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REBUTTAL TESTIMONY
OF
RUSSELL W. TRIFPPENSEE
THE COMPANY

CASE NO. GR-2009-0355

PLEASE STATE YOUR NAME AND ADDRESS.

Russell W. Trippensee. | reside at 1020 Satinwood Court, Jefferson City, Missouri 65109, and my

business address is P.O. Box 2230, Jefferson City, Missouri 65102.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

[ am the Chief Utility Accountant for the Missouri Office of the Public Counsel (OPC or Public

Counsel).

ARE YOU THE SAME RUSSELL W. TRIPPENSEE WHO HAS FILED DIRECT
TESTIMONY IN THIS CASE?

Yes,

WHAT IS THE PURPCOSE OF YOUR REBUTTAL TESTIMONY?

To address the Staff Report Cost of Service with regard to the position taken on Bad Debt Expense,
page 98 and 99 of the report. Keith Foster is listed as the Staff Expert on this issue. Certain
comments regarding Mr. Fostet’s recommendation will also address Missouri Gas Energy’s (MGE
or Company) witness Michael Noack’s recommendation regarding bad debt expense. 1 will also
update Public Counsel’s position on this issue. A change in OPC’s recommended amount has been
made {o reflect new data available which provided seven more months of actual experience with

write-offs of customer accounts for lack of payment by or on behalf of the customer.
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I will also outline and explain Public Counse!’s opposition to Missouri Gas Energy’s proposal 12
include a portion of bad debt expense along with propény taxes on gas in storage in the Purchased
Gas Adjustment clause. Finally OPC also opposes a bad debt tracker mechanism which is the third
option MGE proposes for addressing bad debt costs. The Company’s proposals regarding bad debis
is set out in Michael Noack’s direct testimopy beginning on page 12, line 17 and continues through

line 1 on page 15.
BAD DEBT EXPENSE

WHAT IS PUBLIC COUNSEL’'S PQSITION ON THE APPROPRIATE LEVEL OF
BAD DERT EXPENSE TO INCLUDE IN REVENUE REQUIREMENT?

Based on the updated data through July 2009, Public Counsel recommends that $9,298.066 ke
included in the revenue requirement as the appropriate amount of bad debt. This recommendaticn
is calculated based on an analysis of the [actua! net write-offs as reflected in the balance she:t
account, Accumulated Provision for Uncollectible Accounts, account 144 and recognition of the
Cold Weather Rule (CWR) Accounting Authority Order amortization. These two components are
$9,685.323 related to the analysis of account 144 and a reduction of $387,256 related to the monies

received via the CWR amortization but were not reflected in account 144,

DID BOTH STAFF AND MGE EXCLUDE THE CWR AMORTIZATION MONIES
FROM THEIR RESPECTIVE ANALYSIS?

Yes.

WHY IS IT APPROPRIATE TO INLCUDE THESE MONIES RECEIVED?
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Simply stated, if the Commission fails to recognize these monies, the ratepayers will have paid
MGE approximately $1,161,769 since the rates in Case No. GR-2006-0422 for costs that were
asserted at that time to be an impact of the CWR on actual write-offs of bad debts. However, the
subsequent accounting treatment of these monies was not used to reduce the actual net write-offs on
the Company’s financial records. It is these records that are analyzed and used in the determination
of bad debt expense for regulatory purposes. Any failure to recognize these monies tumns the
regulatory asset created by the Commission for the CWR into a regulatory gift of ratepayers’

monies to the Company.

DO ALL THE PARTIES TO THIS CASE USE AN ANALYSIS OF THE
ACCUMULATED PROVISION FOR UNCOLLECTIBLE ACCOUNTS, ACCOUNT

144, TO MAKE THEIR RECOMMENDATION FOR THE APPROPRIATE LEVEL

OF BAD DEBT EXPENSE?

Yes. Mr. Noack states that “The adjustment was computed by taking the averaging bad debt write-
offs for 2006 — 2008 and comparing that average to the bad debt expense recorded in 2008", page
12, lines 11 — 13 of his direct testimony. Similarly the Siaff Report Cost of Service states “The
Staff's adjustment, therefore, represents the difference between a three-year average of
uncollectible accounts and the test vear level of bad debt expense recorded on the Company's books
and records”, Staff Report page 99, lines 1 — 3. Public Counsel also analyzed the uncollectible
accounts in making its recommendation of $9,685,323 as the appropriate level of bad debt expense

excluding the CWR AAQ recognition.
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Q.

FROM YOUR ANSWER, SHOULD THIS COMMISSICN INFER THAT THERE I3

A DIFFERENCE BETWEEN
EXPENSE"?

Yes. The proper use of the term “uncollect

sheet account. A proper reference to “bad

“UNCOLLECTIBLE ACCOUNTS”

AND “BAD DEBT

ible accounts” refers to account 144 which is a balance

debt expense™ is a reference to account 904 which is an

income statement account. Entries to record bad debt expense in account 904 which impacts the

financial income statement are not on a cy
monthly estimates (an accrual) of a utiliti
billed to ail customers in that month, Acc
Accounts is the account where the utilit
customers (the cash transaction) is recordg
look at actual experience is why the regulatg
amount of revenues that are not collected fi

or uncollectible interchangeably, this usage

YOU USED THE TERM BAD DEH
RELATIONSHIP OF THAT TERM
DEBT EXPENSE.

Bad debt write-off refers to the process w
account will not be collected. The balance
was debited when the customer was orig

account 144 is debited. This journal entry

stomer specific basis. Account 904 is used to record
es inability to subsequently collect the total revenues
ount 144, the Accumnulated Provision for Uncollectible
es actual inability to collect revenues from specific
d. The opportunity during a regulatory proceeding to
ry process analyzes account 144 to determine the actual
om customers. While some people use either bad debt

s incorrect as explained previously.

T WRITE-OFFS, PLEASE EXPLAIN THz

TO UNCOLLECTIBLE ACCOUNTS AND BAD

here a utility determines that an individual customer’s
of the account receivable (a balance sheet account that
nally billed) related to that customer is credited and

reflects that the utility no longer expects to collect the
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monies and thus reduces both its accounts receivable and its accumulated reserve for uncollectible

accounts,

WHAT WAS THE PURPOSE OF THE ACCOUNTING AUTHORITY ORDER

RELATED TO THE COLD WEATHER RULE?

The purpose was to reflect expected increases in actual uncollectible accounts resulting from the
CWR reducing the minimum amount of payment on a customer’s unpaid bill in order for that
customer to again receive gas service. The assertion was that this reduction would cause the utility
to receive a lower actual payment to be applied against the accounts receivable related to that

customer and therefore would incur higher write-offs in the future.

IS IT RELEVANT TO THE DETERMINATIC OF BAD DEBT EXPENSE FOR
RATEMAKING PURPOSES WHETHER OR NOT MGE ACTUALLY INCURRED
HIGHER WRITE-OFFS AS A RESULT OF THE COLD WEATHER RULE
CHANGES FOR RATEMAKINE PURPOSES?

