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DIRECT TESTIMONY OF MICHAEL R. NOACK 1 

Q.  WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS 2 

ADDRESS? 3 

A.  My name is Michael R. Noack and my business address is 7500 E 35th Terrace, 4 

Kansas City, Missouri 64129. 5 

Q.  BY WHOM ARE YOU EMPLOYED? 6 

A.  I am employed by Missouri Gas Energy (“MGE”), an operating unit of Laclede 7 

Gas Company (“Laclede”), as Director of Pricing and Regulatory Affairs. 8 

Q.  PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE. 9 

A.  I received a Bachelor of Science in Business Administration with a major in 10 

Accounting from the University of Missouri in Columbia.  Upon graduation, I 11 

was employed by Troupe Kehoe Whiteaker & Kent (TKWK), a Certified Public 12 

Accounting Firm in Kansas City, Missouri.  I spent approximately 20 years 13 

working with TKWK or firms that were formed from former TKWK employees 14 

or partners.  I was involved during that time in public utility consulting and 15 

financial accounting, concentrating primarily on rate cases for electric and gas 16 

utilities and financial audits of independent telephone companies across the 17 

United States.  In 1992, I started Carleton B. Fox Co. Inc. of Kansas City which 18 

was an energy consulting company specializing in billing analysis and tariff 19 

selection for large commercial and industrial customers.  In July of 2000, I started 20 

my employment with MGE.   21 

Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION? 22 
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A. Yes.   I have testified or submitted pre-filed testimony in numerous Commission 1 

proceedings, including MGE’s last five rate cases, Case Nos. GR-2001-292, GR-2 

2004-0209, GR-2006-0422, GR-2009-0355 and finally GR-2014-0007. 3 

PURPOSE OF TESTIMONYError! Bookmark not defined. 4 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THESE 5 

PROCEEDINGS? 6 

A. The purpose of my testimony is to support the revenue requirements of Laclede’s 7 

operating units in Eastern Missouri (“LAC”) and Western Missouri (“MGE”). As 8 

filed, MGE is requesting a gross revenue increase of $50.4 million.  However, since 9 

MGE is already collecting $13.4 in ISRS charges, the net incremental increase is 10 

$37.0 million.  LAC is requesting a gross revenue increase of $58.1 million.  Since 11 

LAC is already collecting $29.5 million in ISRS charges, its net incremental 12 

increase is $28.5 million.  Following the conclusion of LAC’s and MGE’s currently 13 

pending ISRS filings, the requested incremental revenues will decrease by the 14 

amount of the ISRS approved in those cases.  The revenue deficiencies are 15 

supported by Schedules MRN-D1 for MGE and MRN-D2 for LAC, which consists 16 

of sections A through H, and which are attached to this testimony.  I will be 17 

responsible for sponsoring most of the adjustments made to the test year ending 18 

December 31, 2016, and updated for known and measurable changes that support 19 

the revenue deficiency. 20 

Q. HOW DO THE PROPOSED INCREMENTAL RATE INCREASES 21 

COMPARE TO PREVIOUS REQUESTS FOR RATE RELIEF BY MGE 22 

AND LAC? 23 
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A. The amounts being requested by MGE and LAC to cover all of their non-ISRS 1 

costs are significantly lower than the comparable amounts that were sought in prior 2 

cases.  In fact, on a combined basis, they are significantly less than the non-ISRS 3 

rate increases sought by MGE and LAC in their 2009/2010 rate cases.  In 2009, 4 

LAC and MGE each independently filed their first rate cases in three years.  They 5 

sought a combined total of $81 million in non-ISRS revenue.  From the time those 6 

rate cases concluded in 2010 until the present, Laclede and MGE have not increased 7 

their non-ISRS rates.  In the current cases, LAC and MGE are requesting a 8 

combined non-ISRS increase of $65.5 million.  To put these facts in perspective, 9 

LAC and MGE have not only operated for seven years without a non-ISRS 10 

increase, but after those seven years, they are now requesting a combined non-ISRS 11 

increase that is less than the amount they requested in 2009, even though the 2009 12 

request covered a historical period (3 years), which is less than half of the 13 

corresponding period (7 years) covered by the current cases. 14 

Q. HOW HAS THIS BEEN ACHIEVED? 15 

A. Much of this achievement is a result of the growth strategy that has been 16 

successfully pursued by Spire and Laclede over the past several years – a strategy 17 

that has allowed us to keep our promise to the Commission to “bend down” the 18 

inclining cost curve that historically led LAC and MGE to seek and obtain 19 

significantly larger and more frequent rate increases in the past. 20 

  Q. WHEN DID LACLEDE’S OPERATING UNITS LAST FILE FOR 21 

GENERAL RATE INCREASES? 22 
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A. MGE’s last general rate case was filed on September 16, 2013, more than three 1 

and a half years ago, while LAC’s last general rate case was filed on December 2 

21, 2012, or well over four years ago. 3 

Q. WHY DO MGE AND LAC NEED TO FILE FOR A GENERAL RATE 4 

INCREASE? 5 

A. LAC must file a rate case within three years of April 12, 2014, when its 6 

Infrastructure System Replacement Surcharge (“ISRS”) rates first became 7 

effective after the last general rate case, in order to continue to collect the ISRS 8 

rates approved by the Commission.  In addition to the ISRS requirement to file a 9 

general rate case within three years of implementing new ISRS rates, the 10 

Stipulation and Agreement approved by the Commission in GM-2013-0254 11 

requires that Laclede file simultaneous rate cases for its LAC and MGE operating 12 

units for the first rate case filed after October 1, 2015. 13 

ADMINISTRATIVE MATTERS 14 

Q. MR. NOACK, WOULD YOU PLEASE SUMMARIZE THE DIFFERENT 15 

SECTIONS OF SCHEDULES MRN-D1 AND MRN-D2 ATTACHED TO 16 

YOUR DIRECT TESTIMONY? 17 

A. Schedule MRN-D1 contains the Accounting Schedules supporting the requested 18 

rate increase for MGE while Schedule MRN-D2 contains the Accounting 19 

Schedules supporting the rate increase request for LAC.  Both MRN-D1 and 20 

MRN-D2 consist of the same component schedules for each Company. 21 

 Schedule A summarizes the revenue deficiency at December 31, 2016. 22 

Schedule B summarizes and supports the various rate base items and offsets. 23 

Schedule C summarizes and supports plant in service. 24 
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Schedule D summarizes and supports reserve for depreciation. 1 

