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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC UTILITY

COMMISSION
V. : Docket No. R-2008-2028394
EQUITABLE GAS COMPANY
DIRECT TESTIMONY OF RICHARD A. BAUDINO
Q. Please state your name and business address.

My name is Richard A. Baudino. My business address is J. Kennedy and Associates, Inc.

("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell, Georgia 30075.

What is your occupation and by whom are you employed?

['am a consultant to Kennedy and Associates.

Please describe your education and professional experience.
I received my Master of Arts degree with a major in Economics and a minor in Statistics from
New Mexico State University in 1982. I also received my Bachelor of Arts Degree with majors

in Economics and English from New Mexico State in 1979,
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I began my professional career with the New Mexico Public Service Commission Staff in October
1982 and was employed there as a Utility Economist. During my employment with the Staff, my
responsibilities included the analysis of a broad range of issues in the ratemaking field. Areas in
which 1 testified included cost of service, rate of return, rate design, revenue requirements,
analysis of sale/leasebacks of generating plants, utility finance issues, and generating plant phase-

ns.

In October 1989, I joined the utility consulting firm of Kennedy and Associates as a Senior
Consultant where my duties and responsibilities covered substantially the same areas as those
during my tenure with the New Mexico Public Service Commission Staff. 1became Manager in
July 1992 and was named Director of Consulting in January 1995. Currently, I am a consultant

with Kennedy and Associates.
Exhibit (RAB-1) summarizes my expert testimony experience.

On whose behalf are you testifying?

I am testifying on behalf of the Equitable Industrial Intervenors ("EI").

What is the purpose of your testimony?

The purpose of my testimony in thé proceeding is to respond to the Direct Testimonies of
Equitable Gas Company ("Equitable" or "Company") witnesses Russell Feingold and John
Quinn. My testimony will cover the areas of customer class cost and revenue allocation. I will

also comment on the design of the new proposed Rider C.
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Did you review Equitable's cost and revenue allocation proposals?
Yes. The Company's cost allocation studies are contained in the Direct Testimony of Mr.
Feingold. Mr. Quinn's Direct Testimony contained Equitable's recommended revenue increases

to the Company's customer classes.

Please provide a general description of the process of allocating cost responsibility to
customer classes using a cost of service study.

A class cost of service study allocates and assigns the total cost of providing utility service to the
classes of customers receiving that service. In certain instances, the subject utility can identify
and directly assign costs to customers. For the vast majority of cos?s, however, such direct
assignments are not possible and a cost of service study is required so that the remaining costs

may be allocated to customers.

The development of a class cost of service study consists of three steps: functionalization,
classification, and allocation. Step 1, functionalization, involves separating the utility's
investment and expenses into major functional categories. For natural gas utilities such as
Equitablc,‘these categories include storage, transmission, and distribution functions. The Federal
Energy Regulatory Commission ("FERC") Uniform System of Accounts provides the method by

which costs are identified and segregated into these various functional categories.

Step 2 is classification. Once functionalization is complete, the utility's costs are classified into
demand, commodity, and customer components. Demand-related costs are fixed and do vary
with the monthly and yearly gas commodity consumption of the utility's customers. These costs

are driven by demands placed on the system during the winter peak period and include such items
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as gas main investment and expenses. Commodity-related expenses vary with the amount of gas
consumed by customers and include the cost of gas and certain operation and maintenance
expenses. Customer-related costs are associated with the number of customers and include items

such as a portion of main investment, meters, and services.

Step 3 is allocation. Afier costs are classified, they are allocated to customer classes based on
each class' contribution to the respective cost classifications. Generally speaking, demand costs
are allocated based on each class' coniribution to the total winter peak. Commodity costs are
allocated based on each class' share of total yearly consumption, or throughput. Customer costs

are allocated based on the number of customers.

Turning now to Equitable’s class cost of servicé studies, how did the Company classify and
allocate costs associated with mains?

Mr. Feingold presented two cost of service studies that contained alternative methods to classify
and allocate the cost of distribution mains. One study classified distribution mains costs as
demand and customer related using a zero-intercept study. Mr. Feingold described this approach
on page 23‘ of his Direct Testimony. Demand-related costs were allocated to customer classes on
the basis of design day demand. The second study allocated demand costs on the basis of a peak-

and-average method and did not classify any distribution mains costs as customer-related.

