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DIRECT TESTIMONY OF ROBERT D. KNECHT

Witness Identification and Summary of Conclusions

Mr. Knecht, please state your name and briefly describe your qualifications.

My name is Robert D. Knecht. I am a Principal of Industrial Economics, Incorporated 

(“LEc”), a consulting firm located at 2067 Massachusetts Avenue, Cambridge, MA 

02140. I specialize in the economic analysis of basic industries. As part of my 

consulting practice, I have prepared analyses and expert testimony in the field of 

regulatory economics on a variety of topics. I obtained a B.S. degree in Economics from 

the Massachusetts Institute of Technology in 1978, and a M.S. degree in Management 

from the Sloan School of Management at M.I.T. in 1982, with concentrations in applied 

economics and finance. I am appearing in this proceeding on behalf of the Pennsylvania 

Office of Small Business Advocate (“OSBA”). My resume and a listing of the expert 

testimony that I have filed in utility regulatory proceedings during the past five years are 

attached in Exhibit IEc-1.

I submitted testimony in the base rates proceedings involving Columbia Gas of 

Pennsylvania, Inc. (“Columbia” or ‘‘the Company”) in 2008 (Docket No. R-2008- 

2011621), 2010 (Docket No. R-2009-2149262), 2011 (Docket No. R-2010-2215623), 

2012/2013 (Docket No. R-2012-2321748) and 2014 (Docket No. R-2014-2406274). I 

also submitted testimony in a variety of Section 1307(0 and other proceedings involving 

the Company over the past decade.

Because the Company’s cost allocation and rate design proposals in this proceeding are, 

to a large extent, conceptually consistent with those posited in the Company’s 2014 base 

rates proceeding, this testimony is substantially similar to my testimony at Docket No. R- 

2014-2406274.

Please describe your assignment in this matter.

The OSBA requested that I review the Company’s filing in this proceeding to evaluate 

whether the rates proposed for small business customers are consistent with sound 

economics and regulatory principles. My analysis focuses primarily on issues of cost
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allocation, revenue allocation and rate design. My evaluation of Columbia’s filing does 

not constitute an exhaustive review. If I have not addressed a particular issue, it cannot 

be inferred that I agree with Columbia’s proposal for that topic.

Please summarize the conclusions from your review.

My conclusions are as follows:

1. I have not prepared an independent alternative to the Company’s cost allocation 
studies in this proceeding. Although this testimony identifies a number of 
improvements that Columbia could potentially make to its cost allocation 
methods, I do not have sufficient information to make those improvements. 
Moreover, with respect to small business customers, 1 conclude that the results 
from any independent cost allocation study that I would perform would likely 
fall within the range defined by the Company’s cost allocation analyses. I 
therefore rely on a weighted average of the two cost allocation studies presented 
by the Company.

2. The Company’s revenue allocation is not fully consistent with its cost allocation 
results, in that the proposed progress toward achieving cost-based rates is 
unduly constrained by gradualism concerns. I therefore offer an alternative 
revenue allocation recommendation that is consistent with the Company’s cost 
allocation analysis, to be implemented through a first dollar relief mechanism.

3. The Company’s calculation of customer-related costs in its cost allocation 
studies is arithmetically incorrect. This error contributes to the Company’s 
proposal to assign an excessive customer charge increase to small customers in 
the Small General Service rate classes. I recommend that a more moderate 
customer charge increase be applied for those classes, based upon my weighted 
average version of the Company’s cost allocation studies and the arithmetic 
corrections.

4. The Company’s proposal to bifurcate the commodity charge for Small General 
Service customers is not unreasonable, based on the cost information available 
at this time. However, as this proposal essentially splits the Small General 
Service class into two classes, Columbia should analyze the two sub-classes 
separately in future cost allocation studies.

5. The Company’s proposals for changing the customer contribution policies for 
new residential customers will implicitly require existing residential customers 
and both new and existing small business customers to subsidize some new 
customers. This is a proposed change in established Pennsylvania regulatory 
policy, a matter on which I take no position. However, to the extent that the 
Commission does adopt this policy change, it should recognize that doing so 
has a negative impact on existing customers.
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Please provide some background regarding the Company’s filing, in comparison to 

its last three base rates proceedings.

Columbia submitted base rates filings in 2008, 2010, 2011, 2012, 2014, and now 2015. 

Prior to 2008, Columbia had not filed a base rates case since 1995. The recent spate of 

rate cases is generally prompted by a significant mains and services replacement 

program, undertaken over the last few years. A summary of the base rates filing amounts 

and settlement rate increases is shown in Table IEc-1 below.

Table IEc-1

Recent Columbia Base Rate Increase Cases

Docket No. Test Year Ending
Proposed 

Increase ($mm)
Settlement

($mm)

R-2008-2011621 Sep-2008 $58.9 $41.7

R-2009-2149262 Sep-2010 $32.3 $12.0

R-2010-2215623 Sep-2011 $37.8 $17.0

R-2012-2321748 Jun-2014 $77.3 $55.3

R-2014-2406274 Dec-2015 $54.1 $32.5

R-2015-2468056 Dec-2016 $46.2 -

Columbia’s relatively large proposed increase in the 2012 proceeding was due in part to 

the switch to using a fully forecasted test year, ending June 2014, thereby incorporating 

nearly three full years of (mostly forecast) capital expenditures in the mains replacement 

program since the prior base rates case. Nevertheless, the Company has come back with 

yet another large increase (approximately 13 percent of base distribution rates) in the 

current filing after a 12-month interval.

How is the balance of your testimony organized?

This testimony is organized as follows:

• Section 2 provides a brief overview of Columbia’s rate classes, to provide 

background to the cost allocation, revenue allocation and rate design issues.

• Section 3 briefly reviews my assessment of cost causation and Columbia’s 

allocated cost of service studies (“ACOSSs”).

3
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• Section 4 addresses revenue allocation issues.

• Section 5 addresses rate design issues.

• Section 6 briefly addresses the Company’s proposed changes to its customer 

contribution policies for new residential customers.

Review of Columbia’s Non-Residential Rate Classes

Before we get into the details of your analysis, can you summarize the rate classes 

under which businesses can take service from Columbia?

Columbia’s tariff has a number of schedules under which non-residential customers take 

service. These tariff schedules are generally distinguished by size of customer (as 

measured by annual throughput) and type of service. Service types include the following:

• Sales service, in which customers procure both gas supplies and distribution 

service from Columbia;

• Retail transportation “Choice” service, in which smaller customers can 

purchase gas supply from NGSs and purchase both bundled load balancing 

services and distribution services from Columbia;

• Transportation service, in which larger non-residential customers purchase 

gas supplies from NGSs, purchase load balancing services as needed from 

Columbia and/or their NGSs, and purchase distribution service from 

Columbia.

For cost allocation purposes, Columbia aggregates these disparate rate classes into rate 

class groups.

In total, the non-residential rate classes represent about 58 percent of Columbia’s total 

throughput, or about 47 million of Columbia’s total 81 million Dth in the test year. 

Customer size varies widely, ranging from small businesses that consume less than 10 

Dth per year to very large industrial customers with individual loads exceeding 2.5 

million Dth per year.

4
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The following are the non-residential rate class groups specified by Columbia for its cost 

allocation analysis. Because the Company’s abbreviations for the rate class groups are 

somewhat contradictory, I include descriptive names for these groups.

In this proceeding, the Company proposes that it not treat large general sales service 

(“LOSS”) customers as a separate rate class for cost allocation purposes, and to include 

those customers with transportation customers of comparable size. The approach 

proposed in this proceeding is reasonably consistent with that used in the 2011 rate case, 

but not in Columbia’s other rate cases. As I testified in the 2014 proceeding, I agree with 

the approach proposed in the 2011 proceeding and this proceeding. Sales customers 

taking service under Rate LOSS are free to switch to the comparable transportation 

service schedule, and, generally, vice versa. Thus, it is reasonable that the distribution 

rates for all customers of a similar size be the same, so as to avoid distorting the decision 

to shop. Since the distribution rates are the same, there is no need to separately allocate 

costs. Moreover, the total load associated with Rate LOSS is relatively small.

SGSS/SCD/SGDS (“Small General7*): This group consists of three tariff schedules: 

Small General Sales Service (“SGSS”), Small Commercial Distribution (“SCD”), and 

Small General Distribution Service (“SGDS”). SGSS is sales service, SCD is retail 

“Choice” transportation service and SGDS is regular transportation service. Within the 

SGS/SGDS rate class group, some 71 percent of the customers and 60 peicent of the load 

are in Rate SGSS. The average Small General customer size is about 411 Dth per year, 

which is a little less than five times the size of the average residential customer. The 

tariff sets an upper limit on Small General customers at 6,440 Dth per year. Overall, 

Small General customers represent about 32 percent of non-residential throughput.

SDS/LGSS (“Medium General77): This rate class group now includes both sales and 

transportation service customers, taking service under Rate Schedules LGSS and Small 

Distribution Service (“SDS”). Columbia’s “Small” designation for the transportation 

customers in this tariff category is misleading, since the minimum throughput is 6,440 

Dth per year, matching the maximum size requirement for the Small General customers. 

The maximum annual throughput for this class is 54,000 Dth per year, with an average

5
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customer size of a little below 15,000 Dth per year. This rate class group represents 

about 15 percent of non-residential throughput.

LDS/LGSS (“Large General”): This class now includes the larger sales customers in the 

LOSS class along with the transportation service customers taking service under Rate 

Schedule Large Distribution Service (“LDS”). Minimum throughput is 54,000 Dth per 

year, matching the Medium General Service upper limit. Average throughput for these 

customej-s is about 150,000 Dth per year. This rate class group represents about 41 

percent of non-residential throughput. Some 45 percent of the LDS load is subject to 

“flex” distribution rates, set on a negotiated basis below the maximum tariff rate.

MDS (“Mainline”): Customers in this rate class group take service under Rate Schedule 

Main Line Distribution Service (“MDS”).1 To be eligible for this service, customers 

must have annual throughput over 27,400 Dth and be directly connected to an interstate 

pipeline (Class I), or have a minimum annual demand of 214,600 Dth and be located 

within two miles of an interstate pipeline interconnection (Class II). Because these 

customers require very little in the way of distribution facilities, and because they are 

credible “bypass” threats, Columbia uses different cost allocation and rate design 

methods for this rate class group. The eleven Mainline customers identified by Columbia 

represent about 12 percent of non-residential throughput.

3. Cost Allocation

Q. What is the purpose of a utility’s ACOSS?

A. The most important criterion for setting regulated utility rates is the cost incurred by the 

utility for providing the service.1 2 To assign costs to specific customers, utilities 

aggregate customers into rate classes, within which the customers have similar load sizes, 

seasonal consumption, peak demand patterns, and other characteristics. An ACOSS is an 

analytical tool with which the utility’s total cost (or “revenue requirement”) is allocated

1 Columbia’s tariff includes a Main Line Sales Service schedule, but no customers currently take service under that

schedule.

2 The Commonwealth Court affirmed this basic principle, referring to cost of service as the “polestar” criterion.
Llovd v. Pennsylvania Public Utility Commission. 904 A.2d 1010, 1020 (Pa. Cmwlth. 2006).
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among each of the rate classes. These allocated costs are then used as a key input in 

determining the total revenues that the utility plans to recover from each rate class 

through tariff rates.

In using the results from an ACOSS to develop class revenue requirements, utilities and 

regulatory authorities usually have a longer-term goal of moving the revenue recovered 

from each class as close as possible to the costs allocated to that class. That is, in each 

proceeding, regulators try to move class revenues more into line with cost-based rates. 

Thus, rate classes whose revenues substantially exceed allocated costs are assigned either 

relatively low rate increases or rate decreases. Rate classes whose revenues are well 

below allocated costs are assigned relatively larger rate increases than those classes 

whose revenues are only slightly below allocated costs.

In addition to class revenue requirement issues, an ACOSS provides useful cost 

information regarding the specific nature of utility tariff charges. In particular, an 

ACOSS provides a cost basis for the relative magnitude of the various individual tariff 

charges, including the customer charge, demand charges and commodity charges.

How does an ACOSS assign costs to the various rate classes?

The underlying principle of an ACOSS is that costs are assigned to the rate classes that 

cause the utility to incur those costs. This principle of cost causation is both equitable 

and economically efficient. It is eqvitable because costs are borne by those customers 

who cause them. It is economically efficient because the price signal for consumption 

from a particular rate class is reasonably consistent with the cost incurred by the utility to 

provide the service. In that way, the consumer receives the correct price signal for 

determining whether he should purchase more or less utility service. In effect, the 

consumer balances the value that he receives from the purchase of that service against the 

utility’s cost of providing the service.

What is the Company’s approach to cost allocation in this proceeding?

With its filing, the Company presented three detailed cost allocation studies, in Exhibit 

111 Schedules 1, 2 and 3. To its credit, the Company included working electronic

7
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versions of its ACOSSs and a substantial amount of supporting detail in its filing in this 

proceeding.

Why does the Company present three different cost allocation studies?

For gas distribution utilities, the issue of the classification and allocation of mains costs is 

often contested in regulatory proceedings. This debate has a significant impact on rate 

design for a number of reasons. First, mains costs are “joint use"’ costs, meaning that, for 

the most part, they cannot be directly assigned to a particular customer or customer class, 

and must be allocated using some reasonable methodology. Second, mains represent a 

very large percentage of a gas utility’s overall rate base. Given the nature of ACOSSs, 

the allocation of mains costs also drives the allocation of a large percentage of the O&M 

costs. Third, the analytical models used by cost allocation experts can vary considerably 

in their impact on the percentage of mains costs assigned to each class. And fourth, the 

cost allocation methodology for mains can have a significant impact on the ultimate rate 

design for the recovery of costs within each rate class.

Rather than take a firm position on this debate, the Company essentially picks two 

methods which are at opposite ends of the philosophical spectrum, and presents the 

results of both. These studies are denoted the CD ACOSS (Exhibit 111 Schedule 1) and 

the P&A ACOSS (Exhibit 111 Schedule 2). The third ACOSS (Exhibit 111, Schedule 3) 

is a simple average of the two. Note that the differences between these three ACOSSs 

are related only to the issue of mains cost allocation - all other allocations are 

methodologically the same in the three studies.

Can you comment briefly on the issue of mains cost classification and allocation?

Gas distribution mains are installed to meet two basic objectives: (a) to connect the 

customer with the interstate pipeline system (or other gas supply resources) and (b) to be 

able to transport sufficient gas to meet the demand of customers downstream under peak 

conditions.

Having stated that, however, it is not easy to develop an analytical model capable of 

reflecting these cost causation factors reasonably. Ideally, the cost of any particular 

segment of main would only be allocated to those specific customers who are served

8
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downstream from that segment. In practice, however, undertaking such an analysis 

would likely be detailed, costly and time consuming. Few utilities attempt such an 

undertaking. While Columbia is no exception to this rule, I note that Columbia’s ACOSS 

methodology takes a step in that direction in this proceeding, by sub-dividing its mains 

costs by operating pressure, and allocating each group of mains only to customers who 

take service from those mains.3 I note also that Columbia generally indicates that its 

information systems have much of the information for allocating mains costs on a pipe 

segment by segment basis, only to downstream customers. I encourage Columbia to 

investigate whether it can develop such an approach in the future, and in that way avoid 

the wildly disparate results that come from the traditional allocation methods.4

Given the expansion of GIS software and modeling technology, it is somewhat surprising 

that utilities and regulators do not know which mains service which customers, and are 

therefore forced to rely on costing methods which produce wildly different results. In the 

current case, for example, the cost to serve the Large General Service class is $9.5 

million in the CD ACOSS and $30.4 million in the P&A ACOSS, a difference of more 

than 3 to 1. Given this enormous uncertainty, and the reliance on models with obvious 

theoretical flaws, undertaking a main-by-main allocation method may very well be worth 

the effort.

Absent such a detailed assessment, various analytical models are used. These methods 

generally focus on the following questions:

• Are mains costs causally related to the number of customers? And, if so, 

how should the “customer component” of mains costs be derived?

3 See Columbia Statement No. 7, Direct Testimony of Mr. Brian E. Elliott, pages 7 to 11.

41 note that a few utilities pursue such a detailed approach. For example, at Docket No. Docket R-00953297, UGI 
Utilities, Inc. (Gas Division) put forward a Network Analysis cost allocation approach, in which costs for each main 
segment were allocated to downstream customers in proportion to customer design day demands. Also, Alberta 
electric utility Aquila Networks Canada put forward a distribution cost allocation proposal in which allocated costs 
were derived at a detailed level for a sample of electric distribution feeders, in which distribution costs were 
allocated only to the specific customers downstream of each asset in proportion to on-peak load. (See Alberta 
Energy and Utilities Board (now Alberta Utilities Commission) Decision 2003-019.)

9
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• How should mains costs that are not causally related to number of customers 

be allocated among the various rate classes?

Regarding the first question, the common sense argument (to which I generally 

subscribe) is that more footage of mains must be installed to interconnect many small 

customers than to connect one large customer. (This common sense argument is 

supported by some aggregate industry statistical analysis.5) As such, mains footage is 

causally related to the number of customers, and therefore mains costs are partially 

customer-related. However, some experts disagree, and conclude that no component of 

mains costs is causally related to customer count.

Relatively recent Commission precedent indicates that the Commission has rejected the 

use of a customer component for gas distribution utilities.6 However, more recent 

Commission precedent for electric distribution utilities, where the conceptual arguments 

regarding cost causation are similar, supports the recognition of a customer component 

for joint-use distribution plant allocation.7

In this proceeding, the Company’s filed CD ACOSS includes a customer component for 

mains costs, while the P&A ACOSS does not.

5 See, for example, a report prepared by Blac k & Veatch for Gaz Metropolitan!, at http://publicsde.regie- 

energie.qc.ca/proiets/235/DocPri/R-3867-2Q '3-B-0005-Demande-Piece-2013 1 l_15.pdf. pages 12-16.

6 In a case involving PPL Gas at Docket No. 1-00061398, the Commission approved an allocation of all mains costs 

using a variant on the A&E allocation method Advanced by the utility expert witness. In that proceeding, the 
approved weighting was 40 percent to average demand and 60 percent to excess demand. This weighting was not 
based on system load factor. PA PUC et al. v. PPL Gas Utilities Corporation, R-00061398, Order Entered February 
8,2007, page 112 - 114. Also,in a case involving the Philadelphia Gas Works (“PG W”) at Docket No. R- 
00061931, PGW proposed to classify some mains costs as customer-related and the balance as demand-related, and 
proposed to allocate demand-related costs using a peak demand allocator. However, the Commission concluded that 
no mains costs should be classified as customer-related, and that mains costs should be allocated using a variant of 
the A&E allocation method advanced by the Office of Trial Staff expert, to the PGW proceeding, the approved 
weighting was 50 percent to average demand and 50 percent to excess demand. This weighting was also not based 
on system load factor. See PA PUC v. Philadelphia Gas Works, R-00061931, Recommended Decision, July 24, 
2007, page 63, and PA PUC v. Philadelphia Gas Works, R-00061931, Order Entered September 28,2007, page 80.

7 For example, PPL Electric has used a minimum system methodology for many years for secondary system plant, 
and subsequently expanded the minimum system method to primary system plant in its 2010 and 2012 base rates 
cases. This methodology was fully litigated and explicitly approved by the Commission. Pa. PUC v. PPL Electric 
Utilities Corp., Docket No. R-2010-2161694, at 46 (Order entered December 21, 2010), and Pa PUC v. PPL 
Electric Utilities Corp., Docket No. R-2012-2200597, at 113 (Order entered December 28,2011.)
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If a customer component is included, the basic approaches involve deriving a customer 

component of costs based on the cost associated with a theoretical system with little or no 

load carrying capability. The demand-related component of cost is then calculated as the 

cost to expand that “minimum system” to the actual existing system.

One basic approach for deriving the minimum system is to base the customer component 

of mains cost as if entire system if it were built using only the minimum diameter main in 

current use (e.g., a 2-inch diameter main). This is, in fact, the method the Company uses 

in its CD ACOSS. However, this method is often criticized for including an implied 

demand-related component in the minimum system, because the minimum system of 2- 

inch pipe has some load carrying capability.

In the alternative, some experts generally prefer to use a method in which the customer 

component is based on a minimum system with a zero-diameter pipe. This approach is 

denoted a zero-intercept (“ZI”) classification method. In this method, the cost of a zero- 

diameter pipe is estimated statistically using the utilities’ actual costs for various pipe 

sizes. This approach avoids the problem of the load carrying capability of the minimum 

system, since a zero diameter pipe has no load carrying capability. This approach, 

however, is often subject to statistical issues and data problems that do not arise with a 

traditional minimum system.

In addition, some experts attempt to address the load carrying capability of the minimum 

system by adjusting the allocation of demand-related costs. However, any such 

adjustment necessarily requires arbitrary adjustments to demand allocators, since it is 

very difficult to evaluate just what the load carrying capability of a system consisting 

solely of 2-inch mains actually is for each customer on the system.

In this proceeding, in its CD ACOSS, the Company uses a minimum system approach, 

based on 2-inch mains, with no adjustment to the demand allocators. The Company

8 Unfortunately, I have not found any theoretically reasonable method for developing the load carrying capability of 

the minimum system.
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applies the minimum system approach to both its low-pressure and medium-pressure 

systems. Transmission mains are allocated on a 100 percent demand basis.

Finally, there is a debated issue as to how the non-customer component or “demand 

component” of mains costs should be allocated. Conceptually, some experts (myself 

included) argue that, because mains diameters must be sized to meet peak demand, the 

demand component of mains costs should be allocated only on peak demand. Other 

experts advocate for a weighting of average demand (arithmetically equivalent to 

throughput) and excess demand (peak demand minus average demand), which is known 

as an average-and-excess (“A&E”) allocator, while others support a weighting of average 

demand and peak demand, which is known as a peak-and-average (“P&A”) allocation 

factor.