Schedule E summarizes and supports the various working capital components and 2 

other regulatory assets. 3 

Schedule F summarizes the capital structure and rate of return. 4 

Schedule H summarizes and supports the operating income statement & 5 

adjustments. 6 

Q. WHAT IS THE TEST YEAR USED TO DEVELOP THE REVENUE 7 

REQUIREMENT FOR LAC AND MGE? 8 

A. The test year is the twelve months ending December 31, 2016, adjusted for known 9 

and measurable changes. 10 

Q. WILL LAC AND MGE BE REQUESTING THAT THE TEST YEAR BE 11 

UPDATED AND/OR “TRUED-UP”? 12 

A. Yes.  We are requesting the test year be updated or trued-up through September 13 

30, 2017.  This is consistent with the process used in all five of the MGE rate 14 

cases I have supervised since 2000. We believe this approach will provide a 15 

relatively current time period of actual experience on which to base rates, while at 16 

the same time providing an opportunity for the Commission Staff and other 17 

parties to audit this actual experience. 18 

Q. WHAT “TRUE-UP” DATE ARE LAC AND MGE REQUESTING? 19 

A. At this time, we would consider September 30, 2017 as the true-up date where we 20 

would update all major components of the cases including capital structure, 21 

components of rate base and the major revenue and expense items and 22 

adjustments.  We believe this update through September 30, 2017 should be 23 

sufficient to establish a reasonable and representative cost of service.  I should 24 
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note, however, that as this proceeding unfolds there may be a need to revisit this 1 

issue depending on the positions taken by other parties.   There also may be a 2 

need to consider certain additional changes in accounting practices, orders or 3 

procedures or to incorporate tariff modifications to reflect those positions taken 4 

by other parties. 5 

MGE REVENUE DEFICIENCY 6 

Q. MR. NOACK, WOULD YOU PLEASE EXPLAIN SCHEDULE MRN-D1 7 

ATTACHED TO YOUR TESTIMONY? 8 

A. Yes.  Schedule MRN-D1 details MGE’s revenue deficiency for the test year 9 

ended December 31, 2016.  The schedule details rate base, rate of return, required 10 

net operating income, adjusted net operating income, an estimate of the 11 

September 30, 2017 update on revenue requirement and, finally, the revenue 12 

deficiency.  The total revenue deficiency shown on Schedule A is $50.4 million.  13 

The increase in revenue will be offset partially by the elimination and 14 

corresponding inclusion in base rates of $13.4 million of ISRS revenues that are 15 

currently being collected by the Company resulting in a net revenue increase of 16 

$37.0 million. 17 

Schedule A-1 is the summary of net operating income per books for the test year 18 

ending December 31, 2016, a summary of the adjustments made to operations, 19 

and finally, the net operating income, as adjusted. 20 

Schedule A-2 is a summary income tax computation, both per book and as 21 

adjusted for the twelve months ending December 31, 2016.  An explanation of the 22 

effective tax rate used to compute as adjusted income taxes is contained in the 23 

direct testimony of Laclede witness Kuper. 24 
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Q. MR. NOACK, WOULD YOU PLEASE DESCRIBE SCHEDULE B, THE 1 

CALCULATION OF RATE BASE? 2 

A. Schedule B summarizes the requested rate base of MGE at December 31, 2016.  3 

Total rate base of $792.5 million consists of net plant of $836.1 million, Working 4 

Capital components of $72.6 million, and the balance of Accumulated Deferred 5 

Income Taxes and other rate base offsets of $116.2 million. 6 

Q. WHO WILL BE SPONSORING TESTIMONY EXPLAINING THE 7 

VARIOUS COMPONENTS OF RATE BASE? 8 

A. Laclede witness Keathley will offer testimony on MGE’s offsets to rate base of 9 

Customer Deposits, Advances for Construction, Deferred Taxes and MGE’s rate 10 

base offset from Docket No. GM-2013-0254.  He will also offer testimony on 11 

Plant in Service, Reserve for Depreciation, Regulatory Assets and Working 12 

Capital components of Materials and Supplies, Prepayments and Gas Storage 13 

Inventory.  Company witness Lyons of ScottMadden will offer testimony on Cash 14 

Working Capital and Laclede witness Buck will offer testimony on Postretirement 15 

Assets included in rate base. 16 

 Q. PLEASE DESCRIBE THE ADJUSTMENTS TO OPERATING INCOME 17 

THAT YOU ARE SPONSORING ON SCHEDULE H. 18 

A. Schedule H, consisting of 20 sub-schedules, details all of the adjustments made to 19 

cost of service.  The first two pages of Schedule H detail the operating income 20 

statement summarized by the uniform system of accounts.  It shows the test year 21 

balances per books at December 31, 2016, a summary of the pro forma 22 

adjustments to each account and finally the adjusted balance at December 31, 23 
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2016.  The next four pages detail each adjustment individually by FERC account 1 

number. 2 

Schedule H-1 is the detail of test year margin revenue after backing out purchased 3 

gas adjustment revenue, gross receipts taxes billed, unbilled revenue, off-system 4 

sales and finally ISRS revenues collected during the test year, while Schedule H-2 5 

summarizes the revenue adjustments proposed by MGE.   6 

Q. ARE YOU SPONSORING THE REVENUE ADJUSTMENTS DETAILED 7 

ON SCHEDULE H-2? 8 

A. I am sponsoring the “Commercial-Domestic Use” adjustment while Laclede 9 

witness Feldman will provide direct testimony on the other revenue adjustments.  10 

