Mr. Cecil 1. Wright
Executive Secretary

Missouri Public Service Commission
P.O. Box 360

Jefferson City, MO 65102

Re: Case No. GO-97-301, Missouri Gas Energy
Dear Mr. Wright:

Enclosed for filing in the above-referenced case are ar original and fourteen (14) conformed
copies of a Request by Missouri Gas Energy for Additional Time to Respond to staff Recommendation.

Please stamp as “filed” the extra copy that is enciosed and return it to my office in the enclosed self-
addressed stamped envelope.

A copy of this filing has been mailed or hand delivered this date to the Office of the Public
Counsel.

Thank you for your attention to this matter.

el




Case No. G@g*-&m

Missouri Gas Emy a Mm of
Southern Union Company, for the
issuance of an accounting order
relating to gas safety projects.

B Damgs S age® Bigg?

REQUEST BY MISSOURI GAS ENERGY FOR ADDITIONAL TIME TO
RESPOND TO STAFF RECOMMENDATION

Comes Now Missouri Gas Energy (MGE), by and through counsel, and in
support of this Request for Additional Time {o Respond to Staff
Recommendation respectfully states the following:

1. MGE filed this application for an accounting authority order on
February 4, 1997. The Commission’s Staff recommended conditional approval
by memorandum dated April 11, 1997, and filed April 14, 1997. The
recommendation of the Commission’s Staff was not received by MGE in its
offices until April 21, 1997 (See Appendix A attached hereto). On Thursday May
1. 1997, MGE received notice that the Commission intended to take up this
matter at its May 2, 1997, agenda session.

2. MGE respectfully requests that the Commission defer its
consideration of this matter and that MGE be permitted until May 9, 1997, to file
its response to the recommendation of the Commission's Staff. Staff counsel
has been advised of this request and has expressed no objection. No party will

idiced if the Commission grants this request and the Commission will




benefit by being more

Furthermore, given the delay in MGE's re

Commission’s Staff, MGE submits that the per

response is fair.

3. MGE's initial review cf the recommendation of the Commussion’'s
Staff indicates three matters that either need clarification cr are in dispute First,
MGE believes that it needs to clarify its understanding of the Staff's
recommendation regarding amounts deferred pursuant to the Commission’s
order in Case No. GO-94-234 (at page 5 of the Staff Memorandum) which were
not reflected in the rates fixed by the Commission in Case No. GR-96-285.
Second, MGE disputes, and if permitted the requested time will address and
refute, the Staff's assertion (at page 4 of the Staff Memorandum) that the
Commission need not, and by implication should not, specify a carrying cost rate
for MGE to use as it books these deferrals of costs associated with gas safety
investment after the plant has been placed in service, Third, MGE disputes,
and if permitted the requested time will address and refute, the Staff's assertion
(at page 4 of the Staff Memorandum) that, should the Commission choose to
specify a carrying cost rate, MGE's current Allowance for Funds Used During
Construction (AFUDC) rate is appropriate and compensatory for MGE to use
for a carrying cost rate as it books these deferrals of costs associated with gas

safety investment after the plant has been placed in service.




Furthermore, given the delay in MGE's receip
Commission’'s Staff, MGE submits that the permission of additional time for its
response is fair.

3. MGE's initial review of the recommendation of the Commission’s
Staff indicates three matters that either need clarification or are in dispute. First,
MGE believes that it needs to ciarify its understanding of the Staff's
recommendation regarding amounts deferred pursuant to the Commission’s
order in Case No. GO-94-234 (at page 5 of the Staff Memorandum) which were
not reflected in the rates fixed by the Commission in Case No. GR-96-285.
Second, MGE disputes, and if permitted the requested time will address and
refute, the Staff's assertion (at page 4 of the Staff Memorandum) that the
Commission need not, and by implication should not, specify a carrying cost rate
for MGE to use as it books these deferrals of costs associated with gas safety
investment after the plant has been placed in service. Third, MGE disputes,
and if permitted the requested time will address and refute, the Staff's assertion
(at page 4 of the Staff Memorandum) that, should the Commission choose to
specify a carrying cost rate, MGE’s current Allowance for Funds Used During
Construction (AFUDC) rate is appropriate and compensatory for MGE to use
for a carrying cost rate as it books these deferrals of costs associated with gas

safety investment after the plant has been placed in service.




which amounts to expenditures of approximately 320 million each year.

Wherefore MGE respectiully reguests that the Commission permit MGE

to file its response to the Staff's recommendation on May 9, 1997, and defer its

consideration of the merits of this matter until afier that time.