No. The Company tracks all customer accounts and if an individual account must be written off,
the write-off occurs. The reason for the write-off of an individual customer’s account is not
relevant so long as there is no reason to believe the write-off occurred because of an imprudent

action by the utility. The regulatory process as previousty discussed analyzes the actual amounts

written off in the rate-setting process.

WHY IS IT THEN NECESSARY TO ADJUST THE ANALYSIS OF THE ACTUAL

WRITE-QFFS TO REFLECT THE COLD WEATHER RULE AMORTIZATION?
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As previously stated, the normal financial rg
refated to individual customer accounts ar
Commission and its reflection in the rate
increased rates for the general body of rate

write-offs of individual customers.

The financial record keeping system of
Accounts) does not reflect these CWR AA
Uncollectible Accounts. Thus monies we
recognized in account 144, In contrast,
sources on accounts that have been written

refers to this process of netting actual writs

that were actually written off,

DID PUBLIC COUNSEL VERIFY

rcord keeping process used by utilities records paymenis
d any resulting write-offs. The AAO granted by the
determination in Case No. GR-2006-0422 resulted in

payers to reflect the payment in base rates for expected

MGE ({or any utility under the Uniform System of
L0 monies in account 144, Accumulated Provision for
re received for the write-offs but the receipt was not
payments by customers or other customer assistance
off are applied to account 144. The term net write-offs

e-0ffs and subsequent payments related to the accounts

THAT THE AAQ ASSOCIATED WITH THE

COLD WEATHER RULE WAS RECORDED ON MGE’S FINANCIAL RECORDS IN

A MANNER THAT DID NOT IMPACT ACCOUNT 1447

Yes. During the three year period since
recording of the amortization did not i

Accounts, account 144, 1 have attached

the rates from (GR-2006-0422 went into effect, the
mpact the Accumulated Provision for Uncollectible

OPC Data Request 1206 to my rebuttal testimony as

Schedule RWT-2. This schedule contains the Company's response to a request for the accounting

entries related to the CWR amortization

during the period. A review of the response clearly

indicates that no entries were made to account 144.
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Q.

DID PUBLIC COUNSEL REVIEW THE STAFF POSITION IN CASE NO. GR-
2009-04227

Yes. The Staff witness in the case on bad debt expense was Paul R. Harrison. | have reviewed his
testimony from that case along with his work papers related to bad debt expense. | have attached

the relevant portions of his direct testimony on bad debt expense and CWR to my rebuttal testimony

as Schedule RWT-3.

HOW DID MR. HARRISON CALCULATE HIS RECOMMEDATION FOR BAD DEBT
EXPENSE?
Mr. Harrison analyzed data from July 1998 through June 2006. He utilized a five year average

actual net write-offs for the years ending July 2002— June 2006 to recommend a level of bad debt

expense, $8,628,073 be included in the revenue requirement determination,

DID MR. HARRISON MAKE AN ADJUSTMENT TO THIS AMOUNT WITH

RESPECT TO THE COLD WEATHER RULE ACCOUNTING AUTHORITY ORDER?

No.

IS 1IT PUBLIC COUNSEL’'S TUNDERSTANDING THAT THE PARTIES
ULTIMATELY AGREED TO MR. HARRISON'S RECOMMENDATION WITH
REGARD TO THE LEVEL OF BAD DEBT EXPENSE THAT DID NOT TAKE
INTO CONSIDERATION THE CWR AMORTIZATION?

Yes.
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WAS THE COLD WEATHER RULE

REQUIREMENT DETERMINATION

AMORTIZATION ADDED TO THE REVENUE

IN THAT CASE IN ADDITION TO MR.

HARRISON’'S RECOMMENDATION REGARDING BAD DEBT EXPENSE?

Yes.

PLEASE EXPLAIN WHY PUBLIC COUNSEL HAS UPDATED ITS RECOMMENDED

AMOUNT OF BAD DEBT EXPENSE
NET WRITE-OFFS?

The section of the Staff Report related to

BASED ON AN ANALYSIS CF THE ACTUAL

pad debt expense, page 98, line 14 to page 99, line 4,

asserted that actual net write-offs were trending upward based on data as of Aprif 30, 2009. This

assertion was not consistent with the information OPC had analyzed as of December 31, 2008.

When this inconsistency was discussed between the parties, OPC requested additional information

from MGE through July 31, 2009,

An analysis of this additional data indicated

that Staff’s use of data ending April 30, 2009 and use

of only three annual periods had provided an incorrect interpratation of the actual trends related to

net write-offs. Public Counsel believes that
level of write-offs that occurred in April 20
for April were over 67% higher than any Ap
as an end point taken together with the use
2008, & 2009) created a trend line with

impacted by an abnormal month,

Staff’s analvsis was impacted by the abnormally high
9 that effectively skewed the result. The net write-ofis
ril in the previous five years thus the inclusion of April
of only three annual periods {years ending April 2007,

only three data points of which one was significantly
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WHAT DID PUBLIC CQUNSEL’S ANALYSIS OF THE ADDITIONAL DATA

THROUGH JULY 31, 2009 REVEAL?

Public Counsel found that the trend over either a three or four year period showed a slightly
decreasing trend in actual net write-offs. Use of a five year analysis resulted in a slightly increasing
trend. The end point of each of the three trend lines was under $10 Million per year. These trend
lines were developed after Public Counsel updated its analysis used in the filing of the direct
testimony which had reviewed data from January 2003 through December 2008 to inciude the
additional seven months of data. Public Counsel calculated rolling twelve month totals over this 79

month period and calculated trends based on those data points.

WHY DID PUBLIC COUNSEL USE ROLLING TWELVE MONTHS TOTALS IN
DEVELOPMENT OF ITS TREND ANALYSIS?

The use of rolling twelve months averages eliminates the impact of choosing periods based on the
selection of a single month that has abnormal levels and thus create a false impression with regard
to any trend. The rolling twelve month data produces twelve times more data points over the same
period thus significantly reducing the impact of any abnormal levels contained in the data and thus

should provide a trend line that is more representative of actual experience.

PLEASE EXPLAIN PUBLIC COUNSEL’'S REVISED RECOMMENDATION FOR
BAD DEBT EXPERSE EXCLUSIVE OF THE COLD WEATHER RULE AAD

IMPACT.

Public Counse! calculated a three, four and five-year average of the rolling twelve month totals that

corresponded to the trend periods analyzed. The following table reflects those averages:
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Five-year average  $9,6
Four-year average 9,7
Three-year average 9,7

Public Counsel utilized an average of these

09,526
29,640
16,802

three numbers to give more weight to the data from the

most recent periods in order to recognize that the three and four-year trend lines have been going

down (declining slope). OPC included the

provide consistency with the five-year perio

five-year average so as to include five vears of data to

d used by Staff witness Harrison in the prior case.

BAD DEBT EXPENSE IN THE PURCHASE GAS ADJUSTMENT CLAUSE

PLEASE EXPLAIN MGE'S PROPOSAL AS YOU UNDERSTAND IT.

The Company proposes to adjust the PGA to reflect alleged uncollectible revenues based on a

computation that compares annual net wri
revenues and then subtract a specific amo
result of this calculation is then divided by

gas costs included in the PGA / Actual Gas {

DOES PUBLIC COUNSEL SUPPORT

No.