Q. WHAT IS THE “COMMERCIAL-DOMESTIC USE” ADJUSTMENT? 11 

A. The commercial-domestic use adjustment reduces revenue by $2.1 million to 12 

reflect a rate change for landlords who are currently being billed as a small 13 

general service (SGS) customer when their property is in their name and not in the 14 

tenant’s name.  Pursuant to its tariff, MGE’s residential rate currently is “not 15 

available to locations served through a master meter or to a location other than the 16 

customer’s domicile.”  That means an MGE customer who has rental property is 17 

not eligible for the residential rate when the property is unoccupied and in their 18 

name.  MGE has coded the account to be domestic use for sales tax purposes, but 19 

the customer is being charged under a commercial rate.  MGE is proposing to 20 

change the availability of the residential rate to include all domestic use customers 21 

(including landlords / customers with rental property).   22 

Q. APPROXIMATELY HOW MANY CUSTOMERS WILL BE AFFECTED 23 

BY THIS CHANGE? 24 
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A. During the test year ended December 31, 2016, 223,060 bills were repriced from 1 

SGS to RS service or a monthly average of 18,588 customers. 2 

Q. WHY IS MGE PROPOSING THIS CHANGE? 3 

A. Landlords and owners of rental property have expressed frustration for several 4 

years about the change back and forth between the residential and small general 5 

service rates.  The Office of Public Counsel has also questioned the reasons for 6 

reclassifying these customers based on whose name the service was in.  MGE is 7 

currently the only gas company in the state to make this distinction between 8 

landlord and tenant.  With this change, MGE’s definition of residential customer 9 

and MGE’s practices in this area will be the same as LAC’s. 10 

Q. WHAT IS BEING PROPOSED BY MGE TO EFFECT THIS CHANGE? 11 

A. MGE is proposing new language in the Residential Gas Service (RS) tariff sheet 12 

and the same definition of ‘Residential Customer’ in the General Terms and 13 

Conditions that is currently included in LAC’s General Terms and Conditions.  14 

Laclede witness Weitzel is sponsoring those tariff changes.   15 

Q. WHAT IS THE NEW DEFINITION OF A RESIDENTIAL CUSTOMER 16 

BEING PROPOSED IN THIS CASE? 17 

A. A residential customer will be defined as follows: 18 

 A customer who purchases gas service for domestic use, including gas service 19 
provided to a single family dwelling or to a single meter serving a multiple family 20 
dwelling consisting of four (4) or fewer single family dwelling units, regardless of 21 
whether the customer is the ultimate consumer of the gas service.  In addition, a 22 
customer who purchases gas service for such a dwelling while the dwelling is vacant 23 
shall be classified as a Residential Customer. This definition is intended to satisfy 24 
the provisions of Section 144.030 (23) RSMo, by establishing and maintaining a 25 
system and rate classification of "residential" to cause sales to residential customers 26 
under any of the Company's rate schedules to be considered as sales made for 27 
domestic use and thus exempt from sales tax. 28 

 29 
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 As mentioned earlier, with this definition MGE will be treating residential 1 

customers similar to all other gas companies in the state, including the LAC 2 

operating unit.   3 

Q. PLEASE EXPLAIN SCHEDULE H-3. 4 

A. Schedule H-3, also sponsored by Laclede witness Feldman, removes purchased 5 

gas costs from the operating income statement along with costs associated with 6 

off-system sales, unbilled gas costs and the gross receipts tax expense.  These 7 

expenses should not be included in the determination of the cost of service.  8 

Purchased gas costs are recovered through the PGA mechanism and not base 9 

rates, while gross receipts taxes are simply pass through taxes. 10 

Q. PLEASE EXPLAIN THE PAYROLL RELATED ADJUSTMENTS. 11 

A. The payroll adjustment is detailed on Schedule H-4 while the associated 12 

adjustments to the Company’s match to employee 401K contributions and payroll 13 

taxes are detailed on Schedules H-5 and H-6.  The first part of the adjustment 14 

annualizes payroll based on the actual February 17, 2017 employee levels and pay 15 

rates, and includes adjustments for overtime worked based on actual overtime 16 

hours and proforma pay rates, and payouts under the Annual Incentive Program 17 

(AIP) based on proforma wage levels.  The second part of the adjustment 18 

recognizes that an additional 92 employees are expected to be hired across the 19 

entire company by September 30, 2017 with 61 being hired for LAC, 17 for 20 

MGE, and the final 14 being shared service employees whose time will be 21 

allocated between the different units of the Company.  (37 new employees began 22 

with the Company on March 27, 2017.) 23 
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Q. WHAT IS INCLUDED IN YOUR ADJUSTMENT TO EMPLOYEE 1 

