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STAFF’S SUGGESTIONS IN SUPPORT OF PARTIAL NONUNANIMOUS STIPULATION AND AGREEMENT AS TO ALTERNATIVE MINIMUM TAX, DEPRECIATION, ACCOUNTING FOR NET COST OF REMOVAL, ACCOUNTING FOR PENSION EXPENSES, REVENUES, BAD DEBTS, AND MAY 1, 2004 UNION WAGE INCREASE ISSUES


COMES NOW Staff of the Missouri Public Service Commission (Staff) and respectfully submits as follows:

1.
On June 29, 2004, Staff and Missouri Gas Energy (MGE) filed a Nonunanimous Stipulation and Agreement as to Alternative Minimum Tax, Depreciation, Accounting for Net Cost of Removal, Accounting for Pension Expenses, Revenues, Bad Debts, and May 1, 2004 Union Wage Increase Issues (Stipulation and Agreement). 

2.
On June 29, 2004, MGE contacted Staff regarding an arithmetic error in the calculation of revenues.  Staff reviewed this matter and concurred.  This correction changed revenues in an amount of $800,000. 

3.
On June 30, 2004, Staff and MGE filed the Corrected Stipulation and Agreement. 

4.
On June 30, 2004, Staff filed its Pleading Regarding the Corrected Stipulation and Agreement.   

5.
Alternative Minimum Tax.  This issue dealt with whether or not the Alternative Minimum Tax would apply to Missouri Gas Energy if it was calculated based upon MGE’s stand alone financial results.  Staff had concerns that this was an item that perhaps should not be included in rate base.  After further  research on this issue and discussions with the Company, Staff now believes that Southern Union’s Alternative Minimum Tax amount is appropriately applicable in part to Southern Union and should be reflected in MGE’s rate base in an amount of $12,782,852.  This number will not be subject to true-up.  Staff recommends that the Commission should include in its Report and Order a provision that recognizes that the Company’s rate base for purposes of this case shall include an allocated portion of the Southern Union Company’s consolidated alternative minimum tax credit. 


6.
Depreciation Rates.  The Stipulation and Agreement recommends that the Commission include in its Report and Order a provision authorizing the Company to implement new depreciation rates for certain of its depreciable plant accounts.  The first account is Account 380 – services, for which the depreciation rate shall be 2.7% (based upon a 37-year average service life).  The second account is Account 394 – tools, for which the depreciation rate shall be 5.3% (19-year average service life).  The agreed-upon change to the depreciation rate for Account 394 resulted from new calculations performed by the Staff.  The agreed-upon change to Account 380 resulted from settlement discussions.  Overall Staff believes that these changes are appropriate for the setting of just and reasonable rates.  No other depreciation rates currently in effect for MGE shall change as a result of this proceeding.  

The provisions in the Stipulation and Agreement regarding depreciation expense also address any Infrastructure System Replacement Surcharge (ISRS) filing made by MGE prior to the effective date of a Commission order resolving MGE’s next rate case immediately subsequent to this proceeding.  In any ISRS filing that will be made during this period, a depreciation rate of 2.56% (39-year average service life) shall be used for Account 380 – services.  Staff believes these provisions are appropriate for settlement of this issue as part of this case and will provide the Company with appropriate depreciation cost recovery and set just and reasonable rates for the ratepayers. 


7.
Accounting for Net Cost of Removal.  This item represents an agreement as to future accounting for net cost of removal expense by MGE.  Staff and MGE recommend that the net cost of removal for ratemaking purposes be $771,039 as set out in the Stipulation and Agreement.  The Stipulation and Agreement sets an appropriate accounting treatment for this jurisdictional cost of removal amount of $771,039, and requires MGE to record any difference between the rate case provision of $771,039 and the actual levels of annual net cost of removal in a regulatory asset/regulatory liability account.  Any such net regulatory asset and/or liability will be included in rate base in MGE’s next rate case and amortized over a five year period.  The provisions in the Stipulation and Agreement regarding cost of removal accounting are similar to the provisions governing pension expense, which are discussed below.

8.
Accounting for Pension Expenses.  This issue deals with Accounting for Pension Expenses.  The paragraph containing language on this item that is recommended for inclusion in the Commission’s Report and Order appropriately addresses the issue of Accounting for Pension Expenses.  This issue deals with accounting for any difference between the jurisdictional pension cost in this case (the current ERISA minimum amount, or zero), and MGE’s actual annual future funding amounts for pension cost, as a regulatory asset or regulatory liability.  This provision sets up a mechanism to establish the difference between the provision for the ERISA minimum contribution included in cost of service in this case and MGE’s actual ERISA minimum contributions made after the effective date of rates established in this case.  The actual difference will be included in rate base in the Company’s next rate case and will be amortized over a five year period.  Staff believes that this is an appropriate and balanced result in this case that the Commission should approve. 


9.
Revenues.  The Stipulation and Agreement recommends that the Commission should include in its Report and Order a provision that recognizes an amount of $471,663 as a decrease to test year revenues for customer growth, weather normalization, and adoption of the late payment charge amount recommended by Staff witness Imhoff, for purposes of calculating MGE’s cost of service in this case.  This is essentially a settlement number that represents resolution of various issues.  These issues include customer growth annualization, weather normalization, the late payment charge recommended by Mr. Imhoff, and the proposed load attrition adjustment which is being dropped by the Company.  This provision includes a statement that there will be no further adjustment to revenues for customer growth during the true-up.  Staff believes that, given all relevant factors, this is a just and reasonable resolution of these issues. 


10.
Bad Debts.  The Commission should include in its Report and Order a provision that recognizes an amount of $7,042,000 for bad debt write-offs for purposes of calculating MGE’s cost of service in this case.  This agreement disposes of the issues denominated as Bad Debts Expense Level and Bad Debts - Denial of Service.  This is a negotiated number intended to allow MGE to recover in rates an appropriate amount in rates to cover bad debt write-offs.  Given litigation risk and other considerations, Staff believes that this is a just and reasonable number to be in rates regarding bad debt. 


11.
May 1, 2004 Union Wage Increase.  The Stipulation and Agreement further recommends that the Commission include in its Report and Order a provision that recognizes the May 1, 2004 union wage increases for MGE’s collectively bargained employees shall be reflected in MGE’s cost of service through the true-up.  Staff believes that by true-up this item will be known and measurable and is appropriately included in rates under traditional Commission policies. 


WHEREFORE, for the foregoing reasons, Staff respectfully requests that the Commission issue its Order approving all of the specific terms and conditions of this Stipulation and Agreement as to Alternative Minimum Tax, Depreciation, Accounting for Net Cost of Removal, Accounting for Pension Expenses, Revenues, Bad Debts, and May 1, 2004 Union Wage Increase Issues. 
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