Recent Commission precedent for gas utilities generally supports the use of an A&E 

allocation method (albeit a non-traditional version of the A&E method), while for electric 

utilities Commission precedent supports the use of a peak demand allocator.

In this proceeding, the Company uses a peak demand allocator in the CD ACOSS, and a 

P&A allocator in the P&A ACOSS.

Why do the CD ACOSS and the P&A ACOSS present the extremes of mains cost 

allocation philosophy?

The CD ACOSS is most favorable to large customers. It includes a customer component 

of costs, which recognizes system economies of scale associated with serving lar^e 

customers. Moreover, it uses a minimum system method for classifying costs as 

customer related, which produces a larger customer component than does the zero 

intercept approach, thereby assigning more costs to small customers. Finally, the CD 

ACOSS uses a peak demand allocator. As larger customers are less “peaky” than smaller 

customers, a peak demand allocator reduces the allocation of costs to larger, higher “load 

factor” customers.

In contrast, the P&A ACOSS is generally most favorable to the smallest customers. The 

P&A ACOSS has no customer component at all, which is favorable to the smallest

12
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customers, as economies of scale are not reflected. Moreover, it allocates costs 

substantially based on average demand. Because small customers tend to be more 

weather sensitive than larger customers and therefore have relatively less average 

demand per unit of peak demand (i.e., a lower “load factor”), the P&A method assigns 

less costs to smaller customers than other methods which rely more heavily on peak 

demand.

Q. Have you prepared an independent version of a cost allocation study in this 

proceeding?

A. No, 1 have not. In the Company’s 2012 base rates proceeding, I conducted a detailed 

review and developed independent ACOSSs. In the 2014, the Company addressed many 

of the issues that I identified in that analysis, although it did not address some others. In 

this proceeding, the Company has generally followed its practices from last year’s rate 

case.

For this proceeding, I conducted some modest follow-up analysis for key cost areas, and I 

offer the following recommendations for future cost allocation analysis:

1. As noted above, the Company should investigate whether it can develop a cost 

allocation methodology that assigns mains costs on a segment-by-segment basis 

only to customers downstream from that segment.

2. If a main-by-main cost allocation methodology can eventually be adopted, the 

Company will need to determine how to specify the cost of each main segment. 

In its current minimum system approach, the Company simply uses gross book 

cost, unadjusted for either inflation or accumulated depreciation. In contrast, I 

would recommend that a reasonable replacement cost measure be used to develop 

the cost for each main segment. Most utilities incorporate a measure of 

replacement cost into the mains classification analysis, by adjusting historical 

book costs for inflation, typically using Handy-Whitman gas mains cost 

construction indices.9 However, in light of the substantial technological changes,

9 Based on my review of the Company’s responses to interrogatories, it appears that the Company has sufficiently
detailed data to adjust cost parameters for cost inflation.
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1 recommend also that such a replacement cost analysis recognize that much of 

the existing cast iron and steel mains would be replaced with plastic mains, 

generally at lower cost.

3. After mains, services costs represents the largest component of the Company’s 

distribution rate base. Unfortunately. Columbia’s cost allocation method for 

services costs continues to suffer from limited data availability. Columbia 

currently splits services into only two groups, namely those with diameters above 

and below 3 inches. The unit cost for services under 3 inches is $793 per service, 

and for services over 3 inches is $1,062 per service. Based on my review of the 

data provided by Columbia, the costs for services over 3 inches pretty clearly 

increase as service diameter increases, which is of course not surprising. Thus, at 

a minimum, Columbia is over-assigning costs to the smaller customers who use 

services over 3 inches in diameter, and under-assigning costs to the larger 

customers in that group. However, a significant problem is that over 99 percent 

of services costs are related to services below 3 inches in diameter, and the 

Company does not have cost accounts delineated by diameter. Thus, while the 

under-3 inch services may exhibit a cost pattern similar to that for over-3 inch 

services the data are not sufficient to reach a conclusion. Given the large cost 

implications for this account, Columbia should develop a more accurate approach.

4. For allocating meters costs, the Company breaks its meters into four generic 

groups, based on the maximum flow rate... namely 0 to 500, 501 to 1,000, 1,001 

to 1,500 and over 1,500 cubic feet pei hour (“cf/h”). The Company then 

calculates the average book cost for a meter in each of these four categories, and 

applies that unit meter cost to the meter count of each type in each rate class. The 

major problems with this approach are twofold. First, the aggregation categories 

are fairly large, which creates averaging problems. For example, the over 1500 

cf/h category of meters includes thousands of meters related to Small General 

Service customers, as well as most of the meters related to the very large MDS
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customers.10 It is unlikely that the meters cost for a Small General Service 

customer is the same as that for a huge MDS customer. Second, the cost pattern 

shown for the average costs is illogical. Specifically, Columbia reports meters 

costs as follows:

Under 500 cubic feet per hour: 

501 - 1,000 cubic feet per hour 

1,001 - 1,500 cubic feet per hour 

Over 1,500 cubic feet per hour

$50 per meter 

$496 per meter 

$229 per meter 

$449 per meter

In effect5 the Company’s data suggest that meters costs actually decline as 

customer load increases, a result that conflicts with normal utility meter cost 

patterns. In this light, the Company should consider a replacement cost approach 

for meters costing, which would produce a more reasonable costing result.

5. In the 2012 proceeding, I expressed concern that the design day demands for the 

larger customers in the SDS and LDS classes were understated. Based upon my 

review of the data provided by Columbia in this proceeding, I do not believe that 

the design day demands for those classes are understated in the current filing.

However, because I generally do not have sufficiently detailed data to make any of these 

modifications myself, and because the Company’s approach should generally encompass 

the range of established cost allocation practice, I have relied on both of the Company’s 

ACOSS methodologies for my revenue allocation and rate design recommendations in 

this proceeding. I recommend only that the Company continue to look for ways to 

improve these aspects of its cost allocation method in future base rates proceedings.

4. Revenue Allocation

Q. What is revenue allocation?

10 Curiously, Columbia reports that 2 of the 11 MDS customers use meters in the 1000 to 1500 cf/h range. As 1500 
cf/h translates to a maximum annual load of about 13,000 met it is not clear how that result is consistent with 
Columbia’s proof of revenues, which shows that the smallest MDS customers consume at least 54,000 Dth per year.
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A. Revenue allocation is the assignment of the dollar net increase or decrease to each of the 

Company’s rate classes in a base rates proceeding. In contrast, rate design determines 

how the allocated revenue is recovered from individual ratepayers within each class. 

From a cost recovery standpoint, revenue allocation addresses inter-class cross­

subsidization issues, while rate design addresses intra-class cross-subsidization issues.

Q. What are the primary economic and regulatory criteria for revenue allocation?

A. In general, allocated cost is the primary criterion used by regulators in the revenue

allocation process. Most utilities and regulators adopt a policy in a base rates proceeding 

of attempting to move revenues more into line with allocated costs by varying the 

magnitude of the rate increases for the individual classes. However, regulators also 

subject the rate increases to other non-cost criteria of ratemaking. Of the traditional rate 

design criteria, the most common non-cost considerations in the revenue allocation 

process are:

• the gradualism principle (or avoidance of “rate shock”), in which large rate 

increases for individual customers or classes of customers are avoided; and

• the value of service principle, which is often used to mitigate rate increases 

for customers or customer classes with relatively elastic demand.11

Using these criteria, the utility will develop a proposal for assigning the increase in the 

revenue requirement among the classes that reflects both cost and non-cost 

considerations. With this proposal, the ACOSS can be simulated at both present and 

proposed rates to evaluate the magnitude of “progress” has been made toward the policy 

of achieving cost-based rates.

Q. In evaluating the Company’s revenue allocation, which aspects of the Company’s 

revenue have you considered in this proceeding? 11

11 See, for example, Principles of Public Utility Rates. Second Edition, Bonbright, Danielsen, Kamerschen, 1988, 
pages 383 to 387. Note that the criteria in this text apply to the overall development of a utility rate structure. The 
criteria that I discuss in this testimony are those that apply to the revenue allocation portion of the process, which is 
only one aspect of the overall development of utility rates.
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A. Although this is a base rates proceeding, the Company’s ACOSSs and its proof of 

revenue analyses (Exhibit 103) include all of the Company’s revenue. However, the 

costs and revenues for purchased gas are not the subject of this proceeding, and simply 

balance out. The rest of the costs incurred by Columbia are the subject matter of this 

proceeding, and are effectively part of the revenue requirement, the cost allocation and 

the rate design. Thus, I include all of the costs and revenues except purchased gas costs 

in my analysis, including costs and revenues related to base distribution rates, the STAS 

roll-in. Rider USP (universal service), Rider CC, the proposed Rider CAC (a proposed 

charge for administrative costs for transportation customers), the GPC (gas procurement 

charge for administrative costs related to utility gas supply), and the MFC (merchant 

function charge, related to recovery of uncollectibles costs for utility gas sales service). 

By including all of these factors, my revenue allocation numbers differ slightly from 

those presented by Company witness Mr. Mark Balmert in Columbia Statement No. 11.

In measuring percentage changes, I also include all non-purchased gas cost revenues, 

again producing values that are slightly different than those in Columbia’s filing.

Q. Please summarize Columbia’s proposed revenue allocation in this proceeding.

A. The Company generally subscribes to the principles that rates should be moved into line

with allocated costs, subject to rate gradualism considerations. For its cost basis, the 

Company generally relies on its Average ACOSS methodology. The Company also 

proposes not to assign a rate decrease t*> the MDS class (although it would be justified 

based on allocated costs). In addition., although Mr. Balmert does not explicitly say so, 

the Company appears to have considered the fact that it cannot impose rate increases on 

flex rate customers, the vast majority of which take service in the Large General Service 

class.12

12 The revenue shortfall in 2014 from Large General Service flex rate customers at present rates was approximately 

$3.5 million, of which roughly $1.5 million was related to “gas on gas competition.” The flawed regulatory policy 
of allowing NGDCs to discount rates to customers in overlapping utility service territories and requiring other 
customers to pick up the shortfall is currently before the Commission at Docket Nos. P-2011-2277868 and . 1-2012- 
2320323.
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1 Unfortunately, to evaluate progress toward cost-based rates the Company relies on the

2 flawed “unitized rate of return” metric, which can falsely imply progress toward cost-

3 based rates when none exists. Therefore, in presenting the Company’s revenue allocation

4 proposal in Table IEc-2 below, I have reported the dollar “cross-subsidies” at present and

5 proposed rates based on the Company’s Average ACOSS.

Table IEc-2

Summary of Columbia Revenue Allocation Proposal

($mm)

Total Residential
Small

General
Medium
General

targe
General

MDS

Revenue Allocation

Current
Revenues

342.5 252.6 58.5 14.1 15.8 1.5

Increase 46.1 35.8 6.1 1.8 2.4 0.0

lncrease% 13.4% 14.2% 10.5% 12.6% 15.1% 0.0%

lncrease% 
Excluding Flex

13.7% 14.2% 10.5% 12.8% 19.7% 0.0%

Cost Implications (Columbia Average ACOSS)

Cross-Subsidy
Current

0.0 (10.3) 8.3 1.9 (1-3, 1.4

Cross-Subsidy
Proposed

0.0 (7.8) 6.5 1.7 (1-7) 1.4

Reduction in 
Cross-Subsidy

0.0 2.5 1.8 0.2 (0.5) 0.0

Notes: Revenues include all tariff revenues except gas supply costs.

A negative cross-subsidy value indicates the class is receiving the subsidy.

Source: RDK Workpapers, file CPA 2016 CD-P&A COSS Replication.xlsx

6 As shown, the Company’s revenue allocation proposal makes relatively modest progress

7 in reducing class cross-subsidies, with the exception of the Large General Service class.

8 However, for that class, the Company proposes a fairly large percentage increase for

9 customers who are not subject to flex rates.
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Q. Do you agree with Columbia’s proposed revenue allocation in this proceeding?

A. I believe that Columbia’s proposal is directionally reasonable, but can be improved upon 

by increasing the progress toward cost-based rates.

Q. Have you developed a revenue allocation proposal for this proceeding?

A. I have, although I propose that the Company’s revenue allocation be modified using a 

first dollar relief (“FDR”) scaleback approach. In the FDR approach, some portion of 

any reduction in the Company’s overall claimed revenue requirement is first allocated to 

one or more classes, typically to those classes that are providing cross-subsidies at the 

Company’s proposed rates.

In developing my proposal for this proceeding, I considered three factors:

First, as the cost basis, I used a weighted average of the revenue requirements from the 

two Company ACOSSs. In this average, I weighted the results of the P&A ACOSS at 75 

percent and the CD ACOSS at 25 percent, implicitly weighting the P&A ACOSS as three 

times more important than the CD ACOSS. I chose these weighting factors for two 

reasons. First, in the Company’s 2012 base rates proceeding, the results of my 

independent ACOSS were generally closer to those of the Company’s P&A ACOSS than 

the CD ACOSS. For the SGS/SGDS class, an implied weighting of 75/25 of the 

Company’s ACOSS results approximated my independent results. Second, the P&A 

ACOSS is conceptually more similar to the A&E methodology that the Commission has 

appj oved for gas distribution utilities. Thus, for reasons of precedence, I weight it more 

heav.ly. A copy of this ACOSS version is presented in Exhibit IEc-2.13

Second, I considered the value of service criterion by recognizing that roughly half of the 

load in the Large General Service class is subject to negotiated “flex” rates, which are not 

assigned any of the rate increase.14 Because retaining these customers should reduce the

13 In preparing this exhibit, I relied on my working version of the Company’s ACOSS, rather than the Company’s 
model itself. My replication of the Company’s model produced results which were very slightly different from 
those reported by the Company, resulting 1 believe from arithmetic rounding protocols.

54 The SGS/SGDS and SDS rate classes also have some loads subject to flex rates, but the impact is sufficiently 
small that 1 have not made any adjustments for these customers. In effect, the cost of the flex rate shortfalls is borne 
within the class
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revenue requirement that gets assigned to all other classes, I accepted the Company’s 

proposed revenue allocation to that class, which produces a rate increase of 19.7 percent 

for the non-flex rate customers in the class, or roughly 1.5 times the system average 

increase.

Third, I accept the Company’s proposal for a de minimis increase for Rate MDS, as the 

vast majority of loads are subject to negotiated rates. Because these revenues exceed 

allocated costs, this approach tends to reduce the impact of the shortfall from the Large 

General Service flex rate customers on the smaller customer classes.

What, then, is your proposal for FDR?

At the Company’s proposed rates, my weighted average ACOSS shows that the 

Residential class provides a cross-subsidy of about $2.8 million, and the Small General 

Service Class provides a cross-subsidy of about $3.2 million. I therefore recommend that 

the first $6.0 million of any reduction to the Company’s proposed $46.1 million increase 

be split between the Residential and Small General Service rate classes to offset the 

Company’s proposed increases. To keep it simple, I suggest that reductions up to the 

first $6.0 million be split evenly between those two classes. Thus, if the Company’s 

proposed increase were reduced to $40.1 million, the Residential increase would be 

reduced from $35.8 to $32.8 million, and the Small General Service increase would be 

reduced from $6.1 to $3.1 million.

Any reductions in the Company’s proposed revenue requirement below $40.1 million 

would then be applied using a proportional scaleback approach. Table IEc-3 below 

shows how a scaleback to a $32.0 million increase would be calculated.

20



1

2

3

4

5

6

7

8

9

10

11

12

13

14

Table lEc-B

RDK Proposed First Dollar Relief Scaleback Mechanism

($mm)

Total Residential
Small

General
Medium
General

Large
General

MDS

Current
Revenues

342.5 252.6 58.5 14.1 15.8 1.5

CPA Proposed 
Increase

46.1 35.8 6.1 1.8 2.4 0.0

FDR (6.0) (3.0) (3.0)

Increase after
FDR

40.1 32.8 3.1 1.8 2.4 0.0

Scaleback (8.1) (6-6) (0.6) (0.4) (0.5) (0.0)

Net Increase 32.0 26.2 2.5 1.4 1.9 0.0

Percent 9.3% 10.4% 4.3% 10.1% 12.1% 0.0%

Notes: Revenues include all tariff revenues except gas supply costs.
Scaleback is allocated in proportion to "Increase after FDR."

5. Rate Design Issues

Q. Please describe the tariff structure for the SGSS, SCD and SGDS rate classes.

A. Base rate tariff charges for these three classes currently consist of a bifurcated monthly 

customer charge and a single commodity charge. All three classes face the same 

customer charges, with a lower charge for customers with annual load below 644 Dth, 

currently set at $21.25 per month, and a higher customer charge for larger customers, 

currently set at $48.00 per month. The SGSS and SCD classes pay the same commodity 

charge (currently $3.1385 per Dth), while the SGDS customers pay a slightly lower 

commodity charge (currently $2.8791 per Dth), to reflect the fact that these customers 

must provide their own gas in storage working capital.

In addition, the SGSS sales customers are subject to PGC, GPC, MFC and Rider CC 

charges. Rate SCD Choice and Rate SGDS transportation customers are subject to 

certain PGC charges (related to load balancing), the Rider CC charge, and will be subject 

to Rider CAC charges if the Company’s proposal in this proceeding is approved.
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In this proceeding, the Company proposes to modify the commodity charge structure 

such that it, like the customer charge, is set at a different level for customers with annual 

loads above and below 644 Dth per year.

Q. How does Columbia propose to implement its rate increase for these classes?

A. Columbia’s proposed increases for the base rates components of Small General Service

classes are shown in Table IEc-4 below.

Table IEc-4

Columbia Proposed Small General Service Base Rate Design

($mm)

Current

Rate
Proposed Rate

Percent
Increase

Rates SGSS and SCD

Customer Charge < 644Dth/year $21.25 $27.75 30.6%

>644 Dth/year $48.00 $55.50 15.6%

Commodity Charge <644 Dth/year
$3.1385

$3.5027 11.6%

>644 Dth/year $3.1427 0.1%

Rate SGDS

Customer Charge < 644Dth/year $21.25 $27.75 30.6%

>644 Dth/year $48.00 $55.50 15.6%

Commodity Charge <644 Dth/year
$2.8791

$3.2846 14.1%

>644 Dth/year $3.1196 8.4%

Notes:

Q. Do you agree with these proposals, within the context of Columbia’s proposed 

increase of $6.1 million for this class?

A. In part. The cost data available to me show that the volumetric cost for the larger 

customers within the class is lower than that for the smaller customers, by at least the 36 

cents per Dth lower rate proposed by Columbia. Thus, bifurcating the commodity charge 

is justified on a cost basis. However, the customer charges proposed by Columbia exceed

22



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

the customer-related costs allocated to the Small General Service classes in my weighted 

average ACOSS. I therefore conclude that the proposed customer charges are excessive.

Q. How do you determine the cost basis for the customer charge?

A. I begin with my Weighted Average ACOSS, and determine the per-customer costs that 

are allocated using customer-based allocation factors. In preparing this analysis, I 

developed a separate Weighted Average ACOSS which segregates Small General Service 

customers between those below and above 644 Dth in annual consumption. While I do 

not currently have all of the allocators necessary to make this evaluation, I believe that 

the major cost factors are reasonably estimated.15

In developing the cost basis for the customer charge, I take a relatively simple approach 

to the problem, in that I include all costs that are allocated on a customer basis. I 

recognize that some experts, and at least some Commission precedent, support the 

exclusion of certain “indirect” customer-related costs from this calculation. 

Nevertheless, I follow the basic principle that the rates should follow the costs. If 

customer charges are set below the allocated customer cost, then larger customers will 

subsidize smaller customers, as measured by the logic of the ACOSS. While subsidizing 

smaller customers may have a public policy rationale for the residential class, I see no 

particular advantage to such an intra-class cross-subsidy for the non-residential classes.

Unfortunately, the customer-related costs within the small business rate classes can vary 

considerably, with smaller customers having less expensive meters, services and 

regulators than do large customers within the class. It is for this reason that gas 

distribution utilities, including Columbia, will often segregate the customer charge by 

customer size. However, without a detailed cost allocation analysis by size of customer, 

it is difficult to get a direct measure of the customer cost to service the smallest business 

customers.

Nevertheless, from a practical perspective, the customer-related cost to serve the smallest 

business customers is very similar to that for residential customers, and therefore can

15 This analysis is detailed in my workpapers, which are available to an party upon request to the OSBA.
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often be used as a proxy. This general assumption is reasonably borne out in my cost 

analysis, which shows a customer cost of $24.37 per customer per month for residential 

customers and $25.75 per customer per month for Small General Service customers with 

less than 644 Dth in annual consumption.

Q. Are there conceptual differences between your customer cost analysis and that 

presented by the Company?

A. Yes, there are three significant differences.

First, I relied on my Weighted Average ACOSS for developing the customer cost, 

consistent with my revenue allocation analysis. This approach implicitly classifies about 

12.5 percent of mains costs as customer-related. In contrast, the Company’s customer 

cost analysis uses a mains customer component of 46.4 percent.16

Second, I excluded all uncollectibles costs from customer-related costs. Uncollectibles 

costs are essentially a fee on customers who pay their bills to compensate the utility for 

those customers who do not. As these costs are essentially a tax, 1 deem it reasonable to 

recover these costs with volumetric charges within the small business classes. This 

approach is conceptually similar to the Company’s treatment of universal service costs 

within the Residential class.

Third, the Company’s approach includes an arithmetic error in its allocation of customer- 

related mains costs. The Company incorrectly allocates customer-related mains cost on 

the basis of a weighted average of customer and demand allocation factors, rather than 

simply allocating customer costs on the basis of number of customers. This error tends to 

understate the customer-related costs for residential customers and overstate the customer 

cost for all other rate classes.

Q. Could you provide a simple example that depicts the implications of the Company’s 

arithmetic error?

