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Dear Secretary Chiavetta:

The Pennsylvania Public Utility Commission’s Implementation Order at Electronic Access to
Pre-Served Testimony, Docket No. M-2012-2331973, requires that all testimony furnished to the court
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Rebuttal Testimony and Exhibits, labelled OSBA Statement No. 1-R, with Exhibits IEc-R1 and IEc-R2,
and Surrebuttal Testimony, labelled OSBA Statement No 1-SR, on behalf of the OSBA, in the above-
captioned proceeding.

All known parties were previously served with the aforementioned Testimony. If you have any
questions, please contact me.

Sincerely,

Sharon E. Webb
Assistant Small Business Advocate
Attorney ID No. 73995
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Enclosed please find the Direct Testimony and Exhibits of Robert D. Knecht, labeled
OSBA Statement No. 1, with Exhibits IEc-1 through IEc-3, on behalf of the Office of Small
Business Advocate, in the above-captioned proceedings.
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as indicated.
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lineerely,
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Attorney ID No. 83789
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BEFORE THE
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PENNSYLVANIA PUBLIC UTILITY
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V. Docket No. R-2018-2647577

COLUMBIA GAS OF :
PENNSYLVANIA, INC. :

Direct Testimony and Exhibits of
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Cost Allocation
Revenue Allocation
Rate Design

Date Served: June 7, 2018

Date Submitted for the Record: July 26, 2018
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DIRFECT TESTIMONY OF ROBERT D. KNECHT

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

'MynmneisRobettD.Knecht. I am a Principal of Industrial Economics, Incorporated

(“IEc™), 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 &
variety of topics. I obtained a B.S. degree in Economics from the Massachusetts Institute
of Techmology in 1978, and a M.8. degree in Management from the Sloan School of
Management at M.L.T. in 1982, with concentrations in applied economics and finance. I
mappquinghﬁisprouedhgmbehﬂfofthe?muylvminOﬁuomeﬂBminﬂs
Advocats (“OSBA”). My résumé and a listing of the expert testimony that I have filed in
utility regulatary proceedings during the past five years are attached in Exhibit [Ec-1.

I submitted testimony in the base rates proceedings involving Columbia Gas of
Permsylvania, Inc. (“Columbis” or “the Comipany”) in 2008 (Docket No. R-2008-
2011621), 2010 (Docket No. R-2009-2149262), 2011 (Docket No. R-2010-2215623),
20122013 (Docket No, R-2012-2321748), 2014 (Dooket No. R-2014-2406274), 2015
(Docket No, R-2015-2488056) and 2016 (Docket No. R-2016-2529660). 1 also submitted
testimony in a variety of Section 1307(f) 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, conceptuslly consistent with those posited in the Company's last three base
rates proceedings, this testimony draws significently on my 'testimony in those
proceodings.

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 foouses primarily on {ssues 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 canmot 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.

Please provide some bzckground regarding the-Company’s filing, tw comparison to

To the extent that the Commission has not already resolved this issue, the
Company’s proposal to implement a fixed commercial and industrial network
(“C&I Network™) to provide daily motering has not been economieally justified,
and the project should be deferred until a full economic evaluation has been
completed.. At a minimum, the C&I Netwurk should not be expanded to include
customers in the small general service classes beyond the scope contemplatad in

the settlement of the Compeny’s last base rates case.

I have not prepared a complete and independent alternative to the Company’s
allocatéd cost of service studies (“ACOSSs") in this proceeding, although I rely
on simulations of ACOSS models that exclude costs for the C&I Network. also
reiterate & number of recommended improvements that Columbia should try to
make to its cost allocation methods.” It must be recognized that the Compeny's
two cost allocation methodologies produce a range of cost allocation réstlts that
render the cost allocation analysis all but useless for revenue allocation purposes,
uniess some arbitrary average is applied to these methods.

In this testimony, I develop a revenue allocation calculation based on a weighted
average of the two Company cost allocation methods and value of service
considerations. Although I use a very different approach than that employed by
the Comparny, my revenue allocation proposal for the small business rate classes
is, in aggregate, not substantially different from that proposed by the Company

The Company®s proposed changes to the tariff design for tho small genersl
servieeclusummomblemdoondsbntw:ththeACOSSmulﬁ,atthe
Compmr'sfu]lproposedmenuareqmmmt. If the Commission reduces the
overall proposed rate increase, the tariff charge increases should be scaled back.

The Company’s proposal to implement a full rate decoupling mechanism for the
Residential cless should be deferred pending ongoing Commission deliberations
and pending legislation regarding alternative ratemalking methods.

lulaltﬂlmbmntu_pmeudlng.
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Columbia submitted base retes filings in 2008, 2010, 2011, 2012, 2014, 2015, 2016 and
now 2018, Prior to 2008, Columbia had not filed a base rates case sinoe 1995, The receat
spate of rate cases is generally prompted by a significant mains and services replacement
program, undertaken over the past decade. A summary of the base rates filing amounts
and settlement ree inoreases is shown in Table IEc-1 below. |

Table &4
Recent Columbla Base Rats Increess Cases _ ]
— T e e
 R2008-2011621 | Sep2008 |  $589 | $4L7 | 7i%
| R2009-2148282 |  Sep2010 ‘ 23 | %120 K.
| R-2010-2215623 ‘ Sep-2011 8 | Swo | 4%
| R-2012-2321748 Jun-2014 $m3 | sss3 | 1%
' R-2014-2406274 Dec-2015 $541  dm2s5 60%
' R-2015-2488056 J Dec20l6 |  $462  $m0 | 6%
R-2016-2529660 Dec2017 |  $55.3 $35.0 63%
' R-2018-2647577 ‘ Dec-2019 s468 - - '

Columbis’s relatively large proposed increase in the R-2012-2321748 procesding was due
iri part to the switch to using a fully forecasted future test year approach, thereby
incorporating nearly three full years of (mostly forecast) capital expenditures in the mains

How is the balance of your testimony organized?
This testimony is organized as follows:

» Section 2 provides a brief overviow of Columbia’s non-residential rate
classes, to provide background to the cost allocation, revenue allocation and
rate design issues.

« Section 3 provides my review of the C&I Network issue.

® Section 4 réviews my limited assessment of cost causation and Columbia’s
ACOSS methnds and calculations.
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e Section 5 addresses revenue allocation issues.
o Section 6 addresses rate design issues.

o Section 7 addreases the Company’s proposal for Residential class revenue

Before getting into the details of your analysis, please summarize the rate classes
under which businesses take service from Columbin.:

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 sarvice. Service types include the following:

o 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

e Transportation service, in which larger non-residential customers purchase
msﬁppﬁnlfgthGSs,pmghueloadbdmﬁngmvimasneedﬂdﬁom
Columbia and/or their NGSs, and purchese distribution service from
Columbsia.

Far 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 48 million of Calumbia's total 82 million Dth in the test year.
Customer size yerics widely, rmnging from small businesses that consume less than 10 Dth
per year 1o very large industrial customers with individual loada exceeding 2.5 million Dth
per year.
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The following are the non-residential rate class groups specified by Columbia for its coat
allocation analysis, Because the Company’s abbreviations for the rate class groups are
somewhat contradictory, I include descriptive names for these groups.

SGSS/SCD/SGDS ("Small General” or “SGS™): 'I'hugmupoonmhofihreetanﬂ'

schedules: Small General Salcs. Service (“SGSS”), Small Commercial Distribution
(“SCD”), and Small General Distribution Service (“SGDS”). Over the past several base
rates proceedings, Columbia has adopted differentiated customer and commodity charges
for customers in this cless, split between customers with. ammual consumption above and
below 644 Dth. Maximum anmal throughput for this class is 6,440 Dth/year. Consistent
with recent past practice, the Company seperates these two groups for both cost allocation
and rate design purposes. For simplicity, I refer to the customers with annual consumption
below 644 Dth as “SGS1,” and the larger customers as “SGS2.”

Within these two rete cless groups, SGSS is sales service, SCD is retail “Choice”
transportation service and SGDS ia regular transportation service.

In the SGS1 group, about three quarters of both customers and load are sales customers.
The aversge SGS1 customer sizo is about 200 Dth per year, which is a little more than
double the size of the average residential customer. Of the shopping customers in this
m,abwtmpmenthhoicecmomm. Overall, this class represents about 14
percent of the Company®s non-residential throughput.

In the SGS2 group, about 54 percent of customer count and 46 percent of the load relate 0
sales customers. (As is common, shopping customers-tend to be larger on average than
non-shopping customers.) Of the shopping customers, retail Choice represent less than 30
percent of the customer count and about 20 percent of the load. In effect, the majority of
SGS2 shopping customers use traditional transportation service. The average SGS2
customer size is 1,833 Dth/year, which is about 9 times the size of the averago SGS1'
enstemer, QvuﬂLthisclmmprennu-lbpeieanofﬂleCompm&'nnmmidmdal
throughput.
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SDS/LGSS (“Medium Genersl”): This rate class group includes both.sales and
transportation service customers, taking service under Rate Schedules LGBS (sales service)
end Small Distribution Service (“§DS”) (transportation service). Columbia’s “Small”
deaignation for the transportation customers in this tariff categary is nilsleading, since the
minimsum 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 en average annual customer throughput of about 16,300 Dth. This rate
class group represents about 15 percent of non-residential throughput.

