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I. Introduction 1 

Q. Please state your name, position and business address. 2 

A. My name is Dante Mugrace.  I am a Senior Consultant with the regulatory 3 

 consultant firm of PCMG and Associates, LLC.  My business  address is 22 4 

 Brookes Avenue, Gaithersburg, MD 20877. 5 

Q. Are you the same Dante Mugrace who previously filed Direct Testimony in 6 

this Proceeding? 7 

A. Yes.  I submitted Direct Testimony on March 1, 2022.  My qualifications and 8 

experiences are attached to my Direct Testimony. 9 

II. Purpose of Testimony 10 

 11 

Q. What is the purposed of your rebuttal testimony? 12 

A. The purpose of my Surrebuttal Testimony is to address the Rebuttal Testimony of 13 

Northern States Power Company (NSPC or Company) Gas witnesses Halama, 14 

Krug and Zich.  I am also making certain adjustments to the proposals in my Direct 15 

Testimony and a revised calculation of the Company’s revenue requirement that 16 

incorporates the effects of my adjustments.  To the extent that I do not respond to 17 

a particular issue or argument contained within my Surrebuttal Testimony, I defer 18 

to my Direct Testimony on those issues.  19 

Q. With your adjustments to your Direct Testimony, what is your revised 20 

Company revenue requirement? 21 

A. With my adjustments, which include updated adjustments from the Company on 22 

certain revenue requirement issues, and Dr. Griffing’s recommended overall rate 23 

of return I have calculated a revised revenue requirement of $3,958,994 or a 24 

5.882% increase over current rates.  My recommended revenue requirement 25 

includes an overall rate of return of 6.91% with a common equity component of 26 

9.54% as recommended by Dr. Marlon Griffing.    27 

Q. Has the Company updated its revenue requirement? 28 
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A. The Company is now proposing a revenue requirement increase of $5.993 million, 1 

a reduction of $1.966 million from its initial filing. (Exhibit BCH-2 at 1). 2 

Q. Did Mr. Halama concur with you updated revenue requirement adjustment? 3 

A. No. Mr. Halama stated that there was difference of $7,000 and Mr. Halama stated 4 

that my revenue requirement should be $3.869 million.   5 

Q. What is your response? 6 

A. The difference of $7,000 is >1% between my recommended revenue requirement 7 

increase and the way Mr. Halama’s calculated my revenue requirement increase; 8 

this could be due to rounding issues and the flow-throughs of various taxes.  It is 9 

de minimis in nature.  10 

Q. What issues are you accepting from the Company with respect to the 11 

Company’s rebuttal testimony? 12 

A. I am accepting the following issues and adjustments from the Company in its 13 

rebuttal testimony through Company witness Mr. Halama: 14 

 Fargo Capacity Project and related cost adjustments 15 

 AGIS Removal and related cost adjustments 16 

 Depreciation Study - TD&G Update  17 

 Damage Prevention Program (DPP) – duplicative adjustment 18 

 Net Operating Loss  19 

 Cash Working Capital – The final adjustment to Cash Working Capital is 20 
a function of the Commission’s determination in the final revenue 21 
requirement – Schedule S- DM-8 22 

 Federal and State Income Taxes – Tax Depreciation balance – 23 
Schedule S-DM-23. 24 
 25 
 26 

Q. What are the revenue requirement issues that you are not accepting from the 27 

Company but are otherwise accepting the adjustment to your recommended 28 

balances? 29 

A. The following are the revenue requirement issues that I am not fully accepting or 30 

agreeing to, but am accepting certain adjustments that the Company has proposed 31 

in its rebuttal testimony:  32 

 33 
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III. Revenue Requirement Issues  1 