PLEASE SET OUT THE REAS
PROPOSAL AS PRESENTED IN TH

Public Counse] believes the proposal has se)

1. Uncollectible Expense is not a gas
PGA/ACA process.

e-offs multiplied by the ratio of gas revenues to total
unt that MGE alleges is contained in base rates. Tle
12 and the result is added or subtracted from the actual

Cost Adjustment (ACA) process.

MGE’S PROPOSAL?

ONS PUBLIC COUNSEL OPPOSES THE
[IS CASE?

veral problems, specifically;

cost and as such should not be included in the

10
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2, The proposal constitutes single issue ratemaking without consideration of all other
relevant factors.

3. The proposal constitutes retro-active ratemaking which counsel has advised is
prohibited in the state of Missouri.

4. The proposal reduces the incentive to implement appropriate collection processes
with respect to bills rendered thus placing additional risk on other customers’ rates

to reflect increased bad debt costs.

YOU ASSERT THAT UNCOLLECTIBLE EXPENSE IS NOT A GAS COST. CAN

YOU POINT TO ANY AUTHORITATIVE SOURCE THAT SUPPORTS YOUR

POSITION?

Yes. MGE is required to maintain it books and records in conformance with the Uniform System of
Accounts (USOA) as set out by the Federal Energy Regulatory Commission (FERC). A review of
the USOA proves without any ambiguity that the FERC does not classify uncollectible expense as a

gas cost. USOA account 904 has the following definition for uncollectible expense;

This account shall be charged with amounts sufficient to provide for losses from
uncollectible utility revenues. Concurrent credits shall be made to account 144,
Accumtdated Provision for Uncollectible Accounts—Credit. Losses from
uncollectible accounts shall be charged to account 144,

USOA account 144 has the following definition;

This account shall be credited with amounts provided for losses on accounts
receivable which may become uncollectible, and alsc with collections on accounts
previousty charged hereto. Concurrent charges shall be made to account 904,
Uncollectible Accounts, for amounts applicable to utility operations, and to
corresponding accounts for other operations. Records shall be maintained so as to
show the write-offs of accounts receivable for each utility department.

These definitions clearly do not define uncollectible expense as a gas cost. An estimate of a utilities
inability to collect revenue is recorded as uncollectible expense and thus earnings are reduced in

that period in which the revenues are recorded. At the same time, a reserve account is set up,
11
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USOA account 144, to account for the actual failure to receive cash from the customer for the billed

revenues.

The failure to receive the cash does not| change uncollectible expense (the failure to collect

revenues) into gas costs as MGE asserts. (ias costs are also addressed in the USOA and found in

accounts 800 through 813. A review of the USOA definitions of these respective categories of ges

costs does not contain any reference to reve
to redefine gas cost are in conflict with the
1 am aware of no GAAP that would requ

vendors be increased to reflect a company’s

nues or uncolectible expense. MGE’s continued effor:s
USOA and Generally Accepted Accounting Principles.
re that the expense reflecting payments to third party

inability to coliect revenue from its own customers.

IS THERE ANOTHER DISTINCTION BETWEEN GAS COST EXPENSE AND

UNCOLLECTIBLE EXPENSE?
Yes.
service, whereas MGE does pay third part
journal entry on the Company’s financial r
other assets to a third party. Outside of if
been deemed to have minimal if any contrg
to third parties. In contrast, a utility has
collect bad debts. MGE even discusses i

revenue with the approximately 30% portig

PGA process. (Noack direct testimony, pagg

Uncollectible expense does not reqiire MGE to pay a third party that provides goods or

es for its gas costs. Uncollectible expense is simply a
ecords that at no fime represents-the outflow of cash or
s gas acquisition policies and procedures. a utility has
1 over the actual cost of gas and the resulting payments
operational control over its policies and procedures "o
n the testimony the incentive it maintains to collect it
n of bad-debt write-offs it proposes to exclude from the

2 13, line 20)

12
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The Commission has recognized the value of incentives and that prudence review are not a good
substitute for the comparny’s own desire to improve its bottom line,
Although the Fund would be subject to audit by Staff and Public Counsel and they
could seek a prudence adjustiment, the need for a prudence adjustment is difficult
to prove and is not a good substitute for the company’s own desire to prudently
minimize its costs to improve its bottom line.
{(MPSC, Report and Order, GR-2006-0422, page 19, issued March 22, 2007)
The Fund would be subject to audit by Staff and Public Counsel and they could
seek a prudence adjustment if necessary. But the need for a prudence adjustment is
difficult to prove and is not a good substitute for the company’s own desire to

prudently minimize its costs to improve its bottom line,

(MPSC, Report and Order, GR-2004-0209, page 38, issued September 21, 2004)

PLEASE EXPLATN WHY MGE’'S PROPOSAL WOULD CONSTITUTE SINGLE

ISSUE RATEMAKING.

MGE is proposing to change the PGA tariff {n a manner that allows rates charged to customers to
fluctuate based on the increase or decrease in bad debt write-offs without considering all other
relevant factors. Absent consideration of all other relevant factors, it cannot be determined if the

resulting rates will result in a just and reasonable return on equity.

WOULD CHANGES IN UNCOLLECTIBLE EXPENSE HAPPEN IN A VACUUM
WITH RESPECT TO OTHER POSSIBLE CHANGES IN THE OPERATIONS OF
THE UTILITY?

No. The overall cost of service is made up of a multitude of factors. Isolating or focusing on only
one component, such as uncollectibles, fails to look at all relevant factors in determining the overall

cost of service. Other factors may have changed that have a corresponding decrease or increase on
13
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the overall cost of service. Unless all fact

specific event. The effect of singling out

rs are analyzed, it is not appropriate to single out on:

a normal on-going cost for special treatment without

consideration of ail relevant factors is commonly referred to as single-issue ratemaking.

DOES UTILITY REGULATORY THEORY ANTICIPATE THAT THERE WILL BE

CHANGES IN THE COST COMPONENTS THAT MAKE UP THE OVERALL COST

OF SERVICE?

Yes, I believe that would be a fair charactefization. Rate of Return regulation anticipates overages

and underages with respect to any specific

cost component, the fevel of customers, sales and the

resulting revenues. However, the critical paint to recognize is that the determination as to whether

rates are adequate or not is the measurement of the rate of return on equity, not an individual cost

component, level of customers, or level of sales. It should also be noted that the courts have found

that the regulatory process also provides the stockholder the opportunity, not a guarantee, to earn a

rate of return. That opportunity involves

reflect a risk-free return such as U.S. govern)

business risk. Absent risk, authorized returns would

ment securities (T-bills).

Any event such as an abnormally cool summer or warm or cold winter could have a significant

impact on revenues and thus earnings. Oth

er significant impacts could occur from any event such

as a significant change in the economy in the normal course of utility operations that had a material

impact on earnings. Other cyclical costs that are normalized for ratemaking treatment but expensed

on the utilities financial records include tree-trimming expenses for electric utilities, tank painting

for water utilities, and over-time hours for

normal business risks faced by a utility. T

all types of utilities. All of these events are part of the

he traditional regulatory process has procedures, which

14
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are normally used in ratemaking proceedings, which address these variable factors, and provides the

utilities with an opportunity but not a guarantee to earn its rate of return.