16 For reasons unknown, Columbia uses the same classification factor for its customer cost analysis in its CD 
ACOSS and its Average ACOSS, even though the implied customer component in the ACOSS should be much 
lower. In addition, Columbia uses the classification factor for low pressure mains, which it then applies to all mains 
costs.
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A. Yes. Consider a simple utility with 90,000 residential customers and 10,000 Commercial 

customers, but equal class peak demands. Assume that mains costs total $50 million, and 

a minimum system classification approach is used in which the customer component of 

costs is 30 percent. The arithmetically correct method for allocating the costs and 

deriving the customer component of costs is shown in Table IEc-5 below.

Table IEc-5

Simple Example of Mains Cost Classification and Allocation

Total Rate R Rate C

(1) Number of Customers 100,000 90,000 10,000

(2) Customer Allocator 100.0% 90.0% 10.0%

(3) Demand Allocator 100.0% 50.0% 50.0%

(4) Mains Costs ($mm) $50.0

(5) Customer Component ($mm) $15.0 $13.5 $1.5

(6) Demand Component ($mm) $35.0 $17.5 $17.5

(7) Allocated Mains Costs ($mm) $50.0 $31.0 $19.0

(8) Mains Customer Cost (Line (5)) $15.0 $13.5 $1-5

(9) Per Customer ($ per customer) $150 $150 $150

In this example, the customer component of mains costs is $15 million (30 percent of 

total), it is allocated between the classes based on number of customers, and, not 

surprisingly, the customer component of mains costs for each class is the same at $150 

per customer. In this traditional method adding one customer to either class will increase 

the costs assigned to that class by $150.17 It is therefore sensible to conclude that the 

customer charge for both Rate R and Rate C should reflect this $150 for the customer- 

component of mains costs, because this is how the costs are allocated.

17 For example, increasing the Rate C customer count to 10,001 customers and reducing the Rate R customer count 

to 99,999 would result in $13,499,850 being allocated to Rate R and $1,500,150 being allocated to Rate C.
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This is the method that, arithmetically, Columbia uses to allocate mains costs. In effect, 

Columbia follows the procedure as shown through row (7) of Table IEc-5. However, 

where Columbia departs from this approach is in its derivation of the customer 

component of costs, in rows (8) and (9) of Table IEc-5.

In the programming of its ACOSS, the Company has chosen not to separately allocate 

customer-related and demand-related mains costs, but rather simply constructs a 

weighted average mains cost allocation factor. In practice, this factor is a little more 

complicated than that shown in my example, but the concept and the implications are the 

same. Columbia derives a weighted average mains allocation factor based on applying 

different classification percentages and different customer and demand allocation factors 

to various types of mains. In my example, this is equivalent to deriving a weighted mains 

allocation factor based on total allocated costs, which is shown at Row (7) of Table lEc- 

5. However, rather than allocating customer costs using a customer allocator, Columbia 

applies that weighted allocation factor, based on both customer count and class demands, 

to the customer-related costs. Columbia’s method is shown in Table IEc-6 below.

Table IEc-6

Simple Example of Mains Cost Classification and Allocation 

Columbia Mains Customer Cost Method

Total Rate R Rate C

(1) Number of Customers 100,000 90,000 10,000

(7) Total Mains Cost:. ($mm) $50.0 $31.0 $19.0

(10) Weighted Mains Allocation Factor 100.0% 62.0% 38.0%

(11) Columbia Mains Customer Cost ($mm) $15.0 $9.3 $5.7

(12) Per Customer $150 $103 $570

Notes: Lines (1) and (7) match the lines in Table IEc-5.

Line (10) is derived from line (7), and applied to the customer-related costs in line (11).

As shown, because the Company applies a weighted average allocation factor to 

customer-related costs, it incorrectly concludes that the customer-related component of
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mains costs for the Rate C class of $570 per customer, compared to only $103 per 

customer for the Rate R class. However, as noted above, under Columbia’s cost 

allocation method, whether it is Rate R or Rate C, will increase costs allocated to the 

class by $150. Thus, Columbia substantially overstates the customer-related component 

of mains costs for Rate C.

In your experience, do any other utilities use Columbia’s approach?

I do not recall any other utility using Columbia’s approach. It is arithmetically incorrect.

What are the implications of your analysis for the SGS/SGDS customer class 

customer charges?

My analysis indicates that the fully loaded customer cost in the Weighted Average 

ACOSS is $24.37 for the Residential class, $25.75 for the Small General Service class 

(under 644 Dth/year) and $44.69 for the Small General Service class (over 644 Dth/year). 

In light of this analysis, I propose to limit the customer charge for the smaller-sized 

customers to $24.00 per month, an increase of 12.9 percent, and to assign no increase to 

the current $48.00 customer charge for the larger Small General Service customers.

It should be noted, however, that if the Commission approves a cost allocation 

methodology with no customer component to cost, there is virtually no justification for 

any increase in the customer charge for the SGS/SGDS class. Thus, if the Commission 

rejects the use of an ACOSS with a customer component, I recommend that the increase 

assigned to the SGS/SGDS class (exclushe of the effects of the various riders) be fully 

recovered in the commodity charges.

Do you have any other comments regarding cost allocation and rate design for the 

Small General Service class?

Yes. The Company’s proposed rate design for this class essentially treats customers 

above and below 644 Dth per year as separate rate classes, with separate customer 

charges and separate commodity charges. Note especially that the Company has no 

proposed a traditional declining block rate as customers transition from under 644 

Dth/year to over 644 Dth per year - it has proposed wholly different customer and 

commodity charges. From a practical perspective, these customers are now in separate
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rate classes. As such, the Company should segregate these two groups in future cost 

allocation analyses. In the absence of such an analysis, it will be impossible to set 

reasonable differentials for either the customer charge or the commodity charges within 

this rate class.

6. Customer Investment Policy

Q. Why do utilities have customer investment policies?

A. In general, public utility rates are designed to recover the book costs incurred by utilities. 

In Pennsylvania, as in many jurisdictions, utility book costs are fully allocated to all rate 

classes, and these allocated costs represent a significant criterion for developing utility 

rates. As such, utility rates are generally designed to recover average book cost.

However, when a new customer takes service, that customer will generally (a) make use 

of certain existing system assets that are currently being paid for by existing customers, 

and (b) require some incremental investment on the part of the utility. For new 

customers, regulators often include an incremental cost consideration in rate design. In 

order to ensure that new customers do not unreasonably burden existing customers, most 

utilities have a policy that requires that the revenues from the new customer be at least 

sufficient, in present value terms, to cover the cost of the incremental investment. Where 

a new customer does not produce sufficient revenues, the utility generally requires that 

the customer make a contribution to offset the utility investment.

Under this policy, customers who do not need to make a contribution will implicitly 

cover all of the incremental costs incurred by the utility plus they make a contribution to 

existing system assets. However, if the utility’s customer contribution policy is 

structured only to ensure that the new customer will cover incremental costs, a new 

customer who makes a contribution will effectively contribute nothing to existing system 

asset costs.

Thus, customer contribution policies reflect a balance between the economic advantages 

of pure incremental cost pricing and the equity advantages of requiring all customers to 

make some contribution to the existing network from which they benefit.
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Q. What is Columbia’s current policy?

A. Columbia currently follows a policy much as I described. The costs associated with 

attaching a new customer or group of customers is subjected to an economic test, which 

compares the present value of revenues to the incremental investment required. Where 

new revenues are not sufficient to cover the incremental investment, a customer 

contribution (or “deposit”) is required. (See Section 8.2 of the tariff.) At the customer’s 

option, a new residential customer can make the contribution up front, or it can pay the 

contribution over time through a series of payments under Rider NAS. Rider NAS is not 

available to non-residential customers.

Q. What changes to the customer contribution policy is Columbia proposing in this 

proceeding?

A. Columbia proposes the following changes to its policies:

• Columbia will generally extend mains by 150 feet per customer to attach new 

residential customers, without the need for an economic test;

• In addition to the main extension, Columbia will generally install new service 

lines of up to 150 feet per customer to attach new residential customers, without 

the need for an economic test, in the geographic areas in which Columbia owns 

the service lines;

• In cases where more than 150 feet per new residential customer of main 

extension is required, the economic test will be performed, but based only on the 

cost of extending the main beyond 150 feet per new customer;

• For new residential customer attachments, where the economic test justifies an 

investment greater than that necessary, the Company would use the “excess” to 

contribute to a customer’s investment in house plumbing.

18 Note Columbia will subject new residential customer additions to an economic test where extraordinary cost 
issues arise, such that the cost of 150 feet of main is much higher than normal,
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Q. What is your understanding of Pennsylvania policy with respect to customer 

contributions?

A. In my experience, the Pennsylvania policy is that existing customers should not be 

required to subsidize the attachment of new customers. Although I am not an attorney, 

this understanding appears to be consistent with the provisions of Senate Bill No. 214 in 

the current legislative session of the General Assembly.

Q. Has Columbia offered any evidence that its proposed changes will continue to 

ensure that existing customers are not subsidized by new customers?

A. No, it has not. Columbia’s proposal for a main extension policy is based simply on 

average road miles between residences in its service territory. Moreover, Columbia 

acknowledges that, in its existing system, the average mains distance per customer is well 

below 150 feet.19

Q. In your view, will the proposed policies essentially require that existing customers 

subsidize new customers?

A. While it is difficult to say for certain, I expect that, in at least some cases, new customers 

will be subsidized by existing customers. My reasoning is based on the following 

sequential evaluation of each of the proposed policies.

If I look only at the proposal for 150 feet of main per residential customer, the Company 

reports that average cost for such an expansion would be about $4,350. Based on 

simulating the Company’s econom c model that was provided to OSBA in the Rider NAS 

proceedings (at Docket No. R-2014-2407345), the proposed revenues from a new 

residential customer over 40 years would more than justify such an investment. Thus, by 

itself, that modification would not appear to result in significant cross-subsidies.

However, if the cost for 150 feet of service line is similar in magnitude to the main 

extension costs, a project which requires both 150 feet of main and 150 feet of service 

line per new residential customer would generally not pass muster under the Company’s

19 See OSBA-I-23,(c) and (d).
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current economic test. Thus, new customers with those requirements will generally be 

subsidized by existing customers.

Finally, the Company’s proposal to apply the economic test only to costs incurred in 

excess of the 150 foot allowances will almost certainly require subsidies from existing 

customers. Consider the case of attaching a set of new customers for which a 

contribution is required under this proposed policy. The economic test will ensure only 

that the new customers are paying the full incremental cost of expanding the system 

beyond the 150 foot per customer allowance. The new customers will make no 

contribution to the existing system, and they will make no contribution to the cost related 

to the 150 feet per customer allowance. All costs related to the 150 foot allowance will 

be borne by existing customers.

What are the implications of Columbia’s proposal to contribute to costs incurred by 

new residential customers within their houses for plumbing, when the present value 

of future revenues exceeds the incremental attachment costs?

As a general matter, adopting such a policy inherently changes the underlying philosophy 

of a customer contribution policy. As I explained earlier, customer contribution policies 

represent something of a balancing act, requiring that all new customers cover their 

incremental costs and that some new customers also make a contribution to the costs for 

the existing system. By modifying the model to allow additional investments to be made 

within the new customers’ residences, the Company will imp;5citly reduce or potentially 

eliminate the contribution of new customers to the existing system, from which they 

benefit.

However, I note that the Company proposes that it will book any contribution to new 

customer’s in-house plumbing as an O&M expense. Thus, this policy change will only 

reduce the contribution to existing system assets if these O&M costs are reflected in 

rates. In the current filing, it is my understanding that no such O&M costs are included 

in the Company’s test year revenue requirement. Thus, as long as Columbia agrees that 

no such O&M costs will be included in future rate case revenue requirements, the policy 

will not have a negative impact on existing ratepayers.
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Q. Mr. Knecht, your evaluation of these proposals focuses on the tradeoff* between 

existing customers and new customers. If these policies apply only to residential 

customers, are existing small business customers affected by these policy changes?

A. As proposed by the Company, they are. The Company indicates that it has no intention 

of segregating the costs and revenues associated with this policy and assigning them 

solely to the residential class.20 Thus, the new costs will be added to rate base, and 

allocated to all rate classes using the various costing methods discussed earlier. The new 

revenues will be credited to the residential class. If rates continue to be set based 

primarily on allocated costs, this normal rate design mechanism will implicitly result in 

some of the excess costs being absorbed by non-residential customers.

Q. Do you have a recommendation regarding these policies?

A. No, I do not. The proposed policies are “feel-good” policies, designed to achieve the 

admirable aim of expanding natural gas service to more residential customers in 

Pennsylvania. Moreover, the policies at least partly simplify the customer contribution 

issue, by eliminating the need for a detailed economic test in certain circumstances.

Unfortunately, someone needs to pay to attach the new customers, with the three obvious 

options being the new customers, the existing customers, and the utility. For the reasons 

detailed herein, Columbia’s proposal will shift the cost requirement from new customers 

to existing customers. My view is that these Company’s modifications represent a 

significant change in statewide regulatory policy, and the Commission should recognize 

that as such if it chooses to adopt the Company’s proposals.

Q. Does this conclude your direct testimony?

A. Yes, it does.

20 OSBA-l-23(f).
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R-2014-2456648 Pennsylvania Public 
Utility Commission

Peoples TWP LLP March 2015 Pennsylvania Office of 
Small Business Advocate Load balancing rates, reconciliation

R-3867-2013 Regie de I'energie, 
Quebec

Societe en commandite Gaz 
Metro March 2015 I’Association des 

Consommateurs de Gaz Distribution cost allocation

R-3888-2014 Regie de I’energie, 
Quebec

Hydro Quebec Trans£nergie December 2014 AQCIE/CIFQ Transmission customer contribution 
policy

R-2014-2428744

R-2014-2428742
Pennsylvania Public 
Utility Commission

Pennsylvania. Power
Company, West Penn Power 
Company

November 2014 Pennsylvania Office of 
Small Business Advocate

Cost allocation, revenue allocation, rate 
design

M-2014-2430781
Pennsylvania Public 
Utility Commission

PPL Electric Utilities October 2014 Pennsylvania Office of 
Small Business Advocate Smart meter procurement, rate design

Matter No. 253
New Brunswick
Energy ft Utilities 
Board

Energy Gas New Brunswick September 2014 New Brunswick Public 
Intervener

Financial review, investment prudence, 
revenue requirement, cost allocation, 
rate design, market-based pricing.

P-2014-2417907
Pennsylvania Public 
Utility Commission

PPL Electric Utilities July 2014
Pennsylvania Office of 
Small Business Advocate

Default service procurement, class 
eligibility, reconciliation

R-2014-2406274
Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania June 2014 Pennsylvania Office of 
Small Business Advocate

Cost allocation, revenue allocation, rate 
design

R-2014-2407345 Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania June 2014 Pennsylvania Office of 
Small Business Advocate

Customer contribution policy, 
alternative financing mechanism

R-2014-2408268 Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania May 2014 Pennsylvania Office of 
Small Business Advocate

Gas procurement sharing mechanism, 
cost allocation

R-2014-2397237
Pennsylvania Public 
Utility Commission

Pike County Light & Power 
(Electric) April 2014

Pennsylvania Office of 
Small Business Advocate

Cost allocation, revenue allocation, rate 
design
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R-2014-2397353
Pennsylvania Public 
Utility Commission

Pike County Light & Power 
(Gas) April 2014 Pennsylvania Office of 

Small Business Advocate Cost allocation, revenue allocation

R-2014-2399598
Pennsylvania Public 
Utility Commission .

Peoples ty: fiiillips March 2014 Pennsylvania Office of 
Small Business Advocate

Gas procurement, design day demand, 
cost allocation rate design, retainage

P-2013-2389572
(Remand)

Pennsylvania Public 
Utility Commission

PPL Electric Utilities February 2014 Pennsylvania Office of 
Small Business Advocate Time of use rates, net metering rates

Matter 225
New Brunswick
Energy & Utilities 
Board

Energy Gas New Brunswick January 2014 New Brunswick Public 
Intervener

Financial review, investment prudence, 
revenue requirement, cost allocation, 
rate design, market-based pricing.

P-2013-2391368,
P-2013-2391372,
P-2013-2391375,
P-2013-2391378

Pennsylvania Public 
Utility Commission

Metropolitan Edison, 
Pennsylvania Electric, 
Pennsylvania Power, West
Penn Power

January 2014 Pennsylvania Office of 
Small Business Advocate

Default service procurement, cost 
allocation, rate design

Matter No. 214
New Brunswick
Energy & Utilities 
Board

Generic November 2013 New Brunswick Public 
Intervener

Maximum retail margins for motor fuel 
and residential heating oil.

Matter No. 171
New Brunswick
Energy 6t Utilities 
Board

New Brunswick Power September 2013 New Brunswick Public 
intervenor

Amortization method for deferral costs 
associated with refurbishing Point
Lepreau Generating Station

C-2013-2367475
Pennsylvania Public 
Utility Commission

PPL Electric Utilities August 2013 Pennsylvania Office of 
Small Business Advocate

Forecasting and reconciliation of default 
service electric costs and revenues.

P-2011-2277868,
1-2012-2320323

Pennsylvania Public 
Utility Commission

Generic August 2013 Pennsylvania Office of 
Small Business Advocate

Ratemaking treatment for customers in 
overlapping NGDC service territories 
(“gas-on-gas”).
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P-2013-2356232 Pennsylvania Public 
Utility Commission

UGI Central Penn Gas, UGI
Penn Natural Gas, UGI
Utilities (Gas Division)

July 2013 Pennsylvania Office of 
Small Business Advocate

Program design, cost recovery and rate 
design for alternative system expansion 
financing pilot program ("GET Gas”)

R-2013-2355886
Pennsylvania Public 
Utility Commission

Peoples TWP LLC July 2013 Pennsylvania Office of 
Small Business Advocate

Cost allocation, revenue allocation, rate 
design

R-2013-2361764,
R-2013-2361763,
R-2013-2361771

Pennsylvania Public 
Utility Commission

UGI Central Penn Gas, UGI
Penn Natural Gas, UGI
Utilities (Gas Division)

July 2013 Pennsylvania Office of 
Small Business Advocate

Unaccounted-for gas.

R-2013-2341604
Pennsylvania Public 
Utility Commission

Peoples TWP March 2013 Pennsylvania Office of 
Small Business Advocate

Retalnage rates, design day demand 
forecast, allocation of demand costs, 
recovery of other gas costs

R-2013-2341534 Pennsylvania Public 
Utility Commission

National Fuel Gas Distribution March 2013 Pennsylvania Office of 
Small Business Advocate Unaccounted for gas, retainage.

R-2012-2333993
Pennsylvania Public 
Utility Commission

Philadelphia Gas Works February 2013 Pennsylvania Office of 
Small Business Advocate

Gas purchase cost unbundling, 
uncollectible cost unbundling

R-2012-2321748
Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania January 2013
Pennsylvania Office of 
Small Business Advocate

Cost of capital, cost allocation, revenue 
allocation, gas procurement cost 
unbundling, rate design

R-2012-2327529
Pennsylvania Public 
Utility Commission

Peoples TWP December 2012 Pennsylvania Office of 
Small Business Advocate

Gas purchase cost unbundling, price to 
compare

R-2012-2314235 
R-2012-2314224 
R-2012-2314247

Pennsylvania Public 
Utility Commission

UGI Utilities Gas Division
UGI Penn Natural Gas
UGI Central Penn Gas

October 2012 Pennsylvania Office of 
Small Business Advocate

Gas purchase cost unbundling, 
reconciliation, migration rider

P-2012-2302074
Pennsylvania Public 
Utility Commission

PPL Electric Utilities July 2012 Pennsylvania Office of 
Small Business Advocate

Default service procurement, rate 
design, reconciliation, working capital 
cost treatment.
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Matter No. 178
New Brunswick
Energy & Utilities 
Board

Enbridge Gas New Brunswick July 2012 NB Public Intervenor

System expansion economic test, test 
year revenue requirement, cost 
allocation, rate design, treatment of 
stranded costs.

R-Z012-2290597
Pennsylvania Public 
Utility Commission

PPL Electric Utilities June 2012
Pennsylvania Office of 
Small Business Advocate

Cost allocation, revenue allocation, rate 
design

R-2012-2293303
Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania May 2012
Pennsylvania Office of 
Small Business Advocate Treatment of pipeline credits

AUC ID #1633
Alberta Utilities 
Commission

Alberta Electric System 
Operator April 2012 Powerex, Northpoint 

Energy Solutions, Cargill
Economic efficiency issues for allocation 
of constrained transmission capacity.

R-2012-2286447
Pennsylvania Public 
Utility Commission

Philadelphia Gas Works April 2012
Pennsylvania Office of 
Small Business Advocate

Unaccounted-for gas retainage, 
reconciliation

R-2012-2281465
Pennsylvania Public 
Utility Commission

National Fuel Gas Distribution March 2012
Pennsylvania Office of 
Small Business Advocate

Unaccounted-for gas retainage, gas 
price procurement and hedging

R-2011-2273539
Pennsylvania Public 
Utility Commission

Peoples TWP March 2012
Pennsylvania Office of 
Small Business Advocate Design day demand methodology

P-2011-2273650
P-2011-2273668
P-2011-2273669
P-2011-2273670

Pennsylvania Public 
Utility Commission

Metropolitan Edison, 
Pennsylvania Electric, Penn 
Power, West Penn Power

February 2012 Pennsylvania Office of 
Small Business Advocate

Default service procurement, retail 
market enhancement, rate design.

R-2011-2264771
Pennsylvania Public 
Utility Commission

PPL Electric Utilities January 2012
Pennsylvania Office of 
Small Business Advocate

TOU Rates

P-2011-2256365
Pennsylvania Public 
Utility Commission

PPL Electric Utilities November 2011 Pennsylvania Office of 
Small Business Advocate

Default service reconciliation
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Matter No. 132
New Brunswick
Energy & Utilities 
Board

Enbridge Gas New Brunswick October 2011 New Brunswick Public 
Intervenor

Revenue requirement, cost forecasting, 
system expansion economic test, 
regulatory deferral test, filing 
requirements.