 A. O&M Expense Adjustment 2 

Q. What Company adjustments are you addressing that you do not agree 3 

with? 4 

A. Mr. Halama did not agree with my historical averages of certain O&M expenses 5 

and stated that my adjustments are not appropriate.  (Exhibit BCH-2 at 7).     6 

  7 

Q. What did Mr. Halama state regarding your historical normalization of certain 8 

O&M expenses? 9 

A. Mr. Halama stated that the Company selected a future test year of calendar year 10 

2022 and utilized its forecasted 2022 budget of revenues and expenses as the 11 

basis of its 2022 test year.  Use of a forecasted budget is consistent with the 12 

Company’s long-standing practice and is consistent with North Dakota statue and 13 

Commission precedent.  (Exhibit BCH-2 at 8).  Mr. Halama stated that my use of 14 

a three-year historical average to determine a significant portion of expenses 15 

resulted in a removal of $1.698 million in total O&M expenses from the Company’s 16 

cost of service. (Exhibit BCH-2 at 9). Mr. Halama stated that my use of a three-17 

year average was not sufficient enough to justify my approach.  Mr. Halama stated 18 

that my adjustment to certain O&M expenses rather than all O&M expenses along 19 

with the use of a 2019-2021 three-year average seems wholly arbitrary and 20 

provides no support and calls into question the analytical rigor of my adjustment 21 

(Exhibit BCH-2 at 12). Mr. Halama stated that my adjustments were to only non-22 

labor expenses and not to total labor and non-labor O&M expenses. (Exhibit BCH-23 

2 at 13). Mr. Halama stated that my adjustment could eliminate the opportunity for 24 

the Company to earn its authorized rate of return due to the rates reflecting O&M 25 

expenses significantly below historical actuals, the test year budgeted amount and 26 

any discernable trend in O&M costs.  (Exhibit BCH-2 at 13). Mr. Halama stated 27 

that my methodology results in an outcome that is not credible.  (Exhibit BCH-2 at 28 

14). Mr. Halama stated that unlike the Company’s electric utility operations where 29 

allocation factors can and do change annually and can and do impact overall cost 30 
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of service, the North Dakota gas jurisdictional costs are primarily direct assigned 1 

or allocated based on the design day demand and customer allocation, which do 2 

not significantly fluctuate from year to year. (Exhibit BCH-2 at 15).   3 

  4 

Q. What is your argument for the use of a three-year average for certain O&M 5 

Expenses? 6 

A. I believe the use of a three-year average to set certain O&M expense is an 7 

appropriate approach for setting rates for service. I chose the historic years 2018, 8 

9, 2020 and 2021 as these expenses are the most recent expense levels and going 9 

further back to include a five-year or an eight-year average would result in stale 10 

data and some of the expenses might have changed, been eliminated or are non-11 

recurring.   Costs change from year to year, and one of the goals in setting rates 12 

for service is to provide for gradualism in the rate setting arena so as to not put 13 

stress on ratepayers when costs change from year to year due to sudden 14 

increases/decreases incurred by the Company from outside vendors, or in the way 15 

the Company allocates its costs from year to year.  These types of costs do 16 

fluctuate from year to year.  Prices do change over time, but not always 17 

proportionately. Some costs may be expected to decrease but other costs may be 18 

expected to increase. One-time costs or an abnormal cost distribution may reduce 19 

costs in a particular year and is a good reason for spreading out one-time costs 20 

over time to provide rate stability for customers. As I indicated previously in my 21 

testimony, the Company should not expect to recover all of its costs during the test 22 

year, the Company is given the opportunity to do so.  As Mr. Halama stated, 23 

historical averages can be appropriate if certain expenses were generally 24 

increasing or decreasing at unusually high or low rates, providing the historical 25 

actuals could be shown to demonstrate an appropriate forecasting trend for the 26 

future year.  (Exhibit BCH-2 at 12).  There is no expectation that the Company 27 

recover all of its expected future costs in the rate year.   28 

Q. Did you ask the Company to provide the reasoning for the variability related 29 

to Gas Production, Gas Distribution and Customer Accounting? 30 
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A. Yes. In response to 4-12, 4-13 and 4-14, for Gas Production, Gas Distribution and 1 