LDS/LGSS (*Large General"): This class includes the larger sales customers in the LGSS
Large Distribution Service (“LDS”). Minimum throughput is 54,000 Dth per yesr,
matching the Medium General Service upper limit. Average throughput for these
customers is about 230,000 Dth per year. This rate class group represents about 43 percent
of non-residential throughput. Some 51 peicent of the LDS load is subject to “fox™
Mbﬁmm(ﬁcmm“hhubﬂernum),utonnmﬂmdm
beiow the meximum tariff rate, In this proceeding, the Canpaity does not forecast any
future test year sales (LGSS) customers in this category.

MDS (“Mainline”): Customers in this rate class group take service under Rate Schedule
Main Line Distribution Service (“MDS").! To be eligible for this service, customers must
have annoal throughput over 27,400 Dth and be directly connected to an interstate pipeline
(Class I), or have & minimum anmual demand of 214,600 Dth and be located within two
miles of an interstate pipeline interconnection (Class IT). Because theso customers require
very little in the way of distribution facilitics, and because they are credible “bypase”
threats, Columbia uses differerit cost allocation and rate design methods for this rate class
group. The 11 Mainline customers identified by Columbia represent about 10 percent of
non-residential throughput.

Columbin’s tariff includes & Main Line Sales Service schedule, but no customers currently take service mnder that

schedule,
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Consistent with recent practice, the Company does mot freat large general sales
urvlu(“LGSS")emtommuuepunhnhdmformtnﬂouﬂonpmmd
it includes those customers with transportation customers of comparable size. As I
testified in the Inst two years, I agree with this approach. Sales customers taking
service under Rate LGSS are free to switch to the comparable transportatioa service
schedule, and, gemerally, vice versa.  Thus, it is reasonabie that the distribution rates
for all customers of a similar sixe 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 associnted with Rate LGSS is relatively small, 3.
C&I Network

Please provide your understanding of the background for the C&I Network proposal
advanced in this proceeding.

In the Company’s last base rates proceedings, the “NGS Parties” agserted that metering
information availability from the Compeny was insufficient to allow the competitive
natural gas suppliers (“NGSs™) to balance supplies with customer loads during periods
when system gas supplies are constreined (OFO/OMOs). The Company responded to these
concems in the rebuttal testimony of Michele L. Caddell (Columbia Statement No. 15-R
at 11 to 25), generally indicating (a) it is the obligation of customers without daily meters
to maintein a dedicated phone line to provide usage data to Columbia (who could pass it

‘on to EGSs), (b) it is the BGSs obligation io coordinate with their non-daily-metered

customers fo obtain usage information, and (c) many of the EGS complaints regarding data
aveilability were not valid as the data was available from the Company if the customer had
granted the EGS access to the data. As part of the settlement of that proceeding, the parties

agreed that:

54.a) Columbia agrees to propose in a non-general tariff filing that all customers
eligible to be served on Rate Schedules SDS, LDS and MLDS [Small
Service] must have installed Electronic Flow Carrectors ("EFC") and
ulephonioeqmpmmmmtddlywmmtocolumbm

Columbia further agrees to propose that it install, own, operate and maintain all
equipment, including telephonic or similar technology, provided that Columbia
is granted rate recovery of reasonable and prudent capital and operating and
maintenance costs to own, operate and meuintain the capability to obtain daily
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information from such customers. To the extent that any associated costs will
not be rate based, Columbia shall bé permitted to seek to create a regulatory
asset for such costs and propose to recover them in its next base rate case. All
Parties retain their rights to support or oppose such proposal in the non-general
rate filing. Issues related to cost allocation and rate recovery of the costs
associated with this equipment will be addressed in the Company's next base
The Company.made such a proposal at Docket No. R-2017-2586190 in the form of
Supplement 255. As I interpret the tariff supplement, the tariff now requires that the
Company install at its expense equipment for' daily metering for all customers over 6,440
Dth in ennval throughput.2

In its filing, however, the Compeny retained its view that its existing equipment and
systems did not inhibit NGS complisnce with balancing requirements, In particular, the
Company indicated that in the cases when the existing systems could not provide
information directly, NGSs could have access to daily consumption information by
cocrdinating with their customers.®

In the Supplement 255 filing, the Company provided a cost estimate for implementing this
equipment at $4.3 million in one-time capital, $1.3 million in tne-time O&M, $0.136
million in annual incremental capital and $1.4 million in anmual O&M, and argued that this
was less costly than a telemetering option. No cost-benefit analysis was included in the
filing. Similarly, the filing indicated that customers were not consulted. Moreover,
because cost recovery was not contemplated in that procesding, customers could not have
been aware of the bill impact of the proposal.

mwmdwmmmmnmm.ﬁﬂmmwiﬁmﬂ
load above 5,000 Dth should be given this metering, which implied that customers beyond
those contemplated in the settlement in the SGS2 rate class group would be required to

2 Paragriph 15.7 was amended to include the fhllowing langungs: “Ths Company shall install, at its expense,

neosssary 1o provida dally measursment it any cusiomer prenilses whers the cusiomer's usage gxceeds

equipment
64,400 tharms dyring the prigr twelve months ending October. :ﬂndatbwwﬂlblavdkbhﬁrﬁlm
his agenst or any other customer authorized party wsing a ssoure internst address. "

? Supplement 253, Statement of Reasons at 34, Docket No, R-2017-2586190,
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have theso meters. However, the filing provides no indication that SGS2 customers (or
even Rate LGSS customers, for that matter) would be affected by this proposel, nor is there
any reference to the 5,000 annual Dth limit in the supplement.

Bmdondommmﬁ'omtheCommiuim'swebgite,noputyoﬂmthmtheCompmy
perticipated in this proceeding.

Finally, the Company also proposed to create a regulatory deferral account for recovery of
the costs of the equipment, with the issus of rate recovery to be deferred until the next base
raies case prooceeding,

The filing was approved by Commission Order entered March 16, 2017. The Commaission
stated:

Upon review of Tariff Supplement No. 255 to Columbia’s TariffGas Pa.
P.U.C. No. 9, we find that the proposed modifications contained therein do not

appear to be unlawful, unjust, unreasonsble, or contrary to the public interest.
We agree with Columbia that the tariff changes mandating the installation of
duﬂymdmmmueqtﬁpmmformhinchmmmededmpmﬁdefor
the daily transmission of customer usage data in a timely manner.

What issues has the Company brought forth in this proceeding on this issue?

The Company raises four issues:

+ The Company updates the cost estimates for the C&I Network to reflect & new

* WCWMMHMNMMMG&INMMIGWMMMN
test yeer revenue requirements, and. allocates the costs among the rate classes
based on the mmber of customers for whom the equipment will be installed
(inoluding flex rate customers);

o The Company proposcs a tariff recovery mechanism for the costs, in the form of
nupﬁﬂnppbbdﬂmmﬂyehmdmobdthe“c&lNetwqﬂ:Chm"ﬁn
customers for whom the equipment will be installed but who are not flex rato
customers;
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» In light of the cost increases, the Company proposes that the parties and the
Commission conduct an “examination of the cost and benefit of proceeding with
the system beforé substantial investment of the system is undertaken.” (Columbia
Statément No. 10 at 26),

Please summarize the change in forecast costs.
Table IEc-2 below provides the forecast cost comparison:

— — — ———————————y

Table IEc-2
Chkl Network Costs Estimatas
$mm
. Original Updated
Up-Front Capltal $4.3 $6.0
Up-Front G&M §13 $0.7 .
Annual Incremental Capital $0.14 $0.20 |
Annual O8&M S$14 §12

| Sources: Columbla Statemant No. 10.

Do you sgree with the Company’s view that this investment should be subject to &
coit-benefit evaluation? |

1do. Inmy view, the need for this equipment was not clearly demonstrated at Docket No.
R-2017-2586190, as the Company continued to believe that much lower cost alterpatives
(such'as NGSs coordinating with their customers) could eddress the purported problems.
Moreover, as hoted above, no cost-benefit analysls was undertaken, no customer
consultetions were undertaken, and no customer impact evaluations were performed. (As
is often the case, a capital project will often not appear unreasonable until it comes time to
determine who will pay for it and how.) Based on the Company's proposal in this
proceeding, I calculate that the impact of the charge for emall Rate SDS customers will be’
sbout 60 cents per Dth, which would represent an increase in distribution rates of some 21
percent, before the rest of the Company’s rate increase is applied. For the 5,000 Dth per
yoar 8GS2 customners, the impact would be 77 cents per Dth. This would certainly appear

10
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mhasigniﬂmmmWNGsthommabhbmmdinmm&thdr
customers..

quthelusqueosnizeihstthnCommisﬂmmaydmﬂﬁuﬁmmbeﬁﬂlymolwd
in Matter R-2017-2586190, and that it expects the Company to implement the C&I

Network pursuant to that decision.