SHOULD THE FINANCIAL IMPACT OF A CHANGE IN BAD DEBT EXPENSE
AND THE RESULTING IMPACT ON EARNINGS HAVE AN IMPACT ON
WHETHER OR NOT BAD DEBT EXPENSE SHOULD RECEIVE SPECIAL

CONSIDERATION AS 1S IMPLICIT IN AN AAQ?

No. The financial impact argument could be made for other expense categories as they can also
have dramatic changes when measured as a percentage of change. A change in a single category of
expense, investment, revenue, or customer levels without a change in any other of the components
of the overall cost of service will impact earnings. The result is that the relationship between all the
cost of service components has been altered to a degree that the level of eamings is no longer
appropriate. The time period from the change in earnings until a change in rates occurs is referred
o as regulatory lag. It must be recognized that regulatory lag can provide both for retention by the
utility of earnings above a reasonable level and a period where earnings, while positive, are not at
the authorized level. Regulatory Lag is the term that refers to the period between the imbalance
occurring and the time rates are adjusted to reflect the imbalance. Regulatory Lag is an integral part
of the incentive procedures built into the regulatory process to ensure customers have just and

reasonable rates and utilities operate in 2 prudent manner.

HAS THIS COMMISSION ADDRESSED REGULATORY LAG?

15
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Yes. This Commission has held that it is ng

lag. In Missouri Public Service Company, {

stated:

Lessening the effect of regulatory lag by deferring costs is beneficial to a company
but not particularly beneficial to ratepayers. Companies do not propose to defer
profits 1o subsequent rate cases to lgssen the effects of regulatory lag, but insist it is

a benefit to defer costs. Regulatory

lag is a part of the regulatory process and can

it reasonable to protect shareholders from all regulatory

Cases Nos, EO-91-358 and E0Q-91-360, the Commission

be a benefit as well as a detriment.

Lessening regulatory lae by deferring costs is

not a reasonable goal unless the costs are associated with an extragrdinary event.

Maintaining the financial integrity

of a utility is also a reasonable goal. The

deferral of costs to maintain current financial integrity though is of questionable
benefit. If a utility’s financial integrity is threatened by high costs so that its ability

to provide service is threatened,
maintaining financtal integrity meal
not the purpose of regulation. [

then it should seek interim rate relief. If
ns sustaining a specific return on equity, this is
is not _reasonable to defer costs to_insulate

shareholders from anv risks. [ costs are such that a utility considers its return on

equity unreasonably Jow, the proper approach is to file a rate case so that a new

revenue reguirement can be develo,

ped which allows the company the opportunity

to_earn its authorized rate of return.

Deferral of costs just to support the current

financial picture distorts the balancing process used bv the Commission to

establish just and reasonable rates

Rates are set to recover ongoing operating

expenses plus a reasonable return
event occurs should this balance be
a later period (Emphasis added).

on investment. Only when an extraordinary
adjusted and costs deferred for consideration in

YOU DISCUSSED OTHER EXPENSES THAT COULD HAVE AN IMPACT ON

EARNINGS IF THEY EXPERIENCED CHANGES.

EXAMPLES?

CAN YOU PROVIDE ANTYT

Cost of living adjustments for employees can have a significant impact on the payroll costs incurred

by a utility. These payroll increases will
utilities operations remain unchanged. Ho
regulators should look at all relevant factor

Another example that went in the opposite

rause a decrease in earnings if all other factors of the
wever other factors do not remain unchanged and thus
s and the resulting rate of return before changing rates.
direction with regard to earnings impact was changes in
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federal income tax rates such as the reduction that occurred in 1986 and had a material impact on
utility’s earnings. | would note that the significant reduction in the tax rate due to the Tax Reform
Act of 1986 did not result in AAOs or expense trackers being implemented despite the increased

earnings created by the 25% drop in the federal corporate tax rate,

PLEASE DEFINE THE TERM “COST” AS USED IN YOUR TESTIMONY.

I use the term “cost™ to refer to each component of the total revenue requirement of the utility. Cost
includes all expenses along with the earnings and interest expense assoctated with the rate base,

The total revenue requirement is also called the overall cost of service.

WHAT IS AN EXPENSE?

Expense is the use of assets and services in the creation of revenue during a specified period.
Expenses are recorded on the income statement and are subtracted from revenues in order to

determine net income (earnings) for the period

WOULD THE INCREASED REVENUES DUE TO A COLDER THAN NORMAL
WINTER OR CUSTOMER GROWTH ALSO INCREASE THE FUNDS AVAILABLE
TO OFFSET INCREASED EXPENSE (AND THEREFORE MAINTATN OR
INCREASE EARNINGS) AS IT RELATES TO NOT OMLY UNCOLLECTIBLES
BUT ALSOC OTHER SPECIFIC EXPENSES?

Yes. Based on regulatory practices, a certain level of each expense plus return on equity makes up
cach dollar of revenue, The expected revenue received is based on a normalized level of gas sales.
To the extent a colder winter would generate more sales and therefore more revenue, the utility

would recover revenues sufficient to provide funds to pay increased expenses and provide greater

17
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eamnings than anticipated. To single out o

ne factor, such as uncollectibles, without looking at all

offsetting factors, such as increased revenues, would constitute single issue ratemaking.

Rate of Return Regulation is not cost recovery regulation. Utilities are dynamic entities that are

constantly changing and face constantly

regulation looks at the relationship of ali v

changing operating environments. Rate of return

elevant factors and determines if the resulting return is

appropriate. A cost component could change 100% and earnings may or may not be impacted, just

as new investments may or may not generate sufficient revenues to maintain earnings. Only a

review of all relevant factors can make that

determination.

IF FINANCIAL IMPACT IS THE ONLY CONSIDERATION, WOULD THAT

OPEN A FLOODGATE OF OPPORTUNITY FOR A UTILITY TO MANAGE ITS

EARNINGS THROUGH THE USE A TRACKER MECHANISM AS PROPOSED BY

MGE IN THIS CASE?
Yes. An event such as an abnormally cool
impact on revenues and thus earnings. Oth
normal course of utility operations that had
annual cost of living adjustment for payroll
treatment but expensed on the utilities finai
utilities, tank painting for water wilities, ar
events are part of the normal business risks
procedures, which are normally used in

factors, and provides the utilities with an op

summer or warm or cold winter would have a significant
er significant impacts could occur from any event in the
| a material impact on earning such as the impact of an
Other cyclical costs that are normalized for ratemaking
ncial records include tree-trimming expenses for electric
d over-time hours for all types of utilities. All of these
faced by a utility. The traditional regulatory process his
ratemaking proceedings, which address these variable

portunity but not a guarantee to earn its rate of return.
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IS THE PROPOSAL BY MGE RETROACTIVE RATEMAKING IN PUBLIC

COUNSEL’S OPINION?

Yes. MGE is proposing to single out a past expense (and the resulting decrease in earnings) and
factor that amount into a rate that is effective in the future. This treatment perfectly describes

retroactive ratemaking.

IS IT YOUR UNDERSTANDING THAT RETROACTIVE RATEMAKING IS

PROHIBITED IN MISSOURI?