On page 23, Mr. Feingold presented the purpose of and preferred allocation methodology
for gas distribution mains. Please comment on this section of Mr. Gorman's testimony.
I fully concur with Mr. Feingold's explanation of the purpose of gas distribution mains and how

the cost of mains should be classified and allocated in a class cost of service study. The two main
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functions of distribution mains are to deliver gas during the system winter peak and to connect
customers to the system. Ialso agree with Mr. Feingold's statement that the preferable method to
classifying mains is partly customer-related and partly demand-related. A properly designed
zero-intercept study recognizes these two functions by classifying main costs into demand-related
and customer-related costs, which can then be assigned to customer classes based on their
respective contributions to system peak and on the number of customers in each class. I support

this approach as appropriate and reasonable.

I should also add that commodity, or total yearly throughput, is not a primary cost or operational
driver for investment in gas distribution mains. It is the winter heating demands of customers,
primarily residential that drives investment in mains. The investment in mains must provide
sufficient capacity to meet maximum winter demands. During the non-winter, or off-peak
months, substantial excess capacity exists on the system. Gas consumption during this period
does not cause the Company to incur any additional fixed costs for distribution mains. Thus,

throughput should not be used to classify and allocate costs of gas distribution mains.

On page 19 of his Direct Testimony, Mr. Feingold testified that the use of average demand
(fhroughput) to allocate demand-related costs penalizes high-load factor customers who use
gas efficiently. Do you agree?

Yes. This occurs because allocating ;nains costs on the basis of throughput allocates too much
cost responsibility to customers who use the gas distribution system throughout the year. Given
the substantial excess capacity that exists during the non-winter months, customers should be
encouraged to use this capacity through proper pricing signals. Since the use of capacity during

non-winter months will not cause the Company to incur fixed costs, then a cost allocation method
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using throughput, or average demand, should be avoided.

On page 10, line 14 through 18, Mr. Feingold noted that the Pennsylvania Public Utility
Commission ("PUC" or "Commission’") has expressed a preference for the use of a method
that recognizes both demand and commeodity volumes for classifying and allocating
demand-related costs and that does not recognize a customer component in classifying the
costs of distribution mains. Please comment on Mr. Feingold's testimony here.

My review of recent PUC Orders indicates that the Commission rejected the use of zero intercept
studies in Docket Nos. R-00061931 and R-00061398 and opted ins?ead to use a
Demand/Commodity approach to classifying and allocating the costs of_' distribution mains. For
the reasons stated previously in my testimony, I disagree with a Demand/Commodity approach
and recommend that the Commission reconsider the use of a zero-intercept study.

Based on both my testimony and the testimony of Mr. Feingold, I recommend that the PUC adopt
the use of a zero-intercept study to classify and allocate the costs of distribution mains to

customer classes in this proceeding.

Turning t‘o the results of the cost of service studies presented by Mr. Feingold, what are the
resulting rates of return for the Company's customer classes?

Table 1 below shows the rates of return and relative rates of return for Equitable's customer
classes. The relative rate of return in ;l“able 1 shows each class' percentage return relative to the
system average return at current rates. A relative rate of return greater than 1.0 indicates that a
customer class is earning more than the current system rate of return, whereas a relative rate of
return less than 1.0 indicates that a customer class is returning less than the system-wide rate of

return. For example, the Residential class' relative rate of return of .41 in the design day demand
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study indicates that its current return of 1.54% is only 41% of the system average return of

3.80%.
TABLE 1
EQUITABLE GAS COMPANY
CUSTOMER CLASS RATES OF RETURN
Design Day Peak & Average
Rate of Return  Relative ROR Rate of Return  Relative ROR

RS 1.54% 0.41 2.90% 0.76
GSS 18.15% 478 17.02% 4.48
GSL 12.26% 3.23 5.83% 1.53
AGS -6.69% (1.76) -6.69% . (1.76)
System 3.80% 3.80%

The results of both studies clearly show that Rate RS, Residential, is not returning revenues that
cover its costs. Both studies also show that Rate GSL, Large General Service, is paying more that
its fair share of costs and that GSL should receive an increase lower than the system average

increase.

How did the Company allocate its revenue increase to its customer classes?
Mr. Quinn presented the Company's revenue allocation proposal on page 16 of his Direct
Testimony. Based on a total Company increase of 22%, Rate GSL would receive a 10% increase

to current revenues.
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On page 14 of his Direct Testimony, Mr. Quinn described the circumstances surrounding
the Company's competitive negotiated rate customers and how these circumstances played
a role in his proposed revenue allocation. Please comment on this section of Mr. Quinn's
testimony and on the appropriateness of the Company's proposed revenue increase to GSL
customers.

The considerations cited by Mr. Quinn regarding the negotiated rate customers in GSL are
certainly valid. The EIl members have competitive alternatives to Equitable. Given these
considerations and the results of the design day study, the GSL class could have received an even
lower revenue increase than that proposed by the Company. However, for purposes of this case
and given the PUC's past practice of including throughput in the allocation of demand related

costs, I will not oppose the Company's proposed revenue allocation to GSL.