Has the Company submitted & cost-benefit analysis?

Not to my knowledge. For that resson, I recommend that this proposal be deféered until
theCompmyprepmaﬁ:ﬂoost—bomﬁtofﬂmpropom with a reasonsble comparison to
other less capital-intenge altemaﬁvelbywhthGSsandﬂwircuMcouldbm
share metering information.

If the Commission determines that the C&I Network is already spproved, do you
agree thit castomers i1 the small general service classes with annual Joad above 5,000
Dth should be required to have (and pay for) this equiprent?

No. The settlement of the Company's last base rates proceeding did not contemplate
installing this equipment for those customers. As such, there was no reason for parties to
believe that the Company’s filing at Docket No. R-2017-2586190 wonld affect. SGS
customers. Moreover, as noted earlier, none of the impact evalpations in the Company’s
filing st that docket contemplated effects on SGS customers, and the approved tariff
language does not specify the usage level which would trigger this required equipment. As
such, I (as a non-lawyer) would generally concliide that these customers did not receive
proceeding. Firially, as I noted earlier, at up to 77 cents per Dth, the coats for theso

- customers is unreasonable and excesdive. Tt his highly doubtful that NGSs can consistently

provide that kind of cost savings to their SGS customers.

If the Commission approves the C&I Neiwork project, do you.agree that the
equipment and the C&I Network Charge should apply to all customers who meet the
volume requirement, including saies, Choice and transportation customers?

No. 'Iheonlyecommicmﬁonaleoﬁuad:ﬁ)rﬂﬂquojecth'toprwldeNGstﬂh
information that will allow them to comply with OFO/OMO balancing requirements,

11
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Neither sales nor Choice customers require such balancing servioes, and they will not
benefit from this equipment. This conclusion is consistent with the settlement language
from the Iast base rates case, in which the classes targeted for this equipment were explicitly
limited to transportation service classes (SDS, LDS, and MLDS).

As such, the Company’s proposal to epply the C&I Network Charge to large SGSS salés
customers, SCD Choice customers and LGSS sales customers is not consistent with the
settlement, and simply makes no sense. If a -sales customer decides to switch to
transportation service, it should simply be'required to pay for the metering that is deemed
necessary to allow NGSs to comply with OFQ/OMO requirements.

Cost Allocation

What is the purpose of a utility’s ACOSS?

The most important criterion for setting regulated utility rates is the cost incurred by the
utility for providing the service.! To assign costs to specific customers, utilities aggregate
customers into rate classes, within which the customers have stmilar load sizes, seasonal
consumption, peak demsnd patterns, and other characteristics. An ACOSS is an analytical
tool with which the utility’s total cost (or “revenue requirement”) is allocated among cach
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 reveme requirements, utilities and
regulatory authorities usually have a longer-term goal of moving the revenue recovered
from ecach class as cloge as possible to the costs allocated to that class. That is, in cach
proceeding, regulators try to move class revenues more into line with cost-based rates.

_Thns, rate classes whose revenues substantially exceed allocated costs arc assigned either

relatively low rate increases or rate decreascs. Rate classes whose revenues are well below
nﬂocmdouumnﬁmdrehﬂvdyhrgqminmﬂ:mthmduquhou
revenues are only slightly below allocated costs.

* The Commonwoaith Court affirmex this basic principle, referring to-cost of service as the “polestar” criterion,
Lioyd v, Pecneyivanin Public Utility Conymission,

iom, 904 A-2d 1010, 1020 (Pa. Cmwith. 2006).

12
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In addition to class revenue requirement issues, an ACOSS can provide useful cost
information regarding the specific nature of ixtility tarlff charges. In'particuler, an ACOSS
provides a cost basis for the relative magnitude of the various individual tariff charges,
inoluding the customer charge, demnand charges and commodity charges.

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

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 equiteble and
economicelly efficient. It is equitable because costs are bome 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 sorvice. 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 servics against the utility’s cost of

What is the Company’s approach to cost alloeation in this proceeding?
With its filing, the Company presented three detailsd cost allocation stucdies, in Exhibit 111
Schedules 1, 2 and 3.

'Why does thie 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 ere “joint use™ costs, meaning that they
camnot be directly assigned to a particular customer or customer class, asnd must be
allocated using some reasonable methodology. Second, maing represent a very large
percentage of a gas utility's overall rate base, thereby determining each class® share of

’Iﬁpﬂdﬂmﬂommmdy,ﬁe%mdﬂnﬁm“mphvdwumnﬂnjmmmmm

‘commodity-related, pesk demand-related, excess damand-related, or customers.

categories, genarally encrgy/

=Allocation” is the step which spreads the classified costs among customers or customer classes, based on some
reasonahle measare of the classification factor. For example, gas utility distribution costs classified as peek
Mﬂmﬂnvﬂﬂhﬂhﬂdﬁsmmﬂmm'wmm“dum@
demand or contract demand.
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income tax end return on capital costs. Moreover, given the nature-of ACOSSs, the
allocation of mains costs also drives the allocation of & large percentage of the O&M costs.
Third, the enalytical modsls used by cost allocation experts can vary considerably in their
impect on the percentege of mains costs assigned to cach class. And fourth, the cost
allocation methodology for mains can have & significant impact on the ultimate rate design
for the recovery of costs within each rate class, notably with respect to the magnitude of
the customer charge,

Rather than take & firm position on this debate, the Company essentially picks two methods
which it asserts lie at opposite ends of the philosophical spectrum, end presents the results
of both. These studies are denoted the CD ACOSS (Bxhibit 111 Schedule 1) end the P&A

.ACOSS (Exhibit 111 Schedule 2). The third ACOSS (Exhibit 111, Schedule 3)is & simplo

average of the two. The differences betwoen thoso 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 maing are installed to meet two basic objectives: (g) to connect the
customer with the interstate pipeline system (or other gas supply resources) and (b) to be
eble 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 enalytical model cepable of
reflecting these cost causation factors reasonsbly. Ideally, the cost of any particular
segment of main would only be allocated to those specific customeri who are served
dovmstream from that segment.’ In practice, however, undertaking such an analysis could

¢ Even allocating fis costs for s single main segment whan the customers served by the segment are known is not an
obvious maiter. Economios theory indicates only that a subsidy-free allocation method is ono in which each
custome, or sy group of customens, will be allocated costs that fall below the stand-alone cost of service, and
which excesd the incremental cost of service. With the sign!ficant scale economies in mains construstion costs,
these restrictions still leave a fairly wide range of subsidy-free allocation methods. However, it omn bo demonstrated

-that both methods used by the Comparty in this proceeding (minimum systemn and P&A) can produce results that He

ouiside thet range. By way of cantrast, the 100 percent demand and zero-intercept mefhods will generally produce
resulis that do not violate these criteria, .
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be detailed, costly and time consuming. Few utilities attempt such an undertaking. While
Columbia {8 no exception to this rule, Columbia’s ACOSS methodology takes a step in that
direction in this proceeding, by sub-dividing its mains costs by sizs/operating pressure, and
alloceting each group of mains only to customers who take service from those mains. Also,
in the last base rates proceeding, Columbia indicated 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 again encourage Columbia to investigate whether it can
devdopmhmappromhinﬂmijm.mdhthﬂwaywnidmwﬂdlydiwmﬂu
that come from the traditional allocation methods.” -

Given the expansion of GIS software.and modeling technology, it is somewhat surprising
therefore forced to.rely on costing methods which produce wildly different results.

Q. ¥ a detafled systems assessment fs not undertaken, what are the “traditional”
methods that apply to mains cost classification and alloeation? -

A.  Absent adetailed assessment, various analytical models aro used. These miethods 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?

. Howahouldmainioostsﬁatmnotcmmllynlmdtombuofmmmm
be allocated among the various rate classes?

hwﬁngﬁeﬁﬂquqﬁmﬁsmmmmw(wwﬁchlmﬂlyn;hﬁba)
is that more footage of mains must be installed to interconnect many small customers than

71 noto that a fiow utilities pursue sich a detailed approach. For exampls, at Docket No. Docket R-00953297, UGL
WMM(@W)WMINMMMMMEMMMMM
segment were allocated to downstream customers in proportion to customer design day demands. (Sadly, that
utility chose to shandon this approach for smaller customers in its moat recent base rates procesding st Dockst No.
R-2015-2518438.) Also, Alberta electric utility Aquila Netwarks Cansda put forward & distribution cost allocation
proposal in which allocated costs were derived st a detafled level for & sample of electric distribution foeders, in
which distribution costs were allocated only to the specific customers downatream of esch asset in proportion to on-
peak loed. (Soe Alberta Energy and Utilities Board (now Alberta Utilities Commiissicin) Decision 2003-019.)

15
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to connect one large customer. This common gense argument is supported by some
aggregate industry statistical analysis.® As such, mains footage is causally related to the
tumber of customers, and therefore mains costs are partially sustomer-related. However,
soms experts disagree, and conclude that no component of mains costs is causally related
to customer count. Moreover, even if there is o statistical correlation between mains
footage and numbeér of customers, none of the traditional mains cost classification methods
reasonably reflects that relationship.’