Yes. As stated by the Missouri Supreme Court:

[plast expenses are used as a basis for determining what rate is reasonable to be
charged in the future in order to avoid further excess profits or future losses, but
under the prospective language of the statutes, Sections 393.270(3) and 393.14((5)
they cannot be used to set future rates to recover for past losses due to imperfect
matching of rates with expenses.

State ex rel. Utility Consumers Council v. Public Service Commission, 585 S.w.2d
41, 59 (Mo. Banc 1979) {citations omitted)

HAS THE NATIONAL ASSOCIATION OF STATE UTILITY CONSUMER
ADVOCATES APPROVED A RESOLUTION IN OPPOSITICN TO THE

TREATMENT OF BAD DEBT EXPENSE IN PURCHASE GAS ADJUSTMENT

CLAUSES?

Yes. 1 have attached that resoiution as Schedule RWT-4 to my rebutial testimony.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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referenced in Mz, Noack's responsa to panis A and B of the OPC dals raquest 0037,
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information Provided:
Altached i8 4 .pdf showing the journat antries craating the defertal allowed in rales and the firal amortizatlon entry, since the
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numbars used lhrough the fast amoriization entry that will be booked.
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bolial. The undersigned agrees to promplly nolify tho requesting party If, during the pentdsncy of Caso No. GR-2009-0355
bafore the Commiesion, any matiers are discoverad which would matenaily affsct the accuragy or complatenass of the
atiached Information.
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sy Unposted Journals Report Dace: 03-MAY-2007 11:C05
For APR-20C7 Page: 1 of by
Pogting Status: Unposted Journals
Jurreney: USD
Source: Kecurring
patch Name: 239-02800-JDLASSMAN: 03-MAY-67 10:58:58 Hateh Effective Pate: $3U-APR-07 Balance: Retual Pogted Date:
Jonal Mntyy Name: 230-02800-JULASSMAN: 03-MRY-07 10:58:58 Category: GL
Jouzmal Referemce: Curzency: D
Line Accountimg Flex{ield Teans Date Desgriptien Dadives Credits miss
16 230,5000,230999. 30400002, 69041 . TOOCOGHSICCALL00000L, 230999, £30. S0000D. 00D, 80990 30-AFR-0T 32,27L1.0% 0.60
20 210.0000. COCONN. LB2IL030. G000, 000D QGI00CICTU00CC. GICEED.CD0. 00000, 0005, $000C 30-AFR- 0T 32,27..00 .96
Header Total: 32,27L.00 32,3700 8.80
Batch Zotals 32.271.56 32,271.00 .
Returring Total: 32237100 32,291,060 e.00
Grand Total: 32 R0 EFAY TF ¥t CaR s
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Calendar Year 2008

Calendar Year 2007

Calendar Year 2008

Calendar Year 2008

Calendar Year 2010

September 2008
Qctober 2008
Novembar 2008
Deacember 2006
January 2007
February 2007
March 2007
April 2007
May 2007
Juna 2007
July 2007
August 2007
September 2007
Cotober 2007
November 2007
December 2007
January 2008
February 2008
March 2008
April 2008
May 2008
Juns 2008
July 2008
August 2008
Seplember 2008
{ctober 2008
Novembes 2008
December 2008
January 2008
February 2000
March 2009
April 2008
May 2009
June 2009
July 2008
August 2008
Seplember 2009
Qcilober 2009
November 2008
December 2009
January 2010
February 201D
March 2010

genaccligenlege_back\Cold Wealher Rule Amortization xls

Missourl Gas Energy

Amortizatlon of Cold Weather Rule Bad Debt Deforral - GR-2008-0422

As of March, 2007
Deforred Write-off Amortization Net Activity Balance
1,161,789.00 0.00 0.00 1,161,769.00 1,161,768.00
0.00 0.00 {260,438.00) (290,439.00) §71,330.00
0.00 0.00 {387,252.00) (387,262.00) 484 078.00
0.00 0.00 (387,252.00) (387,252.00) 96,828.00
0.00 0.00 (96,825.00} (96,826.00) 0.00
Deforrod Writs-off Amortization Net Activity Balance
800,000.00 900,000.00 800,000.00
0.00 0.00 900,000.00
0.00 0.00 800,000.00
261,769.00 261,768.00 1,161,769.00
0.00 0.00 1,161,769.00
0.00 0.00 1.161,769.00
0.00 0.00 4,161,769.00
(32,271.00) {32,271.00)  1,128,488.00
{32,271.00) (32,271.00} 14097,227.00
{32,271.00) (32,271.00) 1,084,956.00
{32,271.00) {32,271.00) 1,032,685.00
{32,271.00 {32,271.00)  1,000,414.00
{32,271.00} {32,271.00) 968,143.00
(32,271.00) (32,271.00) 835,872.00
{32,271.00) (32,271.00) 903,601.00
(32,271.00) {32,271.00) 871,330.00
{32,271.00}) (32,271.00) £39,059.00
(32,271.00) (32,271.00) 808,788.00
{32,271.00) {32,271.00) 774,617.00
{32,271.00 (32,271.00) 742.246.00
{32,271.00) {32,271.00) 709,875.00
{32,271.00) {32,271.00) 877,704.00
(32,271.00) {32,271.00) - 645,433.00
{(32,271.00) {32,271.00) 613,162.00
{32,271.00) {32,271.00) 580,894.00
{32,271.00) {32,271.00} 548,620.00
(32,271.00) (32,271.00) 516,348,00
(32,271.00) {32,271.00) 484078.00
(32,271.00) {32,271.00) 451 B07.00
(32,274.00) {32,271.00) 418,536.00
{32,271.00) {32,271,00) 367,265.00
{32,271.00) {32,271.00) 354,994.00
(32,271.00) (32,271.00) 322,723.00
{32,271.00) {32,271.00) 280,452.00
{32,271.00) {32,271.00) 258,181.00
{32,271.00) {32,271.00) 225.510.00
{32,271.00) {32,271.00) 183,838.00
(32,271.00) {32,271.00) 161,368.00
{32,271.00) (32,271.00) 128,087.00
{32.271.00) (32,271.00) 86,826.00
{32,271.00} {32,271.00) 64,555.00
(32,271.00) {32,271.00) 32,284.00
{32,284.00) (32,284.00) 0.00
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Posting Status: Unposted Jouwrnals
Currency: Ush
Sourge: Spreadsheet
Batch Hame: 250209005 5HLASSMAN Spreadsheet 2385888: A
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Journal Reference: Sournal Import Created Carrency: USD

Report Daze: 02-MAY-2007 13:15
Page: 1 of i

Batch Effective Date: CI-AFR-07 Balance: Agtual Posted Tate:

