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Introduction and Summary 

Q. Would you please state your name and business address? 

A. My name is Lafayette K. Morgan, Jr.  I am employed as an independent consultant 

retained by Exeter Associates, Inc.  My business address and Exeter Associates’ offices 

are located at 10480 Little Patuxent Parkway, Columbia, Maryland 21044.  Exeter is a 

firm of consulting economists specializing in issues pertaining to public utilities. 

Q. Are you the same Lafayette K. Morgan, Jr. who presented Direct Testimony in this 

proceeding? 

A. Yes, I am. 

Q. What is the purpose of your Rebuttal Testimony? 

A. The purpose of my rebuttal testimony is to respond to the rebuttal testimonies of 

Companies’ witnesses Moy, Stabile and Hengtgen. 

Q. Are you presenting any schedules with your Rebuttal Testimony? 

A. Yes.  I have attached Rebuttal Schedule LKM-1 through Rebuttal Schedule – LKM-11 

(GCI Ex. 6.1).  These schedules present the summary of the adjustments to the 

Companies’ requested rate increases proposed by Mr. Effron and me.  The 

recommendations on these schedules reflect certain revisions or changes that were 

presented in the Companies’ rebuttal filing.   

Q. Please summarize your findings. 

A. As shown on Rebuttal Schedule LKM-1, taking into account the adjustments 

recommended by Mr. Effron and me, the calculated change in NS’ revenues is in the 

range of a decrease of $2,678,505 (using the low end of GCI’s ROE) and an increase of 

$444,810 (using the high end of GCI’s ROE).  For PGL, the calculated change in 

revenues is in the range of an increase of $29,958,521 (using the low end of GCI’s ROE) 

and an increase of $52,964,700 (using the high end of GCI’s ROE).  When these 

increases are compared to the Companies’ revised requests of $8,405,000 and 
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$111,586,000 for NS and PGL, respectively, they result in reductions in the Companies’ 

requested revenue increase of $11,083,505and $81,627,479, using the low end of Mr. 

Thomas’ range, and $7,960,190 and $58,621,300 using the high end of Mr. Thomas’ 

range.   

Materials & Supplies 

Q. Would you please summarize Mr. Hengtgen’s Rebuttal Testimony as it relates to 

your Direct Testimony. 

A. Yes.  The issues discussed by Mr. Hengtgen in his rebuttal testimony that relate to my 

direct testimony are Materials & Supplies, Storage Gas, and Cash Working Capital.  With 

respect to Materials & Supplies, Mr. Hengtgen explains that my adjustment affects the 

level of accounts payable related to Materials & Supplies.  Although he has cited minor 

errors in the calculation, he has accepted my adjustment for use in this proceeding.  To 

my knowledge, the minor error that Mr. Hengtgen cites is that I used a 12-month average 

for 2009 when calculating the composite accounts payable percentage.  The reason for 

doing so was the availability of data at the time my direct testimony was prepared.  

However, I acknowledge that the 13-month average is that which is typically used by the 

Commission. 

Storage Gas 

Q. Are there any differences between GCI and the Companies relative to storage gas? 

A. No.  In my direct testimony, I proposed an adjustment to reflect the most recent gas 

prices in the storage gas balances reflected in rate base.  Additionally, I reduce the 

storage gas balance to reflect accounts payables related to storage gas purchases.  As Mr. 

Hengtgen correctly states, in a data request response I indicated that I inadvertently did 

not consider that the Companies use the Last-in, First-out (LIFO) method of accounting 

for gas in storage balances.  Given the Companies’ accounting method, my adjustment 

would be inappropriate.  Therefore, I have withdrawn the adjustment.  Mr. Hengtgen also 



  

3 
 

states that he has reflected a reduction in gas in storage balances based on the 

recommended level sponsored by the Companies’ witness Gregor.  I accept Ms. Gregor’s 

recommended balances.  As a result there are no differences between the Companies and 

GCI on this issue. 

Cash Working Capital 

Q. Please comment on Mr. Hengtgen’s rebuttal on your adjustments to cash working 

capital? 