Relatively recent Commission precedent indicates that the Commission has rejected the
use of & customer component for gas distribution utilities. However, more recent
regurding cost causation are similar, supports the recognition of a customer component for
joitt-use distribution plant allocation.!!

In this proceeding, the Compeny’s filed CD ACOSS includes a customer component.for
mains costs, while the P&A ACOSS does not.

'S_nﬁ'uﬁnplglnpn;mpudbymnktvmmrﬁum&upomu
, pages 12-186.

9 Seo pre-filed evidence of Robert D. Knecht, Dossier R-3867-2013, 26 February 2015, Exhibit IBc-3,
mmw.qmwsmmlmmmmm—

¥ n a case involving PPL Gas at Docket No. R-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 factar, PA PUC et al. v. PPL Gas Utilities Corporation, R-00061398, Order Entered Febraary
8, 2007, page 112 —-114. Also, in n case involving the Philadelphin Gas Works ("PGW™) st Docket No. R~
00061931, BGW proposed to olassify some mains oosts aa customer-relnted and the balance as demand-related, and
proposed to allocate demand-relsied costs uaing & peak demand silocator, However, the Commission concluded that
no maing costs should be classified as customer-related, and that mains oosts should be allooated using a variant of
the-A&E allocation method advanoed by the Office of Trial Staff expert. In the PGW proceeding, the spproved:
weighting was 50 percent to average demand and 50 pércent to exooss demand. This weighting was also not based
on system load factor. See PA PUC v, Philadelphia Gas Works, R-00061931, Recommended Devision, July 24,
2007, page 63, and PA PUC v. Philadelphia Gas Works, R-00061931, Order Entered September 28, 2007, page 80.

U For example, PPL Electric has used &8 minimum system methodology for many yesrs for secondary system plant,
end subsequently expanded the minimum system method to primary system plant in its 2010 and 2012 base rates
cases. This methodology was fhally litigated and explicitly approved by the Cammission. Pa. PUC v. PPL Electric
Utilities Corp., Docket No. R-2010-2161654, at 46 (Order entered December 21, 2010), snd Pa PUCv. PPL
Elsctric Utilitisa Corp., Docket No. R-2012-2200597, st 113 (Qrder entered Decemiber 28, 2011.)
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If a customer component is included, the basic approaches involve deriving & customer'
component of costs based on the oost assoclated 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 existirig 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 Compeny uses
in its CD ACOSS. However, this method is cften criticized for including an implied
demand-related component in the minimurm system, because the minimum system of 2-
inch pipe has some-load carrying capability.

In the alternative, some experts goneraily prefer to use a method in which the customer
component is based on a minimum system with s 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.
Thupmoachmﬂsthepmblemofthehadunyingupnb:htyofﬂuminimumsym
smeeamd:meterplpehumloldcmymgcapability This approach, however, is
often subject to stitistical issues and data problems that do not arise with a traditional

mininum gystem,

In addition, some experts attempt to addreas the load carrying capability of the minimum
gystem by adjusting the allocation of demand-related costs.!? However, any such
adjustment necessarily requires arbitrary adjustrents to demand allocators, since it is very
difficult to evaluste just what the load carrying capability of a system consisting solely of
2-inch imains actually is for each customer on the system.

In this proceeding, in its CD ACOSS, the Company uscs & minimum system approach,
based on 2-inch mains, with no adjustment to the demand allocators. The Company applies

ﬂw.xmamwmumﬂndmmmmmmwofm
minimum gystem.

17



D)

O 8 w1 AN W A W

10

11
12
13
14
15

16
17

tRuUB

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

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

.Fhﬂly.ﬂnﬁeisadebuedimutbhowthc'nmw,mponm«“demmd

component” of mains costs should be allocated. Conceptually, some experts (niyself
included) argue that, becauso mains diameters must be sized to mect peak demand, the
demand component of mains costs should be allocated only on peak demand. Other experts
advooats for & weighting of average demand (arithmetically equivalent to throughput) and
excess demand (peak demsnd minus everage demand), which is known as an average-and-
excess (“A&E") allocator, while others support a weighting of average demand and peak
demand.wﬁichisknowniuqu-agd-ave}qe(“P&A')aumﬁonm.

Relatively recent Commission precedent for gas utilities in Pennsylvania generally
supports the use of an A&E allocation method (albeit & non-traditional version of the A&E
method), while for electric utilities Commission. precedent supports the uso of & peak
demand allocatar.

h%MMWM:MMWhM@AM,Mn
P&A allocator in the P&A ACOSS. In effect, neither Company method is consistent with
the most recent Commission precedent on this issue.

DoﬁeCmpany’nmeﬂ:odsmepmpnnﬁefnﬂnmofpoﬂnﬂaleutdhuﬂon
results that may be offered by cost allocstion professionals?

Probably not, As evidenced in the Company’s Iast base rates case, the Company’s two cost
allocation studies do.not spen the full range of possible options. The Company’s P&A
method segrogates maina between larger diamatér, higher pressure mains and mains that
meﬂhﬂmalld:meﬁnoropemedatlowpnm Some experts disagree that it is
appropriate to segregate mains in this fashion, and argue that all joint use mains be allocated
as an integrated system.”? I sefer to this approach as the “Traditional P&A™ method in this

u SH.ihrmh,OEAMH&BﬂMMIWW‘lMW“M}pﬂ?{
In general, Commission precedent supports this view.
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testimony. If the only objective is to present the renge of possible cost allocation methods,
the Traditional P&A is a more extreme approach than the Company's P&A method.

Why do the CD ACOSS and the Traditional P&A ACOSS present the extremes of
mains cost allocation philosophy?

The CD ACOSS is most favorable to large customers. It inchides a customer component
of costs, which recognizes system economies of scale mssociated with serving large
customers, Customer-related costs are almost entirely assigned to smaller customers,
resulting in relatively higher costs for those classes. Moreover, the CD method uses a
minimum system method for clessifying 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 allocaior. 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 Traditional P&A ACOSS is generally most favorable to the smallest
customers for three reasons. First, the P&A method has no customer component at all,
which s fuvorable to the smallest customers, as economies of scale are not reflected in
mains cost allocation. Second, because smaller and low-preasure mains are allocated to all
customers, the Traditional P&A approach is generally more fiavorable to smaller customers
than the Company’s approach, which does not allocate any of these mains costs to larger
customers, Third, the Traditional P&A method allocates costs substantially based on
average demand. Because small customers tend to be more weather sensitive than larger
customers and tharefors have relatively leas 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.

Have you prepared a full independent version of a cost allocation study in this

proceeding?
No, I have not. Howevet, over the years, I have developed a working version of the
Compmy'lmndehmdlmeﬂmfmmymﬂysin(beginninsﬁ&amrepﬂuﬁmofh
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Compeny's results for the CD and P&A ACOSS models). For the reasons discussed
abové, I simmulated these models without C&I Network costs.’* To maintain consistency
with the Company’s revenue requirement and provide for comparable revenne allocation
comparisons, T replace the Company’s provision for the C&I Network costs with
placeholder cost ttems that are all allocated in proportion to total allocated costs. -

In the Company’s 2012 base rates proceeding, I conducted a detailed review and developed

.ndependent ACOSSs. In the 2014 and 2015 cases, the Company addressed many of the

issues thet I identified in that analysis, although it did not address soms others. In the last.
two proceedings, the Company has generally followed those practices, although it has
made a number of modest improvements.

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

1. As noted above, the Company should investigate whether it canr develop & cost
allocation methodology that assigns mains costs on a segment-by-segment basis
only to customers downstream from that segment.

2. If e 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 efther inflation or acourmulated deprecistion. In contrast, I
wuldmmmmdﬂlatareuonghhrephmmnmbeuudbdwelop
the cost for each main segment. Most utilities incdrporate a measure of

“ In replioating the Company’s anatyais, I was able to adopt much but not ail of the rounding spproach used in the
Company’s study, leading to small differences. While the Company’s method does not appesr to cause major
distortions, it sometimes results in observable differences, particularly for classes that represent a mmall shere of
some costs, such &s customer costs for the MDS class. It i anolear why the Company retains this rounding
technicque in light of*these modest distortions.

15 In reviewing the Company’s calculations, I noted that, in incorporting the C&cI Network costs into the ACGSS,
the Company does not appear to include the allocated costs for grosa plant, accumulated depreciation and annual
deprecistion expsase in its totals, but in fct implicifly allocetss those costs using traditional allocators. Simflsrly,
the Compiny exchides C&I Network costs from some of its overnll plant and O&M allocation factors. 1 assume that
this was hot intentional. Thus, if the Commission does epprove C&I Network costs in'the reverme requirement, I
suggest the Company review its calculations in this respect.
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replacement cost into the mains classification anelysis, by adjusting historical
book costs for inflation, typicdlly using Handy-Whitman gas mains cost
construction indices.) However, in light of the subatantial .technological
changes, I recomménd also that such a replacement cost analysis recognize that
mmuch of the existing cast iron and steel mains would be replaced with plastic
mains, generally at lower cost. C

3. After mains, services costs represent 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 availsbility, although the
Compeny has addressed one of the concerns I raised in the past. Specifically, the
Cotnpeny has impioved the allocation of services with dismeters in excess of 3
inchee, better reflecting the higher cost of larger diameter services. However, the
MmqjoﬁiyoftheCompw’siuviooshmsﬁﬂhmpedbpthnhﬂoa
large group of all services with diameters at or below 3 inches, For these services,
the Company does not have cost accounts delineated by diameter, and therefore
ocannot ellocats these on any basis other than customer count. Thus, while the
under-3 inch services may exhibit a cost pattem similar to that for. ver3 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 the reasons discussed further below, the Company should comsider
segregating flex rate customers for cost allocation purposes, perticularly in the
Large General Service (LDS/LGSS) class, which would allow for a better
evaluation of the cost basis for regular tariff rates, .