Customer Accounting, respectively, I asked the Company for reasonings on the 2 

fluctuations from year to year in response to 1-34 Attachment A.  The responses 3 

were not fully descriptive of the reasoning for the variability of certain expenses. In 4 

response to 4-13, the Company stated the variability of distribution expenses was 5 

due to many different factors which causes volatility in actual expenses, including 6 

weather and weather related incidences, damage prevention locate volumes, 7 

contractor prices and compliance requirements.  This is the reason for the expense 8 

swing of approximately $900,000, and why it is appropriate to normalize these 9 

costs.    10 

Q. What did Mr. Halama state as the reason for the Customer Accounting 11 

expenses? 12 

A. Mr. Halama stated that the increase in O&M expenses between 2021 and 2022 13 

was due to higher meter reading costs and meter reading management software, 14 

driven by the need to upgrade existing meter reading software to integrate with 15 

new technologies.  (Exhibit BCH-2 at 15).  Mr. Halama stated that the Company’s 16 

investment in technologies through the Company’s MyAccount smartphone 17 

application and new user experience into the Company’s other systems is driving 18 

a slight increase in operations and maintenance expenses in the 2022 test year. 19 

(Exhibit BCH-2 at 15).  20 

Q. What is your response with regard to Mr. Halama’s response related to 21 

Customer Accounting and your use of a normalized 3-year average of certain 22 

O&M expenses? 23 

A. Historical trends (actual) are a reliable indicator of future costs. I did review all of 24 

the Company’s O&M Expense categories and found that the majority of these 25 

costs have been stable and consistent in prior years ((Purchased Gas, Gas 26 

Production, Sales, Economic and Other, and A&G).  My adjustments reflect those 27 

O&M expenses that vary from year to year, mainly limited to Gas Distribution and 28 

Customer Accounting.  With respect to the cost changes in the Customer 29 

Accounting expense, I did ask for a description of these costs (4-14) but did not 30 

get the detailed response that Mr. Halama indicated in his rebuttal testimony 31 
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(Exhibit BCH-2) page 15.  In addition, given the presence of the COVID-19 1 

pandemic, it is even more appropriate to average out costs so that customers are 2 

not greatly impacted by increased expenses, all the more reason that it is 3 

appropriate to smooth out costs in times of uncertainty (2020 and 2021 COVID-19 4 

period).  Even in 2022, the COVID-19 pandemic is still present, and further 5 

uncertainty continues.  I am of the opinion that inflationary cost increases and 6 

pressures placed upon the Company should not be included as the reason to 7 

assert changes in expenses.  The Company has not provided any specific areas 8 

where such costs have impacted the Company.  Inflationary costs are typically 9 

blanket type increases used for economic data that are applied to all goods and 10 

services that may not be directly related to the Company’s operations. It is simply 11 

a forecast or prediction of cost adjustments.  The Company should not assume 12 

that all of its costs will be affected by inflation and are going to be recovered when 13 

rates are set for service, even in the case of inflationary pressures.  The Company 14 

is given the opportunity to recover costs, not a guarantee of full recovery.      15 

  16 

  B. Labor Adjustment  17 

Q. What has Mr. Halama stated regarding your Labor Normalization? 18 

A. Mr. Halama did not agree with my inclusion of a vacancy rate removal from the 19 

Company’s 2022 COSS since the Company has not conducted a formal vacancy 20 

rate analysis. Mr. Halama stated that the Company has included a negative labor 21 

loading rate to account for attrition in workforce, in response to regulatory concerns 22 

in other jurisdictions. (Exhibit BCH-2 at 19).  Mr. Halama stated that the Company’s 23 

budgets already include an offset to labor in the 2022 COSS using an attrition rate 24 

of 4% on productive labor which was based upon historical attrition and other 25 

vacancy rates.  Mr. Halama stated that my adjustment is duplicative. (Exhibit BCH-26 