Line Accounting Plexfieid Trans Date Descriprion Debits Credits tnite
1 Z30.06000,C00000.10100002. 00000, 00000000000C000C0000. 0O0CAT. 0G0 . 200000 000D L0000 JL-APR-07 Sat-up Infiniom Softwaze §,.714,072.64 5,00
2 230.0040.00000C.11100002. 000CC. 0DO0000OGE000000000C. 0OCSO0. 000, 20C00D. DD . 0400 C1-APR-07 Set-up Infiniim Scfnware 6. 005,797,358 .00
3 2306.6000. 000000, 18230024 . 00000 . GOVOOADOOOIOOO000000. 00UD00.COG. 0ICO0D. 000D, CODGS DA-APR-07 Write-off Cost of Removal 1106, 734.16 0.69
4 230.00G0.C0DGGR. 18230028 00000, DO0CON0GOR0000000000. 00DI00, 000 . GOLLGD. 0000 (UGG OX-ARPR-07 Set-up Rate Coge Deferral $43,850.58 0.00
5 - 09000. COCOUODOTIO000Q0RC00 . UO0ICE, 000. D006 . DOS. UBA0Y 999,955.00 0.90
3 V0ICC . 5O0TA00GG000000000OC . 00TOOR. 000 . 0DLC0Y . 0009 BEDLD 2%, 38076805 c.00
kl 00000, 0000020000000000000F. 09000C, 000 . O0LO0D . DODD. HOH0G ATIEITIE 00 a1 c.00
B 230.0000.000020. 18600002 . 0000T, ROUCOODOVOLE0000CCOD. 000006, 000. 600000 . UEDD. DOCHT 148,970.55 0.00
9 230.0000.000000. 22620002 . 00008, 0000000C00000000000C . 020ITC. 054 . COLOSE . BO0S. G000 D1-APR-07 I&D True-up 201, 054. 00 6.00
10 230.0000.33099%. 40300041, 71001, 00000000000000000000 . 230959, 000. C00000 . 0009 D0CHD DI-APR-07 Write-off Cost of Removal 130, 734,18 ¢.00
11 230 600 33000y 4ASQB0DI 71003 wnﬁnnnﬂnnﬁﬁr\nﬂgggg 21996& 0bHa noor gn‘ gegg L0603 01 AL 07 Eoe .; LS LTSN :“: R 231'531.7{ 3,33
12 230.0800.2308%9. $2300007.43604.29230500000 . 2108395, 000. 2RO05L . 0000 00000 71-APR-0% Set-up Rate Case Deferxal 314,007.00 ©.00
13 239.6000,230130- 52500001, 32801, 00000000000000000000. 2I0130. 600, CO0CCC. 0000, 00030 G1-APR-07 14D True-up 20%,954.00 o.00
14 230.0000.230120. 92800001, £3608. 29280000000, 230120 000 . 2RE053 . GULO, 0OTOD £1-KFR-07 Set.up Rate tase Deferxral 138,745.%0 c.co
15 230.0000.230129. 92RCO001. 41303 . 29280000000, 230230, 000, ZRIC53. 0400, 20000 Ti-APR-07 Eet-up Rate Cage Duferral 342,238.84 ¢.v0
16 230.0000.230959. 9280000L,42303.29260000000.230599. 000, 2RO052. 000, L0030 D1-APR-07 Set.up Bate Case Deferral B2, 426.10 o.00
17 230.0006.230929. 22600001 . 43608.29280000000. 230597, 000 . 2RO053 . GROT. 00U00 J1-AFR-07 Sev-up Rate Case Deferzal 10%,462.85 6.0
Header Total: 9,4123,162.09 9,4213,162.09 c.a0
Batch Total: 9,423,162.905 2.423,162.09 o.00
Spreadsbest Total: 9,423,162.09 9,423,162.09 0.0
Grand Total: 9,423,162.09 5,423,162, 08 9.0
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104100002
111000062
18230028
40500001
4xx

Gxx
18600002
18230028

18800001
18230030

40300001
18230024

Net Impact
Balance Shest
income Simt

Potiential Missourl Gas Energy March 2007 Entrles

Infinfum Software

Consolidated

Consolidated

MGE Corp BIS ys
{B8,774,072.64} B,774,072.64 0.00
6,005,706.38 (6,005,788.38) 0.00
0959,855.00 $98,855.00
{231,681.74) {231.681.74)
{768,273.26) (768,273.26)
0.00 0.00 069,855.00 {809,055.00)
Rate Case Deforral
Consolidated Consolldated
MGE Corp B/S I1s
{794,880.00) {794,880.00)
{148,970.55) {148 870.55)
643 850.55 043 850.55
0.00 0.00 794,880.00 {794,880.00)
Cold Waather Rule Defgrral
Gonsoclidated Consolidated
MGE Corp B/S /S
{1,161,765.00) {4,164,769.00)
1,164,769.00 1,161,768.00
0.00 0.00 0.00 Q.00
Cost of Removal
Consolldated Consolidatod
MGE Corp B/S s
110,734.16 110,734.18
{110,734.186} (110,734.16)
.00 0.00 (110,734.16) 110,734,168
815,827.58 768,273.28 1,684,100.84
{915,827.58) {768,273.26) {1,684,100.84)
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BEFORE THE PUBLIC SERVICE COMMISSION

&

OF THE STATY

in the Matter of Missouri Gas Energy's Tariffs

Increasing Rates for Gas Service Provided
Customers in the Company's Missouri Serv
Area

= OF MISSOURI

)
to ) CaseNo.GR-2006-0422
ice ) Tariff File No. YG-2006-0845
)

REPORT AND ORDER

BEFORE THE PUBLIC

Issue Date: March 22, 2007

Effective Date:  March 30, 2007 |
SERVICE COMMISSION
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manufactured gas by heating coal or oil and collecting the gas that was driven off in the
process. The primary byproduct that came from this process is tar, which contains

hazardous carcinogens. This is what primarlly drives investigation and remediation of the

62

sites.”™ MOGE agrees that it is not possible to ascerlain the costs of investigation and

remediation.®® That the magnitude of the costs associated with this effort is impossible to
know is again noted by MGE.® Further, to date, MGE has not paid any costs associated
with the environmental clean up.*®
That these costs are not known and measurable preciudes their inclusion in rates,
Furthermore, the creation of a pre-funded sourcé for the payment of these cleanup costs
would remove much of Southern Union's incentive to ensure that only prudently incurred
and necessary cosls are paid. If the money has already been recovered from ratepayers
and is being held in the Fund, Southern Union would have little incentive to not pay it out to
settle claims brought againstit. Although the Fund would be subject to audit by Staff and
Public Counse! and they could seek a prudence adjustment, the need for a prudence
adjustment is difficult to prove and is not & good substitute for the company's own desire to
prudently minimize its costs to improve its bottom line. For these reasons, the Commission
finds that MGE’s propesal to create an Environmental Response Fund shall be rejected.
8. Infintum Software
Issue Description: Should the Unrecoverad cost associaled with MGE's

Infinium Software be included in rates through an amortization and, if so,
over whal period of time?

* Transcript, Page 895, Lines 2-9.

® Transcript, Page 896, Line 23 ~ Page 897, Line 6.
* Transcript, Paga 899, Lines 8-13,

® Transcript, Page 908, Lines 12-17,
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MGE purchased the Infinium Software in 1995 and the estimated life was 10 years.