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

“meﬂmthuwwhﬁWmhmMﬁWhﬁM
detalled dats to adjust cost perameters for cost inflation.
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the Company's ACOSS methodologies for my revenue allocation and rate design
recommendations in this proceeding. I recommend only that the Company contitue
to look for ways to improve these aspects of its cost aflocation method in fisture base
rates proceedings.

Q.  What are the implications of the various ACOSS methodologies that you reviewed in

this testimony?

A.  Table IEc-3 below shows the implications of the various ACOSS methodologies discussed

in this testimony. These values &re based on my simulations of the ACOSS models,
adjusted as discussed above. Also, because it is a significant issue for revenue allocation,
I split the Large General class into regular rate and flex rate customers.’

17 While other rate classes have aome fiex rate customers, these customers have a material impact on revenue
allocation only for Rate LDS,



Table IEc-3

Summary of ACOSS implications

‘ - - (4000) .
. | Medium Large

Total _Iulllunhl 5051 5Gs52 p i @ i MD$

! '
Current Non-

Gas Revenucs 410250 303,756 | 35051 | 34,599 | 17,741 | 17899 1,204
‘cDAcoss - -
IncressstoCBR | 46835 69612 | 1779 | 11997 | 3486 B0t | -1061
Parcant 1iax | 20% | Si% | SAT% | 196%  448% | -881%
—— | | =
IcreasatoCBR | 46835 | 18791 | 3136 | 833 | 4926 2211 1061
Percent ek | SSX | 8% 24% | 27a% | 1241% | -88.1%
Traditional PRA ACOSS '
' IncraasetoCBR | 46,835 w7 214 | 1530 | 675 | 37,260 1,08 |
Percent uax | 0a% | 6ax | ad% | 382% | 282% 801N

| Source: Exhibit IE;:—2. RDX WOlliplpll'l.

Ax shown in Table IEc-3, while the fhree cost allocation philosophies may span the possible
range of ¢ost outcomes, they pravide little in the way of guidance for cost allocation and
rate design. Only the results for the MDS class show a consistent pattern, and then only
because mains ao directly assigned to that ¢lass in all three methods. To & lesser extent,
the results for the SGS1 class ave also reasonably consistent, with all methods suggesting
that a cost-based increase for that class would involve an increase of roughly half to three-
quarters of the system averags increase. In addition, the three studies suggest that the SGS2
class should either be assigned a significant rate decrease, or an increase well below system

o 00 ~1 O W B W N e
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average.

After that, the results are all over the map. Rate increases for the residential class needed
to bring revenues into line with allocated cost range from $0.2 million (0.1%) to $69.68
million (22.9%),-a range that is wider than the entire increase proposed by the Company.
Even more varisble, the rate changes needed to move revenues for the Large General class
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into line with allocated cost range from a reduction of nearly 45 percent to an increase of
over 200 percent.

Moreover, when the impact of flex rate customers is considered, the lack of guidance in
the cost allocation study simply gets worse, Teble IEc-4 below shows the results from
Table IEc-3 for the Large General class, split between regular and flex rate customers. As
immbwmndehﬂedcutpummforﬂumoummnotavﬁhble,l
segregated the allocated costs within the class based on my estimate of the share of current
full tariff rate revenues, which I egtimate st 43.9 pervent for flex rate customers and 56.1
percent for regular rate customers.S: As such, the resuits below are imprecise, but I beliove

illustrative.
| Table s ]
Summary of ACOSS implicstions: Larga Ganeral Class (spoo)
| Larga Ganarsl Regular Rate - Flox Rate |
Throughput (MDth) ;,'asz ‘ 10,103 _-: 10,549
Current Revenues T 1700 13878 4021
CD ACOSS T
Increase to CBR 5,012 -8,335 az
 Parcant 44.8% -50.1% BOK
PRA ACOSS
Incresssto CBR | 22,211 8,609 13602
Percent " 124.1% | 62.0%  assan
Traditionsl PRAACOSS ' a 1
_]nmumcsn_ | 37,260 17,046 ' 20,214
‘ Percant 2082% | 1228% wm |

L=
I Source: RDK Workpapars.

18 Becanae the Company applies such substantially different rates to flex rate and regnlar rate Large General Service
customers, it may wish to consider scgregating the class on that basis for cost allocation purposes in future rate
proceedings, Based on my review of the Company’s analysis, the key cost parameters should generally be available
on & customer-by-customer. basis for the Large General Servics class, and thus segregating the class should be
relatively straightforward. Ibelieve this approach would also elarify revenue allocation issue for that class, where
increasss can be assigned to regular rate customers but not flex rate customers.
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As shown in Tablo IEc-4, the flex rats Large General customers represent about 50 percent
of class volume but cnly 22 percent of the current rate revenues, As such, the revenues
from flex rate customers are already substantially reduced from regular tariff rates.
Moreover, both ACOSS methods that rely on the P&A approach generaily assign costs to
the Flex rate customers that are four to six times current revemucs. Even the CD ACOSS
method would imply a material increase for these negotiated flex rate customers, Thus, it
must be recognized that if Columbia cannot increase revenues from the flex rate customers
without losing them to bypass or alternative fuel, there will be a substantial shortfall from
those customers, and that shortfall must be recovered from the rest of the customers. If
either P&A method is adopted, this shortfall will be enormous.

Revenue Allocation
What is revenue allocation?

Revenue allocation is the assignment of the dollar net increase or decrease to sach of the
Company’s rate classes in a base rates proceeding. In contrast, rate design determines how
the allocated revenue is recoversd from individual ratepayers within each class. From a8
cost recovery standpoint, revenue allocation addresses inter-class cross-subsidization
issues, while rate design addresses intra-class cross-subsidization issues.

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

In general, alloceted cost is the primery criterion used by regulators in the revenmue
allocation process. Most utilities and regulators adopt a policy in a base ratés proceeding
of atterapting 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 reverue allocation process are:

o the gradualinn principle (or evoidance of “rate shock™), in which large rate
increases for individual customers or clesses of customers are avoided; and

25



10
11
12
13
14
15
16
17
18
19

21

o

25

g~

@ the value of service principle, which is often used to mitigate rate incroases
for customers or oustomer classes with relatively elastic demand., °

Using theso criteria, the utility will develop s 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 boen made toward the policy of achieving cost-
based rates,

In evaluating the Company’s revenue allocation, which aspects of the Company's
revenue have you comsidered in this proceeding?

Although this is a base rates proceeding, the Company’s ACOSSs and its proof of revenue
analyscs (Exhibit 103) includo all of the Company’s revenue. However, the costs and
revennes 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 procseding, and
are effectively part of the revenue requirement, the cost allocation and the rate design.
Thus, I inchide all of the costs and revenues except purchased gas costs in my analysis,
including costs and revenues related to-base distribution rates, Rider USP (universal
service), Rider CC, the GPC (gas procurement charge for administrative costs related to
utility gas supply), and the MFC (merchant function charge, related to recovery of
uncolléctibles costs for utility gas sales service).  In measuring percentage changes, I
also include all non-purchased gas cost revenues.

Please summarize Columbia®s proposed revenns allocation in this proceeding.

The Company indicates that it subscribes to the principle thet rates should be moved into
lino with allocated costs, subject to rate gradualism considerations. For its cost basis, the
Compeny claims that it generally relies on its AvuageACOS methodology. The
Company also proposes not to assign a rate decrease to the MDS class'(and in fact includes

¥ Soe, for example, Prinoiples of Public Utility Rates, Second Edition, Bonbright, Denielsen, Kamerschen, 1988,
pages 383 t0 387, Note thet the criteria in thia text apply ta the overall development of a utility rato structure. The
criteria that I discuss in this teatimony are those that apply to the revenus allocation portion of the process, which is
only one aspact of the overall development of utility rates.
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an increase for the C&I Network), although a decrease would be justified based on
. allocated costs. In addition, the Compeny 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. The Company’s revenue allocation proposal is summarized

in Table IEc-5 below.
Table I.!e-l _
Summary of Columbla Revenus Allocation Proposal
($000)

Medium  ilg@en | LgGen
‘Taul Residential | s@S1 General  Regular Flex MDS

Current

e | 41.841 l W0 | mam | wms | wm | soa | 1208
Proposed an

ol 4gmes | wem | M ‘ 2500 | 2125 0 2
cresse®  114%  123%  68% | 62% | 141% | 153% | 00% | 35%
Coat-

based 835 | 43201 2458 5582 | 720 137 | 693  -1,061
Increase '

Percant | 1L4% | 142%  70%  -161% | 4% 10N | 1782%  -88.1%
Notas:

1. Revenues include all tariff revenues except gas supply coats.

2. Cost-based Increase Is rate increase to bring revenues fully Into line with allocated cost, based on 50/50 weighting
of my CD and PBA simulations of the ACOSS

| Source; RDK Workpapers.

