme (“SSCGP”) whleh used to be known as the |
s _'.-Wllhams p1pehne5 prowdes 1nterstate transportatlon “and storage service to MGE'_' '.
o re.presentmg approx1mately 6?% of M(‘}E’s.total 1nterst'1te transbortatron and storage- “
.._oosts ﬁled a rate case w1th the FederallEner,Igy Regulatory Cornmlsswn on Aprﬂ 29 A
| 2004 It is my understandlng that SSCGP’S proposed rates erl l1ke1y take effect ﬁve '
'months after ﬁlmg, ona subJect to refund ba51s Our 1n1t1a1 estlmates 1nd1cate that this :
| W111 tranelate into an 1ncrease 1n MGE 8 PGA rate of abproxnnately $0. 03/Ccf or about_ i
B -:'l4% Thls 1ncrease in MGE’S PGA rate wrﬂ hkely take effect on or about November 1

Ry 2004

.. In aeldltlon the. Cornmlssron has rec.ently promulgated a derual of servrce rule by Way of .
i .Case No AX- 2003 0574 The effect of thls new rule Wlll be to nulhfy certam seetlons of |
_ MGE’S exrstmg tarrff found on Sheet No. 19 n Sectlon 3 02 Specrﬁcaﬂy, the nulhfred _
o -.'_prov151on is boldfaced in the followmg exoerpt

' Company shall not be requlred to commence supplying gas service if at the time ..

oof application, the applicant, or any member of applicant’s household (who
- has received benefit from previous gas service), is indebted to Company for

- such ‘gas service previously supplied at the same premises or any former =

premises until payment of such indebtedness shall have been made.  This
provision cannot be avoided by substituting an application for service at the
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" same or at a new 1ocat10n 31gned by some other member of the former ._ ‘_f'

.- customer’s. household or by any other person acting for or on behalf of such' e S

R customer

: 'MGE has cons1stently made use of thls tar1ff authortty in, attemptlng to coliect amounts_. o e
AT _-.owed Nulhﬁcatlon of thls colleetlon tool on a gomg forward ba51s w111 1ncrease MGE s

: .bad debts by an amount est1mated to be $750 000 annually

. WHAT C.O"NCL:U.SIONS:D(_.) You REACH ON THE BASIS OF ALL OF THIS |
B "INFORMATI()N‘? | | w : IR
A three-year average adjusted for $750 000 in addmonal bad debt to result from the . :
o _ehmlnatlon ofa prev1ously avatlable collectlon tool 1s a more. reasonable measure .of . '
. _ongomg bad debt expense than the snnple ﬁve year average used by the Staff whmh : _
L _.oon51der1ng the current me’tsures of the factors that 1nﬂuenoe bad debt expense is clearly ” G

inadequate..-

o HAS M.'G.E :CONSIS.TE'NTEY nAD N nATES A LEVEL OF BAD _nEBTs_ THAT
- IS BELOW WI-IAT HAS BEEN EXPERIENCED" L -
o _. '_Yes As is shown on Schedule G—3 of my d1rect test1mony, actuat ba.d debt expense per E o
) books from July 1, 1995 through Tune 30, 2003 was $44 567; 834 The amount of bad o
: debt expense allowed n rates for the same t1me perlod was $31 850 570 for an under : _.
E collectlon of $12, 717 264 Usmg an average of 5 years to compute the norrnal level of

- _bad debts w1th no recognmon of 1nereased bad debt expense to. result from the .'

=22
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22 - h_owcver MGE is not proposmg to do this.