BENEFITS? 2 

A. The adjustment to employee benefits on Schedule H-5 normalizes all expenses 3 

representing employee benefits paid on behalf of employees.  Included in these 4 

benefits are FAS 87 pension expense and FAS 106 post retirement benefit costs, 5 

which will be discussed in the direct testimony of Laclede witness Buck. The 6 

other employee benefits being adjusted are the payroll related insurance costs for 7 

life insurance, accidental death & dismemberment (AD&D) insurance and long-8 

term disability (LTD) insurance along with the Company match to employee 9 

401K contributions.  These adjustments to insurance costs and the 401K match 10 

are all related to the payroll expense adjustment on Schedule H-4.  11 

Q. PLEASE EXPLAIN TAB H-6, PR-TAXES. 12 

A. The adjustment on Schedule H-6 recognizes the increase to payroll taxes 13 

associated with the payroll adjustment detailed on Schedule H-4. 14 

Q. WHAT ADJUSTMENT HAVE YOU MADE TO PROPERTY INSURANCE 15 

AND INJURIES AND DAMAGES? 16 

A. Schedule H-7 normalizes the property insurance and injuries and damages by 17 

taking a three-year average of worker compensation claims paid and 18 

auto[mobile?] and general liability claims paid and adding to that average the 19 

insurance premiums increases expected to be paid on behalf of MGE.   20 

Q. WHY HAVE YOU MADE AN ADJUSTMENT TO TEST YEAR 21 

INSURANCE COSTS? 22 
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A. The adjustment has been made to reflect a normalized level of claims paid and to 1 

reflect the known and measurable changes in premium costs for MGE. Those 2 

costs have been included as a test year expense on Schedule H-7. 3 

Q. PLEASE EXPLAIN SCHEDULE H-8. 4 

A. Schedule H-8 reflects the proposed adjustment to include an ongoing level of 5 

energy efficiency costs in MGE’s cost of service.  As of December 31, 2016 MGE 6 

has accumulated $14.0 million of energy efficiency costs for expenditures in a 7 

regulatory asset.  That balance goes all the way back to March 2010 when the 8 

Commission ordered MGE to work toward developing an energy efficiency 9 

program funded by up to 0.5% of gross revenues with the program expenses 10 

accounted for in a regulatory asset.  Pursuant to the stipulation and agreement in 11 

MGE last rate case, GR-2014-0007, MGE amortized only a modest amount 12 

annually of $0.2 million, while at the same time continuing to incur expenditures 13 

under its energy efficiency program.  Based on the current gross revenues of 14 

MGE the targeted amount of energy efficiency funds to be spent on programs for 15 

the benefit of customers is approximately $2.5 million per year.  Given the size 16 

and consistent amount of EEC expenditures, some amount of current expenditures 17 

should be included in the cost of service, along with a ten-year amortization of the 18 

current regulatory asset.  Such amounts are reflected on Schedule H-8. 19 

Q. WHAT IS THE AMOUNT OF CURRENT ENERGY EFFICIENCY 20 

FUNDING YOU ARE PROPOSING TO INCLUDE IN RATES? 21 

A. Based on the current gross revenues of MGE, the targeted amount of energy 22 

efficiency funds to be spent on programs for the benefit of customers would be 23 

approximately $2.5 million per year.  As shown on H-8, however, we have 24 
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included a lower normalized amount of $1.8 million to better reflect actual 1 

experience.  This amount represents a 3-year average of spending for years 2014, 2 

2015 and 2016. 3 

Q. HAVE YOU PROPOSED AN ADJUSTMENT TO UNCOLLECTIBLE 4 

EXPENSE? 5 

A. Yes.  I have increased bad debt expense or uncollectible expense by $3.1 million 6 

on Schedule H-9.  Laclede witness Krick will explain this adjustment in his direct 7 

testimony. 8 

Q. PLEASE EXPLAIN THE ADJUSTMENTS ON SCHEDULE H-10. 9 

A. The adjustments on Schedule H-10 amortizes expected rate case expense over a 3-10 

year period, amortizes the cost of the current depreciation study prepared for this 11 

case over a five-year period, and recognizes the current level of the Commission 12 

assessment for the period July 1, 2016 through June 30, 2017. 13 

Q. WHAT IS THE PURPOSE OF SCHEDULE H-11? 14 

A. Schedule H-11 computes interest on the average thirteen-month balance of 15 

residential customer deposits at an interest rate of 4.75%, or 1% over the prime 16 

rate, as of December 31, 2016, consistent with MGE’s tariff Sheet No. R-14.  17 

Q.  HAVE YOU PROPOSED AN ADJUSTMENT TO DEPRECIATION 18 

EXPENSE? 19 

A.  Yes.  Schedule H-12 details the adjustment to depreciation expense based upon 20 

the level of plant investment at December 31, 2016. 21 

Q.  PLEASE EXPLAIN YOUR ADJUSTMENT TO AMORTIZATION 22 

EXPENSE. 23 
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A. Schedule H-13 details the pro forma amortization expense.  The adjustment 1 

consists of three parts.  The first part annualizes the amortization of all leasehold 2 

improvements, miscellaneous intangible plant and unamortized MGE software 3 

assets at December 31, 2016.  This also includes amortization of the Enterprise 4 

Software which has been allocated to MGE.  The second part of the adjustment 5 

computes amortization of Deferred Energy Efficiency Program costs and Low 6 

Income Program costs based upon a requested ten-year amortization period.  The 7 

energy efficiency program was described above and called for an ongoing level of 8 

expense be included in rates.  The Low Income Programs are a “Red-Tag” Repair 9 

Program and a one-time Low-Income Energy Affordability Program agreed to in 10 

the Stipulation and Agreement in GR-2014-0007.  The third part of the 11 

adjustment amortizes one-half of the one-time non-capital transition cost balance 12 

over a five-year period in accordance with the Stipulation and Agreement in GM-13 

2013-0254. 14 

Q. DO THE ANNUAL COST REDUCTIONS RELATED TO THE 15 

SYNERGIES REALIZED BY LACLEDE EXCEED THE AMOUNT OF 16 

TRANSITION COSTS FOR WHICH AMORTIZATION IS REQUESTED? 17 

A. Yes, cost reductions related to the synergies greatly exceed the transition costs for 18 

which the amortization is being requested. 19 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO PROPERTY TAXES. 20 