As.shown, the Company's revenue allocation proposal is not fully consistent with the cost
impﬂﬁﬂmforaﬁmpkmmofituoﬂaﬂocaﬁonlmdies.wmmpidmﬁmnwd
to accommodate fléx rate customer shortfalls. Tn that respect, the reverues from the Large
General flox rate customers fill far short of allocated costs, by nearly $7 million. This
shortfall is partly offset by the over-recovery from the MDS class of ebout $1.1 million,
for which tho Compary does not proposo a rate decrease. Nevertheless, these impasts
jmply that higher than cost-based incroases re generally necessary from the other rate
classes to meet the revenue requirement. However, for the Residentisl and SGS1 classes,
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with allocsted costs. This leaves the remaining classes, namely SGS2, Medium General,

‘and Large General (regular rate) bearing significant rate increases, despite the cost

evidence that only minimal rate increases would be justified under the Company's stated
cost basis. The case of the SGS2 class is particularly problematic, in that the Company
assigns @ material increase to that class despite the fact that tho class substantially over-
recovers costs at current rates.

Thus, it is not entirely cloar how the Company developed the revenue allocation proposal
for this proceeding. The Company indicates only that its revenue allocation serves to move
class revenues closer to allocated costs, but it does not explain how the revenus allocation
was developed, nor whether the progress toward cost-based rates is consistent across rate
classes, 2

How does the Company’s proposal compare to the revenue allocation over the past
several base rates pmodlnp,aﬂofﬁhlnhmruolvedbyutﬂomnt?

Table [Eo-6 below provides the comperison. Note thet I've included the revene sharing
percentages that would result from moving all rates into line with allocated costs under the
two ACOSS methods.

® The Company evaliistes whother progress towend cost-bised rates is schieved using the indexsd rats of retur
meiric. While I recognize that this metric has long been used by utiities in Pennsylvania, it is a bissed measure that
MMMMMMMWWHMMWMMMMWM
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Table IEc-6

Revenue Allocstion Shares In Recent Columbia Base Rate Cases |

Muluud s & Percantage ol'th.Apprwnd Revenuas Incresss
LDS/LaSS | MDS

DocketNo.  Residentsl = 5G51 | sas2 ' sps/ass
| Sattiaments .
| R2008-2001621 79% 13% 4% x| om
| R20092143262 73% 16% 5% % o%
R2010-2215623  75% 19% 5% 1% 0%
R2012-2321748  74% 19% 6% 1% o%
R20U4-2406274 | 7% T e %ot 0%
R-2015-2468056 " 16% ™ “ | ow
R-2016-2529660 [ 74% 8% o% 5% ax o%
Columbla Proposed st R-3018- 2847577 -
Proposed | e 5%. % | 5% | s% | o
CDACOSS | 149% P 2% | % | 4% %
“PRA ACQSS 36% e 2% 11% 7% 2%

| PRSI .
Sou'cu. Scttllmlnt documents from Commission wabsita, RDK worltpapers.

Table [Hc-6 generally shows that.the Company’s proposed allocation of the revenue
requirement would produce a sharing that is not substantially differeit from the settlements
of the past seven base rates proceedings. The Company proposes to assign 2 modestly
larger share of the increase o the Large General (LDS/LGSS) rate class and the Residential
class, and a lower share to the Small General Service (SGS1 and SGS2) ate classes,
presumably reflective of the results of its ACOSS analyses in this proceeding.

Do you agree with Columbia’s proposed revenue allocation methodology in this
proceeding?

No. First, I do not agree with the use of a 50/50 weighting of ACOSS methods for the
teasons discussed below. Second, for the reasons discussed above, if the Commission
adopﬁﬂbCompmy‘spropoudSOlSOwdgbﬁnnoftheCDmdP&AACOSmﬂﬂdes,l
very different revenue allocation would be appropriate. If that were the case, no rate
increase should be assigned to the SGS2 class, because thet class already produce revenues
well in excess of allocated cost. In addition, under a 50/50 weighting of cost allocation
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methods, a materially larger increase should be assigned to the Residential class, with
below system average increases being assigned to the SGS1, Medium General and Large
General (non-flex) rate classes. 2!

Have you developed an alternative revenue allocation proposal for this proceeding?
I have. In developing my proposal for this proceeding, I considered three factors:

First, as the cost asis, I used a weightéd 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 this CD ACOSS &t 25 percent, implicitly weighting the P&A ACOSS as three
times more important than the CD ACOSS. I chose these weighting factors for the
following reasons. In the Company's 2012 base rates proceeding, the results of my
independent ACOSS (based on Commission precedent) were generally closer to those of
tlie Compeny’s P&A ACOSS then the CD ACOSS. For the SGS/SGDS class, an implied
weighting of 75/25 of the Company’s ACOSS results approximated my independent
results. In addition, the P&A ACOSS is conceptuelly more similar to the A&E
reasons of precedence, I weight it more heavily, My revenue allocation calculation
therefore begins with an assessment of the increase needed to bring each class into line
with allocated cost, based on this weighted average of ACOSS results,

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 Inorease.2 Because retaining these customers should reduce the

21 Details for such an approach are shown in my workpspers, in the event that the Commission adopts & 50/30
ACOSS welghting scheme.,

2 Thy SGS1, 5G52 and SDS tate classes also have some loads subject to flex rates, but the impat is sufficlentty

smnall that [ have not made sny adjustments for these customers. In effect, the cast of the flex rato shortfalls is bame
within the clsss
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revenue requirement that gets assigned to all other classes, I did not assign any increase to
those customers.?®

Third, to reflect the principle of rate gradualism, I limited the increase to any rate class to
be no more than 2.0 times the system average. While there are no “hard-and-fast” rules for
gradualism, limiting the maximum increase to 1.5 to 2.0 times the system average increase
is not uncommon. In my analysis, this limit is applied to the Large General (regular tariff
rate) class, In addition, I adjusted the reveme requirement for the SGS2 class to avoid a
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rate decrease:

Fourth, I reject the Company’s proposal for an increasc for Rate MDS, because (a)
revenues already substantially exceed allocated costs, and (b) the Company’s proposed

increase reflected only the C&I Network charge, which I exclude in my analyzis.

Fifth, the net revenue shortfall that reflects from the adjustments in Steps 2, 3 and 4 above
is reallocated to the remaining classes (Residential, SGS1, and Medium General) on the

basis of overall allocated cost.

Supporting caloulations are shown in Exhibit IEc-3, and in my electronic workpapers.

Q. Why do you not rely on the Traditional P&A ACOSS method in developing your

revemus allocation proposal?

A.  Aslindicated earlicr, none of the traditional cost allocation approaches for gas distribution
mains costs provide a thecretically sound approach for recognizing the specific usage of
individual components of the distribution system. As such, these methods simply cannot
reflect such system differences as:

2 Pue to time and information constraints, I did not conduct an evaluation of Colurnbin’s flex rate customers in this
proceeding. In general, it is reasonable to allow a utllity to offer negotisted, below fully sllocated cost rates to
customers If (2) it can be demonstrated that the customer wonld not take service at & full-cost rate, and (b) the
revenues from the customer sxoeed the incrernental cost of providing service to the customer. For the purposes of
this testimony, I assume that these conditions pply to the Company’s flex rate customers, and that it would
therefore be imposaible to recover any of the rate increase fram these customers.
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« Whether large mains have been extended to serve largé commercial or industrial
customers or whether ‘the extension serves distributed residential customer
networks;

» Whether gas distribution meins must be extended for longer distances to serve
small and medium commercial customers than for regidential customers, or
whether such commercial customers are more likely to bemmgqu'laphieaﬂy
concentrated in commercial arees, thereby requiring less main extension;

o ‘Whether the vety significant economies of scalo associsted with the use of larger
and higher pressure mains are proportionally related to all customer class loads,
or whether the economic benefits disproportionately result from serving
pu'ﬂcﬁlnrcustommorcmm

These problems cannot be solved without a detailed assessment of system configuration
and mains usage. While Columbia has not undertaken such an analysis in this proceeding,
the segregation of mains into categories 1s a step in the right direction. By segregating
mains by size/pressure, the Company’s method provides somse recognition of the scale
economies of serving fewer larger customers than serving many small customers.