R-2010-2161694 
on Remand

Pennsylvania Public 
Utility Commission

PPL Electric Utilities August 2011 Pennsylvania Office of 
Small Business Advocate

Cost allocation, rate design, purchase of 
receivables

R-201T223B943, 
R-2011-2238943, 
R-2011-2230949,

Pennsylvania Public 
Utility Commission

UGI Utilities (Gas Division),
UGI Central Penn Gas
UGI Penn Natural Gas

July 2011 Pennsylvania Office of 
Small Business Advocate

Design day demand, mandatory capacity 
assignment, sharing mechanisms

C-2011-2245906, 
M-2011-2243137

Pennsylvania Public 
Utility Commission

PPL Electric Utilities July 2011
Pennsylvania Office of 
Small Business Advocate

Reconciliation of default service costs 
and revenues

P-2011-2218683,
P-2011-2224781

Pennsylvania Public 
Utility Commission

West Penn Power Company April, May 2011 Pennsylvania Office of 
Small Business Advocate Critical peak pricing, time-of-use pricing

R-2010-2214415
Pennsylvania Public 
Utility Commission

UGI Central Penn Gas April 2011 Pennsylvania Office of 
Small Business Advocate

Equity cost of capital, cost allocation, 
revenue allocation, non-residential rate 
design, EE&C cross-subsidies and cost 
recovery, natural gas vehicle subsidies

R-2010-2215623,
R-2010-2201974

Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania April 2011
Pennsylvania Office of 
Small Business Advocate

Cost of equity capital, cost allocation, 
revenue allocation, BTU adjustment 
mechanism, rate design, DSIC

NBEUB 2010-017
New Brunswick
Energy & Utilities 
Board

Enbridge Gas New Brunswick April 2011
New Brunswick Public 
Intervenor

Cost- and market-based ratemaking, 
transition mechanism

M-2010-2210316
Pennsylvania Public 
Utility Commission

UGI Utilities, Electric Division March 2011
Pennsylvania Office of 
Small Business Advocate

Energy efficiency plan cost recovery, 
conservation development rider

A-2010-2213893, 
et al.

Pennsylvania Public 
Utility Commission

UGI Penn Natural Gas February 2011 Pennsylvania Office of 
Small Business Advocate

Asset valuation, reasonableness of 
proposed affiliate transaction
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M-2009-2123944
Pennsylvania Public 
Utility Commission

PECO January 2011 Pennsylvania Office of 
Small Business Advocate

Dynamic pricing cost allocation and rate 
design

NBEUB 2010-007
New Brunswick
Energy & Utilities 
Board

Enbridge Gas New Brunswick December 2010 New Brunswick Public 
Intervenor

Allowable costs, O&M capitalization 
policy, expansion cost effectiveness, 
incentive mechanisms

R-3740-2010
Regie de I’energie, 
Quebec

Hydro Quebec Distribution December 2010 AQCIE/CIFQ Pension cost reconciliation, cross­
subsidies, rate design

P-2010-2158084
Pennsylvania Public 
Utility Commission

West Penn Power Company November 2010 Pennsylvania Office of 
Small Business Advocate

Transmission service charge, 
reconciliation timing

P-2010-2194652
Pennsylvania Public 
Utility Commission

Pike County Light & Power November 2010 Pennsylvania Office of 
Small Business Advocate

Electric default service procurement, 
customer education

A-2010-2176520,
A-2010-2176732

Pennsylvania Public 
Utility Commission

Allegheny Power/FirstEnergy 
Corporation September 2010 Pennsylvania Office of 

Small Business Advocate
Implications of proposed merger for 
default service

App. No. 1605961, 
Proceeding ID 530

Alberta Utilities 
Commission

Alberta Electric System 
Operator August 2010 BC Hydro Transmission rate design

R-2010-2167797
Pennsylvania Public 
Utility Commission

T.W. Phillips Gas & Oil 
Company July 2010 Pennsylvania Office of 

Small Business Advocate
Cost allocation, rate design, purchase of 
receivables, rate of return

R-2010-2172933,
R-2010-2172922, 
R-2010-2172928

Pennsylvania Public 
Utility Commission

UGI Utilities (Gas Division),
UGI Central Penn Gas
UGI Penn Natural Gas

July 2010 Pennsylvania Office of 
Small Business Advocate

Purchased gas costs, unaccounted-for 
gas, retainage

NBEUB 2010-002
New Brunswick
Energy & Utilities 
Board

Enbridge Gas New Brunswick June 2010 New Brunswick Public 
Intervenor

Cost allocation, rate design, deferral 
costs

R-2010-2161694
Pennsylvania Public 
Utility Commission

PPL Electric Utilities June 2010 Pennsylvania Office of 
Small Business Advocate

Cost allocation, rate design, purchase of 
receivables
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R-2010-2161920 Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania June 2010 Pennsylvania Office of 
Small Business Advocate

Purchased gas costs, retainage rates, 
gas price forecasting

R-2009-2149262
Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania May 2010 Pennsylvania Office of 
Small Business Advocate

Cost allocation, rate design, rate of 
return

P-2009-2145498
Pennsylvania Public 
Utility Commission

UGI Utilities (Gas Division) April 2010 Pennsylvania Office of 
Small Business Advocate

Merchant function charge, purchase of 
receivables

R-2010-2157062
Pennsylvania Public 
Utility Commission

Philadelphia Gas Works April 2010 Pennsylvania Office of 
Small Business Advocate Purchased gas costs

NBEUB 2009-017
New Brunswick
Energy & Utilities 
Board

Enbridge Gas New Brunswick March 2010 New Brunswick Public 
Intervener Cost allocation, deferral costs

R-2009-2139884
Pennsylvania Public 
Utility Commission

Philadelphia Gas Works March 2010 Pennsylvania Office of 
Small Business Advocate

Revenue requirement, cost allocation, 
rate design, DSM program

R-2010-2150861
Pennsylvania Public 
Utility Commission

National Fuel Gas Distribution March 2010 Pennsylvania Office of 
Small Business Advocate Purchased gas costs

R-2009-2145441
Pennsylvania Public 
Utility Commission

T.W. Phillips Gas & Oil 
Company March 2010 Pennsylvania Office of 

Small Business Advocate
Purchased gas costs, unaccounted-for 
gas, retainage

P-2010-2099333
Pennsylvania Public 
Utility Commission

Columbia Gas of Pennsylvania February 2010 Pennsylvania Office of 
Small Business Advocate Purchase of receivables

Note: Dates shown reflect submission date for direct testimony.

Industrial Economics, Incorporated April 2015

2067 Massachusetts Avenue

Cambridge, MA 02140 USA

617.354.0074 | 617.354.0463 fax

www.indecon.corr>
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Worfcpaperc of Robert D. Knedtt Docket No. R-2015-246S0SG

Columbia Gas of Pennsylvania

EXHIBIT IEc-2: RDK Weighted Average Customer Demand/Peak-and-Average COSS 

FY Ending December 31,201& ($000}

Summary of COSS
Total ftS/RDS SGS/SGDS SDS/LGSS LOS/LG&S MDS/NS5

Present Rates Summary

Sales Customer Revenues 398.SS8.7 303,828.7 86,434.3 6,864.6 1,139.1 292.01

Transport Customer Revenues 134,437.4 81,996.0 23,638.9 11,9045 15,453.2 1.444.88

Miscellaneous Revenues 1,903.0 1,456.1 336.8 54.1 52.4 3.63

Total Revenue S 34,85 9.1 387380.8 110,410.0 - 18323.1 16,644.7 1,740.52

Net Purchased Gas Cost {190,473.8 (133,198.0) (51,541.1) (4,656.5) (812.0; (272.14)

Net Revenue 344,419.4 254,082.8 58,869.0 14,166.6 15332-7 1,46839

Other Purchased Gas Costs 96S.8 689.4 266.8 24.1 4.2 1.41

Storage and Transportation SC9.0 3663 121.8 9.3 1.6 0.70

Distribution O&M 60,0(W.O 41,904.7 10,455.8 2,991.9 4,6405 730

Customer Accounts 35,30^.6 33,738.0 1,481.8 485 35.2 3.16

Customer Service and info. 10,984.1 10,829.1 152.6 1.9 0.4 0.05

Saies 696.8 635.1 60.7 0.8 0.2 0.02

A&G 68,826.5 50,638.7 11,0795 2.807.3 4.292.0 8.86

Total O&M 177J99& 138,801.5 23,619.0 • 5383.8 8,9743 21.40

Depreciation S4.7S1.3 38,863.5 9,421.4 - 2,522.3 3.924.2 19.94

OtherTaxes 3,221.1 2,346.8 527.8 • 136.7 209.2 0.48

Operating Income Before Taxes 109,147.2 74,071.0 253005 5.623.7 2.725.1 1.426.56

Income Taxes (29,190.6) (19,6195) 17581.6) - (1,526.4) 124.2 (587.22)

rrc 360.2 250.6 63.6 17.9 28.0 0.12

Net Income 80,316.8 54,702.1 17,782.8 • 4,115.1 23773 839.47

Rate Base 1325,130.9 914,035.4 240,865.4 66,522.6 103326.1 381.46

Class Rate of Return 6.06JX 5.885X 7.383% 9DIV/0! 6.186% 2.785% 220.067%

CPA Proposed Rates Summary

Sales Customer Revenues 427,884.; 1 330,0215 89,750.9 6,754.5 1,065.8 292.0

Transport Customer Revenues 151,168.', 7 91559.8 26,455.6 13,795.1 17,913.3 1,444.9

Miscellaneous Revenues 2,026 8 ' 1,569.7 3475 ■ 51.1 44.7 3.9

Total Revenue 581.07037 423,151.1 116,554.0 20,600.7 19,0233 1,7403

Net Purchased Gas Cost (190,475.761 (133,198.0) (51,541.1) ■ (4,656.5) (812.01 (272.1)

Net Revenue 390,590.61 289,953.1 65,012.9 ■ 15,944.1 183113 1,468.7

Other Purchased Gas Costs 985.85 689.4 266.8 24.1 4.2 1.4

Storage and Transportation 499.95 3665 121.8 9.3 1.6 0.7

Distribution O&M 60,603.00 42,372.8 10536.1 3,015.2 4,671.8 7.2

Customer Accounts 35306.63 33,738.0 1,481.8 - 485 35.2 3.2

Customer Service and Info. 10,984.14 10,829.1 152.6 1.9 0.4 0.1

Sales 696.76 635.1 60.7 - 0.8 0.2 0.0

A&G 68.826.47 50,638.7 11,0795 - 2.807.3 4,292.0 8.S

Total O&M 177302.79 139^69.6 23,6993 5.907.1 9,005.4 23-4

Depreciation 54,751.33 38,8635 9,421.4 - 2,522.3 3,924.2 19.9

Other Taxes 3,221.09 2,346.8 527.8 - 136.7 209.2 0.5

Operating Income Before Taxes 154,715.41 109,473.1 31364.4 7378.0 5,073.0 1,426.9

Income Taxes (47,211.74) (33,692.3) (9,941.0) (2.210.3) (781.1) (587.0)

rrc 360.24 250.6 63.6 - 17.9 28.0 0.1

Net Income 107363.90 76,031.4 21,487.1 5,1855 4320.0 839.9

Rate Base 1325,130.92 914.035.4 240.865.4 66,522.6 103326.1 381.5

Oats Rate of Return 8.14X 8.318% 8.921% eoiv/ot 7.795% 4.181% 220.189%

Exhibit IEc-2 CPA 2016 OVP&A RDK WtdAvfc Summary Page 1 of IS Printed On: 6/1S/2015



WorliMper* of Robert 0. Knecht Docket No. R-201S 3*MOS6

Columbia Gu of Pennsylvania

ES.Wi'i'PI'itt-l'. 9lOS.‘kJtnWti Cayitiktiet CftTTcanfifStVt-veli-SireniJtTO '̂j

sooo

Revenues
AUoc

Factor Total RS/RDS SGS/SGDS SDS/LGSS LDS/LGSS MDS/NSS

Current Revenues

Sales Customer Revenues

Base Revenue 193469.6 154,667.1 36,418.0 2.146.0 316.6 199

LISP Revenue 20,487.0 20,487.0

STAS -

Rider CC Revenue 29.2 21.0 8.2

Flex Revenue

GPC Revenue 2423.0 1,618.0 6344 60.1 104

MFC Revenue 1,752.7 1,573.8 178.9

180.3974 125.461.9 49.194.8 4.6564 812.0 272-1

Sub-Total Sales Revenue 398458-7 303428.7 86,4344 64644 1939-1 2924

Transport Customer Revenues

Base Revenue 112.021.6 67.094.6 21,252.4 11.705 4 11,7733 196.0

LISP Revenue 7,157.9 7,157.9

STAS 0.0 0.0

Rider CC Revenue 1Z7 74 5.4

Flex Revenue 5,162.7 344 199.1 3,679.9 1,748.9

Rider CAC Revenue

MFC Revenue

10.082.4 7,736.1 2.346.3

Sub-Total Transport Revenue 134437.4 81,996.0 23438.9 11,904.5 15,453-2 1444.9

Miscellaneous Revenue

Forfeited Discount FD 1,318.1 954.13 272-9 46.4 41.0 3.6

Misc. Revenues Cl 150.0 136 7 13.1 0.2 00 0.0

Rents DP 1444 100.3 25.4 7.2 113 0.0

290.6 264.9 254 03 0.1 0.0

Sub-Total Misc. Revenue 1,903.0 1496.1 3364 54.1 52.4 34

Total Current Revenues 534499.1 3874804 110,4104 11423.1 16,644.7 1.7404

CPA Proposed Revenues

Sales Customer Revenues

Base Revenue 222483 6 179.8124 40.216.6 2.083.6 2513 194

USP Revenue 22,7634 22.763*

STAS

Rider CC 32.4 234 9.1

Flex Revenue

GPC Revenue S54.8 3864 1514 149 24

MFC Revenue 1,752.7 1,5734 1789

1804974 125 461.9 49.194.8 4.656.5 812.0 272.1

Sub-Total Sales Revenue 427484.7 3304214 89,7504 6,7543 14654 292-0

Transport Customer Revenues

ftaie Revenue 129,2974 77,757.7 23491.1 13433.0 14,220.4 1953

USP Revenue 5,652.0 5,652.0

STAS

Rider CC 14.1 8.1 6.0

Flex Revenue S.162.7 344 199.1 3,679.9 1.248.9

Rider CAC Revenue 960.0 405.9 477.4 '63.1 13.0 0.7

MFC Revenue

10.082.4 7.736.1 2.3469

Sub-Total Transport Revenue 1514614 914994 26,455.6 13,795.1 17,9133 1,444.9

MisceOaneous Revenue

Forfeited Discount FD 1,432-0 1,036.58 296.5 50.4 44.6 39

Misc Revenues a 150.0 136.7 13.1 0.2 0.0 0.0

Rents Cl 1444 1314 12.6 0.2 0.0 0.0

290.6 264.9 254 03 0.1 0.0

Sub-Total Misc. Revenue 24164 1469.7 3473 su 44.7 39

Total Proposed Revenues 581470-4 423A* 3-1 116454.0 20400.7 194234 1,7404

Ex>'loh ltc-2 CPA 2016 CD-P&A ROC WtdAvc Revenue* Pete 2 of 15 Preited On: 6/18/2015



Workpapers of Robert 0. Knecht Docket No. R-2015-24680S6

Columbia Gas of Pennsylvania

EXHIBIT IEc-2: RDK Weighted Average Customer Oemand/Peak-and-Average COSS 

$000

Summary of Customer Costs at
Proposed Rates Total RS/RDS SGS/SGD5 LGS SD5 IDS MDS/NSS

Production/Storage/Transport 6,347.4 5,623.5 654.9 34.7 29.3 5.0

Net Distribution Plant 552,737.5 493,311.0 54,832.3 2,378.8 1,838.5 376.9

General Plant 5,894.7 5,222.4 608.2 32.2 27.2 4.6

Gas In Storage - - - - - -

Deferred Taxes (115,017.9) (101,894.4) (11,867.3) (628.6) (531.1) (96.4)

Other Rate Base (1,875.8) (1,184.3) (710.3) 9.3 9.2 0.3

Total Rate Base 448,085.9 401,078.1 43,517.8 1,826.4 1,373.1 290.5

Distribution Operating Exps. 20,803.2 18,133.1 2,249.6 206.6 209.4 4.5

Distribution Maintenance 4,508.0 3,894.0 452.4 73.6 85.3 2.7

Customer Accounts 10,613.1 9,658.0 940.7 11.6 2.5 0.3

Customer Service and IS 1,751.6 1,596.6 152.6 1.9 0.4 0.1

Sales 696.8 635.1 60.7 0.8 0.2 0.0

A&G 35,565.5 31,398.4 3,595.8 280.3 284.0 7.0

Depreciation 24,348.9 21,415.8 2,622.4 155.5 135.5 19.7

Other Taxes 1,653.4 1,444.8 176.7 15.6 15.8 0.4

Total Expenses 99,940.5 66,148.7 7,549.0 465.7 438.4 27.5

Income Taxes 15,842.6 14,180.6 1,538.6 64.6 48.5 10.3

Return 36,473.6 32,647.2 3,542.3 148.7 111.8 23.6

Total Revenue Requirement 152,256.7 112,976.5 12,629.9 678.9 598.8 61.5

Customer Count 423,809 386,310 36,921 467 100 11

Cost per Customer/Month $ 29.94 $ 24.37 $ 28.51 $ 121.15 $ 498.96 $ 465.69

Exhibit IEc-2 CPA 2016 CD-P&A RDK WtdAvg; Customer Page 3 of IS Printed On: 6/18/2015



Dttlct Me.

•Avvnfe COSS

Caftowiar
dros Acc. Dip'n ton 8eok T*»W0 k/*os 50V5G05 SOS/LGS LOS/LOSS MOS/NH Total C KS/KOS 368/9003 MDS/NSS

25,e»S (».«»».■) 163113 9464 4 S3U3 2304.9 7713 1J354 6347 4 3,629.5 654.9 M.7 295 50
6JM9 a.«73.7) 1.716.1 3.716.1 2.7244 9055 684 12.1 5J

t,U5£l osint 1.616.6 3,1744 1418.9 7095 2483 397,7 6425 4034 38.0 0.4 0.1
1.1 10.71 0.5 05 0-5

. SOTi SCii, 441.9 253.2 916 345 554 61.6 56.2 55 0.1 ao

4X *J0 93 2.0 OB 05 04 05 04 0.0 DO 0.0
3J5CU m-a) 2.449.7 2.1493 1331.6 4804 16&.0 2695 299.5 273.4 25.7 OJ 03

373 U3! 26.0 ?6.0 260
■7.? (7S5) 11.8 134 94 4,6 5.8

atsi-T) 7,964 J 4.483/) 2367.7 i.cm.6 9503 5614 2.883.4 2.5545 2975 15.6 13.9 25
1.UU I1.US31

16 5 (S3) 100 B_l 5.0 2.0 0.7 ].] 15 1.1 05 ao 0.0
1^47,51AJ (iasjn.9) 1,062335 7 932.996.6 534452 J 2084980 7240 4 116,804! 129.919^ 118.6074 11,1645 1)6.6 30.4

295 J 1U93) 55.7 55.7 55.7
40.284.9 (S.W13) 30^95.7 26.5886 153393 5.943.1 2,0783 3491-0 3,705.1 3.3825 318.4 35 0.9

1-2 10.7) &S 0.5 05
454.989 4 1113,(BJ.7) 541.955.7 541.955.7 314,45?.? 26,6025 5335 167.6

17S (2331 ua 14.2
as.mj fl53«l.7) 20,199.6 20.199 6 15.0889 4,871.9 1794 55.8 3.2
21,761.1 (LtM^n 15,062.] 15,062 1 11.253.2 3.6324 1343 416 2-4
M.4861 111.9223) 74.589 4 24563 4 18.3*8.6 5,924.5 2184 67.6 35
11.S97J (3.SSU) 9^46.1 8.046.1 7.296 4 730.6 15.6 34
j.aM.a (23713) S85J 885.8 809.9 804 1.7 04
S.S04 7 I33S23) 2JS1J 2,2514 552.7 752J 9*69

299J (633) 290.0 2300 230.0
U19O0 1,190.0 1.1904 292.1 1975 5C04

184 10.9) 97.5 375 375
iJCSJ (99021 23 79.9 1396.7 794.6 3100 108.4 173.7 8925 7905 92.) 49 4.1 0.7

148S.716.7 (96U7I3) L82M08<1 9704704 556461^ 2184*4,1 7*5712 1214945 552.7975 4935114 S44UJ 2J7U 14385 3764
27.M3J 02.847.8) 15/255.7 9.160 9 SJ49.4 2.047.7 7163 1,14?,? 5.894.7 5^22.4 6085 i22 27.2 4.6

l>4Sjr93 (SU,7173| 133931.7 9934124 560.7874 222,102-1 77427J 1234*9.7 55 564579.7 504,1564 56/7964 7M*J 1595.0 *864

9,794.7 9.7947 2.7815 924 6 70.8 124 S3
11613) (1633) 1119.81 (39 9) (3.1) (03) (0.2)
649.0 9»«4 226.9 883 30.9 495 7543 22 53 26.2 1.4 13 (U

56.4892 58.489 9 42.8733 14.2515 1.092.0 m? 81 9
L 107.0 1.022 4 591.7 290.1 77.6 123.0 0 1 1.084 6 958.6 109.0 63 8* 0.2

8.949.4 5.4565 3,131.3 1420 2 424 6 680.) 00 3.4925 3.084 4 sea* 19.1 16.1 2.9
(303,6*33) (191,13:6) 006.240.1) (41.400 7) (14.414.7) (23.075 7) (1 4| 1118.510.8} 004,888.8) (12327.71 1647.7) (547.3) (»j)