- '?--elimin.ation of e'prcviously available collection t'oo.l', :W'rll onl_y increase this_'shortfa_ll. oha S

8 Late Pavment Fee

:PLEASE DESCRIBE THIS ISSUE
A - The Staff by way of the dlrcct testrmony of Tom Imhoff has proposed that MGE s late _ ; i

) _.payment chargc be reduced from ] S% to 0 5% MGE drsagrces wrth thrs proposal

.. WHY SHOULD MGE’S LATE PAYMENT CHARGE REMAIN AT 1 5%
_"_'In my opmlon the late payment charge should prov1de at 1east some 1ncent1ve for | e
- ._ customers to pay thelr bllls on t1me Although assessrng a late payment charge of 1 5% '_ :
o .on.a delmquent balance for the first month of dehnquency provrdes only a modestl"
_ __1ncent1vc for customers to pay on ttme .I behe\te that rcducmg this amount to 0. 5% will

- provide_ almost no mcentlve for customers to pay on time:.-

. ."SHOULD THIS CHARGE BE THOUGHT OF AS A FlNANCE CHARGE" S

' -.No not in my opmlon Flrst MGE does not compound this 1 5% 1t is apphed only to

the portlon of the blll whrch is one month overdue Itis not apphed to past due amounts :

~ from prev1ous months bllls It should be thought of more like the late payment fee
'whlch cred1t cards charge n addltlon to ﬁnance chargcs 1f your bill is pald late. 1

| B suppose an alternatwe could be to charge a 51mple ﬂat arnount per bill if it is dehnqucnt o

23
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. HOW LONG ON AVERAGE DO MGE S CUSTOMERS PRESENTLY TAKE =
S f'--TO PAY THEIR GAS BILLS‘? Ll o
A. 'Accordmg to the cash workmg cap1tal analys1s Of the MGE and Staff MGE’ 5 customers |

S ‘_take approx1mate1y 25 days to pay thelr gas bﬂls

_.WOULD You EXPECT THIS LENGTH OF TIME TO INCREASE IF THE -
o STAFF’S PROPOSAL TO RJ]DUCE THE LATE PAYMENT CHARGE TO 05%
. WERE ADOPTED‘?

 Yes. L

- -. :_WHAT IMPACT WOULD THAT HAVE ON MGE"
It would 1ncrease MGE’S cash workmg capltal reqmremel.lt. I es‘urnate thet for e;/ery__
. :"'add1t1or.1al d.éy the average bdyment tlme is mcreased cash evorklng capltal requlrements
' lwould mcrease by approx1mately $1 150 000. Aldsent e corres;dondmg adjustment to the - '.
. cash workmg capltal allowance MGE’S Shareholders would be fundmg this extended
" payment t1me If a correspondmg adJ ustment to the cash workmg capital allowance were '

B : made MGE’ ] customers would be fundmg thls extended payment tlme Nelther of these- .

altemative's isa reasonable re_sult n my__opmlon. .

24 B
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L _12.__ | “
5

T

15

17

e 20

21

.'.._‘.-"f'HAs ANY SUCH IMPACT BEEN REFLECTED IN THE CASH WORKING
i :CAPITAL REQUIREMENT USED BY THE STAFF IN THIS CASE" R ‘

_ No ] _. _. _. L

Q. DOES MGE CURRENTLY COMPOUND THE 1.5% LATE PAYMENT FEE?

A" ’ NO S

S A A':cco.unti.n'g for Cost of Renlotal/Satvage Errp:ens:e m .Exees‘s of Rate Cas.e 'A'mou'nt" : -
PLEASE DESCRIBE THIS ISSUE

g For purposes of thls case MGE has agreed to. the net cost of removal/salvage expense B

"MGE and the Staff as to the amount of net eost of removal/salvage expense to mclude 1n' Sk
' '-rates——$771 039 The issue on Wthh MGE and the’ Staff dlsagree relates to future -
S accountmg treatment on the Company ] books of aetual cost of removal/salvage expense_ SR