Moreover, Columbis has made réasonsble efforts to try to ensure that this segregation of
mains costs is as accurate as possible, by (a) assigning no costs for small mains costs to -
any customer served from.the Isrger, higher-pressure mains, and (b) assigning costs for
hgu.hxgbnr—mnmmthntmonlymcustom only to those customer
classes,

Finally, it must be recognized that the Traditional P&A method produces allocated cost
sesults for the Large General Servioo class that are significantly at variance with current
m.mdwhichwiuvuylﬂ:plymmkhaﬁuﬂmahiﬂtomgoﬁmdﬂurmfmﬁat
clase. As it is, the average distribution rates for non-flex Large General Service customers
are more than 3.5 times higher than thoss for flex rate customers (on a per-Dth basis), and
my algorithm already maxes out the rate increase for those' customers. The Traditional
P&A approach would imply a substantially larger revenue shortfull from that class, which
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simply cannot be recovered given the settiement pattern of the last decads of base rate
increages. Thus, while a Traditional P&A method could, as an arithmetic exercise, be
adopted for cost aflocation purposes, it is unlikely that it would have any useful
magnitude of the revenue shortfall that must be reallocated to the other rate classes. A cost
allocation result that is that far at varience with market conditions at least suggests that
there is a technical problem with the methodology.

What are the implications of your revenue allocation proposal?

Table IEc-7 below shows the results of my proposed revenue allocation, gompared to the
Compeny’s proposal. As shown, despite using a very different approach than that adopted
by the Company, my calculations produce only relatively modest differences in revenue
allocation, particularly if the §GS1 and SGS2 classes are viewed in aggregate. Thus, while
the Company indicates that it relied equally on its two ACOSS methods, its actual revenue
allocation suggests that it relied more heavily on its P&A ACOSS.
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Table IEc-7

RDK Proposad Revanua Aliocation

| _ ($000)

Rasl- Madium @ LgGen
‘ Total dential - Sas2 Genaral  Regular
Current
‘Mm s 410250 | 303,756 = 35051 | 34589 | 17741 | 13478
MR | ggs | e 27 285 283 4
IAd,Iuitmentl'(Zl | 8,051 | et - 2,375 o_ - 1,204
Reallocats (3) 3051 6852 ™ - 422 0
RDK Ravenus
 aBocat 45883 36848 9,574 0 3,45 3,180
Parcant
miowind 11.45% | 121%  102%  00% 18.9%  22.8%
Compare:
Company 46,835 | 37,630 2,381 2157 | 2500 2125
Proposal |
Notes:

Lg Gan

R MDS |
4021 1,204
10,283 -1,061
ai083 | 3,081
o 0
0 0 J
00X | 0.0%
0 42

(1) Increase necessary to hﬂnﬁ rates Into line with allocated costs, based on 75/25 welghting of Company P&A

and CD ACOSSs.

(2) Adjustmants to eliminata reductions (MDS, SGS2), allminata Increases to fiex rata customers {Large General
Flax) and to Emit Increase to 2.0 times system average (SGS51).

{3} Net adjustment shortfall reallocated to Resldential, SGS2, Medium General, and Large Genersl (regular) In
proportion to fully allocated cost.

Rate Desizn Issues

6.

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

A.  Base rate tarlff charges for these three classes currently consist of a bifurcated monthly
customer charge and a bifurcated commodity charge, both split between customers with
annual consumption above and below 5§44 Dth. Mﬂmineachmcategory SGSS and SCD
mmmmpuytheumeoommoditychngewhﬂeSGDSwsmmmpayuﬂshﬂth
eommndityeharpmﬂncﬂngtheﬁctthatﬂmCompmydoumtinmguMmem
capital costs for regular transportation customers.. The basic distribution rate tariff

structure i{s shown in Table IEc-8 below.
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In addition, the SGSS sales customers are subject to PGC, GPC, MFC end Rider CC
charges. Rate SCD Choice and Rate SGDS transportation customers are subject to certain
PQC charges (related to load balancing), and the Rider CC charge.

qudouCulumbinpmpoutohnplmmﬂhnhimrﬁnhrfhuochuu?
.Columbia’s proposed increases for the bass rates components. of Small General Seevice
classes are shown in Table IEc-8 below.

Tabls IEc-8
Columbia Proposed Small Guneral Service Base Rata Design
| u::u Proposed Ruta |:r~:ult |
" Rates 3658 and 5CD - %
i_Cunomer Charge < 634Dth/year §21.25 | szH.i 7.1%
| © >644 Dthjyesr  seo0 | siso0 00
ICommudIty Charge <644 Dth/year | 40870 $4.3643 | 6.8%
I >644 Dth/year $2.6288 T fs0e2 | 49K
Rate 56D3 R - R B
Customer Charge < 644Dth/year $21.25 | $22.75 7.1%
>644 Dthyyear | sso0 | s | oo
i Commodity Charge <644 Dth/year $3.9056 | $4.243 i 7.4%
»644 Dth/year | gasums | $3m082 9%

What approach do you recommend for setting rates for these clisses?

In goneral, for smali and medium general service classes, I advocate setting the customer
mnmmhmm“mmﬁrmmmwﬂhmhphu
The commodity charge is then adjusted to produce the appropriste revenue requirement.

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

I bogin with a weighted average of the two ACOSS methods (as corrected), and determine
the per-customer costs that are allocated using customer-based allocation factors. In
developing the cost besis for the customer charge, I take a relatively simple approach to
the problem, in thet I includs all costs that kre allocated dn a customer basis. I recognize
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that some experts, ‘and &t least some Commission precedent, support the exclusion of
certain “indirect” customer-related costs from this caloulstion. Nevertheless, I follow the
besic principle that the rates should follow the costs. If customer charges are set below the
ellocated customer cost, then larger customers will subsidize smaller customers, es
measured by the logic of the ACOSS. While subsidizing smaller customers may have a
public policy retionale for the residential class, I see no particular advantage to such an

However, in making the calculations, I excluded all uncollectibles costs from customer-
zelated costs. Uncollectibles costs ere essentially & foe on customers who pay their bills to
compensate the utility for those customers who do not. As these costs are essentially a tax,
Ideemﬂreuonabletomovorﬂmeco:hwﬂhvolumoﬁicchngumﬂmthemﬂl
busmes_uelams. This approach is conceptually similar to the Company's treatment of
universal service costs within the Residential class.

What sre the implications of your analysis for the SGS/SGDS customer class:
customer charges?

My enalysis indicatés that the fully loaded customer cost based on my 75/25 weighted
avmgeACOlSapp'omhm$3406fmtbnRuidmﬁaldus,$3878forﬂnSmnnGm
Service class (under 644 Dth/year) and $61.23 for the Small General Service class (over
644 Dth/year). Inlikhtofthisanalym,lbelwwthntﬂw(!qmpmy s proposals to modestly
mmetheSGSlmﬂomarohugebﬂZ?SmdtoholdﬂnSG&cuﬁomebugutﬂs
are both reasonable, at the full reverme requiremant. If the Company’s overall increase is
sededhchtheimmseinﬂmcmbmughugeforﬂﬁﬂlshoulddmﬂaﬂybewﬂedbwh

Revenge Decoupling

Please summarize the Company’s proposal for revenue decoupling in this proceeding.
The Coinpany currently has a weather normalization adjustment (“WNA”) pilot program
for the Residential class. It proposes to supplement that program with a revenue
normalization adjustment (“RNA") program, elso limited to the Residential class. The
RNA would be & per-customer revenue decoupling program, in which the Company would
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be allowed to reconcile any variances between approved and actual base distribution
revenues per customer. (Customers would exclude those participsting in the Customer
Assistance Program (“CAP”).] The approved values would be caloulated for each of two
gix-month periods (April-September, and October-March). Per-customer variances would
be caloulated for each period, aid multiplied by actual customer count to get the dollar
variance. Thevgﬂmwouldthmbemovuedinthsconespmdingpuiod(te.,oaobm
March variances would apply to the Octobar-March period in the next year), through the
RNA charge based on the dollar value of the variance per unit of forecast load. Interest on
ovet- and under-recoveries at the prime commercial lending rate would apply.

What are the generic advantages of a revenue decoupling mechanism?

Rete decoupling mechanisms, including partial decoupling approaches such as weather
normalization, reduce the utility’s exposute to volume fluctuations. As I discussed ealier,
over the longer term, a gas distribution utility’s costs vary with customer count and peek
However, in the short run, the utility’s investment in the distribution system is substantially
fixed, while it rate revenues are significantly dependent on energy consumption. Thus,
year-to-year fluctuations in customer loeds result in fluctuations in utility margin and
profitability, causing financial risk for the utility. A full revenue decoupling mechanism
eliminates risks associated with volume fluctuations. In theory at least, this risk reduction
should manifest itself in a lower cost of capital for the utility, which can (and should) be
passed on fo ratepayers.

Ancondaqybmaﬂtwmmuedecoupﬁnsmechmimhthntthevolmeﬁcwmponent

.of rates, which reflects the longer-term variability of distribution system costs, can be

retaimdinthebuichriﬁ's&ucﬁnewiﬂ:mtimposipgﬁskontheu’tiﬁty. This allows rates
to better match longer term costs, and provides reasonable price signels for econoinically
utilities can have an incentive to discourage energy conservation.