(3331.6) 13.131-6) (2.294.6) (837.0)
(211.7) (179.91 179.81 (28.8) (103) (16.1) 1823) (73 4) (8.6) (05) (0 4| (03)

(214,140-8) <11S3«7.1) (24.734.8) (123313) (23196.7) 8S.7 (116393.7) (1094714) (12J77 6) |6U4| (32U) 1*64)

Lft*S^rai W*4.7J73| 1425,190.9 8774454 5U457J 1974*7.6 *44964 1014534 805 4*84854 40L0784 43,5174 L82M 14 7*5 2905

prions t*n*C On; C/IV2&15



Docfcrt No R-201&-24680&6

*ak'Ond'Avera§c COSS

c Demand Customer

or Tool Total D RS/WTS SGS/SGDS SDS/LGSS LOS/LGSS MDS/NSS Total C RS/RDS SG5/SGDS SDS/LGSS MDS/NSS

3,B57.3 2.347.1 1,3445 524.6 183.5 294.0 1.510.3 1.338.0 155.8 8.3 7.0 L2

164.9 164.9 120.8 40.2 3.1 05 0.2

>

l 83 J 72.9 415 16.3 5.7 9.1 10.2 9.3 0.9 0.0 0.0

s

l

0.0 0.0 0.016

l

L* 85.1 74.7 42.8 16.7 5.8 94 10.4 95 0.9 0.0 0.0

0.4 04 0.1 0.1 0.2

0.9 0-5 0.3 0.1 0.0 0.1 0.3 0.3 0.0 0.0 0.0 0.000

450.3 274.0 157.0 61.2 21.4 34.3 176.3 156.2 18.2 1.0 0.8 0.139

i 0.3 OJ 0.2 0.1 0.0 0.0 00 0.0 0.0 0.0 0.0

i 25,668.2 22528 9 12,909.6 5,035.7 1,761.1 2,822.4 - 3.139.3 2,866.0 2698 2-8 0.7

s 4.4 4.4 4.415

1,251.5 1,098.5 629.4 245.5 85.9 137.6 153.1 139.7 13.2 0.1 0.0

s 0.0 0.0 0.027

12,923.6 12,923.6 11584.2 1,013.0 70.2 6.3

s LO 1.0 0.971

877-5 877.5 655.5 211.6 7.8 2.4 0.140

1,748.0 1.748.0 1,305.8 421.6 15.6 4 8 0.280

708.7 708.7 529 4 170.9 6.3 20 0.113

300.1 300.1 272.2 27.3 0.6 0.1

66.4 664 60.2 6.0 0.1 0.0

236.0 236 0 57.9 78.8 99.2

s 105 10.5 10.475

05 0.9 0.2 03 0.4

1435 87.6 50.2 196 6.8 11.0 56 4 49.9 5.8 0.3 0.3 0 044

44561.05 24,137.4 13,831.3 5,395.2 1,886.9 3,024.0 70,423.6 17.938.2 2.217.4 134.1 117.3 16.6

1,532.8 932.6 534.4 2085 725 116.8 600.1 531.7 61.9 3.3 2.8 0.5

50,1160 27582.0 15,831.5 6,1685 2,1465 3,435.4 0.2 22534.0 19507.9 2,4355 145.6 127.1 183

Pate 5 erf 15 Printed On: 6/16/M 15



Deckel No. R-20 IS-

!*k-»nd>Averige CDSS

c.

or Total Total D RS/RDS

Demand

sgs/sgos SDS/IGSS LOS/UjSS MDS/NSS TetalC RS/RDS

Customer

SGS/SGDS SDS/IGSS ID&/U2SS MDS/NSS

190,4793 190,479.8 133,198 0 51,541.1 4,6563 812.0 2721

433.0 431.0 303.4 116.6 105 1.8 0.6

594.8 554.8 388.0 150.1 13.6 24 0.8

191.46.6 191.46.6 133387.4 51^07-8 4,6804 816-2 2735

2.6 2.6 3.9 0.6 0.0 0.0 0.0

84 84 6.2 2.3 0.2 0.0 0.0

418.7 418.7 306.9 102.0 7.8 1.4 0.6

. 13.9 11.9 8.8 2.9 0.2 0.0 0.0

6.9 6.9 5.1 L7 0.1 0.0 0.0

3.7 3.7 2.7 0.9 0.1 0.0 0.0

173 37.0 12.4 4.1 0.3 0.1 0-0 -

10.4 10.4 7.6 25 0.2 0.0 0.0

11.2 13.2 8.2 27 0.2 0.0 0.0

9.3 9.1 6.7 22 0.2 0.0 0.0

5003 SOO.O 366.5 1214 9.3 26 0.7

0 9,498.5 5,493.5 3.146.8 X227.5 4295 6880 4.007.0 3.487.1 427.8 44 4 467 21

2943 2S&.2 148.0 57.7 20.2 324 36.0 32.9 3.1 0.0 0.0 0.0

14.496.8 9J22.1 5,341.8 2083.7 728.7 21673 5,174.7 4,748.1 415.2 7.2 2.2 2.0

613.6 5385 306.6 120.4 42.1 67.5 75.1 685 6.4 0.1 0.0 0.1

274.0 274.0 673 915 115.2

23385 2,538.5 1,952.3 559.5 20.2 6.2 0.4

5,575.0 5.575.0 5,126.6 437.0 8.7 27

D 6,7793 3,919 4 2,245.9 876.1 306.4 491.0 2859.9 2,488.8 3053 31.7 333 0.8

D 623.6 360.5 206.6 60.6 28.2 45.2 263.0 228.9 28.1 29 21 0.1

40.693J 19,890.3 33^97.6 4,445.9 3454.9 2.493.9 20,803.2 38,133.3 2249.6 206 6 209.4 4.S

D 882 51.0 29.2 11.4 4.0 6.4 37 J 32.4 4.0 04 0.4 0.0

3*£ 30.5 17.5 6 8 24 3.8 4 3 3.9 04 0.0 0.0 0.0

15,560.0 13.654.8 7,824.6 3,0522 1,067.4 2710.7 1,905.2 1,737.1 163.5 1.7 0.4 24

S2L2 457.4 262.3 1022 35.8 57.3 63.8 56.2 55 0.1 0.0 0.1

ibs.o 185.0 45.4 61.8 77.8

L6262 2626.2 1,495.4 127.5 25 0.8

245.0 245.0 183.0 59.1 22 0-7 0.0

3 1,046.0 604.8 346.5 135.2 47.3 75.8 4423 384.0 47.1 4.9 5.1 0.1

19.306.5 34,798.5 8479.9 3.3074 2356.8 3,854.0 4,508.0 3,89^.0 4524 73.6 853 2.7

60,0002) 34.G8BJ 19,677.6 7,753.7 27127 4,3454 254122 22027.1 27020 2802 294.7 7.2

836.8 836.8 7627 72.9 0.9 0.2 0.0

9,650.2 - 9,6503 8,7963 840.7 10.6 23 03

895 - 895 65.6 23 9

4,450.4 4,450.4 4,093.9 356.5

Page 6 of IS RmtetfOn; 6/18/2015



Ooctet No. R‘201S-24660S6

t»li-*r>d-Avef«fe COSS

C- Demand Cummer

Of Toni Toni o RS/RD5 SGS/SGDS SDS/LGS5 LD5/L6S5 MDS/NS5 Tonic RS/RDS SGS/SG05 SDSAG5S LDS/LG55 MOS/NS5

'6 76.0 78.0 5.6 36.9 32.6 28

U 1,752.7 1.752.7 1,573.8 178.9

s 18.412.4 18,412.4 18.4124 - -

38.7 36.7 334 3.2 0.0 00 0.0

35,306.6 24,695.5 24,0805 541.1 365 324 25 10,613.1 9,6580 940.7 U4 24 0.3

576.0 576.0 525.1 50.2 0.6 0.1 0.0

s 9,232.6 9,232.6 9.232.6

73.2 73.2 66.7 6.4 0.1 0.0 0.0

1,102 J 21025 1,0045 960 22 0.3 0.0

U^M.1 95325 9,232.6 • 27514 2596.6 1524 15 a4 ai

677.3 677.3 617.3 59.0 0.7 02 0.0

195 195 175 17 0.0 0.0 00

6965 6965 635.1 60.7 04 0.2 0.0

4,579.3 2,222.1 1.285.9 500.2 1686 267.3 0.1 2,357.2 2083 4 236.9 18.1 18.3 0.5

252*5 1.224.9 708.8 275.7 93.0 147.4 0.1 1,299.3 1.1485 130.6 10.0 10.1 03

47,926.0 23556.4 13,458.0 5.234.6 1,7645 2,797.7 1.4 24.669.5 21.8045 2,479.0 189-3 1925 4.9

213.0 103.3 595 23.3 7.8 12.4 0.0 109.6 96.9 11.0 0.8 0.9 0.0

3,443.2 1,6705 966.9 376.1 1265 201.0 0.1 1,772.4 1.5665 178.1 13.6 234 0.4

55615 2.561.3 1,475.2 5735 197.4 315.0 0.1 3,0005 26)4.9 323.3 30.4 315 0.6

2,330.0 1,130.6 654.3 254 5 855 136.0 0.1 1,199.4 1,060.1 120.5 9.2 93 0.2

584J 2835 164.1 63 8 215 34.1 0.0 300.7 265 8 30.2 23 2.3 0.1

1,664.7 8075 467.5 1815 61.3 97.2 0.0 856.9 757.4 86.1 6.6 6.6 0.2

68526-5 33,260.9 19.240.3 7,483.7 2,5270 4,008.0 1.9 35,565.5 323984 25954 2805 2544 7.0

367,779.6 293541.4 206,6845 67,708.2 9.9654 94045 2785 73538.2 65515.2 7,4526 5745 5828 144

P»|» 7 of U Pfmt« On: 6/18/201S



Workpaper* erf Robert D. Knecht Docket No. R-20l^?*64t&6

Columbia Gai of Pennsylvania

EXHIBIT IEc-2: RDK Weighted Average Customer Demend/Peak-and-Average COSS 

$000
Income Taxes

Alloc

Factor Total RS/RDS SGS/5GDS SDS/IGSS LDS/LGSS MDS/NSS

Current Rates

Revenues 53A.899.1 387,280.8 110,410.0 18,823.1 16,644.7 1,740.5

06M Expense (367.779.6 (271,999.5) (75,160.0) (10540 4) (9.786.2) (2935)

Depreciation Expense (54,751.3 (38,8635) (9,421.4) (25225) (3,924.2) (19.9)

Other Taxes (3.221.1) (2.346.8) (527.8) (136.7) (209.2) (05)

Operating Income 109,147.2 74,0715 255005 5,623.7 2,725.1 1,426.6

Statutory Adjustments GP (50.290.5) (34,977.6) (8,8804) (2,494.2) (3,911.7) (16.7)

Interest on Debt RB (34,3205) (23,6735) (6,238 4) (1,722.9) (2.676.1) (95)

PA Bonus Depreciation GP (7572.7) (5,268.0) (15375) (375.6) (589.1) (25)

NOl Deduction GP (5,0915) (3.542.2) (8995) (252 6) (396.1) (1.7)

State Taxable Income U5S1J 6,6095 7,9455 7785 (4548.1) 15955

State Income Tax at 9.99% 9.99% 1.186.9 660.3 793.7 77.8 (4845) 139.4

State Deferred Income Tax GP 151.1) (35.5) (9.0) (2.5) (4.0) (0.0)

State income Taxes 1,1355 6245 784.7 755 (4885) 139.4

Operating Income 109.147.2 74,071.0 25,300.8 5.623.7 2,725.1 1.426.6

State Income Tax (1.186.9) (6605) (793.7) (77.8) 4845 (139.4)

Federal Statutory Adj. (84.6014) (58,651.11 {15.118.81 (4.217.1) (65875) (26.6)

Federal Taxable Income 23,3585 14,759.6 9,3885 1,3285 (3,3785) 1,260.6

Federal Income Tax at 3S% 35.00% 8,175.6 5,165.9 3,285.9 465.1 (1.1825) 441.2

Deferred Income Taxes GP 20,6315 14,352.1 3,643 6 1.023.4 1,605.1 65

Tax Refund Amorttutron GP (681.6) (474.1) (120.4) (33.8) (53.0) (0.2)

Flow Back of Excess Del. Tax GP (88.4) 1615) (16.6) (4.4) (6.9) (0.0)

Effect of CNtT Def Tax on FIT GP 175 12.4 3.2 05 1.4 0.0

Federal Income Taxes 285545 155945 6,7965 1,4515 364.1 4475

Total Income Tax 29,190.6 195195 7581.6 1526.4 1124.2) 587.2

Investment Tax Credit GP (360.2) (250.6) (63.6) (17.9) (28.0) (0-1)

Proposed Rates

Revenues 581.070 4 423,151.1 116554.0 20,600.7 19,023.8 1,740.8

OSM Expense (368.382.6) (2’. 2,467.6) (75,240.3) (10.563.7) (9517«) (2935)

Depreciation Expense (54,7515) (: 8,863.5) (9,421.4) (2.5225) (3,9244) 119.9)

Other Taxes (3,221.1) 1 ’.V 6.8} (527.81 (136.7) (209.2) (05)

Operating Income 154,715,4 tOf 473.1 31564.4 7,378.0 5,0733 1,426.9

Statutory Adjustments GP (53.2145) |37..-;ss) (9598.5) (2.639.7) (4,140.0) (175)

Interest on Debt RB (345205) (23.1 ’35) (6.238.4) (1,722.9) (2.676.1) (9.9)

PA Bonus Depreciation GP (7.572.7) (5468.0) (1537.5) (375.6) (589.1) (25)

State Taxable Income 59,6074 435134 143905 2,639.7 (23325) 1,3965

State Income Tax at 9.99% 9.99% 5564.8 4.347.0 1,437.6 263.7 (233.0) 1395

State Deferred Income Tax GP (51.1) (355) (9.0) (25) (4.0) (0.0)

State Income Taxes 5,903.7 4,311.4 1,4285 - 2614 (1373) 1395

Operating Income 154,715.4 109,473.1 31.364.4 7378.0 5,073.0 1,4263

State Income Tax (5554.8) (4,347.0) (1,437.6) (263.7) 233.0 (1395)

Federal Statutory Adj. (87535.2) 160.692.0) 115.636.9) (4.362.71 (6.816.11 (275)

Federal Taxable Income 61,275.4 445344 14,289.9 2,7515 115104) 14595

Federal Income T„ a! 35% 35.00% 21,428.9 15552.0 5,0015 963.1 (5285) 4403

Deferred Income Taxes GP 20,6315 14,352.1 3.643.8 1,023.4 1,605.1 6.8

Tax Refund Amortbation GP (681.6) (474.1) (120.4) (333) (S35) (0.2)

Flow Bade of Excess Def. Tex GP (88.4) (615) (155) (4.4) (63) (0.0)

Effect of CNIT DetTax on FIT GP 17.9 12 4 3.2 0.9 1.4 03

Federal Income Texes 415084 29380.9 8,5125 1,9494 13185 4475

Total Income T» 47511.745 335925 93*15 2,2105 7814 5873

Investment Tax Credit GP (3604) (2505) 163.6) 117.9) (28.0) (0.1)
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oodiMMs. n'2m5-:*6at&6

*(J/Pe>k-ind-Average COSS

Total Total D RS/RDS

Demand

SG5/S6DS SDS/IGSS LOS/LGSS MDS/NS5 Total C RS/RDS SSS/SGD5

Castomm

SDS/USS IDS/IGSS MOS/NSS

80.964,023 80.964,022 33,927,676 15,162,538 6,665,950 19,424358 5383.000

loo.ocm 100.00* 41.90* 18-72* a 48* 23.99* 6.90* 0.00* 0 00* 0 00% 0.00* 0.00* 0.00*

191 88 411 14,702 194.249 507345

33,488.984 33.488384 23,280,676 9,128,568 864,065 150,675 65,000

100.00* 100.00* 69.517* 27.26* 2.58* 0.45* 0.19* 0.00* 0.00* 0.00* 0.00* 0.00* 0.00*

58.6* 31.4* 39.8* 87.4* 99.2* 98.8*

46,285,029 46,285.029 33.927,676 11377,612 864,065 150,675 65,000

100.00* 100.00* 73.30100* 243660* 1.8670* 0.3260* 0.1400* 0.00* 0.00* 0.00* 0.00* 0.00* 0.00*

190,480 190,480 133.198 51341 4,657 812 272

100.00* 100.00* 69.928* 27.06* 2.44* 0.43* 0.14* 0.00* 0.00% 0.00% 0.00* 0.00* 0.00*

S 5.69 S 5.72 5 5.65 S 5.39 5 5.39 5 4.19

75381.022 75381,022 33.927,676 15,162338 6,865,950 19.424358

100.00* 100.00* 45.00800* 20.1150* 9.1080* 25.7690* 0.0000* 0.00* 0 00% 0.00% 0.00* 0.00* 0.00%

791,995 791,995 458,700 189,733 65,702 77,860 -

100.00* 100.00* 57.91700* 23.9560* 82960* 9.8310* 0.0000* 0.00* 0.00* 0.00% 0.00% 0.00* 0.00%

28.01* 28.01* 20.26* 2L89* 2863* 68.35* 4CWV/0I

1.87 1.87 1.19 5.14 140.69 778.60

423.809 423.809 386,310 36,921 467 100 11

100.00* 0.000* 0.000* 0.000* 0.000* 0.000% 0.000* 100.000* 91.151* 8712% 0.110* 0.024* 0.003%

25.782.967 . 25,782,967 19.259.659 6.218.634 229.488 71.085 4,101

50 168 491 711 373

100.00* 0.00* 0.00* 0.00* 0.00* 0.00* 0.00* 100 000* 74.699* 24 119% 0.890* 0.276* 0.016%

1.2 1.0 3.4 9.9 14.3 73

5.629,652 5,629.652 1381.785 1.880.479 2367388

0 37 4,027 23,674 0

100.00* 0.00* 0.00* 0.00* 0.00* 0.00* 0.00* 100.00* 0.00* 24.54% 33.40* 42.05* 0 00%

282,023 282,023 259338 22,106 441 137

671 599 945 1373 0

100.00* 0.00* 0 00* 0.00* 0.00* 0.00* 0.00* 100.00* 93.95700* 7.8380* 0.0000 i 0.1560* 0.0490* 0.0000%

1.0 1.0 0.9 1-4 20 0.0

116 116 18 . 88 10

100.00* 0.00* 0.00* 0.00* 0.00* 0.00* 0.00* 100.00* 0.00* 1532* 0.00* 75.86* 8 62*

89.468 89.468 65356 23,912

100.00* 0.00* 0.00* 0.00* 0.00* 0.00* 0.00% 100.00* 73.27* 26.73* 0.00* 0.00* 0.00*

Page 9 of 15 Print ad On: S/iVTOlS



Docket No. R ?01S-2*6£0S6

id/Peek-end-Average COSS

Total Total D RS/WS

Demand

SGS/SGDS SOS/LGSS IDS/LGSS MDS/N55 Total C 85/ADS

Cmtomer

SGS/SGDS 5DS/LGSS LDS/LGSS MDS/NSS

2.761,797

100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

2,761,797

100.00%

2304,494

90 68%

250,777

9.08%

5364

0.19%

1462

0.04% 0.00%

7,675,M3

100.00%

7.675,643

100.00%

7,060,733

91.99%

614,910

8.01% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

1.7S2.6M

100.00%

1,752,694

100.00%

1373,774

89.79%

178.920

10.21% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

1,318.074 1318,074 954.126 272328 46.415 41,032 3573 - -

100.00% 100.00% 7239% 20.71% 3.52% 3.11% 0.27% 0.00% 0.00% 0.00% 0-00% 0.00% 0.00%

1 1 1

100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 100.00% 0.00% 0.00% 0.00% 0.00% 100.00%

1 1 1

100.00% 100.00% 100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

1

0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0 00% 0.00% 0.00% 0.00% 0.00% 000%

770383 676,161 387,457 15X137 52,857 84,710 94,222 86,018 8,097 85 22

100.00% 87,77% 50.29% 19.62% 6.86% 11.00% 0.00% 1X23% 1X17% 1.05% 0.01% 0.00% 0.00%

1,247,714 1.094,941 627,429 244,744 85393 137,175 152,773 139.294 13,113 137 36 195

100.00% 87.76% 50.29% 19.62% 6.66% 10.99% 0.00% 1X24% 1X16% 1.05% 0.01% 0 00% 0.02%

1,702,741 1.094,941 627,429 244,744 85393 137,175 607,800 557,688 48,773 847 259 233

100.00% 64.30% 36.85% 14.37% 5.03% 8.06% 0.00% 35.70% 3X75% X86% 0.05% 0.02% 0.01%

111.891 111,891 86,053 24.662 888 273 IS

100.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 100.00% 76.91% 2X04% 0.79% 0.24% 0.01%

1.872,017

1.872.017

1.139,067

1302.068

652,714

330,235

254,607

93.049

89,043

146,088

142,703

577

732,951 649,35* 75,628 4,006 3385 577

100.00% 60.85% 34.87% 13.60% 4 76% 7.62% 0.00% 39 15% 34.69% 4.04% 0.21% 018% 0.03%

1.9*5.029 1,185,692 680,536 265,198 92.335 147,815 9 759,137 672520 76,326 4,149 3.506 636

100.00% 60.97% 34.99% 13.63% 4.75% 7.60% 0.00% 39.03% 34.58% 4.03% 0 21% 0.18% 003%

X3 25,131 877,045 512,957 197348 64,696 10X953 91 448.086 401.078 43,518 1.826 1,373 291

100.00% 66.19% 38.71% 14.89% 4.88% 7.69% 0.01% 33.81% 30.27% 3.28% 0.14% 0.10% 002%