Do you have any comments on Equitable's proposed new Rider C surcharge?

Yes. Equitable is proposing a new surcharge called Rider C that would be used to recover from
"non-competitive" customers the retainage discount that has been negotiated with NRG. The EII
members negotiate their delivery contracts with Equitable. As a result, the EII members should
be classiﬁ;d as "competitive" customers that will not be charged the Rider C surcharge. We

request confirmation of this from the Commission so this does not become an additional disputed

negotiating item between the EII members and Equitable in future contract negotiations.

Does this conclude your Direct Testimony?

Yes
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RESUME OF RICHARD A. BAUDINO

EDUCATION

New Mexico State University, M.A.
Major in Fconomics
Minor in Statistics

New Mexico State University, B.A.
Economics
English

Twenty five years of experience in utility ratemaking. Broad based experience in revenue requirement
analysis, cost of capital, utility financing, phase-ins, auditing and rate design. Has designed revenue
requirement and rate design analysis programs,

E ONY

Preparation and presentation of expert testimony in the areas of:

Electric and Gas Utitity Rate Design

Cost of Capital for Electric, Gas and Water Companies
Ratemaking Treatment of Generating Plant Sale/Leascbacks
Electric and Gas Utility Cost of Service

Revenuc Roquircmernts

Gas industry restructuring and competition

Fue! cost auditing

J. KENNEDY AND ASSOCIATES, INC.
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RESUME OF RICHARD A. BAUDINO
EXPERIENCE
1989 to
Preseot: Kennedy and Associates: Consultant - Responsible {or consulting assignments in the

area of revenue requitements, rate design, cost of capital, economic analysis of generation
altematives, gas industry restructuring and competition,

1982 to

1989: New Mexico Public Service Commbssion Staff: Utility Economist - Responsible for
preparation of analysis and expert testimony in the areas of rate of return, cost allocation,
rate design, finance, phase-in of electsic penerating plants, and sale/leaseback transactions.

CLIENTS SERYED
Regulstory Commissions
Louisiana Public Service Commission

Georgia Public Service Commission
New Mexico Public Service Commiission

Industrial Groups
Ad Hoc Committee for a Competitive Occidental Chemical
Electric Supply System PSI Industrial Group
Air Products and Chemicals, Inc. Taconite Intervenors (Minnesota)
Tyson Foods
Arkansas Electric Energy Consumers West Virginia Energy Users Group

Arkansas Gas Consumers

Armco Steel Company, L.P.

Association of Business Advocating
Tanff Equity

CF&! Steel, L.P.

Climax Molybdenurn Company

General Electric Compary

Industrial Energy Consumers

Kentucky Industrial Utility Consumers

Large Electric Consumers Organization

Newport Steel

Northwest Arkansas Gas Consumers

Maryland Industrial Group

J. KENNEDY AND ASSOCIATES, INC.
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Exhibit (RAB-1)

Page 6 of 12
Expert Testimony Appearances
of
Richard A, Baudino
As of October 2008
Date Cawme Jurisdiet,  Party Utility Subject
554 R-O0042083 PA PGAW Industriat Pennsylvania Gas Analysia of recovery of transiion
Irtarvenors & Whaiar Co. cosls.
S84 R-D0043001 PA Cohmbia industrial Columbia Gas of Evslumtion of cost alocation,
Intervanon Petvisyvania rate dasign, rais plan, and
camying chargs proposais.
R4 R-O0942086 PA Ammoo, Inc., West Ponn Power Retumn on equiy and rate of
Wost Pann Powe: Co. retum.
industial intervenors
794 540035 wv Wast Viginia Monongahela Powe! Retum on equty 8nd mis of
E42T Energy Users’ Group Co. retum, -
o4 8852 MD Westvaca Corp. Potomac Edison Retum on equity and rets of
Co. retum.
9704 830357-C AR West Certral Arfkansas Arkangas Okdahome Evoiuation of transportation
Gas Consumens Gas Cosp. sorvice.
o4 U-19904 LA Loulsisns Public Guif States Retum on equity.
] 8829 MO Maryland industriat Bakimore Gas Transition costs,
Group & Blectric Co.
184 P4-175U AR Arksas Cas Arida, Inc. Cost-of-service, rate design,
Consumers raie of retum.
W5  RPOAMY FERC Arkansas Gas NorAm Gas Reto of retum,
000 Comumers Trangmission
455 R-00943271 PA PPAL Industrint Pannsyvania Power Rotum on oquly.
Customer Altance A Light Co.
595  U10755 M Association of Congumers Power Co. Ravenue requirsments.
Businesaes Atvocating
Tarth Equiy
s 8897 MO Maryland Industriat Baitimore Gas Cost alincation and rate design,
Growp & Electric Ca.
855 95-254-TF AR Tysan Foods, Inc. Southwes! Askansas Rafund aliocation.
U-2811 Electric Cooparstive
1095  ER05.1042 FERC Louiskna Publlc Systame Energy Retun on Equly.