2 at 19).  27 

Q. What is your response? 28 
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A. I am still recommending a labor vacancy adjustment.  The Company does not have 1 

to formally perform such an adjustment in order for one to implement such an 2 

adjustment.    The Company has not provided any analysis to show that it has 3 

incorporated an attrition rate into its COSS for 2022.  In response to 1-19, the 4 

Company stated that opening positions are filled as soon as possible and that 5 

specific dates are unknown, and the list will change throughout the year.  The 6 

Company cannot determine the anticipated hire date for specific openings.  In 7 

response to 1-34, the information shows that labor costs are on the decline with 8 

an expense total of $6.962 million in 2019 to $3.993 million in 2021, with a slight 9 

uptick of $99,865 in the 2022 test year for a total of $4.093 million.  In response to 10 

1-17, the information shows that in each year beginning in 2016 and through 2021, 11 

on average approximately 153 employees in the NSPM total company have left in 12 

each year.  I believe this trend will continue through 2022, and it is reasonable to 13 

conclude that the labor vacancy will exceed the replacement of employees.  14 

Attachment A to 1-19 shows approximately 106 vacancy openings in 2022, far 15 

below the 153 average employees leaving the NSPM total company. The 16 

Company should provide a list of employee hires that occurred in 2022, and 17 

whether any candidates have been identified and will be expected to be hired by 18 

the Company.  19 

 20 

  C. Meter Installation Costs 21 

 Q. What did Mr. Halama state regarding my adjustment to the Company’s Meter 22 

Installation costs? 23 

A. Mr. Halama stated that I used a composite book depreciation rate as opposed to 24 

using the actual book lives for the asset and that I assumed the forecasted dollars 25 

not having a corresponding impact to tax depreciation and deferred income taxes, 26 

which amounts to >$500.  (Exhibit BCH-2 at 20).   27 

Q. What is your response? 28 
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A. Although the use of composite rates of depreciation to adjust changes in plant is a 1 

reasonable and appropriate approach for ratemaking purposes and the setting of 2 

rates for service, I am accepting Mr. Halama’s use of the actual book lives to 3 

calculate the adjustment, since the differences are minimal.   4 

Q. What did Ms. Zich state regarding your adjustment to remove meter 5 

installation costs from the 2022 test year COSS?  6 

A. Ms. Zich stated that my 2 percent adjustment escalation was related to the 2019 7 

costs rather than the 2022 cost, which if accepted, would reduce the forecasted 8 

2022 costs below 2019 actual costs. (Exhibit JHZ-2 at 3).  Ms. Zich stated that the 9 

2022 cost was $396,270 rather than what I calculated of $388,500 to be 2022 10 

costs.   11 

Q. What is your response? 12 

A. In response to 1-46 the Company provided the cost of an individual meter at $3,500 13 

per meter with no specific calculation for costs proposed in 2022.  If the $396,270 14 

is now the actual costs proposed by the Company, the adjustment for removal of 15 

the 2 percent becomes $7,770 instead of my proposed $7,617, a difference of 16 

$153.  I am accepting this increased removal adjustment cost.   17 

Q. What else did Ms. ZIch state regarding your removal of the 2 percent 18 

escalation cost? 19 

A. Ms. Zich stated that the 2 percent is appropriate because costs for both materials 20 

and labor are increasing.  Given the passage of time and the general inflationary 21 

pressures that affect both material and labor costs, escalating costs by 2 percent 22 

to arrive at cost expected to be incurred in 2022 was appropriate and conservative.  23 