Respectfully submitted,

)

Dhard Ot
Robert J. Hécl(/ #36496
Senior Attorne
Missouri Gas Energy
3420 Broadway
Kansas City, Missouri 64111
(818) 360-5755
FAX: (816) 360-5554

CERTIFICATE OF SERVICE

The undersigned attorney hereby certifies that the foregoing was hand
delivered or served via U.S. Postal Service this 2d day of May, 1997, upon:

Mr. Roger W. Steiner Mr. Douglas E. Micheel

Missouri Public Service Commission Office of the Public Counsel

P.0. Box 360 P.0O. Box 7800

Jefferson City, MO 65102 Jefferson Cit 65102
R Ot

Attorney
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MEMORANDUM

Missouri Public Service Commission Official Case File

Case No. GO-97-301

Missouri Gas Energy £PR 1 * W97
FROM: Chuck Hineman NMISSOUR?

Accounting Depanment PUBLIC SZRVICE COMMISSION

A.
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Utlity Services Division Date General Counsel's Office Date AL
N

SUBJECT:  Staff Recommendation for Conditional Approval of Accounting Authority Order for
costs incurred in complying with the Commission’s Gas Safety Rules

DATE: April 11, 1997

On February 4, 1997, Missouri Gas Energy (.\-iGE or Company), a division of Southern Union

Company (Southern Union), filed an Application for an accounting - authority order (AAO)

autborizing the deferral of costs related to its gas safety program. MGE maiptains the AAO is

pecessary because the expenditures associaied with its gas safery program are significant.
extraordinary, have not been reflected in the rates being charged for gas service. and are the result

of the unusual event of the ezactment of the revised gas safety rules by the Cormumission in 1989.

m

5 m;é-:;::» E f\"IG

's Aqgiication states:

E;f tais Applicatoz. MGE sesks permission and an A.40 Som the Comumissicn 10
defzr and book 1o Account 18A.1, beginning February |, 1997, anc cootinuing
through the effective date of the Commission's Repon and Order in MGE's zext
general rate case. depreciation expense. property taxes, and carrving costs at the
weighted average cost of capital the Commission found as appropriate for MGE in
Case No. GR-96-285. that being 9.46%, on the costs incurred to remove and replace
or repair facilities located m mobile home parks, to remove and replace Companv
@m&d and customer-owned service and yard lines, to move and reset meters in
iection therewith, to remove and replace cast iron mains, and to remove, replace
lically protect bare steel mains, with the deferred amounts to be computed

on) p@m placed i sevice begianing on October 31, 1996

‘addition, MGE reqisest: sion confirmation “that the mwmry assets recorded by MGE
m ﬁﬁ% AAO ﬁm k Caﬁg No. GO-94-234 for the period of November 1, 1996 through

Appendix A
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January 31, 1997, which were not included i rates st by the Con y m Case No. GR-96-285
.may continue to be recorded by MGE as reguiatory assets i account 186.1 o3 its books and that
MGE may request rate recovery of such assets in it next rate proceeding™. In response to Staff Data
Request No. 5 in this case. MGE stated that Federal Energy Regulatory Comrmussion (FERC) Form
2 now allows for recording of regulaiory asse:s &1 Account No. 182.3. Gther Regulatory Asscts, and
MGE proposes to account for the gas safeny program deferrals in Account No. 182.3. The St
agrees that Account No. 182.3 is the correct account in which t¢ book a regulatory asset created by

safety program deferrals.

ith two separate safery program deferrals.
retum on $6.371 included in rate base
result of Case .\o GO-94-234, MGE 1s
ase and recovering an annual amount of

MGE’s current rates reflect recovery of costs associatad w
As a result of Case No. GO-92-183, MGE is receiving 2
and recovering an annual amount of $373,693. Asa
receiving a retwn on $11,496,937 included in rate b
$574,847.

afe
27

In response to Staif Data Request No. 4 in this case, MGE estimated that it will invest approximately
$22 million in Mains and Services from February 1, 1997 through March 31, 1998. MGE estimates
that the total deferral for carrying costs, property taxes and depreciation expense will be
approximately $1.9 million on this investment.

Staff believes there are four issues that need to be addressed in MGE’s Applicadon. These issues are:

1. Whether the costs are “extraordinary™ and mest the Commission’s standards for deferral;

2. Whether the Company’s requested deferral period is appropriate:

3. The appropriate deferral rate: and

4, Whether the Comimission should confirm that the regulatory zssats é2ferred under the AAO
granted in Case No. GO-94-234 may continue 10 be recorded as regulatory assets and tnat
MGE may request rate recovery of these asse’s in its next rat2 proceedirg.