J. KENNEDY AND ASSOCIATES, INC,
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Expert Testimony Appesarances
of
Richard A. Baudino
As of October 2008
Dato Case Jurisdice. Party Utility Subject
000 Service Commission Resouroes, Inc.
1185  |-40032 PA » Industrial Energy Stata-wida - {nvestigation into
Consumers of ol utiities Electric Power Competition.
Pennsyhania
58 86030V AR Northwest Arkansas Arkansas Wesiem Revanus requirements, rats of
Gas Consumen Gas Co. return and cost of service.
706 8725 w0 Marylend Industial Battmore Gas Return on Equity.
Grovp & Electric Co.,
Potorruc Bectric
Power Ca. and
Consteligtion Enargy Corp.
M8 U-214%6 LA Loulsians Public Central Louisiana Return on aqulty,
Servics Commission Electric Co. as of retum.
08 U-22002 LA Lotisiana Public Entergy Guif Return on equily.
Service Commision States, Inc.
1§17  RP96-199- FERC The industrial Gas Mississipp] River Revenua requirements, rase of
000 Usess Canlerence Transmission Corp. felurn and o8t of service,
W w40V AR West Central Arkanaas Okishoma Revenue requirements, rate of
Arksnsas Gas Gas Corp. retum, oost of service and
Com. rate dasign.
mr y-u Mi Agsociation of Michigsn Gas Co. Transportetion Balancing
Business Advocating and Southesstem Provisions
Yori® Equity Michigan Gas Co.
R7 RO0973844 PA Pennsyivania Pennsylvaria- Rarts of retum, cost af
American Water American Water Co. 59rVIcS, revemue requiraments.
Larga Users Group
W AU GA Goorgia Natursl Alianta Gas Light Reta of retum, restructring
Gas Group and the issues, unbundiing, mats
Gaorgla Taxtle design ssues.
Manutacturers Assoc,
TRE  RO0GB4280 PA PG Energy, Inc, PGE Industrial Cost aliocation.
Intervenors
BM8 U778 LA Louisiana Public Cajun Elactric Revenue requirarments.
Servios Commission Power Cooperaive

J. KENNEDY AND ASSOCIATES, INC.
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Expert Testimony Appearances
of
Richard A. Baudino
As of October 2008
Datv Czeo Jurisdict.  Party Utility Subject
1098 6759 ME Msine Office of the Bangor Hydro- Ratum on aqudy,
Public Advocats Elnctric Co. s of retum.
1088  U-23327 (A Louisiana Public SWEPCO, CEW and Analysis of proposed merger,
1208 08577 ME Maine Office of the Maite Public Returm on aquy,
Public Advocste Service Co. e of retum.
1298 U-23358 LA Louiziang Public Enmegy Gulf Retum on equity,
Service Commission Sties, Ing. sefe of retum,
D 98426 KY Kevsucky Industrial Loutsvile Gas Retum on aquiy..
Utidy Customers, Inc. and Blectric Co
39 00082 Ky Kentucky industrisd Kantucky Uthties Retwrn an equly.
Utiity Customers, inc. Co.
499  RB84554 PA T. W. Phifips T. W, Phils Alocation of purchased
Usery Group Gas and Ol Co. g6s costs,
609  R-0000462 PA Columbia lndustrial Cohumbla Gas Balancing charges.
Intervenors of Pennsyivanid
1089 U-24182 LA Lousians Public Entergy Guff Cost of debt.
Servica Commission States, inc.
1000 RO0004762 PA Psaples Industrial Peopies Notural Restructuring issues.
intarvencrs Ges Co,
1099  R-DO9947TBY PA Cohumbis Industrial Columbla Gas Restnuciuring, balancing
- Intarvenors of Peansytvann charges, rals flaxing,
ahschate fuel.
0100  R-00994788 PA UG Industrial UG Utitties, Inc. Univarsal parvice costs,
Intervencrs WWMGWM
capaciy sssignmenl.