A. Schedule H-14 reflects an increase to property taxes to recognize the increased 21 

plant at December 31, 2016 and increased assessments expected in the counties in 22 

MGE’s service territory.  Laclede witness Kuper will explain the adjustment in 23 

his direct testimony. There is a second adjustment made to property taxes to 24 
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allocate to MGE a portion of the property taxes related to the Enterprise Software 1 

being allocated to MGE. 2 

Q. PLEASE EXPLAIN SCHEDULE H-15. 3 

A. Schedule H-15 is a reconciliation of the regulatory asset and the ongoing expense 4 

associated with Ad Valorem taxes assessed on storage gas in Kansas.  As part of 5 

the Stipulation and Agreement in GR-2014-0007, MGE agreed to include in rates 6 

$1.6 million associated with the amortization of the regulatory asset related to the 7 

past assessment of Kansas Ad Valorem taxes and $1.4 million to reflect an 8 

ongoing level of expense.  MGE also agreed to track the ongoing level of expense 9 

and record to the regulatory asset the difference between the $1,400,000 included 10 

in rates and what is actually paid each year. As of December 31, 2016 the balance 11 

of the regulatory asset related to Kansas Ad Valorem taxes is $3.6 million. 12 

Q. PLEASE EXPLAIN SCHEDULE H-16. 13 

A. Schedule H-16 adjusts expenses for known increases in the contractor cost to 14 

locate lines in the MGE service territory.  The majority of the adjustment is 15 

related to the cost to locate fiber which increased from $13.40 to $32.60 per locate 16 

in May 2016. 17 

Q. PLEASE EXPLAIN SCHEDULE H-17, OTHER EXPENSE 18 

ADJUSTMENTS. 19 

A. Schedule H-17 reflects a decrease to account 912 to eliminate from the cost of 20 

service the cost of sports tickets included in operating expenses. 21 

Q. PLEASE EXPLAIN SCHEDULE H-18. 22 

A. Currently, MGE has included in rates $0.75 million for low-income 23 

weatherization programs administered by the Community Action Agency of 24 
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Greater Kansas City, and several other social agencies located in the other parts of 1 

MGE’s service territories.  MGE would recommend that this level of funding 2 

continue along with the $0.75 million of funding in rates for MGE energy 3 

efficiency and education initiatives.   4 

LAC REVENUE DEFICIENCY 5 

Q. MR. NOACK, WOULD YOU PLEASE EXPLAIN SCHEDULE MRN-D2 6 

ATTACHED TO YOUR TESTIMONY? 7 

A. Yes.  Schedule MRN-D2 details the LAC revenue deficiency for the test year 8 

ended December 31, 2016.  The schedule details rate base, rate of return, required 9 

net operating income, adjusted net operating income and finally, the revenue 10 

deficiency.  The net revenue deficiency shown on Schedule A is $58.1 million.  11 

The increase in revenue will be offset partially by the elimination and 12 

corresponding inclusion in base rates of $29.5 million of ISRS revenues that are 13 

currently being collected by LAC, resulting in a net revenue increase of $28.5 14 

million. 15 

Schedule A-1 is the summary of net operating income per books for the test year 16 

ending December 31, 2016, a summary of the adjustments made to operations, 17 

and finally, the net operating income, as adjusted. 18 

Schedule A-2 is a summary income tax computation both per books and as 19 

adjusted for the twelve months ending December 31, 2016.  An explanation of the 20 

effective tax rate used to compute as adjusted income taxes is contained in the 21 

direct testimony of Laclede witness Kuper. 22 

Q. MR. NOACK, WOULD YOU PLEASE DESCRIBE SCHEDULE B, THE 23 

CALCULATION OF RATE BASE?  24 
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A.  Schedule B summarizes the requested rate base of LAC at December 31, 2016.  1 

Total rate base of $1,231.7 million consists of net plant of $1,169.3 million, 2 

Working Capital components of $274.6 million, and the balance of Accumulated 3 

Deferred Income Taxes and other rate base offsets of $212.2 million. 4 

Q. WHO WILL BE SPONSORING TESTIMONY EXPLAINING THE 5 

VARIOUS COMPONENTS OF RATE BASE? 6 

A. Laclede witness Keathley will offer testimony on the LAC offsets to rate base of 7 

Customer Deposits, Advances for Construction, and Deferred Taxes.  He will also 8 

offer testimony on Plant in Service, Reserve for Depreciation, Regulatory Assets 9 

and Working Capital components of Materials and Supplies, Prepayments and 10 

Gas Storage Inventory.  Company witness Lyons of ScottMadden will offer 11 

testimony on Cash Working Capital, and Laclede witness Buck will offer 12 

testimony on Prepaid Pension Assets and the OPEB Regulatory Asset included in 13 

rate base. 14 

  Q. PLEASE DESCRIBE THE ADJUSTMENTS TO OPERATING INCOME 15 

THAT YOU ARE SPONSORING ON SCHEDULE H. 16 

A. Schedule H, consisting of 19 sub-schedules, details all of the adjustments made to 17 

cost of service.  The first two pages of Schedule H detail the operating income 18 

statement summarized by the uniform system of accounts.  It shows the test year 19 

balances per books at December 31, 2016, a summary of the pro forma 20 

adjustments to each account and finally the adjusted balance at December 31, 21 

2016.  The next four pages detail each adjustment individually by FERC account 22 

number. 23 
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Schedule H-1 is the detail of test year margin revenue after backing out purchased 1 

gas adjustment revenue, gross receipts taxes billed, unbilled revenue, off-system 2 

sales and finally ISRS revenues collected during the test year, while Schedule H-2 3 