“in excess of_ the rate case amount. -

. .HOW DOES THE STAFF PROPOSE THAT MGE ACCOUNT F OR ANY SUCH ‘_ |
. '- -.EXCESS COST OF REMOVAL/SALVAGE EXPENSE" o :
_ _..._Because the Staff testtmony is srlent on the pomt I am uncertatn what the Staff proposes.
L ' .1n thts regard However -as. I understand it,’ absent express langnage from the
Cornm1ssmn authorlzmg otherwtse MGE would be requtred to boek actual oost of :

_ _"'_re'moval/salvage expense regardl_ess of Whether it e_xeeeds the rate case amoun_t_..

a5
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| _IS BOOKING ACTUAL COST OF REMOVAL/SALVAGE EXPENSE IN 3
t_EXCESS OF THE RATE CASE AMOUNT REASONABLE" |
g _.No Slmﬂar to the Staff posmon on aceountmg for actual ERISA mmlmurn pensron__: S o
enpense in excess of tne rate case amount aoeountmg for cost of remoualt salvage in thls -. : '
| _.fash_'i_on oo'uld_'(':ause the Company_to_ suffer eamm'gs degradatlon as a result of matte_rs.f - .-

S entirely b'ef(ond.the Company’ s eOntrot. |

Q o WHAT DOES MGE PROPOSL‘ AS AN ALTERNATIVE" L

; 'MGE requests that the Comm1ss1on 1nclude in 1ts order in thrs case the followmg

.1anguage'. :
. .'.“The prov1s1on for Junsdlctronal net cot-of’ removal of $771 039 is to be _
reeorded as .a'n annual expense for rate maklng purt)oses MGE shall book for

its _gas_operattons, aotual le.vels of annual net cost of remov_al_as an expense-ri :

“up to the amount. listed abo.ve'.. For .any aetu.al am.ou.nt of amtual net oost'of

L _4 removal that exceeds thrs amount .MGE will record the drfference. in 1ts
accumulated .depre(‘,latlon TESETVe. Th1s methodology wﬂl represent full

- recovery of all of MGE’S annuat net-cost of removal expendltures Thrs. .

' _.: methodolo gy w111 berewewed in MGE’s next rate case in whlo]n its reta11 gas .

_ drstrlbutlon rates arc under rev1ew.to determrne .whether the methodology =

will b-e eontinued.”

26 N
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10 Ca!mmtv Release/Off—svstem Sales S

._ PLEASE DESCRIBE THIS ISSUE
A MGE dlsagrees Wlth the proposal made by both the Staff and Publrc Counsel to 1nc1ude -

= :m the calculatlon of MGE’ S drstrrbutmn rates revenues derwed from capacrty release/off— o

_Systern* sa_les.

. . : i -WHY DOES MGE DISAGREE WITH THESE ST AFF AND PUBLIC COUNSEL:_ '_ '.
- .'-PROPOSALS‘? | | o
.: Frrst because capamty. release/off—systern .sales. ret/enues relate to | capacrt)} and
_ .c.ornmodrty costs that are recovered through the purchased gas adjustrnent (“PGA”): '
B '.rnechanlsm in MGE’S tarlff itis more appropnate that such revenues be handled through
o .that mechanlsm Second as explalned in the rebuttal testlmony of MGE witness J ohn'.
'Hay.es changes 1n market condrtrons hat/e occurred and w111 occur tn the future affectmg o
' the level of revenues MGE may be abie to generate by way of capacrty release such that' - o

o past performance 1s_no_t a reas‘onable'or rehable 1ndlcator of future perform_ance.-

PLEASE EXPLAIN MORE FULLY WHY YOU BELIEVE IT IS M()RE i

| 'APPROPRIATE TO HANDLE CAPACITY RELEASE/OFF SYSTEM SALES-- .