J. KENNEDY AND ASSOCIATES, INC.
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Page 8 of 12
Expert Testimony Appearances
of
Richard A. Baudino
As of October 2008
Date Case Jurisdiet.  Party Utility Subject
0100 8829 ND Manland Indysirigd Gr. Baltimore Gos & Revenye roquicernents, cost alocation,
8 United States Elextric Co. refe desin,
0200  R-O0094788 PA Ponn Fusl Transportation PFG Gas, Inc., ad Tarifl chemes, balancing provisions.
0500 U17735 LA Louisisna Public Louisiana Elactric Rata restructuring.
Service Comm. Cooperative
0700 2000080 KY Kentucky industrial Louisvils Gas Cost afiocation.
Uty Consumers and Beciric Co,
0700  U21453 LA Louisians Public Southwestern Stranded cost anasis
U-20025 (SC), Servics Comm. Elecric Power Co.
U-22092 (SC)
(Subdocket E)
0900  R-Q0DOSES4 PA Phriadetphis Industrisl Phiadeiphlz Gas {nferim relief analysis,
And Commerolal Gas Works
Uesrs Group.
1000 U21453 LA Loulsiana Publc Entergy Guf Restructuring, Business Separation Plan,
U-20925 (S5C), Service Comm. States, Inc.
U-22092 (5C}
{Subdocket B)
100  RD0005277 PA Penn Fusl PFG Gas, Inc. and Cast aocation iss1ee.
{Robytiaf) Transportation Customers Nosth Penn Gag Co.
1270 U-24953 LA Loutsiana Public Entargy Guif Retum an equiy.
Servics Comm, States, tnc.
03 U220 LA Loulsiana Public Entargy Guit Stranded cost analysis.
- Sarvics Comm. States, Inc.
0401 U21453 LA Louisiana Public Entargy Guif Restructuring issues.
U-20925 (SC}, Sarvics Comm. Stigos, Inc.
U-22092 (5C)
{Subdocket B)
(Addresaing Contested Isgues)
0401  R-00006042 PA Phlladetphia industrial and Phiadeiphia Gas Works Revenue requirements, cost ailocation
Caommercial Gas Usars Group and tariff tasues.
10 U-25e87 LA Lowisiana Public Entargy Gulf Return on aquily.
Service Comm. Sistes, Inc.
0302 1431y GA Georyia Pubkc Atianta Gas Light Capal stnucturs,

J. KENNEDY AND ASSOCIATES, INC.
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Dats Case Jurtsdict.  Puity Utikty Subject
Service Commission
0302  2002.00145 XY Kentucky iedustrial Colusribia Ges of Reverus requirerants.
Uttty Customers Kentucky
0302  M-00021612 PA Phicdeiphis Industria) Phiadelphia Gas Tranaportation rases, terms,
Ang Commercial Gas Works 80d conditions.
Users Group
0103 200200168 KY Kentucky Industriaf Kentucky Power Retum on equity,
Utiity Cusiomern
0203  (25-S04E co Cripple Creek § Vicsor Aqula Networks - Retum on equlty.
Gold Mining Company WPC :
0403 U.26527 LA Louisiana Public Servico Entergy Guf States, Return on equiy.
Commission Inc.
1003  CV020485A8 GA Tha Landings Asan,, Inc. Uhillties inc. of GA Ravenue requirerment 3
overcharge refund
0304  2003-00433 KY Kentucky Industrial Lovisvile Gas & Rebum on equiy,
Uty Customers Ebactric Cosgt aftocation & rate design
004 200300434  KY Kentucky Industrial Keetucky Utities Retum on equiy
Unkly Customers
04 4S03E €O Crippie Croek & Victor Aquip Networks — Retum on aqully.
Gokd Mining , WPC
Goodrich Corp., Holdim {U.5.) Inc.,
and The Trams Co.
904 U.23327,- LA Louisiana Public Service Southwestem Elactric Fuel cost review
Subdacke! B Commission Power Company
1004 U-23327 LA {.ouisiana Public Sarvice Southwestem Elsctrio Return on Equily
Subdocket A Commission Power Compeny