Coamdnede fre [Yplames]

Reguests for AAOs concerning gas safaty-related costs have been graz:ed by the Commission in the
following casas:

Case No. Company

GO-90-51 Kansas Power and Ligat Company
GO-90-115 Missouri Public Service

GO-90-213 United Cities Gas Company

GO-91-359 Missouri Public Service

GO-92-185 Kansas Power and Light Company
GO-94-133 Western Resources, Inc. d/b/a Gas Semce
GO-94-234 Missouri Gas Energy

.2
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In its Report and Order for Case No. GO-91-339, the Commission stated “the only question before
the Commission, therefore. is whether Company’s gas operations expensas are “extracrdinary’. The
Commission finds that s2id expenses are extraordinary inasmuch as thoy result fom Company'’s

comptliance with the Comrmission’s gas safoy orders™

Given tr2 Comunission has hist
as extrzordinary. and the L
has met the standard for &2
Deferral Period

In this Application; MGE is requesiing a deferral period beginning February 1, 1997, and continuing
through the effective date of the Commission’s Report and Order in MGE's next general rate case.
In response to Staff Data Request No. 2 in this case. the Company stated that it “has not specified
a date or month certain in which it would file its next rate case”.

In its Report and Order in Case Nos. EO-91-358 and EQ-91-360, Missouri Public Service, the
Commission expressed its concern about the appropriate deferral period for an AAO. On page 8§ of
that Order the Commission stated:

The Commission finds that a time limitation on deferrals is reasonable since deferrals
cannot be allowed to continue indefinitely, The Commission finds that a rate case
must be filed within a reasonable time afier the deferral period for recovery of the
deferral to be considered.

Io its Report and Order in Case No. GO-92-185, the Commission required that Kansas Power and
Light Compauny file for a rate case within two vears of ibe beginning of th2 deferral period if it desired
t0 sesk recovery of gas sefzny costs deferred under the authorin of the AAQ. Esizblishing a two
v2ar time limit for fi ng a rate case has become o2 Corynission’s :::z jonal pracdce in AAQ
applications. Staff beb'e*. es 2 sirmilar condition should be piace¢ on MGE L 15 Appiicatior reguiring
it to file a rate case within two vears of the beg'inm.ag of the deferral period, if it wishes to sesk

recovery of the regulatory asset created by this AAQ.

In paragraph 7 of its Application, MGE requested that the deferral period extend through the
effective date of the Commission’s Report and Order in MGE’s next general rate case. The Staff
agrees that it is appropriate to clarify the end of the deferral period relative to the Company’s next
general rate case. However, Staff believes it would be more appropriate 10 cutoff the deferral period
at ﬁe fast date of the Commission’s test year (including an update and/or true-up penod) Staff"s
pproach would allow for an appropriate matching of rate base, revenues and expenses in the test
ym @f éw M rate case. Jt will also eliminate the requirement or perceived requirement for a
: W 1o 84 rsq&es@ authority 10 defer cosis incurred afier the end of the rate case test
MmmﬁmﬁeMﬁ%Mmm m@tﬁ@é in the Commission’s AAO. . . .

a}ﬁ’
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Staff does not find any fogical or practical reasoa for extending 2 deferral peried up 1o the effective
date of the Commission’s Report and Order in = rate case. This approach only creates mechanical
accounting problems as iliustrated in MGE’s Application i this proceeding. If a Company wishes
to continue the deferral of costs, it can simply apply for another AAO swaning on the day after the
end of the Commission’s test vear in its last rate case. For tha rzasons descnibed above, Staff
recommends that the deferral period in this AAO be cutoff at the last day of the Commission's test
year (including the update and/or true-up period) in MGE’s nexi rate case. In addition, no recovery

of deferred safety costs should be allowed in subseguent rate proc2edings if MGE does not file a rate
case within two years of the beginning of the deferral panad authorized as a result of this Applicaton.

ferral ( ing Cost) Rate

In its A.Dplication in this case. MGE is requesting a carrving cost raze of 9.46% to be applied 10 its
investment in safery-related plant (services and mains). This rate is the weighted average cost of
capital approved by the Commission in MGE’s most recent rate case. Case No. GR-96-283.
However, in resporse to Staff Data Request No. 3 in this casa. MGE could not identify its specific
cost of financing its safety program.