41,964 24,262 13,903 5,423 1,897 3,040 17,703 15,406 1.890 196 206 5
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Docitt Ne. R-201S-2«ee0S«

d/Pcak-arut-Aversge CO&S

Total Total 0 U/RDS

Demand

SG5/SGDS SDS/IGSS LDS/U5SS MDS/NSS Total C RS/RD5

Cunomer

5GS/5CDS SDS/IGSS IDS/UaSS MDS/NSS

lOO.OOU 57.81% 33.13% 1192% 4.52% 7.24% 0.00% 4119% 36.71% 4.50% 0.47% 0.49% 0.01%

74,547

100 0054

36,175

48.53%

20.933

28.08%

8,142

10.92%

2,745

3.68%

«4S2

5.84%

2

0.00%

38473

5147%

33417

45.50%

3,856

5.17%

294

0.39%

29B

0.40%

8

0.01%

74J02.82

100.00%

11,145.84

46.05%

6.419

26.52%

2,497

10.32%

859

3.55%

1,371

5.66%

0

0.00%

13,057

53 95%

11479

*7.02%

1,407

5.81%

132

0.55%

136

0.56%

2

0.01%

532,996

100.00%

532,996

100.00%

385,825

72.39%

110465

20.71%

18,769

3.52%

16492

3.11%

1,445

0.27% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

39,669

100.00%

39,669

100.00% 0.00%

1863

7.22%

18,769

47.31%

16,592

41.83%

1,445

3.64% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

46,057

100.00%

46,057

100.00%

35,757

71.64%

6.133

13.32%

1.781

3.87%

2487

5.18%

0

0.00%

493,327

100.00%

493,327

100.00%

385,825

78.21%

107,502

21.79% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
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Docket No. R'20I5'?468»6

•emand/Peak-and-Average COSS

Total Distribution Regulated Pressure Remaining Regulated Pressure Only Low pressure Transmission

*1 Cost Unit Cost Length Cost Unit Cost Length Cost Unit Cost Length Cost Unit Cost Length Cost Unit Cost

',727 121,789,692 12.75 266,893 3.404,056 12.75 6,013,766 102501,159 12.75 1,269.068 16,184,678 12.75 BDIV/Oi

1.195 9,166579 2.22 0 157 •DJV/01 3,224530 7545,881 2.22 911,471 2,019.911 2.22 194 430 2.22

^36 0,24 3A,n7(l 9 IT? 0J± 2 474 £31 054 U3& 403 0,24 0 0 «liV/oi

.964 130,966,187 954 304,971 3,413525 11.19 11.240,770 109547,871 9.73 2,182,223 18504.992 834 194 430 2.22

'525 770582,773 19.25 5585.168 160,511,272 29.81 22,157.625 379549,756 17.14 12.114.210 217,938.408 17.99 353,522 12,083.335 34.18

4955% 37.S451 56.76% 46558%

Total o RS/RD5 SGS/SGDS 505/1655 LOS/LGSS MDS/NSS Total C R5/RDS SGS/SGDS SOS/LGSS LDS/LGSS MDS/NSS

Demand Per Customer

5 791,995 458,700 189,733 0 65.702 77,860

0 285550 224500 59,495 2.053 2 152 1.30 3.74 108.05 2.00

0 277,730 139,100 71,149 35526 31,653 2.06 1.13 6.14 21950 688.11

5 791,995 458,700 189,733 0 65.702 77560 0 159 150 5.16 14059 794.49

Throughput Per Customer

K)6 24.410,606 18595,850 5.143,484 281,056 90517 130 110 323 14,792 90517

153 27,537.653 11,677,892 5,492,697 2.714,731 7,652,333 204 95 474 16.655 166555

56 81,824.556 38,662.408 16,424,024 0 7.243,498 19,494,626 0 196 101 446 15544 198,925

9 188,289 172566 15,903 19 1

5 134.665 122,867 11589 163 46

8 41*434 3*1 074 36*01 0 466 SI

i 12.083 6,998 2,895 1,002 1.188 0

8 116.906 91,733 24532 840 1 0 101,033 92,489 8,533 10 1 0

0 164556 82,267 42,079 21,190 18,720 0 215594 196.706 18554 261 74 0

1 100 7.51 511063 24517 *317 4*56 0 60 760 S4 *79 5 300 67 if 0

3 393,497 239,061 93522 0 31548 29,765 0 376,886 344,073 32587 0 338 88 0

% 51.078% 31.031% 12.114% 0.000% 4.069% 3564% 0.000% 48.922% 44.663% 4.204% 0.000% 0.044% 0.011% 0.000%

1 12,083 6,998 2,895 0 1,002 1,188 0 0 0 0 0 0 0 0

8 217,938 169,857 45,641 0 2,037 403 0 0 0 0 0 0 0 0

0 379550 175,665 86538 0 43.224 74,423 0 0 0 0 0 0 0 0

l 160,511 A4 403 55535 0 13 762 27.011 0 0 0 0 0 0 0 0

i 770.383 436,923 170,409 0 60,026 103,025 0

% 100.000% 56.715% 22.120% 0.000% 7.792% 13.373% 0.000%

12.083 6598 2595 0 1,002 1.188 0 0 0 0 0 0 0 0

3 192,680 150526 40514 0 1,738 303 0 25.258 23.122 2.133 0 3 0 0

> 325,951 152515 75,423 0 37,715 60,498 0 53,898 49,176 4,638 0 65 18 0

l 1AS.446 ZLiiS 32.506 0 use; 22.722 0 19.065 13 720 9 17 4 0

3 676,161 387,457 151,137 0 52,857 84,710 0 94522 86,018 8,097 0 85 22 0

% 87.770% 50.294% 19.618% 0.000% 6.861% 10.996% 0.000% 12-230% 11.166% 1.051% 0.000% 0.011% 0.003% 0.000%
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Oodcn Ne.

:Ji-jnd-A»fragf COSS

Den)ftr>d Customer

Totaf Total D (tS/ROS 5GS/SGOS SOS/IGSS LDS/LG8S MDS/NSS Total C RS/RDS S6S/SGDS &D6/LGSS LDS/LGSS MDS/NSS

2S.6W3S 15.607.S 6.9435 3.488.6 i,22ai 18555 10,042.9 8,8975 1,036.3 54.9 46.4 7.909

&.1U.9 6,188.9 45365 1,508.0 1155 20.2 8.7

6,135 0 5.384.6 3.0855 1,203.6 420.9 674.6 7505 685.0 643 0.7 0.2

1.2 L2 2198

503^ 44L9 253.2 98.8 345 55.4 62.6 565 55 0.1 0.0

4.0 3.5 2.0 0.8 05 0.4 L’.S 04 0.0 0.0 0.0

• 3,330.6 2.921.2 1.675.1 653.4 228.5 366.2 40:.3 371.9 35.0 0.4 0.1

27.2 22.2 27.227

87.7 87.7 215 295 36.9

9.3960 5,717.2 3.276.1 L277.9 446.9 7165 3,6768 3559.2 379.6 20.1 17.0 2897

1.125.S 685 2 392.6 153.1 53.6 8S.8 44C.8 390 5 45.5 24 20 0347

16.S 145 85 3.2 1.1 1.6 2.0 18 0.2 0.0 00

1.247.518.5 1.094.941.0 627,4285 244,743.6 85593.5 137,1755 152577 6 139,293.6 13,111.3 136.9 35.7

19S.3 195.3 195.253

40.284 9 35,357.9 20.260.9 7,9035 2.764,0 4,429.7 4.927.0 4.498.1 423.4 4,4 1.2

1.2 1.2 2178

454.989.4 - 454.989.4 418,394.6 35,6621 709.8 2229

37.6 37.6 37.630

36,181.3 36.161-3 27.027.0 8,726.6 3220 99.9 5.789

23,761.1 23,761.1 17.7495 5,730.9 2115 65.6 3.802

36,486.3 36,486.3 27.254.9 8800.1 324.7 100.7 5.838

11,597.2 11,597.2 10516.7 1.053.0 225 49

3.864.8 3.8648 3804.7 350.9 75 1.6

5,504.7 5.504.7 1,351.1 2838.7 2514.9

299J 2995 - 299.289

1.190.0 1,190.0 2921 397.5 500.4

38 4 £B.4 38 438

3,209.1 1,952.7 1,118.9 4J6.5 152.6 244.6 1.2565 2113.2 129.6 65 5.8 0.989

1.885,786.7 1-147,421-6 «S7,SOL2 256,4745 89,696.0 143.750.2 738.365.1 654,117.3 76,1828 4,035.4 3,409.7 619.875

27,403 5 16.674.2 9.554.7 3,727.1 1,3035 2.089.0 10,7295 9.505.6 1.107.1 58.6 49.6 8.449

1,945,029.5 1.1*589 2J 6M,53&0 265,1978 92535.0 147814.6 8.7 759,137.3 672,5205 78,326.1 4,148.9 3805.7 636-234
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Docket No. ft-2015-;*6WS6

eak-and-Average COSS
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Question No. OSBA1-023
Respondent: R.C. Waruszewski

B.E. Elliott
Page 1 of 3

COLUMBIA GAS OF PENNSYLVANIA INC. 

R-2015-2468056 

Data Requests

Office of Small Business Advocate - Set 1

Question No. 1-023:

Reference Statement No. 14. proposed main and service extension policy 
modification:

a. Please provide the cost or other basis for your selection of 150 feet of 
main extension per customer and 150 feet of service line.

b. Is it correct that the Company proposes to allow for 150 feet of main 
extension and 150 feet of service line for each new residential customers, 
regardless of the expected incremental revenues? Please explain your 
response.

c. Please confirm that Exhibit BEE-2 indicates that the average mains 
footage per customer on the low pressure system is approximately 64 
feet If you cannot confirm, please explain your response.

d. Please confirm that Exhibit BEE-2 indicates that the average 
distribution mains footage per customer on the combined low pressure 
and regulated pressure systems is approximately 95 feet If you cannot 
confirm, please explain your response.

e. Please confirm that the depreciated cost included in the Company’s 
revenue requirement is likely to be well below the cost of newly installed 
mains and services. If you cannot confirm, please explain your response.

f. Please confirm that it is the Company’s intention to require non- 
residential customers to contribute to the revenue shortfall from new 
residential customers attached under the proposed policy. If you cannot 
confirm, please identify all of the specific precautions and modifications 
to cost assignment and recover that the Company intends to make to 
avoid this outcome.

g. For each new residential service line installed in the past three years, 
please provide a listing of the length of the service line and the foil 
installed cost of the line, regulator and meter, in MS Excel electronic 
format.



h. Please provide the Company’s current estimate of the average and
reasonable range for the installation cost for 150 feet of 2-inch plastic 
mains.

Question No. OSBA1-023
Respondent: R.C. Waruszewski

B.E. Elliott
Page 2 of 3

Response:

a. Please see lines 17-20 of page 7 and lines 1-2 of page 8 of witness 
Waruszewslti’s testimony for the basis of 150 feet of main extension per 
customer. Please see lines 4-7 of page 11 of witness Waruszewslti’s 
testimony for the basis of 150 feet of service line extension per customer.

b. T; ie Company is proposing an allowance of up to 150 feet of main 
exrension for all residential applicants. In addition to the main extension 
allowance, in areas where the Company owns the service line, the 
Company proposes an allowance of 150 feet of service line.

c. By dividing the total quantity of low pressure mains on Exhibit BEE-2, 
Page 22, Line 10 by the total number of low pressure customers (which 
excludes MLDS customers) on Exhibit BEE-2, Page 27, Line 9, the 
Company does arrive at an average of approximately 64 feet.

d. The Company is unable to confirm that the average distribution mains 
footage per customer on the combined low pressure and regulated 
pressure systems is 95 feet. The Company calculates a weighted average 
of approximately 106 feet. This figure is calculated by dividing the 
combined footage of the low pressure and regulated pressure systems 
shown on Exhibit BEE-2, Page 22, Line 10 and Exhibit BEE-2, Page 23, 
Line 30 (12,114,210 & 22,157,625, respectively) by the combined number 
of customers (excluding the MLDS customers) served within these two 
systems, as shown on Exhibit BEE-2, Page 27, Line 9 and Exhibit BEE-2, 
Page 28, line 9 (188,289 & 134,665, respectively).

e. The answer to this question is based on the following assumptions: 1) 
“depreciated cost” represents the net book value of Columbia’s mains 
and services, as of the end of its historic test year (November 30, 2014), 
divided by the average number of active customers at the end of the 
historic test year (Exhibit 111, Allocation Factor 6), and 2) “the cost of 
newly installed mains and services” represents the current cost to install 
150 feet of a 2-inch main, plus the associated average cost of a service 
line.

As of November 30,2014, the net book value of Columbia’s mains 
and services was $1,404,281,290 and the average number of active 
customers was 423,809. By formula, the average cost per active 
customer was $3,313.

Further, the installation cost of a main is assumed to be the same 
amount reported in response “h” below, or $4,350. The average 
installation cost of a service line on Columbia’s books, as of November
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30, 2014, is $3,875, which is calculated by dividing the total plant cost of 
new service lines added during the test year ended November 30, 2014 
by the number of new service lines installed during that same period. 
Again, by formula, the sum of these two amounts is $8,225.

Using these amounts, the depreciated historic investment cost of 
mains and services, per current active customer, is lower than the 
current (estimated based on 2014 activity) combined cost of a 150 foot 
main installation plus the average cost (estimated based on 2014 test 
year activity) of a service line.

f. Columbia will make no changes to its current process of cost allocation 
with either the allowances for main extension or service line. Plant 
added as a result of a customer electing to use these allowances to 
convert to natural gas will be available to be used by other customer 
classes

g. Columbia does not track each combination of residential service line, 
regulator, and meter. Instead, the costs of each of these three types of 
investment are tracked individually in the Plant Accounting System 
(“PowerPlant”). Furthermore, the length of customer service lines is not 
tracked in PowerPlant. Attachment A to this request includes the total 
cost of plant additions, for each of these three investment types, for each 
of the past three calendar years (2012 - 2014). Please note that these 
totals are at the Company level because these investment types are not 
tracked, in PowerPlant, by customer type.

h. The average cost of 2-inch plastic main varies throughout Columbia’s 
service territory and is influenced by a variety of factors such as 
geography, housing density, municipal requirements, and other 
factors. In 2014, the average cost to install one foot of 2-inch plastic 
main was $29 per foot, so an average cost to install 150 feet would be
$4,350.
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REBUTTAL TESTIMONY OF ROBERT D. KNECHT

1. Witness Identification and Summary of Conclusions

Q. Mr. Knecht, please state your name and briefly describe your qualifications.

A. My name is Robert D. Knecht. I submitted direct testimony and associated exhibits 

earlier in this proceeding, and my qualifications were detailed therein.

Q. What issues do you address in this rebuttal testimony?

A. This testimony responds to certain cost allocation and revenue allocation issues raised by 

various intervenor witnesses in this proceeding, including Mr. Jerome D Mierzwa 

representing the Pennsylvania Office of Consumer Advocate (“OCA”), Mr. Jeremy B. 

Hubert representing the Commission’s Bureau of Investigation and Enforcement 

(“I&E”), Mr. James L. Crist representing Penn State University (“Penn State”), and Mr. 

Frank Plank representing the Columbia Industrial Intervenors (“CI^,).,

Q. How is the balance of your testimony organized?

A. Cost allocation and revenue allocation issues are addressed in Sections 2 and 3 

respectively.

2. Cost Allocation

Q. What are the issues in dispute among the parties with respect to cost allocation?

A. The parties who take issue with the cost allocation method proposed by the Company are

the OCA, I&E, and the OSBA. The issue in dispute involves the sub-functionalization, 

classification and allocation of distribution mains costs. All three parties accept that 

transmission mains should be classified as peak-demand related and allocated using a

11 touch briefly on the implications of the testimony of Mr. Matthew White on behalf of the Natural Gas Supplier 
Parties (“NGSs”), but as a matter of clarification and not rebuttal.

2 The Company proposes to “sub-functionalize” distribution mains into three categories: low pressure mains, 
regulated pressure mains serving only specific customers, and regulated pressure mains serving all customers. 
Classification of mains involves segregating mains into demand-related, commodity-related, and/or customer-related 
categories. Allocation of mains involves assignment of the classified mains costs among the various customer 
classes.
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design day demand allocation factor. And, while I raised certain concerns regarding the 

Company’s allocation methods for non-mains costs, I and the other experts accept the 

Company’s methods for allocating costs other than mains for the purposes of this 

proceeding.

Regarding distribution mains costs, a summary of the positions of the parties is shown in 

Table lEc-R] below. In short, only OCA objects to the Company’s proposal to sub­

functionalize distribution plant by operating pressure. Both OCA and I&E propose that 

no distribution mains costs be classified as customer-related, and that all distribution 

mains costs be allocated using a 50/50 weighted peak-and-average (“P&A”) allocation 

factor. The Company and OSBA recommend using an average of two methods, with 

Columbia advocating a 50/50 weighting and OSBA advocating a 75/25 weighting.

Table lEc-Rl

Distribution Mains Cost Allocation Methods

Sub-Functionalization of 
Distribution Mains

Classification of 
Distribution Mains to 

Customer-Related

Allocation of Demand- 
Related Costs

Columbia By Operating Pressure
Minimum System, 
Weighted at 50%

50% Design Day; 50% 
P&A

I8.E By Operating Pressure
No Customer 
Component

Peak-and-Average

OCA No Sub-Functionalization
No Customer 
Component

Peak-and-Average

OSBA By Operating Pressure
Minimum System, 
Weighted at 25%

25% Design Day; 75% 
Peak-and-Average

Regarding the issue of sub-functionalizing distribution mains costs, what is Mr. 

Mierzwa’s rationale for opposing the Company’s method?

Mr. Mierzwa argues that the Company fails to reflect the vintage of the mains in its sub­

functionalization analysis. In particular, Mr. Mierzwa notes that the low pressure system 

consists disproportionately of steel mains, which are generally older and more 

depreciated. He therefore rejects the sub-functionalization method, and retains the 

method in which all mains costs are allocated to all customer classes.

What are your views regarding Mr. Mierzwa’s critique of the Company’s proposal?

2
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A. I have several observations. First, Mr. Mierzwa does not address the primary conceptual 

advantage of the sub-functionalization. In the Company’s approach, only those 

customers who take service at low pressure are allocated costs for the low pressure 

system. Similarly, for the portions of the regulated pressure system that serve only 

regulated pressure customers, those costs are assigned only to the regulated pressure 

customers. In contrast, a “global” approach to distribution mains cost functionalization, 

as advocated by Mr. Mierzwa, essentially allocates all mains costs to all customers. 

Therefore, the Company’s approach is a modest step in the direction of more accurately 

pairing specific pieces of pipe with the specific customers served. While I would 

certainly agree that the Company can make much greater progress in specific cost 

matching, I believe that reverting to a global approach is a step in the wrong direction.

Second, Mr. Mierzwa appears to argue that customers who are served from older, more 

depreciated mains should be charged less than similarly situated customers taking service 

from new mains. I respectfully disagree with this “vintaging” approach. My view is that 

rates for mains are both more efficient and more equitable if they represent the long-run 

cost of service. I therefore conclude that replacement cost is a better approach to use 

when a more sophisticated cost allocation approach is adopted. Thus, to the extent that 

Columbia should modify its approach to reflect cost differences over time, it should use 

replacement cost in its sub-functionaiization rather than average book cost. This would 

represent another step in the direction of more accurate cost allocation. Moreover, a 

replacement cost approach is conceptually more conustent with the practices of most 

utilities (although Columbia is an exception) who ivilize minimum system or zero- 

intercept cost classification methods. In general, standard practice is for the analyst to 

adjust mains costs for inflation (typically using engineering cost indexes such as the 

Handy-Whitman indexes), to better reflect the “real” cost of that plant.3

Third, even if the Commission determined that it wanted to reflect vintaging in cost 

allocation, Mr. Mierzwa’s recommended approach does not directly address that issue.

3 As J indicated in my direct testimony, when developing replacement cost, both cost inflation and technological 

change should ideally be reflected in the analysis.
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In Mr. Mierzwa’s approach, all mains costs are lumped together and allocated as a whole, 

with no reflection of vintage at all.

Thus, while I believe that Columbia can and should make more progress in expanding its 

method to both better match mains and customers, and to better reflect replacement cost, 

I conclude that Mr. Mierzwa’s recommendation is a step in the wrong direction.

Both Mr. Mierzwa and Mr. Hubert object to the Company’s “customer-demand” 

cost allocation method, in which mains costs are “classified” into customer-related 

and demand-related components, with the demand-related cost portion being 

allocated on the basis of class design day demand. What is Mr. Hubert’s objection?

Mr. Hubert argues that “[i]t is not reasonable to allocate distribution mains investment 

based solely on design day peak demands as in Columbia’s Customer-Demand study” 

because “[t]he basic reason why Columbia invests in its distribution system is to meet the 

annual demands for gas by customers.” (Mr. Mierzwa uses a similar line of reasoning at 

pages 18 to 19.) Mr. Hubert therefore relies upon the Company’s peak-and-average 

(“P&A”) allocated cost of service study (“ACOSS”), with the recognition that the 

Commission approved the use of the P&A method in a 1994 National Fuel Gas base rates 

proceeding.

Do you agree with Mr. Hubert’s assessment?

I respectfully disagree. First, the Company’s customer-demand (“CD”) method does not 

allocate mains costs solely on the basis of design day demand. The CD method attempts 

to recognize that (a) individual mains must be sized to meet the design day demands of 

all customers downstream of that main, and (b) that the distribution system is extended to 

interconnect all customers. The CD method therefore allocates mains costs based both on 

design day demand, to reflect the sizing of the main, and on number of customers, in an 

effort to reflect the cost causation for the footage of the system. In contrast, the annual 

throughput has little or no effect on overall cost causation. A pipeline that is sized to 

meet annual demands will result in many customers being very cold in the winter. While 

the minimum system classification approach used in the CD ACOSS has significant 

theoretical problems, the CD method at least relies on credible cost causation factors.