J. KENNEDY AND ASSOCIATES, INC.
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Dats Caso Jurisdict. Party Ueility Subject
0805 050045-E1 FL South Florida Hosphat Florids Power & Ratum on squly
and HealthCars Assoc. Light Co.
0305 9038 MD Maryland Indugtrial Battimore Gas & Revenus requimment, cost
Group Elaciric Co. aiiocation, rain design,
Tart¥ igsues.
0108 2005004  KY Kentucky Industrial Kentucky Power Ca. Retum onequdy.
Uthity Customers, Inc.
0306 05-1278- wv Wast Virginia Energy Appalachian Power Retum on equly.
E-PC-PWA2T Users Group Compeny
0406 U516 WA Loutsiana Public Sarvice Entargy Louislans, Transmission fsues
Commixsion uc
oTo6 u2Zm LA Louisiana Public Service Southwastsm Ebsciric Return on equity, Servioe quatty
Commizsion Power Compary
08206 ER-2008- MO Miszouri Office of the Kunsas Cliy Power Return on squlty,
0314 Publc Counsal Aligie Co, Weighted cost of capitat
08/08 065-2MEG CO CF&l Steel, LP. & Public Sarvioa Company Retum on equlty,
Climax Malybdsnum of Colorado Weightsd cost of capital
0107 08-0960-E-42T Wy West Viginia Energy Monongahela Power & Retum on Equity
Users Group Potomae Edison
0107 43112 AKX Steel, Inc. Vecyen Bouth, Inc, Cost allocation, rate design
0507  2008-861 Maine Office of the Bangoer Hydro-Electric Ratium on equity, waightod cost of capitl,
B Public Advocate
0907 0749701 Connecticut Industria) Connecticut Light & Power Ratum on equlty, waighted cogt of capial
Energy Consumers
1007  Q5-UR-103 Wisconsin industriat Wiacongin Electric Power Co,  Retum on equity
Enargy Group, Inc.
1107 29797 Loutsiang Public Service Claco Power :LLC & Lignke Pricing, support of
Commission Southwestem Eiec. Powar settioment
0108  O7-551-ELAR Ohio Energy Group Ohio Edizon, Cleveland Electric,  Retum on equty
Toledo Edison
0308 070885, 1L The Commeruial Group Ameren Cost slloction, rete design

J. KENNEDY AND ASSOCIATES, INC.
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Oxtse Case Jurlsdict.  Parly Utitiey Bubject

070585,

07.0587,

070588,

07-0589,

07 0580,

{consal.)
0408 070566 L The Commercial Group Comeonwealth Edison Cost aliocation, rate design
0508 R-2008- Cost and revenus slacation,

2011621  PA Columbia industrial Intervenors  Columbia Gas of PA Tart! sxues
0708  R-2008- Phiadalphia Ares [ndusirial Cost and revenus allocation,

2028384 PA Energy users Group PECO Energy Tarf kzues
0708 R-2008-

239634 PA PPL Gas Large Users Gp. PPL O Retainage, LUFG Pt
0808  6880-UR- Wisconsn industrial

116 wi Energy Grovp Wisconsin P&L Cost of Equity
0808 6690-UR- Wisconsin industrial

119 Wi Enargy Group Wisonsin PS Cost of Equily
0908  ER-2008- Cost and revenus

0318 MO The Commarcial Group Ameren\JE ahocstion

J. KENNEDY AND ASSOCIATES, INC.



EII Statement No. 1 (Errata)
Errata to Equitable Industrial Intervenors Statement No. 1,
Direct Testimony and Exhibits of Richard A. Baudino
Equitable Industrial Intervenors Statement No. 1, Direct Testimony of Richard A. Baudino, should be
modified to reflect the following corrections:

1. Page 3, line 22: Delete "do" and replace with "do not."

2. Page 4, line 22: Delete "Gorman" and replace with "Feingold."
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EI Statement No. 1R

BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION
PENNSYLVANIA PUBLIC UTILITY :
COMMISSION :
\ : Docket No. R-2008-2029325
EQUITABLE GAS COMPANY

REBUTTAL TESTIMONY OF RICHARD A. BAUDINO
Please state your name and business address.
A. My name is Richard A. Baudino. My business address is J. Kennedy and Associates, Inc.

("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell, Georgia 30075.

Q. Did you submit Direct Testimony in this proceeding?

Yes. Isubmitted Direct Testimony on behalf of the Equitable Industrial Intervenors,

Q. What is the purpose of your Rebuttal Testimony?
A. I will respond to two issues raised by Mr. Brian Kalcic, witness for the Office of Small

Business Advocate ("CSBA").

Q. On pages 6 and 7 of his Direct Testimony, Mr. Kalcic noted an error in the class cost of
service ("CCOS") studies filed by Equitable Gas Company ("'Equitable" or "'Company").
Please summarize Mr. Kalcic's testimony on this issue.

A. According to Mr. Kalcic's Direct Testimony, the Company stated in response to OSBA 1-4 that
approximately $1.011 million of CAP-related Uncollectible Accounts Expense and

Administration Costs were inadvertently allocated to the Company's GSS and GSL customers.
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EIl Statement No. 1R

Equitable also stated in the response that these costs should not have been allocated to non-

Residential classes.

Do you agree that these CAP-related costs should not have been allocated to non-
Residential classes?