The company switched to different software, Oracle, in 2005.%° Aithough the original

investment was almost fully amortized, eag

and modifications were made to the Infinium

h year after 1995, until 2001, enhancements

system. Each enhancement was given a new

10-year life rather than being amortized for the remaining fife of the Infinium system %

MGE Is now requesting amortization of the 1

is approximately $1.23 million.%

emaining balance of the entire system,*® which

The enhancements to the system were included in rate base in MGE's last rate case

in 2004.7 MGE is currently earning a return

rate base.”! MGE points out that it continue

on thoss enhancements until they come out of

s to use fhe Infinium Software for a time entry

system, which it intends to do until March of 2007 if it converts the payroll system over to

Oracle.”?

OPC argues that the system is not used and usefut and opposes MGE’s proposa

In this regard, OPC refers to Stale ex rg

L73

i, Union Eleciric v. P.§.C., 765 SW.2d 6818

(Mo. App. 1988) in its post hearing brief. That case states that:

The property upon which a rate of return can be earmed must be utilized to

provide service to its customers. THh
used and usefui concept provides a

at Is, it must be used and useful. This
well-defined standard for determining

what properties of a utility can be in¢luded in rate base.

% Transcript, Page 1264, Lines 2-8.
¥ Transcript, Page 1264, Lines 11-21.
® Transcript, Page 1260, Lines 14-186,
% Transcript, Page 1035, Line 12-13.

™ Transcript, Page 1266, Line 23 - Page 1267, Lines 2,

" Transcript, Page 1267, Lines 21-24.
 Transcript, Page 1257, Lines 9-18.
" Transcript, Pages 1284 -1285.
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However, MGE made an adjustment to remove the plant investment in the software
out of it's rate base, which means MGE will not eam a return on the plant.™ With the
concept of "use and useful” being the premise of OPC’s opposition, its argument must be
rejected. Both Staff and MGE point out that the plant is not included in rate base.
Therefore, the company will not earn a return on the property. The concept of “used and
useful” thus becomes irrelevant. The Commission finds that the property shall be
amortized over § years as proposed by Staff and MGE.

10. Rate Case Expense

| Issue Description: What is the appropriate amount and treaiment of rate

case expense, including amortization of prior rate case expense, in this
case?

From MGE's {ast rate case in 2004, the Commission authorized the company to
amortize its rate case expense over three years. A balance of $148,971 remains fo be
amortized as of March 2007.7® MGE proposes to amortize the current rate case expense
with the remaining $148,971 over a three-year period.”™ Although in its pre and post
hearing briefs Staff argues that to aliow MGE to amortize the remaining rate case expense
would constitute retroactive ratemaking, there is no mention of this argument during the
hearing. In fact, Staff's position is that the rate case expense be normalized.” The
Commission will therefore disregard Staff's argument that recovery of this expense would
constitute retroactive ratemaking.

The Commission resolved this issue in MGE's last rate case to aliow the company to

recover, what was determined to be prudent costs, through amortization over three years.

™ Transcript, Page 1268, Lines 15-20 and Page 1287, Lines 6-9.
' Transcript, Page 1040, Lines 1-3,

" Transcript, Page 1044, Lines 10 -13,

" Transcript, Page 1045, Lines 21-24,
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The Commission will not vacate its order

amortize the remaining rate case expense w

in that regard. Staff and MGE propose to

ith that incurred in this case. The Commission

will grant that request and allow MGE to amortize the combined amounts over a three-year

period.
11,  Emargency Cold Weather R

Issue Description: What is

ule AAO Recovery

the proper rate treatment for cosis deferred

under the Emergency Cold Weather Rule AAQ Recovery Mechanism?

MGE is requesting about $200,000 through an AAD as a resuit of com}ﬁlying with the

Emérgency Cold Weather Rule.”® On September 21, 2008, the Commission issued an

order granting authority for an AAO for cost
order, the Commission directed the parties

Staff testified that $901,331 represen
company could have collected under the oig

actually collected.”® Staff recommends that

incurred under the cold-weather rule. In that
to brief and present testimony on this issue.

ts the difference between the amount that the
i cold weather rule and the amount that MGE

this amount be amortized over three years.*

Consistent with the Commission's order of September 21, 2006, the Commission will grant

MGE's request to amortize the deferred cost through an AAC and finds that $301,331 shall

be amortized over a thres-year period.

12. Seasonal Disconnects

Issue Description: Should the seasonal disconnect taniff language proposed

by MGE bs approved?

Of its 450,000 customers, MGE has about 1,275 customers who voluntarily

disconnect their service for period of up to seven months. MGE seeks approval to include

 Transcript, Page 1074, Line 11.
™ Harrison Direct, Page 17, Lines 7-8.
* Harrison Direct, Page 17, Lines 20-21.
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Yes. The Commission adopts Staff and MGE's proposai to sllocate $705,000 for a
waler heater rebate program and $45,000 for educating MGE’s customers about weather
conservation.

8. Environmental Response Fund

Issue Description: Should the environmental response fund proposed by
MGE be adopted and whal, if any, fevel of environmental costs should be -
used in calculating MGE's cost of service? MGE requests thal the amount of
the fund be $500,000, annually.

The Commission rejects the Environmental Response Fund proposed by MGE,

9.  Infinium Software

Issue Description: Should the unrecovered cost associated with MGE’s
Infinium Software be inciuded in rates through an amortization and, if so,
over what period of time?
The Unrecovered cost associated with MGE’s Infinium Software should be included
in rates and amortized over 5 years as proposed by Staff and OPC.
10. Rate Casa Expense

Issue Description: What is the appropriate amount and treatment of rate
case expenss, including amotization of prior rale case expense, in this
case?
- MGE shall be allowed to amortize the combined amounts over a three-year period.
11.  Emergency Coid Weather Rule AAD Recovery

Issue Description: What is the proper rate treatment for costs deferred
under the Emergency Cold Weather Rule AAC Recovery Mechanism?

The Commission will grant MGE's request to amortize the deferred cos! through an

12. Seasonal Disconnects

Issue Description: Should the seasonal disconnect tariff language proposed
by MGE be approved?

RWT Schedule 2 Page 11 of 13
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Direct Testimony of
Paul R. Harrison

0. Please explain adjustment S-1

.4,

A Adjustment S-2.4 adds the Sgccession Rate Code 48 costs (the “Company use™

gas costs) to commercial small general servi

Q. Please explain adjnstment S-

ce gas sales.

9.

A. Adjustment 5-1.9 removes the W/O unpostable cash report entry from the cost

of service o derive the appropriate actual tes
Q. Please explain adjustment $-]
A, Adjusiment S-2.8 removes |

service to derive the appropriate actual test y

it vear margin results.
.8,
he gas used by the Company {rom the cost of

ear margin results.

Q. Please explain adjustment S-9.3.

Al Adjustment S-6.3 removes t
revenue notf in included in base rates from ¢
test vear margin results.

Q. Please explain adjustment $-]

A, Adjustment 5-3.4 removes th|

1e Infrastructure System Replacement Surcharge

he cost of service to derive the appropriate actual

5.4,

e daily balancing not in MGE's Customer Service

Software (CSS) from the cost of service o derive the appropriaie actual test year margin

results.
Q. Please explain adjustment S+
A, Adjustment S5-9.2 removes 1l

service to derive the appropriate actual test y

D2
he credit adjustment not in CSS from the cost of

ear margin resulis.