A. In my direct testimony, I made two adjustments to the cash working capital allowance.  

The first adjustment was to reflect prepayments in the collection lag and the second 

adjustment was to incorporate GCI’s O&M adjustments in the lead/lag study.  Mr. 

Hengtgen indicates that conceptually he agrees that the prepayments should be reflected 

in the calculation.  However, he states that a similar adjustment was proposed by Staff, 

which he has accepted instead of my adjustment.  I have reviewed the Companies revised 

lead/lag calculation and accept the Companies’ proposal in its rebuttal testimony.  

Q. With respect to your adjustment to incorporate the GCI O&M expense in the 

lead/lag study, Mr. Hengtgen states that he does not accept or endorse your 

adjustment.  Would you please comment?   

A. O&M expenses form the basis on which the working capital allowance is calculated.  

Therefore, only those expenses that are found to be reasonable for ratemaking purposes 

should be included in the lead/lag study.  To the extent that the Companies do not accept 

certain adjustments proposed by GCI, it understandable that Mr. Hengtgen would not 

“endorse or support” the incorporation of those adjustments. However, whatever O&M 

expense adjustments the Commission ultimately accepts should be reflected in the 

lead/lag study. 
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Tax Accounting Change 

Q. Please summarize Mr. Stabile’s criticism of your adjustment to reflect the full ADIT 

amount relating to the tax accounting change. 

A. Mr. Stabile raises two primary points of criticism of my adjustment to reflect the full 

effect of the amount of the Accumulated Deferred Income Taxes related to the tax 

accounting related to certain repairs costs.  First, he discusses the issue of the risk from 

adopting the tax accounting change.  He argues that my position is that the risk from 

adopting the tax accounting change by the Companies is not significant.  Then, in another 

discussion in his rebuttal testimony, he suggests that I claim there is no risk from 

adopting the tax accounting change.  Second, he states that I have not accurately 

portrayed the effects of the proposed regulation bringing about the tax accounting 

change. 

Q. Please respond to his criticisms.   

A. It is misleading to imply that I testified that there are no risks related to the tax 

accounting change because I make no such statement.  To be clear, in my direct 

testimony, I state the Companies’ risks are “diminished” not eliminated.  Mr. Stabile’s 

rebuttal testimony includes an historical perspective of the proposed tax accounting 

change regulations.  His version of the events relating to the proposed regulation clearly 

show that the regulations are not yet final, and I do not disagree with him in that regard.  

However, the question is whether the risk is so high that shareholders should receive 50 

percent of the tax benefit.  The answer is no because, as I have previously said, the 

Companies’ risks are diminished.  That is because this is not an issue that is so esoteric 

that only these companies have taken a position contrary to the IRS and the rest of the 

industry.  Mr. Stabile’s own rebuttal testimony shows that the IRS, the American Gas 

Association and the Interstate Natural Gas Association of America all are working on a 

resolution of the methodology to be used.  
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Another issue is that excluding 50 percent of the ADIT from rate base simply 

gives shareholders a windfall because the taxes creating the ADIT were not paid by the 

shareholders, but paid by ratepayers instead.  The costs to shareholders do not change 

whether or not the Company prevails on the adoption of the tax accounting change.  

Therefore, shareholders retaining 50 percent of the ADIT does not share any risk.   

Based on the foregoing, the Commission should reject the Companies’ claim and 

flow through to ratepayers the full effect of the amount of the ADIT related to the tax 

accounting associated with certain repairs costs.     

Rate Case Expenses 

Q. Please comment on Ms. Moy’s Rebuttal Testimony as it relates to your testimony on 

rate case expenses. 

A. Ms. Moy responds to the specific issues I discussed in my direct testimony with respect 

to the need for additional detailed information supporting the rate case expenses.  She 

cites the limitation of data in the time reporting system, but offers an explanation of the 

nature of the work performed and cites additional data responses that were to have 

provided the additional information.  Ms. Moy also indicates that she disagrees with my 

recommendation that rate case expenses be normalized rather than amortizing those costs 

as proposed by the Company.  Her rebuttal testimony suggests that rate case expense 

should be treats as an extraordinary expense, which accountants consider to be costs 

resulting from events that are unusual and infrequent in nature.  