Yes. This was an error in the Company's CCOS study and it should be corrected. The effect of
this correction would show a lower class rate of return for RS and higher-class rates of return for
GSS and GSL. Iagree with Mr. Kalcic that the Company should correct its cost of service studies

to reflect the direct assignment of these CAP costs to the RS class.

On page 7 of his testimony, Mr. Kalcic suggested that Equitable did not properly reflect the
impact of the delivery rates that Equitable negotiates with some of its larger competitive
customers. Do you have any comments?

Yes. Based on the case cited by Mr. Kalcic, it appears that the impact of the negotiated rates for
the competitive customers should be spread across all customer classes. Confining the
competitive customers to the rate classes under which they take service results in an incorrect
representation of the returns that GSL and, to a lesser extent, GSS are earning. For GSL in
particular, the class rate of return is significantly understated. I did note this as a concern in my

Direct Testimony.

If the Company did not follow prior Commission precedent with respect to how rate discounts

should be shared by all customer classes, then the CCOS study should be corrected.
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With the two changes noted above, do you still support the Company's CCOS as indicated
in your Direct Testimony?

Yes.

Do you have any further comments on the other parties' Direct Testimony?
Yes. Mr. Cerminaro from U. S. Steel will be submitting testimony regarding why the negotiation
of delivery service rates for larger customers with competitive alternatives is in the public interest.

As a result, I will not address this issue at this time.

Does this conclude your testimony?

Yes.
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC UTILITY
COMMISSION
V. Docket No. R-2008-2029325
EQUITABLE GAS COMPANY .
REBUTTAL TESTIMONY BY RONALD D. CERMINARO
UNITED STATES STEEL CORPORATION

Please state your name and business address.
A, My name is Ronald D. Cerminaro. My business address is:

United States Steel Corporation

600 Grant Street
Pittsburgh, PA 15219-2800

Q. By what company are you employed?

A. I'm employed by United States Steel Corporation ("U. S. Steel").

How long have you worked for U, S. Steel?

A. I've worked for U. S. Steel for 20 years.

Q. What is your current position with U. S. Steel?

A. My current position is the Manager, Regional Procurement.
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EII Statement No. 2R

What are your duties in your current position?

I am responsible for the supervision of the procurement function for U. S. Steel in
the areas of energy and other various commodities. One of my main functions is
to acquire the necessary electricity and natural gas for the corporation at an

economical price.

What is your educational and employment background prior to joining U. S.
Steel?
The following is a brief summary of my professional background and
qualifications.

BS, (Civil Engineering), University of Pittsburgh, 1975

MBA, University of Pittsburgh, 1980

Registered Professional Engineer (P.E.) 1980
Lifetime Certification as Purchasing Manager (C.P.M.) 2001

Prior to U. S. Steel, I was the Director of Purchasing for Presbyterian University
Hospital of Pittsburgh for approximately 6 years. Prior to that, I was an engineer

in different levels at LTV Steel for about 7 years.

Does U. S. Steel have any facilities located in the service territory of
Equitable Gas Company ("Equitable")?

Yes. The main ones are the Clairton, Edgar Thompson and Irvin Plants. Along
with our Fairless Hills Plant near Philadelphia, we collectively refer to these
facilities as the "Mon Valley Works." Our headquarters and several additional

facilities are also in the territory. U. S. Steel is Equitable's largest delivery service
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EII Statement No. 2R

customer, with annual requirements of over 6 Bcf and increasing as we expand

our operations at the Mon Valley Works.

What do the U. S. Steel facilities manufacture?

Our plants in the area manufacture coke and flat rolled steel products.

Please provide some information regarding the contribution and impact of

U. S. Steel in Southwestern Pennsylvania.

U. S. Steel is a major employer in Southwestern Pennsylvania and has a

significant impact on the community.

In the Pittsburgh region, U. S. Steel employs close to 5,000 employees
with an annual payroll of approximately $433.8 million. Of those 5,000
employees, approximately 3,000 work at the Clairton, Edgar Thompson
and Irvin Plants.

In the Southwestern Pennsylvania region, we contribute annually well
over $1.24 billion to the area's economy through purchases with over
1,000 vendors.

U. S. Steel paid approximately $6.7 million in local taxes for 2007 in
Southwestern Pennsylvania.

Company-insured employees and retirees supported the Pittsburgh region
medical facilities and professionals by spending $80 million on healthcare.

U. S. Steel's support of 15,000 Pittsburgh-region pensioners and surviving
spouses totaled $127 million in 2007.

All of these figures were compiled as of December 31, 2007.