REVENUES THROUGH THE PGA MECHANISM

'In Case No GR 2002 348 an actual cost adjustment (“ACA”) proceedmg apphcable o
SR the trme per1od July 1 2001 through June 30 2002 the Staff has proposed to dlsallow -

o approx1mate1y $1 2 mllhon in capamty costs based on the Staff’s allegatton that MGE has- o

| 27:__ o
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.‘ 3 exCess eapacrty under c.ontract As part of 1ts ratronale for 1ts proposed d1sallowance :

'_'.__.the Staft" stated that “Pursuant to MGE s most recent rate case, Case No GR—2001 292 1f '_t

- ‘ thrs excess eapacrty were released in the capacrty release market the Company keeps all '.

'revenues“assocmted with th1s. capaelty released » (Staff Recorrunendatron Case No GR— -

| 2002 348 ﬁled December 19 2003) It is unfalr to capture revenues for the beneﬁt of -
customers on the one hand (1 e., mcludmg an amount of capac1ty release revenues in _.
s 'drstrrbutron rates in Case No GR—2001 292) and then to propose d1sallow1ng recovery of ' .' "
ok assocrated eosts for the same tlme perrod (through the ACA process in Case No. GR— .

- 2002 348) Treatmg capacrty release/off—systern sales revenues throughthe same process o

o __ av01d thrs l{md of regulatory problem In addltton a revenue sharmg approach
- 1mplemented through the PGA mechamsm Wﬂl accurately apportlon revenues generated :
' -by these 1tems because the Tevenues shared wrll be based on known and audrted results o

. r-based on actual expertence rather than a forecast of the future based on past experlence

Lo DOES THE COMPANY PROPOSE AN ALTERNATIVE TO THE STAFF AND_ |
- PUBLIC COUNSEL PROPOSALS TO INCLUDE CAPACITY RELEASE/OFF— B
SYSTEM SALES REVENUES IN DISTRIBUTI()N RATES" |

o '.-Yes To address the shortcommgs MGE has 1dent1ﬁed w1th the Staff and Pubhc Counsel' |

proposals and strll approprrately credrt customers W1th capa(:lty release/off—system sales n

: -revenues MGE proposes that the Commrsston order in th1s case melude the followmg o

- lan'guage:-.- B
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“MGE shall be authorrzed to 1mplement through 1ts PGA mechanlsm a f

."--.revenue sharrng grrd pursuant to whrch revenues generated by eapacrty release and_- )
. "'-..:.off-:system sales (net of revenues fronr off-lsystern sales rnade for system protecnoh :
.:_::purposes) shall be shared between MGE and its customers. as follows . -
| R Frrst $300 000_45% to MGE and 85% to customers TR
o Second $3OO 000—20% to MGE and 80% to customers i
AT _Thrrd §$300,000—25% (0 MGE and 75% to customers -

e ._ V; Above $900 000——30% to MGE and 70% to customers _.

Any excess capac1ty drsallowanee resultlng from an actual eost ad}ustrnent

R (“ACA”) proeeedlng shall be offset by capacrty release revenues before apphcat1on of |
S the above sharmg grrd and before any shareholder fundrng may be requlred ?
B Comphance tarrff sheets would then 1ncorporate ﬂ’llS concept 1nto MGE’s PGA clause for

- 1mplementat10n.‘j. S

.11- Low-Inconre Programs

- PLEASE DESCRIBE THIS ISSUE
- A number of proposals have been made regardrng low—mcorne prograrns The specrﬁc
i '_ .programs addressed 1nclude A) lownrncome weatherrzatron rnentloned in the d1reet.
testrmomes of MGE the C1ty of Kansas Clty and the Pubhc Counsel B) expenrnental ' :
8 low 1ncome rate rnent1oned in the dlrect test1momes of the Staff and the Publrc Counsel ;

o and C) “PAYS” mentloned in the drrect testrmony of the Pubhe Counsel
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= _"_WHAT 1S MGE’S GENERAL POSITION WITH RESPECT TO LOW-INCOME %
,. __-'.-;_ZPR()GRAMS'? o Lo o

= .:_ : MGE understands.that rnany customers have d1fﬁcult§ paymg therr gas bﬂls partlcularly e
o :1n hght of the current extended pCI‘lOd of sustarned l'ugh natural gas commodrty prlces In (e

: _.an effort te .be responswe to customers havmg .such drfﬁculty, MGE hes en e).(tenswe' |

: 3tr_ack record of act1v1ty.