summarizes the revenue adjustments proposed for LAC.   4 

Q. WHO IS SPONSORING THE REVENUE ADJUSTMENTS DETAILED 5 

ON SCHEDULE H-2? 6 

A. Laclede witness Feldman is providing direct testimony on the revenue 7 

adjustments detailed on Schedule H-2.  8 

Q. PLEASE EXPLAIN SCHEDULE H-3. 9 

A. Schedule H-3, also sponsored by Laclede Witness Feldman, removes purchased 10 

gas costs from the operating income statement along with costs associated with 11 

off-system sales, unbilled gas costs and the gross receipts tax expense.  These 12 

expenses should not be included in the determination of the cost of service.  13 

Purchased gas costs are recovered through the PGA mechanism and not base rates 14 

while gross receipts taxes are simply pass through taxes. 15 

Q. PLEASE EXPLAIN THE PAYROLL RELATED ADJUSTMENTS. 16 

A. The payroll adjustment is detailed on Schedule H-4 while the associated 17 

adjustments to the Company’s match to employee 401K contributions and payroll 18 

taxes are detailed on Schedules H-5 and H-6.  The first part of the adjustment 19 

annualizes payroll based on the actual February 17, 2017 employee levels and pay 20 

rates and includes adjustments for overtime worked based on actual overtime 21 

hours and proforma pay rates, and AIP payouts based on proforma wage levels.  22 

The second part of the adjustment recognizes that an additional 92 employees are 23 

expected to be hired across the entire company by September 30, 2017 with 61 24 
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being hired for LAC, 17 for MGE, and the final 14 being shared service 1 

employees whose time will be allocated between the different units of the 2 

Company.  (37 new employees began with the Company on March 27, 2017.) 3 

Q. WHAT IS INCLUDED IN YOUR ADJUSTMENT TO EMPLOYEE 4 

BENEFITS? 5 

A. The adjustment to employee benefits on Schedule H-5 normalizes all expenses 6 

representing employee benefits paid on behalf of employees.  Included in these 7 

benefits are FAS 87 pension expense and FAS 106 post retirement benefit costs, 8 

which will be discussed in the direct testimony of Laclede witness Buck. The 9 

other employee benefits being adjusted are the payroll related insurance costs for 10 

life insurance, accidental death & dismemberment (AD&D) insurance and long-11 

term disability (LTD) insurance, along with the Company match to employee 12 

401K contributions.  These adjustments to the insurance costs and the 401K 13 

match are all related to the payroll expense adjustment on Schedule H-4. The final 14 

adjustment to employee benefits is an adjustment to SERP expense, which is 15 

based on an average of payments made over that last three years. 16 

Q. PLEASE EXPLAIN TAB H-6, PR-TAXES. 17 

A. The adjustment on Schedule H-6 recognizes the increase to payroll taxes 18 

associated with the payroll adjustment detailed on Schedule H-4. 19 

Q. WHAT ADJUSTMENT HAVE YOU MADE TO PROPERTY INSURANCE 20 

AND INJURIES AND DAMAGES? 21 

A. Schedule H-7 normalizes the property insurance and injuries and damages by 22 

taking a three-year average of worker compensation claims paid and auto and 23 
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general liability claims paid and adding to that average the increased insurance 1 

premiums expected to be paid on behalf of LAC.   2 

Q. WHY HAVE YOU MADE AN ADJUSTMENT TO TEST YEAR 3 

INSURANCE COSTS? 4 

A. The adjustment has been made to reflect a normalized level of claims paid and to 5 

reflect the known and measurable changes in premium costs for LAC. Those costs 6 

have been included as a test year expense on Schedule H-7. 7 

Q. PLEASE EXPLAIN SCHEDULE H-8. 8 

A. Schedule H-8 reflects the proposed adjustment to include an ongoing level of 9 

energy efficiency costs in the LAC cost of service.  As of December 31, 2016, 10 

LAC has accumulated $11.6 million of energy efficiency costs in a regulatory 11 

asset.  Like MGE, LAC has an energy efficiency spending target of 0.5% of gross 12 

revenues.  Based on its current gross revenues, LAC’s energy efficiency spending 13 

target is approximately $3.7 million per year, which also includes $1.0 million of 14 

Low Income Weatherization Funds.  Given the size and consistent amount of 15 

EEC expenditures, some amount of current expenditures should be included in the 16 

cost of service, along with a ten-year amortization of the current regulatory asset.  17 

Such amounts are reflected on Schedule H-8.  18 

 Q. WHAT IS THE AMOUNT OF CURRENT ENERGY EFFICIENCY 19 

FUNDING YOU ARE PROPOSING TO INCLUDE IN RATES? 20 

A. As shown on Schedule H-8, a normalized amount of $2.0 million has been 21 

included. This amount does not include any funding for the low income 22 

weatherization program.  This amount represents a 3-year average of spending for 23 

years 2014, 2015 and 2016. 24 
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Q. HAVE YOU PROPOSED AN ADJUSTMENT TO UNCOLLECTIBLE 1 

EXPENSE? 2 

A. Yes.  I have increased bad debt expense or uncollectible expense by $1.8 million 3 

on Schedule H-9.  Laclede witness Krick will explain this adjustment in his direct 4 

testimony. 5 

Q. PLEASE EXPLAIN THE ADJUSTMENTS ON SCHEDULE H-10. 6 

A. The adjustments on Schedule H-10 amortize expected rate case expense over a 3-7 

year period, amortize the cost of the current depreciation study prepared for this 8 

case over a five-year period, and recognize the current level of the Commission 9 

assessment for the period July 1, 2016 through June 30, 2017. 10 

Q. WHAT IS THE PURPOSE OF SCHEDULE H-11? 11 

A. Schedule H-11 computes interest on the average thirteen-month balance of 12 

residential customer deposits at an interest rate of 4.75%, or the prime rate as of 13 