Q. Can you explain the difference between normalizing and amortizing expenses? 

A. Yes.  Normalizing is a means by which abnormally high costs are spread over a period of 

years to avoid including the abnormally high costs in rates as if they occur at that level 

annually.  There is no guaranteed recovery of normalized costs because it only attempts 

to depict what the annual cost would be if those costs were spread over the period 

selected.  Amortization is also another means by which costs are spread over the period 
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that ratepayers would benefit from the incurrence of those costs.  The costs need not be 

abnormally high in order to amortize them.  However, in ratemaking practice, costs are 

typically amortized when they are unusual and infrequent (extraordinary costs) and when 

those costs are found to provide benefits to more than one period.  The primary difference 

between amortization and normalization is that amortization attempts to allow the 

company to recover the full costs that were incurred.  The annual recovery amount is 

subtracted from the total amount incurred until it is fully recovered.  Normalization, on 

the other hand, makes no attempt to match the recovery to the costs incurred. 

Q. Is there a risk of over-recovery when costs are normalized or amortized? 

A. Yes.  For both normalization and amortization, if the company does not file a rate case 

for a period that exceeds the normalization or amortization period, the company will 

over-recover those costs. 

Q. What happens to those costs if the company files a rate case before the end of the 

normalization or amortization period? 

A. In the instance where the costs are amortized, the total annual amount recovered is 

subtracted from the total amount being amortized.  If not fully recovered, the annual 

amortization continues to be recovered.  If the costs are being normalized, then the 

accounts that make up those costs are included at the test year level or whatever is 

determined to be the new normalized level. 

Q. Why do you believe rate case expenses should be normalized instead of amortized? 

A. Rate case expenses are discretionary expenditures.  The decision of when to file the rate 

case and the level of expenditures to be incurred are at the control of management.  The 

dollar for dollar guaranteed recovery of costs does not provide an incentive to minimize 

or control the level of expenditures.  The normalization of costs allows the Companies to 

recover their costs if they do not file another rate case before the end of the normalization 

period.  However, the amortization of rate case expenses provides the means for the 
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Companies to continually stack costs on top of each other and receive guaranteed 

recovery of those costs. 

Q. Now that you have reviewed the additional data on rate case expenses are there any 

additional recommendations you have regarding rate case expenses? 

A. One of the objectives of a rate increase is to provide an adequate return to shareholders.  

Whatever increase the Companies are ultimately granted directly has an impact on 

shareholders.  Therefore, there ought to be a sharing of the costs between ratepayers and 

shareholders.  I have revised my adjustment to reflect a 50/50 sharing of rate case 

expenses.  The sharing of rate case expenses also provides an incentive for the Company 

to control rate case expenses.  There is little incentive to control rate case expenses if all 

costs are fully recovered from ratepayers.  For example in this proceeding, an additional 

rebuttal witness was brought in for the purpose of arguing for a higher return for 

shareholders.  However, under the Companies’ proposal, none of those additional costs 

will be borne by the shareholders who would be the primary beneficiaries if the 

Commission adopts his recommendation.  Such a proposal is unfair to ratepayers. .  

Q. How have you calculated your adjustment? 

A. The total rate case expense presented by the Companies is comprised of two separate 

adjustments.  One adjustment reflects the costs associated with this proceeding and the 

other reflects the amortized costs of prior rate case expenses.  Therefore my adjustment is 

calculated in two parts.  First, I have calculated the ratepayers’ share of rate case 

expenses and normalized those expenses over a two-year period.  The two-year period 

was chosen consistent with the Companies’ recent history of filing rate cases.  The 

second part of my Adjustment removes the amortized costs associated with prior rate 

case expenses.  I have removed these costs from the cost of service based upon the advice 

of legal counsel that the inclusion of these costs would constitute retroactive and single 
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issue ratemaking.  On Schedule LKM-11, I present this adjustment which reduces O&M 

expenses by $923,750 for North Shore and $1,352,500 for Peoples Gas Light. 

Q. Does this conclude your Rebuttal Testimony? 

A. Yes, it does. 
 