(Exhibit JHZ-2 at 3-4).  24 

Q. What is your response? 25 

A. The 2 percent cost escalation is not appropriate as these costs are not justified by 26 

actual costs incurred by the Company but rather a blanket increase of overall costs 27 

for goods and services.  As I indicated previously on the inclusion of inflationary 28 
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costs, the Company has not provided any specific areas where such costs have 1 

impacted the Company.    2 

 3 

  D. Donations and Chamber of Commerce Dues   4 

Q. What did Mr. Halama state regarding your adjustment to the Company’s  5 

Donations and Chamber of Commerce Dues? 6 

A. Mr. Halama stated that these dues and donations are normal and expected 7 

business expenses that provide benefits to North Dakota ratepayers.  Mr. Halama 8 

stated that these costs are important mechanisms for supporting the communities 9 

and organizations in the area the Company serves.  (Exhibit BCH-2 at 21).  10 

Q. What is your recommendation? 11 

A. I see no benefit to the ratepayers of North Dakota. These types of costs do not 12 

benefit the ratepayers in the Company’s North Dakota service territory but rather 13 

are regional in nature.  The Company should not be in the business of financially 14 

supporting causes that are not customer specific and organizations with non-15 

ratepayer service.  I see no nexus of benefits between these types of costs and 16 

the provision of safe and reliable utility service.  If the Company wants to be good 17 

corporate citizens, then the shareholders of the Company can provide the dollars 18 

to support these causes and not burden ratepayers with them. The Company 19 

should not have unfettered access to ratepayer money for which ratepayers 20 

receive no benefit, and do not have a say of where their ratepayer monies are 21 

going to or providing support for.   22 

Q. What did Mr. Krug state regarding your removal of these costs? 23 

A. Mr. Krug stated that the expenses in question are appropriate and provide benefits 24 

for North Dakota, including the North Dakota customers. The Chamber of 25 

Commerce dues facilitate communications with an important category of 26 

customers, and charitable contributions are a normal and expected expense for a 27 

business, particularly for a corporation of Xcel’s Energy size and prominence in 28 

the community. (Exhibit ADK-1 at 16). Mr. Krug stands by the Company’s request 29 
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for recovery of 50 percent of these costs which the Company believes is 1 

reasonable given the Commission’s historic resistance to allowing full recovery of 2 

these types of costs. (Exhibit ADK-1 at 16).  3 

Q. What is your response? 4 

A. As I indicated previously, these costs should not be funded by ratepayer money, 5 

but rather through state, local, federal and civic and municipal organizations.   The 6 

Company should not be using ratepayer money to show that it is a good corporate 7 

citizen and believes in these causes.  While I commend the Company for 8 

contributing to these causes, the shareholders should be funding these costs and 9 

not ratepayers.  10 

 11 

 E. Economic Development Donations  12 

Q. What did Mr. Halama state regarding your removal of the Company’s 13 

Economic Development Donations? 14 

A. Mr. Halama stated that the economic development in question provides benefits 15 

for North Dakota, including Xcel Energy customers.  Mr. Halama requested that 16 

the Commission continue to support economic development efforts on behalf of 17 

the communities the Company serves.   18 

Q. What is your recommendation? 19 

A. As I stated in my direct testimony, I do not believe these types of costs should be 20 

recovered from ratepayers. These are considered non-regulatory utility expenses 21 

that support regional and local economic development and do not provide any 22 

utility related benefits to the ratepayers of North Dakota.  The ratepayers do not 23 

have a say as to which type of donations their ratepayer dollars support.  It is not 24 

the responsibility of the Company to be the savior of economic development issues 25 

and regional and local problems.  The Company has not shown or provided what 26 

benefits utility ratepayers in North Dakota receive or how these ratepayers are 27 

benefitting from these contributions.  If the Company wants to participate in giving 28 
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back to the community, the Shareholders of the Company should fund these 1 

causes and receive a tax benefit through the corporate entity.  2 

    3 

 4 

 F. Incentive Compensation  5 

Q. What did Mr. Halama state regarding your removal of the increase to the 6 

Company’s Incentive Compensation adjustment? 7 

A. Mr. Halama stated that the Company’s scorecard is used to determine the level of 8 

incentive compensation that will be paid in the subsequent year.  The incentive 9 

compensation associated with the applicable scorecard, are accrued in the year 10 

the incentive is earned.  The 2021 Corporate Scorecard determined the level of 11 

incentive to be paid in 2022, which was accrued in 2021. The 2021 Corporate 12 

Scorecard results have no impact on the 2022 test year.  (Exhibit BCH-2 at 22).  13 