December 31, 2016, plus 1%, consistent with LAC Tariff Sheet No. R-5-d.  14 

Q.  HAVE YOU PROPOSED AN ADJUSTMENT TO DEPRECIATION 15 

EXPENSE? 16 

A.  Yes.  Schedule H-12 details the adjustment to depreciation expense based upon 17 

the level of plant investment at December 31, 2016. 18 

Q.  PLEASE EXPLAIN YOUR ADJUSTMENT TO AMORTIZATION 19 

EXPENSE. 20 

A. Schedule H-13 details the pro forma amortization expense.  The adjustment 21 

consists of two parts.  The first part annualizes the amortization of all leasehold 22 

improvements, miscellaneous intangible plant and unamortized LAC software 23 

assets at December 31, 2016.  The second part of the adjustment computes 24 
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amortization of Deferred Energy Efficiency Program costs and Low Income 1 

Program costs based upon a requested ten-year amortization period.  The energy 2 

efficiency program is discussed above.  The Low Income Programs are a “Red-3 

Tag” Repair Program and a Low-Income Energy Affordability Program. The final 4 

asset being amortized is the initial Energy Efficiency Asset of LAC which has 5 

approximately 3.5 years of amortization remaining. 6 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO PROPERTY TAXES. 7 

A. Schedule H-14 reflects an increase to property taxes to recognize the increased 8 

plant at December 31, 2016 and increased assessments expected in the counties in 9 

LAC’s service territory.  Laclede witness Kuper will explain the adjustment in his 10 

direct testimony. There is a second adjustment made to property taxes to allocate 11 

to MGE a portion of the property taxes related to the Enterprise Software being 12 

allocated to MGE. 13 

Q. PLEASE EXPLAIN SCHEDULE H-15. 14 

A. Schedule H-15 adjusts expenses for known increases in the contractor cost to 15 

locate lines in LAC’s service territory.  The majority of the adjustment is related 16 

to the cost to locate fiber which increased from $13.40 to $32.60 per locate in 17 

May 2016. 18 

Q. PLEASE EXPLAIN SCHEDULE H-16, OTHER EXPENSE 19 

ADJUSTMENTS. 20 

A. Schedule H-16 reflects a decrease to accounts 912 and 921 to eliminate from the 21 

cost of service the cost of tickets to various events included in operating expenses. 22 

Q. PLEASE EXPLAIN SCHEDULE H-17. 23 
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A. H-17 reflects an expense for the cost to accept a credit card payment from a 1 

customer for the balance of their gas bill without requiring an additional fee.  2 

Currently that cost is assessed to the customer by the credit card company which 3 

reduces the incentive for a customer to pay with a credit card.  No fee credit card 4 

payments are consistent with the approach taken by other businesses for the 5 

convenience of their customers. It is also in the Company’s interest to accept a 6 

credit card payment, as credit card companies are in a much better position to 7 

assess creditworthiness and thus to assume the risk of unpaid debt.    8 

Q. HOW DID YOU COMPUTE THE ADJUSTMENT TO CREDIT CARD 9 

FEES? 10 

A. The LAC adjustment was based on the actual experience of MGE in the most 11 

recent 12-month period and based on the average cost per transaction charged by 12 

the vendor processing the credit card payments.  The number of card payments 13 

each month was compared to the number of residential bills for the same month 14 

and that percentage of bills paid with credit cards was applied to the number of 15 

LAC residential bills for the same months. 16 

SCHOOL TRANSPORTATION PROGRAM 17 

Q. MR. NOACK, AS PART OF THE PARTIAL STIPULATION AND 18 

AGREEMENT IN GR-2014-0324 FILED FEBRUARY 22, 2017 MGE 19 

AGREED TO PROVIDE CERTAIN INFORMATION PERTAINING TO 20 

THE ISSUE OF BALANCING AND CASHING OUT MONTHLY 21 

TRANSPORTATION VOLUMES FOR SCHOOLS PARTICIPATING IN 22 

THE SCHOOL TRANSPORTATION PROGRAM (“STP”).  WHAT 23 



 24 

INFORMATION WAS REQUESTED BY THE MISSOURI PUBLIC 1 

SERVICE COMMISSION STAFF? 2 

A. Under the Partial Stipulation, MGE agreed to provide the following information:   3 

1. A discussion of the costs and benefits of upgrading the reading capabilities 4 

of each STP customer meter so that monthly meter reads coincide with the 5 

monthly STP nominations; 6 

 7 

2. A detailed description of the meter changes or meter reading changes that 8 

could be made to allow for monthly meter reads to coincide with the 9 

monthly STP nominations. 10 

 11 

3. The cost of upgrading the reading capabilities of each STP customer meter 12 

so that monthly meter reads coincide with the monthly STP nominations; 13 

 14 

4. The Company’s position regarding the question of whether meter or meter 15 

reading changes provide enough benefit to sales customers to justify 16 

inclusion of the meter and meter reading change costs into a sale customer 17 

cost of service. 18 

 19 

Q. DID THE COMMISSION APPROVE THE PARTIAL STIPULATION AND 20 

AGREEMENT? 21 

A. Not as of this writing.  MGE is nevertheless providing the information, for two 22 

reasons.  First, MGE agreed with Staff that it would do so.  Second, MGE would 23 

like to reach a mutually acceptable resolution of the STP issue with Staff and the 24 

Missouri School Boards Association, which is the largest STP association in the 25 