In Case No. GR-96-283, the Company argued that its deferrals resulting from pravious gas safety
AAOs should be included in rates based upon a deferral rate that equaled an overall rate of rerurn
ordered by the Commission in a previous rate proceeding. Staif opposed MGE’s position on this
issue and argued that the deferral rate for ratemaking purposes should be equa] to MGE’s current
Allowance for Funds Used During Construction (AFUDC) rate.

On page 50 of its Report and Order in Case No. GR-96-283, (under the heading Safety Program
Deferrais, Carrving Cost Rate), the Commussion stated:

Tbe Commission finds in favor of Siaff on this issue becausa the Staff’s proposal

saows a caTving cost which is more reflective of the actual carrving cost associated

with the gas safery line replacements.
The Commission hes not always specified 2 caving cost rate 1o b2 uzad when it has approved
pravious gas safzny A40 applications. St 2‘r‘bene\ es that the languzge in the Commission’s GR-96-
283 Order provides suficient guicdance for MGE to seiect an appropriate carrying cost rate for its
safery program defzrals, However. if the Commission determines tbat it should refcrence a specific
rate @ this order. it should specify that the camying cost rate should be equal 10 the Company’s
gffﬁé AFUDC rate. consistent with the S12ffs position and the Commission’s Order in Case No.
IR-96-185.
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Staff addressed this issue in its Initial and Reply Briefs i Case No. GR-96-285. On page 103 of its
Initial Brief in that case. Staff wrote "MGE & 5:5 §"§?" i s@':i Teco @w {3%‘ &md’; it may defer from

November 1996 forward in future rate cases™. Onp Staff wrote “\!G{E can

S

~A amoun W INSINaoG ¥ -a & P - i..\ rawe

seek recovery i rates of anyv deforred

procecding”.

Staff is not cozvinead that addus ageinthe AAD L
Staf is noz opposed to nciudl 5 :

and seek fururs rate recovery

November 1. 1956 througn
Recommendation

Based on the above analysis, and subject to the conditions described below, Staff recommends that
the Commission approve MGE’s request for an AAO for costs incurred in compliance with the
Commission’s gas safety rules. In addition, the Staff has no objections to inclusion in the Order of
the language in Item No. 4 below, if the Commission so determines that inclusion of this language

in the AAO is necessary and appropriate.

The Staff recommends that the Commission’s Accounn'ng Authon'rv Order state: -

i PR That MGE is authonzed to defer and book to Account 18.. .3, beginning
February 1. 1997 and continuing through the last date of the Commission’s test year,
including any update on true-up period. in MGE’s next rate case. depreciation
expense. property taxes, and actual cartyving costs incurred to remove and replace or
repair facilities located in mobile bome parks, to remove and replace Company-owned
and customer owned senvice and yard lines, to move and reset meters in connection
therewiih. to remove and repiace cast iron maizs. and to remove. replace, and
cathodically protect bare sieel mains. with the cm:-.-ed amounts to te computed on

plaat p:ace: in senvice beginaing oo Feoruany 1. 1957, IFno rate case is died oy MGE
on or beforc January 31, 1999, no re:O\e.. oftl: se costs shall be zliowead in any
subsequext rate case unless said costs were, in whels or part, incuwrred in the approved

test year.

2. That nothing m this order shall be considered a finding by the Commission of the
reasonableness of the costs and/or expenditures deferred in this proceeding, and the
Commission reserves the right to consider the ratemaking treatment to be afforded ali
defexresﬁ costs and/or expenditures, including the resulting cost of capital incurred in

cing the Company’s gas safety program.

z m M@E is émm@ hereby to maintain detailed supporting work papers relating to ..
wnthly aceruals of each itern booked 10 Account No. 182.3 and any capital costs

ﬁﬁa‘
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Copies:

booked 1o capital accounts in regard to the deft

In addition, MGE sball develop accounting
calculation and subsequent audit of the &m&i carrying costs incurred in financing

gas safety program.

That MGE may continue to record as regulatory assets the deferrals of carmying costs,
property taxes and depreciation expense under GO-94-234 for the period
November 1, 1996 through January 31, 1997, and may request rate recovery of such
assets in its next rate proceeaing.

Director - Utility Operations Division

Director - Policy and Planning Division

Director - Utility Services Division

General Counsel

Manager of Accounting - Utility Services Division
Office of Public Counsel

Robert J. Hack - Missouri Gas Energy