Q. What did Mr. Halama state regarding the 2022 Corporate Scorecard? 14 

A. Mr. Halama stated that the incentive compensation included in the 2022 test year 15 

will be based on the 2022 Corporate Scorecard.  The actual payment of the 16 

incentive expense included in the 2022 test year COSS will be paid in March 2023, 17 

based upon the 2022 Corporate Scorecard.  (Exhibit BCH-2 at 22).  18 

Q. What is your recommendation? 19 

A. Any type of incentive compensation included in the Company’s test year COSS 20 

should not be included and recovered by ratepayers. As I stated in my direct 21 

testimony, the Company has not provided any evidence that these costs benefit 22 

ratepayers, but rather these costs are used to retain and maintain employees at 23 

the senior and executive level.  The Company can provide any level of incentive 24 

type pay to its employees with the shareholders paying for or funding these costs.  25 

In addition, Mr. Halama stated that the 2022 Corporate Scorecard costs will be 26 

paid in March 2023, which is beyond the test year period (out of period adjustment) 27 

and should not be included in the revenue requirement.    28 
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Q. What did Mr. Krug state regarding your Incentive Compensation removal? 1 

A. Mr. Krug stated that these costs are known and measurable because they 2 

represent the Company’s forecasted LTI costs in the 2022 future test year. (Exhibit 3 

ADK-1 at 15). These costs are no different than other test year costs that the 4 

Company has forecasted which Mr. Mugrace agreed are known and measurable.  5 

Mr. Krug stated that the LTI program is an important tool that allows the Company 6 

to attract and retain key, senior leaders and ensure they effectively manage the 7 

Company consistent with the customer focused goals of environmental excellence 8 

and efficient management. (Exhibit ADK-1 at 15).   9 

Q. What is your argument? 10 

A. As I indicated previously in my testimony, the Company has not provided any 11 

support nor evidence that shows the Incentive Compensation benefits customers. 12 

These costs predominately are for retain and maintaining key executives from not 13 

leaving the Company.  Given that the Company’s Scorecard results have not 14 

occurred, there is no way to determine if these key executives have met the goals 15 

of the program, not whether the goals of the program are beneficial to ratepayers.    16 

Finally, these payouts will occur in 2023, well beyond the 2022 test year period, 17 

and thus are considered an out of period adjustment.    18 

 19 

 G. Income Tax Tracker 20 

Q. What did Mr. Halama state regarding the costs related to the recovery of the 21 

Income Tax Tracker? 22 

A. Mr. Halama stated that he did not agree with my 5 year amortization period related 23 

to the Company’s recovery of its Income Tax Tracker. Mr. Halama stated that the 24 

Company proposed a three-year amortization period to match the period the 25 

Company expects rates to remain in effect as a result of this rate case. (Exhibit 26 

BCH-2 at 23).   27 

Q. What is your recommendation? 28 
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A. My adjustment to the amortization period of 5 years was based upon the 1 

Company’s prior rate case proceedings filed with the Commission.  The Company 2 

has filed rate case proceedings with the Commission, on average every five-years.  3 

It is appropriate to use that time period to amortize the associated expenses 4 

related to the Income Tax Tracker. There is no assurance that the Company will 5 

actually file its next base rate case proceeding within a three-year period.   6 

 H. Rate Case Expenses  7 

Q. What did Mr. Halama state regarding the costs associated with Rate Case 8 

Expenses?   9 

A. In the same manner as Mr. Halama proposed to amortize the Company’s Income 10 

Tax Tracker, he proposed the same 3 year recovery period for Rate Case 11 

Expenses.   (Exhibit BCH-2 at 24). 12 

Q. What is your response to Mr. Halama? 13 

A. In the same manner as I recommended the Income Tax Tracker to be amortized 14 

over a 5 year period, I am utilizing the same 5 year period for Rate Case Expenses. 15 