L ---.'MGE has had in place for years employees——called customer adv1sors—-whose pr1rnary L
responsrblhty is to help connect customers in need of energy assistance wuﬁh prov1ders of

:_ 'energy_asmst_ance; S

.__- MGE has been involved in the'low:-incorne ~weatherization program, in pdﬂnership '

" initially with the City of Kansas City and later with other ser_\_rice providers, for years.'. .

MGE was also the ﬁrst energy ut111ty in MISSOLII‘I to 1mplement a low-lncorne rate called_ s
~ the experlrnental low-rncome rate, as a result of the settlement of an MGE general rate

| -proceeding in2001.

o In hght of this extended h1stcry, MGE has come to the general conclusion that its
. f_mvolvernent in low-rncome actrvrtres rnust be focused on matters that can be shown to
,rprovrde dernonstrable benefits to MGE s body of customers as a whole and wh1ch do not

: requlre s1gn1ﬁcant admrmstratrve undertakmgs by MGE MGE is in the busrness of |

30
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" operating a:natu_ral oas d'istrib'ution _sys'tern_ with the 'object‘ive of generating aproﬁt; MGE L o

"“:'is not a social service agency. -

G WHAT CONCLUSIONS DO YOU REACH WHEN APPLYING THIS GENERAL
S -.'POSITION TO THE SPECIFIC LOW-INCOME PROPOSALS IN THIS CASE" - -

. = MGE bel1eves that the low-mcome weathenzatlon program has been shown to provrde'

demonstrable beneﬁts to MGE 8 body of customers as a whole In add1t1on the 1ow— o

ﬁ 1ncorr1e weatherrzatron prograrn does not requrre srgmtrcant admmrstratlve actrvrtres on
| : ':the part of MGE MGE also understands that the Waltmg list for thls program is lengthy, o L
- '_showrng hrgh demand for this program As a consequence MGE believes it 1s.
. .'reasonable to provrde addltronal fundmg for the low—rncome Weatherrzatlon program
| .MGE has suggested an addltlonal $160 000 (current fundrng is $340 000 per year) whlle_ L
o .the Clty of Kansas Crty and the Pubhc Counscl have suggested dlffermg amounts of..._‘
| ”_addltronal fundrng MGE beheves any addltronal fundmg should be allocated 111: : .. '-
3 accordance w1th current fundmg proportlons (i.e., $250, 000 is presently admlmstered by .
o the Crty of Kansas Crty and $90 000 1s admlmstered throughout the balance of MGE §

. service terrltory)

_MGE beheves the experrmental low—mcome rate prograrn cannot yetbe charactenzed as
. _ elther 2 success or a fallure pr1mar11y because itis unclear whether the low~1ncome rate.
offermg had any materlal rmpact on the payment practlces of the partrcrpatmg customers

: It has however requlred srgnlﬁcantly more in the way of adrnmlstratlve undertakmgs by ' e
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e MGE than MGE orrgmally antlerpated As a eo.nsequence MGE is Wllhng to’ eonttnue o
th.e.. experrmental Iow mcome program—unmodlﬁed—through July of 2006 or unt1l
- '__'_fundlng runs: out. whrcheuer oecurs ﬁrst Based on eurrent subser1pt10n levels MGE |
beheves fundmg already in hand is. adeduate to .contlnue the prograrn—unrno.dlﬁed——-'
= Ithrough that perlod MGE is not wﬂhng to make the modrﬁeatlons to the.p.rogram;"_ .i |
: Suggested by the Pubhe Counsel and the Staff prlmarlly because of the addmonal.