4
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Second, as I indicated in my direct testimony, while the Commission approved a P&A 

approach in 1994, it has more recently approved a different approach, namely the use of 

an “average-and-excess” (“A&E”) allocation approach, in two separate proceedings.4 No 

party has recommended that an A&E approach be used in this proceeding. Nevertheless, 

I acknowledge that, in approving the A&E approach, the Commission has expressly 

rejected the use of a customer component for mains cost allocation. As such, the P&A 

method is generally less inconsistent with Commission precedent for natural gas 

distribution than is the CD method.

However, as I noted in my direct testimony, the Commission has approved the use of the 

minimum system method with a customer component in the electric distribution industry, 

for both primary and secondary voltage systems.5 Therefore, it is not clear to me that the 

Commission has established a “hard-and-fast” rule regarding whether or not cost 

allocation for utility distribution systems should or should not include a customer 

component of costs.

Q. At pages 10 to 11 of his testimony, Mr. Mierzwa offers an example as to why mains 

costs are in no way proportional to customer count. Is this a credible argument?

A. It would be, if Mr. Mierzwa could demonstrate that large customers are always at the end 

of the pipe, and that smaller customers are always located closer to transmission system 

gate stations, as is the case in his example. In reality, while it is certainly possible that 

some distribution laterals exhibit the specific topography specified in Mr. Mierzwa’s 

example, larger non-residential customers are generally more likely to be located either 

nearer the gate station or in more concentrated business areas, while smaller residential 

customers are more spread out in the more remote areas of the distribution systems. 

Absent some detailed assessment of the physical layout of the system and the actual

4 PA PUC et al. v. PPL Gas Utilities Corporation, R-00061398, Order Entered February 8, 2007, page 112-114; 
and PA PUC v. Philadelphia Gas Works, R-00061931, Recommended Decision, July 24, 2007, page 63, and PA 
PUC v. Philadelphia Gas Works, R-00061931, Order Entered September 28, 2007, page 80..

5 Pa. PUC v. PPL Electric Utilities Corp., Docket No. R-2010-2161694, at 46 (Order entered December 21, 2010), 
and Pa. PUC v. PPL Electric Utilities Corp., Docket No. R-2012-2200597, at 113 (Order entered December 28, 
2011.)

5



]

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

location of customers, Mr. Mierzwa’s example is not dispositive as to the question at 

hand, since more realistic examples would imply exactly the opposite conclusions.

Q. Mr. Mierzwa also argues that non-residential customers are . . typically located 

farther apart than Residential customers.” Please comment.

A. Mr. Mierzwa may very well be correct, but he offers no specific evidence. As a matter of 

common sense, I would generally agree that it is likely that large industrial customers are 

located farther apart than residential customers, as are large retail stores. However, for 

small and medium businesses (who tend to use more gas than residential customers), this 

line of reasoning does not apply. Small and medium businesses may very well be located 

in concentrated commercial areas, such that the density for those customers is actually 

higher than that for residential customers.

Moreover, it is important to keep in mind the implicit assumption about distance in Mr. 

Mierzwa’s P&A method. The P&A method not only assumes that non-residential 

customers are further apart than residential customers - it assumes that the relative 

distance is proportional to load. For example, Mr. Mierzwa’s P&A allocator implies that 

the average distance between Medium General Service customers is 133 times greater 

than that for residential customers.6 Thus, for example, if a main must be extended 100 

feet for a residential customer, the comparable distance for a medium general service 

customer would need to be more than 2.5 miles to justify the use of the unadjusted P&A 

approach. Thus, at least conceptually, it is reasonable to assume that there are some 

economies of scale in mains footage associated with larger customers. While there is no 

guarantee that the CD method reflects those economies with any precision, it is clear that 

the P&A method does not reflect them at all.

Q. At pages 12-13 Mr. Mierzwa cites Principles of Public Utility Rates. Bonbright et al., 

in support of the assertion that there is no customer component to cost. Can you 

respond?

6 The 133 factor represents the per-customer P&A allocation factor for Medium General Service customers divided 

by the per-custoraer P&A allocation factor for residential customers.
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A. The essence of Professor Bonbright’s analysis is that there is weak correlation between 

distribution system distance and number of customers. Unfortunately, Professor 

Bonbright’s statistical analysis supporting that conclusion is not available for review. 

Moreover, for gas distribution utilities, the most recent analysis that I have seen 

demonstrates quite a strong correlation between system distance and number of 

customers, and only a very weak correlation between system distance and loads. As 

such, the analysis which I have been able to review contradicts the conclusion.7

I would note also that the Bonbright text cited by Mr. Mierzwa relates to the electric 

distribution system. As I noted earlier, the Commission has already concluded that a 

customer component for electric distribution is appropriate for Pennsylvania. In so 

doing, the Commission was well aware of Professor Bonbright’s conclusion, and, at least 

implicitly, rejected it.

Q. At page 14, Mr. Mierzwa argues that residential customers could be fully served 

with a 2-inch main minimum system. Do you agree?

A. As a technical matter, I do not. The theoretical construct which is the minimum system 

method assumes that all mains are replaced with 2-inch mains. In order for such a system 

to be able to fully meet the needs of all residential customers, Mr. Mierzwa would need to 

demonstrate that every residential customer downstream of each piece of pipe on the 

system could be served with a 2-inch main. So, for example, where the minimum system 

has replaced a 10-inch steel main with a 2-inch main, Mr. Mierzwa’s conclusion implies 

that all of the residential customers downstream of that main could be fully served. As a 

matter of common sense, I find this implausible.

Nevertheless, Mr. Mierzwa is correct that a common criticism of the minimum system 

method is that the customer component of costs is overstated because of the load carrying 

capability of the minimum system. For that reason, a “zero-intercept” method is also 

used in its stead, which typically produces a smaller customer component. However, in 

Columbia’s case, this reduction in the customer component is implicitly accomplished by

7 See, for example, a report prepared by Black & Veatch for Gaz Metropolitan!, at http://publicsde.regie-
energie.qc.ca/projets/235/DocPij/R-3867-2013-B-0005-Demande-Piece-2013_ll_15.pdf, pages 12-16..
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averaging the CD ACOSS with an ACOSS that does not include a customer component. 

Columbia performs the weighting on a 50/50 basis. I suggest a 75/25 weighting 

(P&A/CD), to reflect Commission precedent, for the purpose of this proceeding.

Q. At pages 21 to 23, Mr. Mierzwa demonstrates that there are substantial economies 

of scale associated with expanding mains diameter, such that the cost per unit of 

mains carrying capacity declines substantially as pipe diameter increases. Please 

comment.

A. Mr. Mierzwa is correct that there exist substantial economies of scale associated with 

expanding the diameter of a gas distribution main. Where I depart from Mr. Mierzwa’s 

views is in his conclusion that these economies of scale justify the use of a commodity 

(average demand) allocator rather than a peak demand allocator. First, Mr. Mierzwa’s 

recommendation defies common sense, because allocating costs based on throughput 

increases costs assigned to large customers. It is difficult to understand why economies 

of scale would support allocating more costs to larger customers. In fact, many experts 

use this same economies of scale argument to try to justify a larger customer component 

of cost, and therefore allocate less cost to larger customers. In my view, neither of these 

arguments is reasonable.

Any particular main segment must be sized to meet the peak demands of all firm service 

customeis who are situated downstream from that segment. As Mr. Mierzwa 

demonstrates, there are significant economies of scale associated with expanding the 

capacity cv any particular main segment, such that it is much less expensive to install a 

larger pipe serving multiple customers than to install smaller pipes for each customer. 

Some analysts argue that these economics imply that, because the standalone cost of 

serving a large customer is much lower, per unit of peak demand, than serving a smaller 

customer, the economics justify allocating a less than proportional share of the cost of 

that segment to the large customer, and a more than proportional share of the costs to 

small customers.

This standalone cost logic breaks down pretty quickly, however. Consider a particular 

main segment that serves many small residential customers and one large customer, such

8
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that the many small customers represent 75 percent of the downstream load. In this case, 

the economics of scale imply that the standalone cost of serving the residential customers 

as a group is lower, per unit of class peak demand, than the standalone cost of serving the 

single large customer. Thus, the “standalone” cost logic might be used to justify 

allocating more costs to larger customers, depending on the mix of load served 

downstream from a particular segment of main.

In contrast to the standalone cost logic, Mr. Mierzwa makes the reverse argument. He 

agrees that the marginal cost of serving incremental peak demand is much lower than the 

average cost (i.e., there are economies of scale in capacity), but he then concludes that the 

only costs related to peak demand are the marginal costs of demand. He further 

concludes that all other costs (i.e., the excess of average costs over marginal demand 

costs) are not related to peak demand, and asserts that these residual fixed costs should be 

allocated based on annual throughput. (It is unclear why throughput would be the 

relevant allocator, as there is no cost causation basis for that conclusion.) The upshot of 

Mr. Mierzwa’s allocation method then is that costs are more than proportionately 

assigned to larger customers.

The problem with both of these arguments is that the analysts are attempting to assign the 

benefits of the economies of scale for any pipe segment to a particular type of customer. 

This is inappropriate. For any particular segment of main, each unit of peak load served 

through that segment contributes equally to the economies of scale for that segment. 

Therefore, the economically correct method for assigning the costs for a particular main 

segment is to recognize that the specific main must be sized to meet peak demand, and to 

allocate the costs, and implicitly allocate the benefits of scale economies, to each 

customer that is downstream of that main based on that customer’s peak demand.

As I indicated earlier, mains cost allocation sometimes includes a customer component of 

costs. However, this customer component cannot reasonably be construed as resulting 

from the economies of scale for any particular segment of main. Rather, it reflects the 

general fact that overall mains length is proportional to number of customers. However, 

as I indicated in my direct testimony, the techniques used to estimate this effect are not

9
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theoretically strong, and therefore these methods can provide only a rough approximation 

of the effect. For that reason, I encourage the Company to evaluate whether it has the 

information needed to allocate mains costs on a segment by segment basis, and only to 

those customers served downstream from each segment. I view this approach as the only 

way to definitively resolve the long-standing debate regarding mains cost allocation.

Q. In addition to the P&A method, Mr. Mierzwa presents the results of a 

“Proportional Responsibility” (“PR”) method, used by Columbia Gas in 

Massachusetts. Please comment.

A. The PR method is a method which allocates costs primarily based on throughput, but 

gives modestly heavier weights to winter month consumption relative to summer month 

consumption. The basic problem with the PR approach is that it does not even consider 

design day demand, despite near universal agreement among analysts that the distribution 

system must be built with sufficient capacity to meet design day demand. Moreover, the 

method contains no recognition that the distribution system is extended to interconnect 

customers. As such, the PR method is entirely divorced from cost causation. Further, the 

PR method is unsupported by any Commission precedent in Pennsylvania of which I am 

aware. As such, I recommend that it be rejected. To the extent the Commission wishes 

to begin considering new mains cost allocation methods, I recommend that these be 

focused on a more specific matching of mains with the customers served downstream.

Q. In addition to your technical evaluation, is there a big picture problem with the use 

of the P&A method?

A. Yes. As it stands, the cost allocation method used for the MDS class is that of direct 

assignment.8 However, for the Large General Service class, the traditional P&A 

approach advocated by Mr. Mierzwa would imply than an increase from $15.8 million to 

$37.8 million would be required to move rates into line with allocated cost.9 That would

8 MDS customers are generally large industrial customers located in reasonably close proximity to interstate 
pipelines. As such, the specific distribution facilities serving these customers can be identified, and their costs 
directly assigned to the class.

9 The increases required for revenue-cost parity for the Large General Service class under the PR cost allocation 

method are considerably higher.
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imply an increase of about 139 percent for all customers within the class (and 182 percent 

for those customers not currently on flex rates). Similarly, large but less extreme 

increases would be required under the Company’s P&A approach (with the sub­

functionalization of mains), at 93 percent total and 121 percent for non-flex rate 

customers.

If the Commission were seriously planning to impose distribution rate increases of this 

magnitude over the next few rate cases to meet its legal obligations under Lloyd, it is 

likely that the vast majority of Large General Service customers would attempt to switch 

to flex rate service or make drastic changes to their operations.10 11 In effect, the cost 

allocation study will have little or no relevance for setting rates for the Large General 

Service class. At some point, one must conclude that, if a cost allocation method 

produces cost allocation results that cannot be supported by the marketplace, that method 

is simply not an accurate or useful approach to utility cost allocation.

3. Revenue Allocation

Q. Both Mr. Crist and Mr. Plank opine that the Company’s proposed revenue 

allocation to the Large General Service (Rate LGSS/LDS) class is unreasonable 

because the Company has failed to recognize that a significant portion of Rate LDS 

load is subject to negotiated “flex” rates, which are not subject to tariff rate 

increases. Do these witnesses have a legitimate concern?

A. If the Commission accepts the Company’s average approach to cost allocation, they do.11 

However, if the Commission accepts any of the cost allocation methods advocated by 

OCA, I&E or OSBA, they do not.

10 Already nearly half the Large General Service load is subject to flex rates, although some of that volume is flexed 
as a result of the Commission’s selective corporate welfare policy of allowing NGDCs to discount rates to customers 
in geographical areas where service territories overlap.

11 Note, however, that the example in Mr. Plank’s testimony at pages 6-7 regarding the implications of flex rate 
customers on the overall rate increase substantially overstates reality. In Mr. Plank’s example, the rate increase for 
non-flex customers is double that of the class as a whole. In fact, under Columbia’s proposal, the proposed average 
increase of 15.1 percent for the entire Large General Service class translates into an average increase of 19.7 percent 
for the non-flex rate customers.
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Q. Please explain why you believe these witnesses concerns are justified under the 

Company's average ACOSS.

A. If the Company’s average ACOSS is used, the full tariff rates for the Large General 

Service class as proposed by Columbia will materially exceed the cost of service. To 

show this impact, I simulated my version of the Company’s average ACOSS, but I 

included my estimate of the shortfall from flex rates in the revenue for each class. The 

results of this analysis are summarized in Table lEc-Rl below

Table lEc-Rl

Summary of Columbia Average ACOSS Results

Columbia Revenue Allocation - No Flex Rates

Total Residential
Small

General
Medium
General

Large
General

MDS

Current Rate of Return 6.3% 5.4% 8.2% 8.1% 8.2% 220.1%

Proposed Rate of Return 8.4% 7.7% 9.8% 10.0% 11.0% 220.2%

Current Subsidy ($mm) - (13-5) 7.5 1.9 2.7 1.4

Proposed Subsidy {$mm) - (12.2) 5.5 1.6 3.7 1.4

Notes: A negative cross-subsidy value indicates the class is receiving the subsidy.

System average rates of return are higher than those in Columbia's ACOSSs, because flex rate 

shortfalls are added to revenue amounts.

Source: RDK Workpapers

As shown in Table lEc-Rl, if the Commission adopts the Company’s average ACOSS 

methodology, the Company’s proposed increase at full tariff revenues for the Large 

General Service class would result in an increase in the cross subsidy from that class (i.e., 

rates would move farther away from costs), and it would produce a class average rate of 

return well in excess of system average. Thus, the Company’s proposal implicitly results 

in non-flex Large General Service customers paying rates well in excess of average 

allocated cost, based on the Company’s ACOSS method.

Q. If the Commission accepts the Company’s average ACOSS method, how would you 

modify your revenue allocation proposal to reflect this issue?
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A. In my direct testimony, I recommended that first dollar relief (“FDR”) be applied to the 

Residential and Small General Service rate classes up to the first $6 million in any 

reduction to the Company’s claim, split evenly between those two classes. If the 

Company’s average ACOSS is adopted, Table lEc-RJ shows that the Company’s revenue 

allocation makes relatively little progress toward cost-based rates. To improve the cost- 

responsiveness of the revenue allocation, I would recommend retaining FDR up to the 

first $6.0 million, but split in the following proportions:

Small General: $3.0 million 50%

Medium General $1.0 million 17%

Large General $2.0 million 33%

This approach would result in reasonably similar class rates of return for these rate 

classes, while making material progress toward cost-based rates.

Q. At page 8 of his testimony, Mr. Plank also suggests that, if the Commission approves 

the Company’s proposal for a Choice Administrative Charge (“CAC”), such a 

charge should be imposed on a per-customer basis. Mr. Crist and Mr. White argue 

that the CAC should be rejected in its entirety. Should either of these changes have 

any impact on overall revenue allocated to the various rate classes?

A. No. My recommendations for revenue allocation include the effects of the CAC. Thus, 

if Mr. Plank’s recommendation for developing a per-customer CAC were to be adopted 

(and had an impact on rates), or if the CAC were to be rejected, the reduction in CAC 

revenues from the Large General Service class (and all other classes) would need to be 

offset by higher distribution charges.

Q. Please explain why you believe that none of the other cost allocation proposals in 

this proceeding would justify the concerns raised by Messrs. Crist and Plank with 

respect to the Large General Service increase.

12 Mr. Plank may have misinterpreted the Company’s proposal. The Company proposes that the CAC for CHOICE 
customers be applied on a per-therm basis, but the CAC for regular transportation customers (including all Rate 
LDS customers) would be applied on a per-customer basis.
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In my weighted average ACOSS method, the cross-subsidy to the Large General Service 

class at proposed rates is some $7.1 million. Since that subsidy exceeds my estimated 

flex rate shortfall from that class (about $5.8 million), my weighted average ACOSS 

implies that even if all of the Large General Service customers paid full freight, the class 

would still not produce sufficient revenues to cover costs (at the Company’s proposed 

revenue allocation). Moreover, the cost allocation methods espoused by both I&E and 

OCA assign higher costs to the Large General Service class than does my approach, 

meaning that the cost under-recovery for that class at full tariff rates is even larger. Thus, 

under any of the intervener ACOSS methods, there is no cost justification for mitigating 

the Company’s proposed increase to the Large General Service class.

Finally, I do not believe that the rate increase proposed by the Company for non-flex 

Large General Service customers exceeds the normal rules-of-thumb for rate shock. The 

average increase of 19.7 percent for non-flex Large General Service customers is 1.4 

times system average increase of 13.4 percent. The relative increase is therefore below 

the 1.5 to 2.0 times system average rule often employed for applying the principle of rate 

gradualism to revenue allocation. As such, I conclude the Company’s proposal is not 

excessive.

Have you reviewed the revenue allocation proposals put forward by the OCA and 

I&E witnesses?

I have. Exhibit lEc-Rl compares the revenue allocation proposals of the Company, the 

OCA, I&E and OSBA. For consistent comparison purposes, I compare the revenue 

allocation at a $40.2 million increase, which allows me to reflect the scaleback approach 

offered by Mr. Hubert and the first dollar relief mechanism that I propose.

As shown in that exhibit, in general, the revenue allocation proposals offered by Mr. 

Hubert and Mr. Mierzwa are reasonably consistent with the cost allocation methods upon 

which they rely. While I respectfully disagree with the use of those cost allocation 

methods, I do not find either revenue allocation proposal to be unreasonable if their cost 

allocation philosophy is adopted by the Commission.

14



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

I note that Mr Mierzwa is most aggressive in proposing increases for the Medium 

General Service and Large General Service rate classes, with percentage increases for 

non-flex-rate customers at nearly two times the system average increase. However, even 

after such large increases, the Large General Service class would only recover about one- 

half the allocated costs in Mr. Mierzwa5 s P&A method, and about 40 percent of the 

allocated costs in the PR method. Thus, even with a large increase, the rates are nowhere 

near allocated costs. If the Commission adopts a P&A cost allocation methodology, then 

it will need to impose significant rate increases on those two classes in order to make 

reasonable progress toward cost-based rates.

Mr. Hubert’s proposal is somewhat less aggressive for those two classes, with an average 

increase on the rough order of 1.5 times the system average. Like Mr. Mierzwa’s 

proposal, however, Mr. Hubert’s revenues for the Large General Service rate class come 

to only about 60 percent of allocated cost, using the method Mr. Hubert advocates. As I 

noted earlier, adoption of a P&A method for allocating costs in this proceeding will 

essentially condemn the Large General Service rate class to very large rate increases for 

the next several rate proceedings, and will increase pressure for flex rates from those 

customers.

In addition, the revenue allocation proposals advanced by both Mr. Hubert and Mr. 

Mierzwa would result in revenues from both Residential and Small General Service being 

above allocated costs (to make up the shortfall from the larger customers). To their 

credit, the excess recovery from these two classes (based on the cost allocation method 

each witness prefers) is reasonably comparable for the Residential and the Small General 

Service classes.

Thus, if the Commission does adopt either of the cost allocation methods advocated by 

these witnesses, I conclude that each witness’ revenue allocation proposal is reasonably 

consistent with allocated costs and with normal rules for gradualism.

If, however, the Commission rejects reliance solely on P&A methodologies in favor of an 

average of methods, neither the OCA nor the I&E revenue allocation proposal is 

consistent with allocated cost. If either the Company’s simple average ACOSS is used.

15



1 or if my recommended weighted average ACOSS is used, a first dollar relief approach

2 should be applied to the Company’s proposed revenue allocation. In either case, the

3 Small General Service class should be awarded relief, in order to better move rates into

4 line with allocated cost.