There is no assurance that the Company will file its next base rate case proceeding 16 

within a three-year period.     17 

    18 

 I. Property Taxes 19 

Q. What did Mr. Halama state regarding your historical three-year average of 20 

Property Taxes? 21 

A. Mr. Halama did not agree with my use of an historical three-year average as he 22 

stated that this does not consider the investments the Company has made in the 23 

system over the last three years and is not consistent with how Property Tax 24 

valuations and assessments are prepared by the North Dakota Office of the State 25 

Tax Commissioner. (Exhibit BCH-2 at 25).  26 

Q. What is your response? 27 
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A. My adjustment to Property Taxes is based upon the Company’s response to 1-24.  1 

The 2019-2021 Property Taxes have fluctuated from $1.301 million in 2019, a 2 

reduction to $1.190 million in 2020 or 8.5%, and an increase to $1.283 million in 3 

2021, or 7.8%.  The Company then adjusted its Property Taxes to $1.587 million, 4 

an increase of $0.304 million or 24%.  The Company’s Plant in Service balance 5 

grew from $164 million in 2020, an increase of 17%, to $192.5 million in 2021; and 6 

$222.6 million in 2022, an increase of 15.7%. Given that Company allocations do 7 

change from year to year, it may not appear that the Company’s tax bill of $1.587 8 

million will be realized or whether the allocation from NSPM to the North Dakota 9 

jurisdictional service will adjusted and allocated accordingly. As indicated in 10 

response to 1-24 the Company stated that these valuations do not reflect the full 11 

amount of Property Taxes included in rates.  The Company should provide an 12 

update with respect to the level of Property Taxes associated with the North 13 

Dakota jurisdictional service area.   14 

 15 

 J. Payroll Taxes    16 

Q. What did Mr. Halama state regarding your adjustment to the Company’s 17 

Payroll Taxes?  18 

A. Mr. Halama stated that my adjustment is not appropriate as it relates to labor and 19 

incentive, and if the Commission accepts the Company’s position on the recovery 20 

of these adjustments, the adjustment becomes unnecessary. (Exhibit BCH-2 at 21 

25).  22 

Q. What is your response? 23 

A. If the Commission agrees with the Company with respect to adjustments made by 24 

me for labor and incentive, I am in agreement with Mr. Halama that my payroll 25 

adjustment becomes unnecessary.  26 

  27 

 28 
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  K. Federal and State Income Taxes 1 

Q. What did Mr. Halama state regarding your adjustment to the Company’s 2 

Federal and State Income Taxes? 3 

A.  Mr. Halama stated that the Company reviewed my calculations and identified 4 

errors in my schedules related to operating income adjustments, plant additions 5 

related to changes in tax depreciation and deferred tax expense and interest 6 

synchronization to reflect the weighted cost of debt and rate base.  (Exhibit BCH-7 

2 at 27). Mr. Halama stated that these errors resulted in about $710,000 of 8 

underestimated revenue requirement for the test year. (Exhibit BCH-2 at 27-28).  9 

Q. What is your response? 10 

A. I corrected my errors through my surrebuttal testimony and exhibits. My 11 

recommended Federal and State Income Taxes represent the flow-throughs of my 12 

adjustments to Rate Base and Operating Income.  While these flow-throughs may 13 

not be exact, they are correctly calculated.  The differences are due to rounding of 14 

certain expenses, and the use of composite rates for various tax expense 15 

adjustments.  As Mr. Halama stated, the final calculations of Federal and State 16 

Income Taxes to be included in the test year will be a function of the final approved 17 

levels of revenues, expenses and rate base as well as weighted cost of capital 18 

approved by the Commission. (Exhibit BCH-2 at 28).  19 

    20 

Q. Does this conclude your Surrebuttal Testimony? 21 

A. Yes.  I reserve the right to update my surrebuttal testimony in the event the 22 

Company revises its rebuttal filing.  23 

 24 

 25 
















