. adrmmstratwe requlrements and eosts assocnated with those modlﬂeatlons

' MGE 1s unwﬂhng to 1mplement the PAYS program ‘mentioned by Pubhc Counsel S

- 'wrtness Melsenhelmer MGE does not understand What is bemg proposed in the way of a-

PAYS program and is. eoneemed that it may mvolve substantral admlmstratwe

i undertaklngs and costs by MGE Perhaps more, 1mportantly though it is. MGE’
_.understandlng that the Comrrussmn has reeently opened a case (Case No. GW-2004—-_; 3

_ -'0452) to examme potentlal energy efﬁc:lency 1mt1at1ves Un‘nl that case runs its course

e and the Commrssmn reaehes some sort of pohey conclus1on regardmg energy efﬁereney' :

c prograrns MGE beheves 1t is prernature to 1rnp1er_nent a program such as PAYS
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' 12 Proposed Repertmg Reqmrements .

- __: STAFF WITNESS ALLEE HAS RECOMMENDED THAT THE COMMISSION. -
o ':_‘_“_.ORDER MGE TO SUBMIT PERIODIC RELIABILITY REPORTS AND GAS i
e - :SUPPLY PLANS, STAFF WITNESS BERNSEN (HAS RECOMMENDED THAT
: =THE COMMISSION ORDER MGE TO RESPOND TO STAFF FORWARDED. |
o ..j.'i.iCOMPLAINTS/INQUIRIES WITHIN CERTAIN TIME PERIODS AND STAFF o
o WITNESS HYNEMAN HAS RECOMI\/IENI)ED THAT THE COMMISSION' S .
B ORDER MGE OR SOUTHERN UNION TO TRACK TIME SPENT ON- o
k CERTAIN ACT IVITIES E DO YOU AGREE WITH THESE L , I_ -
i RECOMMENDATIONS"
:__: _No There is no 1nd1cat10n that what the Staff is proposmg is factually umque to MGE :
..As sueh 1t. eertamly aDpea:rs to me to be an attempt to 1mpose a general requlrement oh
| MGE W1theut followmg the process used for settmg state regulatlons Asl understaud 1t. I_
o .é;eneral requlrements for utlhtles such as those bemg recommended by the Staff here, - -
_ should be set out in Droposed rules or. regulatkons | I the Comrmsslon deents any sueh '
- 'ff'requtrements reasonable or appropnate they should be ehacted by followmg the process -
- used to set state regulatlons and 1mposed umformly on a.ll smula.rly sttuated companles

. _ If there isa problem that is factually umque to MGE then a complamt should be ﬁled

. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, at this time.
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" Tariff Sheets Designed to Increase Rates

e Ser\noe Area

BEFORE THE PUBLIC SERVICE COMMISSION

' OF THE STATE OF MISSOURI

" In the Matter of Missouri Gas Energy’s- ) e N
. Case No. GR-2004-0209 . .
- for Gas Service in the Companys M;ssourr L SR T

AFFEDAVIT OF. MICHAEL R. NOACK '

" STATE OF MISSOURl EEE R
. Sy ss.
_COUNTY OF JACKSON o ) e
~ Michael R Noaok of lawful age on hIS oath states that he has parttcrpated in the preparatlon of

“the foregoing Rebuital Testimony in question and answer form; to be presented in the above

case; that the answers in the foregoing Rebuttal Testimony were given by him; that he has :
knowledge of the matters set forth in such answers; and that such matters are true and correct fo. .

the best of hls know!edge and belief. : 5 _ |

[(/IICHAEL R: NOACK .

: . Subscrlbed and sworn to before me thlsgel day of _ /)9}}}/ . 2004

A L

a Notary Public

5 . | | | ) o o . . - .. _ KlmW Hemgt .
My Commission Expires: ICQ-L BKQOO 7 o ~ Notary Public - Notary Seal

State of Missouri
Jackson County

My Commlsslon Exptres Feb. 3, 2007