5 Q. Does this conclude your rebuttal testimony?

6 A. Yes, it does.
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EXHIBIT JEc-Rl

Summary of Cost Allocation and Revenue Allocation Positions

Cost Allocation Summaries

Total Residential Small General Medium General Large General MDS

Columbia CD Method

Rate Base 1,325,130.928 1,045.741,140 200,601,683 40,993,507 37.412.608 381,990

Expenses 426,354,955 329.650,465 80,294,000 10,130,424 5,964,208 315567

Less COG -190,479,759 -133,198,002 -51,541,083 -4,656,534 -812,004 -272,136

Income Taxes”* 46,850,505 36,972573 7,092,348 1,449,341 1,322,737 13505

Return*” 107.864.907 85 177.737 16,328.863 3.33^,(148 3.045.365 31094

Revenue Requirement 390,590,618 318,547,773 52,174,129 10,260,079 9,520507 88531

Columbia/I&E P&A Method

Rate Base 1,325,130,928 870,122,765 254,286,899 75,034,940 125504,335 381,990

Expenses 426,354,965 308,327,070 86,812,666 14.263,920 16,635,442 315,867

Less COG -190,479,759 -133,198,002 -51.541,083 -4,656,534 •812,004 •272.136

Income Taxes*” 46,850,505 30,763519 8,990,409 2.652,889 4,430,182 13,505

Return*** 107.864.907 70,827.500 70.698.810 6^07.802 10.199.702 31.094

Revenue Requirement 390,590,618 276,720.088 64,960502 18,368,076 30,453522 88531

Columbia Average Method

Rate Base 1,325,130,928 957,922,206 227,445,754 58,019,730 81,361,248 381,990

Expenses 426,354,965 318,987,403 83,552,943 12,197,710 11,301,041 315,867

Less COG -190,479,759 -133,198,002 -51541,083 -4,656534 -812,004 •272,136

Income Taxes*** 46,850,505 33,867,702 8,041,431 2,051,310 2,876,558 13,505

Return*” ao7.3M.9P7 77.974525 16513.956 *221.723 6-622.760 31,094

Revenue Requirement 390,590,618 297,631,428 58,567547 14,315,258 19,988555 88531

OSBA Weighted Average Method (after FDR)

Rate Base 1,325,130,916 914,035,445 240,865,373 66,522574 103,326,063 381,460

Expenses 426,354,965 313,677,955 85,189.526 13,222,703 13,950,822 313,959

Less COG -190,479,759 -133,198,002 -51541,083 -4,656,534 -812,004 •272,136

Income Taxes”* 44,360,895 30,598,811 8,063,357 2,226,950 3,459,007 12,770

Return”* 104.354517 71.980.607 IB 968.231 5.238,676 8.136.963 30.04^

Revenue Requirement 384,590,619 283,059571 60,680,031 16,031,795 24,734,789 84,633

OCA Alternative PAA Method

Rate Base 1,325,130,929 832,680,611 253,582,435 82,232.694 156,253,199 381,990

Expenses** 426,354,965 303,868,507 86,694,715 15,114,498 20,361,382 315,863

Less COG -190.479,759 -133,198,002 •51541,083 -4,656,534 •812,004 -272,136

Income Taxes*” 46,850505 29,439,738 8.965503 2,907,368 5524,391 13,505

Return*** 107.864.907 67 779.730 20.641.467 6.693,695 12.716,922 31.094

Revenue Requirement 390.590,619 267589573 64,760,602 20,059,026 37,792,691 88526

OCA PR P&A Method

Rate Base 1,325,130,927 792,633,489 247,411,220 82,271,364 202.432,064 382,790

Expenses” 426,354,965 298,303,653 85,968,665 15,295,312 26,418,621 368,714

Less COG -190,479,759 -133,198,002 -51,541,083 -4,656,534 -812,004 -272.136

Income Taxes*** 46,850505 28,023,857 8,747,317 2,908,735 7,157,062 13,534

Return*” 107.864JP7 64.519.917 20-139-133 6596.842 16.472,655 BUIS

Revenue Requirement 390,590,619 257,649,425 63,314,033 20,244,355 49541,535 141,271

Current Revenue Summary

Current Rate Revenues 534,899,150 387,276,078 110,411,494 18,824,003 16.647,057 1,740519

Less Cost of Gas -190,479,759 -133,198,002 -51541,083 -4,656534 -612,004 -272,136

Distribution Revenues* 344,419591 254,078,076 58,870,411 14,167,468 15535,053 1,468583

Flex Rate Revenues 5,162,702 0 34,785 199,061 3,679,929 1,248,927

Exhibit iEc-Rl; Rev Alloc Comp Printed on; 7/15/2015
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EXHierr iec-ri

Summary of Cost Allocation and Bevenue Allocation Positions

Total Residential Small General Medium General Large General MDS

CPA Revenue Allocation

CPA Proposed Revenues 581,070,377 423,115,163 116468,299 20,608496 19,037,447 1,740,853

Less Cost of Gas -190,479,759 -133,198,002 -51,541,083 -4,656,534 -812,004 -272,136

Distribution Revenues* 390,590,618 289,917,181 65,027,216 15,952,062 18,225,443 1,468,717

Revenue Allocation 46,171^27 35,839,106 6,156405 1,784,593 2490,390 334

Percent 13.4% 14.1% 104% 12.6% 15.1% 0.0%

Percent Non-flex 13.6% 14.1% 104% 12.8% 19.7% 04%

CPA R/C Present 100% 97% 114% 112% 90% 1885%

CPA R/C Proposed 100% 97% 211% 112% 91% 1668%

OCA Revenue Allocation 46,172/485 30,676,281 8,799,848 3,627,689 3,068,660 7

Percent 13.4% 12.1% 14.9% 25.6% 19.4% 0.0%

Percent Non-Flex 13.6% 12.1% 15.0% 26.0% 25.2% 0.0%

OCA R/C Present (P&A) 100.00% 107.56% 103.09% 80.10% 4742% 1865.32%

OCA R/C Proposed (P&A) 100.00% 106J0% 104.49% 88.71% 50.02% 1662.46%

OCA R/C Present (PR) 100.00% 111.83% 105.45% 79.36% 36.47% 1178.75%

OCA R/C Proposed (PR) 100.00% 11032% 106.88% 87.90% 38.39% 1039.42%

l&E Revenue Allocation 46,171,227 32439,106 8,856,805 2,584493 2,390,390 334

Percent 13.4% 12.7% 15.0% 18.2% 15.1% 0.0%

Percent Non-Flex 13.6% 12.7% 15.1% 184% 19.7% 0.2%

OCA R/C Present 100.00% 104.13% 102.77% 87.47% 58.97% 1885.22%

OCA R/C Proposed 100.00% 10340% 10446% 9140% 59.85% 1662.75%

OSBA Revenue Allocation 40,171,227 32439,106 3,156405 1,784,593 2490,390 334

Percent 11.7% 12.9% 5.4% 12.6% 15.1% 0.0%

Percent Non-Flex 11.8% 12.9% 5.4% 12.8% 19.7% 0.2%

CPA R/C Present 100.00% 100.23% 108.33% 98.68% 71.49% 193746%

CPA R/C Proposed 100.00% 101.36% 102.22% 9940% 73.68% 1735.39%

Columbia Scaleback 40,171^27 31,181.776 5456,721 1,552,684 2479,756 290

Percent 11.7% 12.3% 9.1% 11.0% 13.1% 0.0%

Percent Non-Flex 11.8% 12.3% 9.1% 11.1% 17.1% 0.1%

CPA R/C Present 100% 97% 114% 112% 90% 1885%

CPA R/C Proposed 100% 97% 212% 112% 91% 1696%

OCA Scaleback 40,172,485 26,689,974 7,656,330 3,156,280 2,669495 6

Percent 11.7% 104% 13.0% 22.3% 16.9% 0.0%

Percent Non-Flex 11.8% 104% 13.0% 22.6% 22.0% 0.0%

OCA R/C Present (P&A) 100.00% 10746% 103.09% 80.10% 4742% 188542%

OCA R/C Proposed (P&A) 100.00% 106.30% 10446% 88.00% 49.90% 1695.67%

OCA R/C Present (PR) 100.00% 111.83% 105.45% 79.36% 36.47% 1178.75%

OCA R/C Proposed (PR) 100.00% 11041% 106.97% 87.18% 38.29% 1052.33%

l&E Scaleback 40,171*227 27439,106 7456405 2,584,593 2,390,390 334

Percent 11.7% 10.8% 13.0% 164% 15.1% 0.0%

Percent Non-Flex 11.8% 10.8% 13.0% 184% 19.7% 04%

CPA R/C Present 100% 104% 103% 87% 59% 1885%

CPA R/C Proposed 100% 103% 104% 93% 61% 1696%

* Distribution Revenues includes ail non-gas-cost tariff revenues plus miscellaneous revenues. 

** Includes estimate of impact of increased uncollectibles costs from rate increase.

••• All income tax and return are allocated In proportion to rate base.

Exhibit lEc-Rl; Rev Alloc Comp Printed on: 7/15/2015
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SURREBUTTAL TESTIMONY OF ROBERT D. KNECHT

Q. Mr. Knecht, please state your name and briefly describe your qualifications.

A. My name is Robert D. Knecht I submitted direct testimony, rebuttal testimony, and 

associated exhibits earlier in this proceeding, and my qualifications were presented in my 

direct testimony.

Q. What issues do you address in this surrebuttal testimony?

A. This testimony responds to certain cost allocation, revenue allocation, and rate design 

issues raised in the rebuttal testimony of Columbia Gas of Pennsylvania Inc. (“Columbia” 

or “the Company”) witnesses Mr. Brian E. Elliott and Mr. Mark Balmert, as well as the 

rebuttal testimony of various intervenor witnesses in this proceeding, including Mr. 

Jerome D Mierzwa representing the Pennsylvania Office of Consumer Advocate 

(“OCA”), Mr. Jeremy B. Hubert representing the Commission’s Bureau of Investigation 

and Enforcement (“I&E”), and Mr. James L. Crist representing Penn State University 

(“Penn State”).

Q. Mr. Elliott indicates that he agrees with your direct testimony that the customer 

component of mains costs in the Customer-Demand (“CD”) allocated cost of service 

study (“ACOSS”) should be the same value per customer. Does this address the 

concern you raised in your direct testimony regarding the allocation of customer 

costs?

A. It is useful that Mr. Elliott confirms his agreement with my direct testimony that the 

customer component of mains cost is the same per customer, for each type of main 

allocated in the CD ACOSS. However, Mr. Elliott appears to have misinterpreted by 

direct testimony. My concern was not related to the mechanics of the allocation of mains 

costs in the ACOSS - in that respect, I agree the Company has applied the correct 

arithmetic for allocation. My concern was that the Company did not follow that same 

approach in calculating the customer-related component of costs for the purposes of 

developing a monthly customer charge.
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To demonstrate this difference, I prepared Table lEc-Sl below. It compares how the 

Company allocates customer-related mains costs when developing its mains cost 

allocation factor with how the Company allocates customer-related mains costs for 

deriving the cost basis for the monthly customer charge (or “system charge,” as Columbia 

denotes it).

The upper portion of this table shows how the customer-related components of mains 

gross plant costs are allocated for deriving the overall ACOSS mains allocation factor, 

split between transmission, low pressure mains, regulated pressure only mains, and 

remaining regulated pressure mains. To develop its mains allocation factor, the Company 

relies on historical mains costs, totaling some $770.3 million. Of that amount, $376.9 

million is classified as customer-related in the CD ACOSS. As shown in Table lEc-Sl, 

within each component of costs, the allocated customer-related cost is the same per 

customer, at $0 per customer for transmission, $537 per customer for low-pressure mains, 

$1,601 for regulated pressure-only mains, and $144 for remaining regulated pressure 

mains.1 When totaled across the four categories, the results shown similar per-customer 

costs, although the Residential class has the highest value because it has the largest 

proportion of customers served at low pressure, and therefore attracts somewhat higher 

customer costs than classes where more customers are served at regulated pressure. 

Overall, in the CD ACOSS method, the Residential class is responsible for 91.3 percent 

of customer-related mains costs, and the Small General Service class is responsible for 

8.6 percent All of these calculations are arilhmetically correct

However, if we look at Columbia’s calculation of the cost basis for the customer charge 

in the lower part of Table lEc-Sl, we see a much different allocation. Note first that the 

overall costs of mains is somewhat higher ($1,153 million total, compared to $770.3 

million total used in developing the mains allocation factor) than that used in the 

allocation factor development The overall higher cost is due primarily to the fact that it 

is based on fully forecast future test year (“FFTY”) revenue requirement, whereas the

1 Regulated pressure only mains refer to a subset of mains operating at medium pressure which serve only an 
identified subset of customers, and are allocated only to those customers. The remaining regulated pressure mamc 
provide service to customers taking service at both regulated pressure and low pressure.
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development of the allocator is based on historical period plant costs.2 More importantly, 

however, is the difference in allocation methods. Here, in the cost calculation for the 

monthly customer charge, the Company reports that the customer-related cost for Small 

General Service is more than twice that for the Residential class ($2,369 versus $1,061), 

whereas for cost allocation the customer-related costs for the two classes are similar 

($880 versus $903). Similarly, on a percentage basis, the monthly customer charge 

calculation shows the Small General Service class being assigned 16.3 percent of the 

customer-related mains costs, rather than the 8.6 percent used in the actual allocation of 

costs. This results because the Company incorrectly uses an average mains allocation 

factor, which includes both demand-related and customer-related components, to allocate 

costs which are strictly customer-related.

.....-..................... -.......... ............

Table lEc-Sl

Comparison of Columbia Gas Customer-Related Mains Cost Allocation

Total Cost , Customer Cost : Residential Small General
Medium
General

J___________ _
i
1 Large General

Columbia Mains Allocator Development (Exhibit BEE-2)1

Transmission 12,083335 0 0 0 0 ! 0

Customers 418,439 381,074 36301 466 98

Cost per Customer $0 $0 $0 $0 $0

Low Pressure 217,938,408 ' 101,031,887 i 92,487,943 8333313 10,195 537

Customers 188389 172366 15,903 19 1

Cost per Customer 5537........ $537 $537 ........$537 _ $537........

Regulated Pressure Only 379,849,758 215395,126 ; 196,706338 18353,684 260 959 73,645

-Customers 134365 122367 11389 If 3 46

ost per Customer $1,601 $1,601 $1,601 $1,601 $1,601

Regulated Pressure Remaining 160,511372 60360,747 •; 54,879,693 5399330 67,11,-! 14,113

Customers 418,439 381374 36301 466 98

Cost per Customer $144 _ ; $144 5144 $144 $144

Total AHocBted Mains Costs 770382,773 376387,760 ; 344374374 32386,728 338364 88395

Cost per Customer 901 903 880 726 901

Percent 100.0* 913* 8.6* 04* on*

Columbia Customer Cost Calculation (CD ACOSS page IS]

Mains Customer Cost 1352390^45 534367338 404384464 87498395 21378337 i 20,706,742

Cost per Customer 1377 1361 2369 47464 211393

Percent 10041* 757* 16.3* 44* 35*

2 The Company’s system charge calculations for mains plant are shown in Exhibit 111 Schedule 1 Page 15 and in 
die electronic ACOSS at tibe tab labeled “Syst Chg Pgs 15 & 16.”

3
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Q. What, then, do you conclude with respect to the Company’s derivation of customer- 

related costs to be used for the calculation of the monthly customer charge?

A. For the reasons detailed in my direct testimony, I conclude that all customer-related costs 

should be considered in calculating the cost basis for non-residential monthly customer 

charges. To the extent that the Commission relies on a cost allocation method that 

reflects a weighting of different ACOSS methods, the same weighting should be applied 

to the customer cost basis. For example, if the Commission accepts the 50/50 weighting 

of the CD and P&A ACOSS methods recommended by the Company, it would similarly 

weight the customer charge cost basis from the two methods equally.

However, for deriving the cost basis for the non-residential monthly customer charge in 

the CD ACOSS, the Company should correct its allocation of mains customer costs to be 

consistent with the cost allocation method specified in Mr. Elliott’s rebuttal testimony.3

Q. Turning to the issue of revenue allocation, in your direct testimony you proposed to 

apply first dollar relief (“FDR”) to the Residential and Small General Service 

classes, based on your weighted average ACOSS approach. In your rebuttal, you 

offered an alternative FDR approach in the event the Company’s simple average 

ACOSS approach is adopted. Does the Company agree with your proposal?

A. Apparently not. Mr. Balmert indicates that it is the Company’s preference to apply a 

proportional scalebad: approach. However, Mr. Balmert offers no rationale for his 

proposal. In addition Mr. Balmert does not rebut the evidence that the Company’s 

proposed progress town ! cost-based rates is minimal, nor does he rebut the evidence that 

the proportional scaleback method reduces progress toward cost-based rates. It is 

therefore difficult to respond to the Company’s unsupported statement of preference, 

particularly when alternative approaches presented in this proceedingare more consistent 

with the Commonwealth Court’s decision in Lloyd.

Q. Please comment on the rebuttal testimony submitted by Mr. Mierzwa and Mr. Crist 

regarding revenue allocation.

3 Columbia should also correct similar errors in its calculation of the cost basis for the monthly customer charge 
involving general plant (Accounts 389-398) and customer-related A&G (Accounts 920-931) where the Company 
also incorrectly uses mixed customer/demand allocation factors to allocate customer-related costs.

4
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A. Mr. Crist makes it clear that he supports the use of a simple average of the two Columbia 

ACOSSs. As I indicated in my rebuttal testimony, if that approach is adopted by the 

Commission, I agree with Mr. Crist that the Company’s proposed increase for the Large 

General Service class should be adjusted downward, and I recommended an alternative 

FDR approach for doing so.4

Mr. Mierzwa indicates that he and I support different cost allocation methods which give 

rise to our different revenue allocation proposals. I agree with that assessment While I 

disagree with Mr. Mierzwa’s cost allocation methodology, I agree that his revenue 

allocation proposal is consistent with the ACOSS method he supports. Moreover, given 

the huge revenue shortfall from the Large General Service class in Mr. Mierzwa’s 

ACOSS, I conclude that Mr. Mierzwa’s very aggressive rate increase proposal for that 

class would be justified (if the Commission were to adopt his ACOSS) in light of the 

Commonwealth Court’s decision in Lloyd.

Q. In his rebuttal testimony, I&E witness Mr. Hubert’s rebuttal of the testimony of Mr. 

Plank and Mr. Crist appears to conclude that any shortfall in revenue from flex rate 

customers in the Large General Service rate class should be recovered from other 

customers in that class, except as constrained by gradualism. Do you agree?

A. As a general rule, I do not However, my concern is largely academic, as both Mr. 

Hubert and I accept the Company’s proposed rate increase for the Large General Service 

class.

Nevertheless, as a matter of principle, retaining c .istomers who would otherwise be lost 

to bypass or alternative fuel provides a benefit to all customers on the system, not only 

those in that class, as long as the revenues exceed the incremental cost of providing 

service. Thus, it is reasonable that all customers contribute to the shortfall from flex rate 

customers. I would also observe that Mr. Hubert did not express concern about using the 

rate revenues from flex rate MDS customers, which exceed allocated costs, to offset the 

revenue requirements of the other rate classes.

4 See OSBA Statement No. 2 at page 13.
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In addition, requiring non-flex rate customers in the class to make up the entire shortfall 

presents a practical problem, in that the rates will require huge increases, particularly 

under Mr. Hubert’s ACOSS. Using Mr. Hubert’s P&A ACOSS method, the fully 

allocated costs for the Large General Service class are about $30.5 million- Even with 

the Company’s proposed increase, distribution revenues from that class will be $15.8 

million, of which $12.2 million are provided by non-flex-rate customers. If these 

customers are required to make up the shortfall from the flex rate customers, Columbia 

will need to impose a 150 percent rate increase in the next few rate cases, above and 

beyond whatever system average rate increase it requires.

Q. Can you respond to Mr. Hubert’s point that some of the shortfall from flex rate 

customers in the Large General Service class relates to “gas-on-gas competition?”

A. Mr. Hubert’s point is well-taken, and I certainly agree that it is long overdue for the 

Commission to abandon a policy which involves undue and inequitable price 

discrimination.5 However, the issue of ending “gas-on-gas competition” supports the 

principle of setting full tariff rates based on allocated costs. Several of the participants in 

the Commission’s generic proceeding suggested that customers in overlapping service 

territories be permitted to take service at regular tariff rates from any of the relevant 

NGDCs. If the Commission adopts that policy, it is particularly important that the 

regular tariff rates be set as close to allocated cost as possible (subject to .gradualism 

constraints). If full tariff rates are set well above allocated costs, as Mr. Hubert’s 

philosophy would require, customers who can choose among NGDCs wi l not be 

choosing among cost-based rate options.

Q. Regarding non-residential rate design, Company witness Mr. Balmert indicates that 

he agrees with your direct testimony that rate design should follow cost allocation, 

and that “all of the Company’s fixed costs should eventually be recovered through 

the customer charge because only then will revenue recovery match cost causation 

and intra-class subsidies can be mitigated.” Do you agree?

5 As I testified at Docket No. P-2011-2277868, the policy of “gas-on-gas competition” is not competition at all, but 
simply a means to subsidize the rates for customers who are fortunate enough to be located in overlapping service 
territories at the expense of customers who are not so fortunately situated.
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Not quite. My major concern regarding Mr. Balmert’s statement relates to his reference 

to “fixed” costs. In the ACOSS, distribution costs are classified as either demand-related 

or customer-related. The term “fixed” costs is often used to encompass all distribution 

costs, since neither customer-related nor demand-related costs vary with throughput In 

contrast, it is my view that the customer charge should reflect costs that are classified as 

customer-related in the ACOSS. Demand-related costs are best recovered in a demand 

charge, or where that is infeasible, a commodity charge.

In addition, for heterogeneous classes like small and medium general service, it is 

important to recognize that some customer-related costs do, in fact, vary with the size of 

the customer. For example, meters costs are more expensive for larger customers in the 

class than for smaller customers. For those customer-related cost items, the monthly 

customer charge should be based not on the cost of the average meter, but rather on the 

cost of the smallest size meters used in the class. Otherwise, the customer charge will 

require small customers to subsidize larger customers.

However, if the Company’s simple average ACOSS is adopted by the Commission, I 

would agree with Mr. Balmert that the Company’s proposed customer charges are 

reasonably consistent with allocated customer costs at the Company’s full revenue 

requirement. These increases should be scaled back if the Company’s overall cost claim 

is reduced.

Does this conclude your surrebuttal testimony? 

Yes, it does.
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