MGE territory.  MGE hopes that providing Staff the information it seeks will be a 26 

step in the direction of reaching such a resolution.   27 

Q. CURRENTLY WHAT IS THE PROCESS OF READING EACH STP 28 

CUSTOMER METER? 29 

A. Currently each STP customer meter is read electronically once per month, at 30 

various times throughout the month, as part of a regular cycle meter reading 31 

program.  Meter trucks drive through select portions of the service area and 32 



 25 

collect meter reads from a device that sits atop each customer’s meter.  In the case 1 

of very rural areas, the reads are collected using handheld devices.  Because of the 2 

vast service territory of MGE (31 counties in the western half of the state) it is not 3 

feasible to combine all of the schools in the STP into a single meter reading route 4 

that would coincide with calendar month nominations made by the marketers 5 

serving the schools in the STP program.  Currently there are approximately 850 6 

schools taking gas service under the STP tariff and approximately 104 meter 7 

reading routes serving those schools.  The inability to obtain reads to match 8 

calendar month nominations prevents MGE from being able to accurately cash 9 

out STP customers, as prescribed in the tariff.   10 

Q. IF MGE WERE TO INSTALL ELECTRONIC GAS MEASUREMENT 11 

(EGM) EQUIPMENT AT EACH SCHOOL SIMILAR TO THE 12 

EQUIPMENT WHICH CURRENTLY SERVES MGE’S NON-SCHOOL 13 

TRANSPORATION CUSTOMERS, WHAT WOULD BE THE 14 

APPROXIMATE COST OF THOSE METERS? 15 

A. Currently the cost of the Instrument Point device, which has to be installed to call 16 

in the meter reads at a set time of the month (to coincide with pipeline 17 

nominations), costs approximately $2,300 before including the labor and 18 

overhead costs to install.  The labor and overhead costs are estimated at $436 19 

making the total cost of equipment and installation approximately $2,736.  The 20 

detail of these costs can be found on Schedule MRN-D3. 21 

Q. IS THAT THE FINAL COST TO THE CUSTOMER? 22 

A. No, it is not.  When the customer pays for the meter and installation costs the 23 

Company treats the payment as a contribution in aid of construction, so it is 24 
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taxable income to the company.  As a result, there is additional language on MGE 1 

tariff Sheet No. 71 which requires that the charge be “grossed-up” to cover the 2 

income tax.  At the current effective tax rate, the income tax amount would be 3 

approximately $1,000, making the total cost of electronic gas metering (EGM) 4 

equipment $3,736.  However, if MGE paid for the meters and the installation, the 5 

total cost, which would exclude the income tax component, would approximate 6 

$2.3 million. 7 

Q. WOULD THAT PROVIDE ENOUGH BENEFIT TO SALES CUSTOMERS 8 

TO JUSTIFY INCLUDING THOSE COSTS IN RATES CHARGED TO 9 

THE SALES CUSTOMERS. 10 

A. In my opinion, no.  In an analysis prepared for Staff last June, the principal cost 11 

not being recovered as a result of any imbalance at the end of a month was the 12 

cost to use storage to either inject excess volumes or withdraw short volumes.  13 

When those volumes were priced at the rates MGE pays for storage, the additional 14 

cost not being recovered was approximately $0.002 per Ccf.   15 

Q. HAS MGE ADJUSTED THE RATES TO ADDRESS THIS? 16 

A. Yes.  As part of the stipulation and agreement, MGE attached a specimen tariff 17 

sheet which increases the Balancing Fee from $0.001 per Ccf to $0.003 per Ccf.  18 

MGE is filing a tariff with that adjustment as part of this case.  19 

Q. IS MGE LIMITED BY STATUTE AS TO WHAT CAN BE DONE TO 20 

COMPENSATE FOR THE INABILITY TO CASH THESE CUSTOMERS 21 

OUT? 22 

A. Yes.  Section 393.310 of the Revised Missouri Statutes (the “STP Statute”) 23 

prohibits charging the schools for telemetry equipment or any special metering, 24 
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unless the individual school uses over 100,000 therms annually.  At the same 1 

time, the STP Statute also states that the tariff shall not have any negative 2 

financial impact on the other customers of the gas company.  Those two statutory 3 

provisions preclude MGE from passing on the cost of the EGM equipment to the 4 

schools or the other customers.  By including the additional $0.002 per Ccf in the 5 

balancing fee, MGE believes that both the schools and other customers are being 6 

fairly treated. 7 

Q. DO YOU BELIEVE ANYTHING ELSE NEEDS TO BE DONE AT THIS 8 

TIME? 9 

A. Yes. Although there has been nothing in the history of how the schools have 10 

nominated their transportation volumes to suggest a pattern of imbalances that 11 

have adversely affected sales customers, in response to input from Staff, MGE is 12 

proposing a tariff change that will motivate the schools to minimize estimated 13 

imbalances.  At the same time, MGE is proposing a tariff change to remove the 14 

infeasible language to try and cashout STP customer imbalances.  MGE believes 15 

these tariff changes, along with the increase to the Balancing Fee discussed above, 16 

will improve the program at a cost that does not outweigh its benefits, while 17 

protecting customers from adverse effects of the STP. 18 

Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY? 19 

A. Yes it does. 20 























































































Electronic Gas Measurement Equipment - Cost of Service

LAC & MGE

Measurement

Labor 129.53

Vehicle 17.04

146.57

Other Labor (Design & Order) 70.00

Clearings 75.54

Payroll Tax (on Labor & 92% of Clearings) 15.25

Subtotal 307.36

Overhead ** 129.09

436.45$

Instrument Point Cost 2,300.00

Total Cost per Instrument Point 2,736$

Approximate number of schools in STP Program 850

2,325,983$

** Includes pension, benefit, and other overhead costs

Electronic Gas Measurement Equipment - Current Charges Per Tariff Sheet No. 71

Per Meter Site (1 instrument point) 5,000$

Each addt'l instrument point 2,000$

Addt'l charge for customers served by orifice meters 3,000$

Monthly O&M fee 25$

Cost per Instrument
Point

Approximate cost of installing electronic metering

equipment (excl. income tax)

Schedule MRN_D3