ECWR ACCOUNTING AUTHORITY ORDER

Q. Please provide the history of

MGE’s Emergency Cold Weather Rule (ECWR)

Accounting Authority Order (AAO) pertaining to ECWR costs in this case.

age 15

RWT Schedule 3 Page 3 of 3




10

i

13

16

17

Direct Testimony of
Paul R. Harrison

AL On December 13. 2003, in Case No. GX-2006-0181, the Commission
approved an Emergency Amendment 1o the Cold Weather Rule, 4 CSR 240-13.055. The
amendment contained special provisions only applicable to providers of natural gas services
to residential customers. The rule was effective from January 1, 2006 through March 31,
2006.

Q. Please explain the ECWR amendment for the Cold Weather Rule.

A. This amendment provided additional repayment plans for residential users of
natural gas for heating purposes which allowed numerous customers that were unabie 1o pay
eighty (80) percent of preexisting bills, under the previous Cold Weather Rule. to be
reconnected 10 receive gas service.

This amendment stated that from Januvary 1, 2006, through March 31, 2006, a gas
utility shall restore service upon initial payment of fifty (50) percent or $500 whichever is
lesser. of the preexisting arrears, with the deferred balance to be paid at a later date. Between
January 1, 2006, and April 1, 2006, any customer threatened with disconnection could retain
service by entering into & payment plan as described in the ECWR.

Q. Did MGE apply for an AAQ to recover the costs associated with the ECWR?

A. Yes. On August 7, 2006, Missouri Gas Energy (MGE) filed its Motion for an
AAQ in this rate case docket concerning the Emergency Cold Weather Rule. On
September 21, 2006, the Commission issued an Order Granting Motion for MGE's AAQO. In
the Order, the Commission stated that MGE is authorized to maintain on its books a
regulatory asset representing the costs of complying with the 2005 Cold Weather Rule
(4 CSR 240-13.055(14)) as such costs are defined in the rule. The Commission further

ordered that the parties will advise the Commission on this issue in testimony and briefing.

Page 16
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Direct Testimony of
Pau! R. Harrison

Q. Please describe MGE’s ECWR costs.

A. Per the response to Statf D

amount of $901,331 incurred from January

ata Request No. 52.8, the Company identified an

to March 2006 that it believes was associated with

the ECWR amendment. In its response, the Company identified 11,534 customers that took

advantage of the FCWR and were reconnected to receive gas service.  Of the 11,554

customers that were reconnected, 2,976 of|them have subsequently either been disconnected

or scheduled to be disconnected. The $901
that the Company could have collecied fro

and the amount that they actually collected

331 represents the difference between the amount
n these customers under the old cold weather rule

under the ECWR.

The customers that were either disconnected or scheduled to be disconnected are

either accounts that were connecled under terms of the ECWR and were subsequently

disconnected and written off or customers who have broken ECWR pay agreements, have

been issued final bills and are scheduled for disconnection,

Q. What rate treatment is the

approved by the Commission?

StafT proposing for the ECWR AAQO that was

A. Based on the StafT's review of the Commission's Report and Order Case No.

GX-2006-0181, the Company’s workpapers and responses to data requests concerning this

matter in this proceeding, the Staff has verificd that the costs MGE is secking recovery of

related to the ECWR are accurately quantified and were incremental to the issuance by the

Commission of the ECWR. The Staff has

over a three-vear period.

BAD DEBT EXPENSE

Q. Piease explain adjustment S;

proposed adjustment $-36.1 to amortize these costs

Page 17
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Dirget Testimony of
Paul R. Harrison

A, Adjustment 8§-36.2 reflects the Stafl’s recommended normalized level of bad
debt expense t© be included in this case.

Q. What adjustments did the Staff perform in its analysis of the Company’s actual
bad debt write-offs for the test year?

A, The Staff adjusted the 1est year per book balance in the bad debt expense
account to reflect the average of the Company’s actual bad debt write-offs for the last five
years ending June 30, 2006,

Q. Why does the Staff propose a five-year normalization adjustment for bad debt
expense in this case?

A. MGE’s level of bad debt write-offs over the last five years has been very
volatile. This suggests that the balance for this expense in any twelve-month period may not
be a reasonable representation of an ongoing level of expense for this ttem. Based on the
Staff's analysis. the Staff believes that use of the five-year average level of actnal bad debt
write-0ffs is appropriate in this proceeding.

Staff Witness Anne M. Aliee of the Procurement and Analysis Department wiil
address the Company’s proposal to reflect a portion of its bad debt expense through the PGA

mechanism in her direct testimony.

PENSION EXPENSE

Q. What level of pension expense is the Staff proposing in this case?

A. The Staff is proposing that MGE continue the method that was agreed to in the
“Corrected Partial Non-unanimous 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 Unjon Wage Increase [ssucs™ (2004 Stipulation) from

Page |8
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RESOLUTION

Calling Upon State Regulatory Authorities to resist the efforts of Local Gas Distribution
Companies to expand the interpretation of gas cost to include a ealculated portion of their
uncollectible accounts expense or other non-gas costs in purchased gas cost recovery mechanisms.

Whereas, many natural gas Local Distribution Companies (LDCs) are permitted by State laws or

regulations to change rates from time to time to trag
transportation through gas cost adjustments without

k changes in the cost of natural gas supply and
a review of general rates;

Whereas, many such gas cost adjustment mechanisms provide for the periodic adjustment of rates to true
up the difference between gas costs billed to consumers and pas costs incurred;

Whereas, the gas cost adjustment mechanisms have

been found justified due to characteristics of the costs

associated with purchasing and transporting gas to an LDC’s distribution system; i.e., that such cost may
make up a sizable portion of the total rate for natural gas service, that such costs are affected by many
market conditions that are not within the control of the LDC, that such gas costs are volatile and may

change significantly in a short time;

Whereas, some State regulatory authorities have begn petitioned by LDCs to broaden the sort of expenses
that may be recovered through gas cost adjustment mechanisms to include a portion of the expenses

associated with uncollectible charges experienced H

Whereas, the characteristics of uncollectible accour
they are somewhat affected by variations in rates cd

vy the L.DC;

ts are materially different from gas costs; i.e., while
used by changes in gas costs, uncollectible accounts

expenses do not make up a sizeable portion of the tptal rate for natural gas service, they are affected by
factors such as staffing and procedures within the control of the LDC, and the changes in uncollectible

costs do not tend to be volatile;

Whereas, an expanded definition of gas costs would shift more risk to ratepayers and may remove
traditional or performance based incentives for utilities to minimize costs;

THEREFORE BE IT RESOLVED, that NASU(
the use of gas cost adjustment mechanisms to the
supply to the LDC’s distribution system.

BE IT FURTHER RESQLVED, that the Gas Con
Executive Committee of NASUCA, is authorized ta
to secure its implementation.
Approved by NASUCA:

Place: Austin, Texas

Date; June 15, 2004

[A encourages state regulatory authorities to limit
> cost of purchasing and transporting natural gas

nmittee of NASUCA, with the approval of the
» take all steps consistent with this Resolution in order
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