U. S. Steel's operations at the Clairton, Edgar Thompson and Irvin Plants and

other locations in the Pittsburgh region have a large impact on our employees and

others in the service territory. We are one of the most significant employers in
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EII Statement No. 2R

Southwestern Pennsylvania. A study by the American Iron and Steel Institute
concluded that each steel industry job generates seven jobs in other economic

sectors.

What is the purpose of your Rebuttal Testimony?

The purpose of my Rebuttal Testimony is to respond to the testimony of the
Office of Consumer Advocate's ("OCA") witness Mr. Glenn A. Watkins
regarding Equitable's negotiation of the delivery service rates for U. S. Steel's

facilities.

On page 26 of his testimony, Mr. Watkins testifies that it is not in the public
interest to allow Equitable to negotiate delivery rates due to "gas on gas"
competition. Do you agree?

No. I believe that Equitable's ability to provide negotiated natural gas delivery
rates at reasonable levels consistent with our current contract is critical to U. S.
Steel's efforts to continue and maybe expand production at the MonValley Works.
Because of the contributions that U. S. Steel makes to the Greater Pittsburgh area,

our continued operation is in the public interest.
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EII Statement No. 2R

What alternatives exist for U. S. Steel if an appropriate delivery rate and
retainage percentage are not provided by Equitable for the Clairton, Edgar
Thompson and Irvin Plants.

We have several alternatives. First, there are other local distribution companies in
close proximity from which we could take service. I believe this is what Mr.

Watkins would call "gas on gas competition.”

Second, we could construct a bypass pipeline to connect directly with an interstate
pipeline. We have several facilities in the United States that receive service
directly from interstate pipelines. In the Pittsburgh area, we previously pursued a
bypass pipeline to avoid Camegie Natural Gas Company, even though it was

owned by U. S. Steel at the time.

Third, we could shift production from the MonValley Works to other U. S. Steel

facilities.

Do you believe that these factors justify the delivery service rate that U. S.
Steel has negotiated with Equitable?

Yes. As discussed below, the economic development impact that U. S. Steel has
on the area also justifies our negotiated rates. This includes both the delivery rate
and our negotiated retainage rate that was approved in Equitable's 2008 1307(f)

proceeding.
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EII Statement No. 2R

Please provide the background of U. S. Steel's negotiation of delivery service
rates with Equitable.

U. S. Steel's delivery rates have increased by 238% since Equitable filed its last
rate case. U. S. Steel signed a delivery service agreement with Equitable on
January 1, 2005, that contained a negotiated delivery rate and a negotiated
retainage rate of 1.5%. That agreement replaced a contract that U. S. Steel had
been under for the prior 5 years that had a retainage rate of 1% and a lower
negotiated delivery rate. When we signed the 2005 contract, our delivery rate

more than doubled in comparison to the prior contract.

Approximately 7 months prior to the expiration of the 2005 agreement, we
initiated negotiations with Equitable for a new contract. Unfortunately, the

parties could not reach an agreement prior to December 31, 2007.

As a result, U. S. Steel and Equitable entered into a three-month temporary
agreement with a temporary delivery rate and temporary retainage rate of 4%.
We are in the process of finalizing a multi-year contract with Equitable at a 1.5%
retainage rate and an appropriate negotiated delivery rate with an annual escalator.
The rate in the first year of the new contract will be approximately 238% higher

than we paid in the year of Equitable's last rate case.
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You previously testified about the impact that U. S. Steel currently has on the
economy in the Greater Pittsburgh area. Has U. S. Steel announced any new
initiatives for the Mon Valley Works that will enhance the economic
development benefits of the facility?

Yes. Earlier this year, we announced a proposal to construct new coke batteries at
the Clairton Plant. This proposed project will not only help to retain existing jobs
in Western Pennsylvania, but will also create hundreds of new construction jobs
in the Mon Valley. The combination of a 1.5% retainage rate and an appropnate

long-term delivery service rate will aid U. S. Steel in pursuing this project.

Do the Clairton, Edgar Thompson and Irvin Plants also face internal
competition from other U. S. Steel facilities that produce similar products?

Yes. The Mon Valley Works competes internally with all U. S. Steel facilities,
including our Gary Works in Indiana. The tariffed loss factor for natural gas
service to the Gary Works is 0.85%. Our delivery rate for the Gary Works is
considerably less than what were paying to Equitable under the 2005 agreement
and will pay under the new contract. Because U. S. Steel makes similar products
at the Gary Works where our loss factor and delivery rate are less than the
Equitable rate, we would evaluate whether to shift production from the Mon
Valley Works to the Gary Works or other U. S. Steel facilities if our rate went

above the negotiated level.
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1 Q. Does this conclude your testimony?

2 A Yes