Finally, & rate decoupling mechanism has 8 modest regulatory benefit, particularly in a
fully-forecast fisture test year environment, in that the noed to precisely forecast customer
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loads to derive rates ig substantiaily reduced. Since rates in'a decoupled environment will
ensentially be based on actual loads, forecasting errors are mnch less harmful to both utility
and ratepayers..

Do the risk reduction benefits for the utility result In a corresponding increase in risk
for ratepayers?

X depends on the nature of the load variances. Weather normalization mechanisms can be
seen as “win-win” The utility’s exposure.to weather variances is obviouly reduced.
However, weather mechanisms serve to lower per-unit rates during unusually cold months
and incresse per-unit rates during warmer than normal months. This has the effect of
partially stabilizing ratepayers® uiility distribution bills. (Ratepeyers, of course, remain
fully exposed to bill variances related to gas supply costs.)

However, for other types of variances, a full rate decoppling mechanism doea indeed shift
the risk from utility to ratepayer. For example, variances due to economic fluctuations are
necessarily shifted from utility to ratepayer. Similarly, revenue fluctuations due to energy
conservation variences are also shifted to the ratepayer.

In addition, while a rate decoupling mechanism may eliminate the utility incentive to
diswmgemmaﬂon,itmmeﬂudishcenﬁwfwwﬁﬁtymmmomiwly
efficient load growth. Becanse the Company’s proposal is a per-customer mechanjam, it
will retain an economic incentive to serve new customers. However, since the Company
gains no benefit from additional load, it will have no incentive to encourage additional load
at existing customers, such as through electric to gas fuel switching efforts.

Are broader investigations into alternative ratemaking taking place in Pennsylvania?
Yes. ImadundbyOSBAcomulthﬂtheusueofratedeewpﬂns.potEormme—band
ratemaking and other “Innovative” rate mechanisms are currently the subject of both
potential legislation (House Bill 1782).and Commission review (Docket No. M-2015-
2518883).% While it is not clear that completion of these efforts would neccssarily provide

%} is my understanding that the Comurision issued 8 Proposed Poliny Statement Ordar at this docket by order
entered May 23, 2018, and it is corrently opeti for conment.
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specific guideamce for Columbia, they may provide general guidance that may not be fully
consistent with the Company's proposal in this case. They may also result in filing
requirements for alternative rate mechanisms, which the Company may not have met. For
example, the Commission could provide guidance on how the utility cost of capital should
be evaluated a5 a result of the lower utility financial risk.

In light of this review, do you have & recommendation for this proceeding?

Ido. Far the following reasons, I recommend that consideration of this mechanism be
deferred pending completion of the Commission's review and resolution of thé proposed
legislati

FhsntheWNAdmdyabbsaﬁsniﬂcmtahmofRuidmﬁﬂclmloidmimmmd
it has the adventages that it serves to reduce risk for both utility and ratepayer. Layering
on the RNA is not beneficial to both parties, and any benefit to the tility takes the form of
inqnuedﬂiktontepaym.

Second, while I have not conducted an in-depth review of the Company's cost of capital in
this proceeding, it is not obvious that the risk reduction benefits of this mechanism are fully
reflected in the claimed costs.

Third, there is significant uncertainty about Pennsylvenia policy in this respect given the
unfortunate inconsistencies, as well as potentially avoiding duplicative regulatory efforts.

Does this conclude your direct testimony?
Yes, it does.

k[
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ROBERT DL KNECHT PRINCIPAL

0 1o
Mr. Knecht has more than 35 years of practical econoinic consulting experience, focusing on the energy,
utility, metals and mining Industries. For the past 25 ysars, Mr. Knecht’s practice has primaifly involved
providing enalysis, consulting support and expert testimony in regulatory matters, primarily involving
electric and natural gas utilities, Mr. Knecht's work includes many aspects of utility regulation, including
industry restructuring, cost unbundling, cost.allocation, rate design, rate of return, customer contributions,

_energy sfficiency programs, smart metering programs, treatment of stranded costs and utility revanua
requirement issues. He hag worked for stite advocacy agencies, industrial customer groups, law firms,
regulatory agencies, government agencies and utilities, in both the Untted States and Canada. He has
provided expert testimony in more than one hundred separate utility prot_:udlngl. ,

In addition to his work with regulated utilities, Mr. Knacht has consulted cn international industry
restructuring studies, prepared economic pollcg analyses, participated in a variety of litigation matters
involving economic damages, and developed energy industry forecasting models.

Education
Master of Sclence, Management (Applied Economics and Financs), Sloan School of Management, M.LT.
Bachelor of Sclencs, Economics, Massachusetts Institute of Technology

Select Project Experience

For more than twenty years, Mr. Knacht has prnvidﬁ consulting services, analysis and expert testimony
before the Pannsylvania Public Utility Commission on all manner of regulatory proceedings to the
PENNSYLVANIA OFFICE OF SMALL BUSINESS ADVOCATE. In addition to expert testimaony, Mr. Knecht has assisted
OSBA with the development of public policy positions, litigation strategy, and longer term strategy.

For the INDUSTRIAL GAS USERS ASSOCIATION, Mr. Knecht provided consulting and expert witness services ina
goneric cost allocation proceeding involving Gaz Méiro befors the Rigle de I'énergle in Québec.

For the NEw BRURSW1CK PUBLIC DNTERVENER, Mr. Knecht provides consulting and expert witness services ina.
verlety of regulatory proceeding before the New Brunswick Energy and Utilitles Board involving New
Brunswick Power, Enbridge Gas New Brunswick, and petrolenm products, Mr. Knecht has addressed lssues
of load forecasting, costs forecasting, cost of capital, allocation of corporats overhead costs, utllity cost
allocation, revenue allocation, markat-based rate design, cost-based rate design, and rate decoupling.

For L' ASSOCIATION QUEBECOISE DES CONSOMMATEURS INDUSTRIELS DLECTRICITE (AQCIE) AND LE CONSEIL DE
L'INDUSTRIE FORESTIERE DU QuEngc (CIFQ), Mr. Knecht provided analysis, consulting advice and expert
testimony before the Régle de 'énergie in regulatory matters involving Hydro Québec Distribution and
Trans€uergle. This work includes revenue requirement, power purchasing, cost allocation, treatment of
cross-subsidies, and rate design.

For the INDEFENDENT PowiR PRODUCERS SOCTETY OF ALBERTA, Mr. Knecht provided consulting advice, analjsia
and expert testimony before the Alberts Energy and Utilities Board in a ssries of proceadings involving the
restructuring of the electric utility ndustry, the unbundling of rates, and the developtent of transmission.
rates.

INDUSTRIAL ECONDMICS, INCORPORATED
| Kneeht-1
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HIBESTIIAL ECONDMICS, INCORPORATED
EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2012-2017
BOCKET £ REGULATOR uTLTY DATE cLIEXT TOPKS
:.d’ Tstyur.bdhf::mom
Pennsytvania Pubtic : Pennsytvania Office expenses, rate base, rate of
RZ0162500090 \ygyy Commission  USH Penn Natural Gas 01T en Advocate  cont allocation, rate design, EEBC
program, capacity assignment
New Brunswick ] Pinancial forecast, equity requirement,
Matter 336 Energy & UtKities New Brurswick Power January 2017 wm tife, variance mechanisms,
Board . ooat aliocation, rate design
New-Brunswick
Matter 338 Energy & Uthities’  Generic December 2016 horr ik PUBC oo petrolenm margins
Board
New Brunswick . Revenue requirement, fnvestment
Matter 330 Energy @ Utlities  Enbridge GesNew Brunswick  September 2016 (vavy orurswick Pubtic Qustomer resention Wndetives, oot
Board | - ellacsitien, /2 destan
Pennsytvania Public - I Pennsylvania Officeof  Conat allocation, revenue
R2016-253735 | (R PCNE | West Penn Rower Company | July 2016 e m""""""-_ allocation,
R 20162537355 Pennsyivania Public wmm July 2016 m.:l::ﬁheuf *  (Cost allocation, revenue allocation, rate
P-2016-2537609, | Pernnsytvania Public | UGI Central Penn Gas, UGH Penniyivania Office of
253759 Utilfty Commission | Penn Natural Gas My216 | ool Business Advocate  Vaiver of DSIC cap.
I L
el [t W | Y R OUN—
Pennsylvania Public | Columbia Gas of Permsylvania Office of Cost allocation, revenue allocation, rate.
RIIEZS29660 iy Commission | Pernsyvanta, Inc. hne 2016 | Small Business Advocate  design.
s swrs Smimenan | LB s s | SIS nps ke s
RIS 258 | o * Diviion ARG Small Business Advocate

design, encrgy efficiency and
comervation program.



IEc

HDUSTRIAL ECONSMICS, INCORPORATED

ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2012-2017

DOCKET # REGULATOR UTILITY DATE CLENT TOPKCS
i Publ:  Columbia Gas of Office of
P29 (e ion Pennsytvania, Inc e e Avocate | Walver of DS cap.
vania Public | UGI Udliitles, Inc., Blectric Office of and conservation
M2NMS24ITII4  ytkky Commission | Division Ry 2016 e Advocate |mﬂmﬂ -
New Brimswick Financial review, investment
MatterMo.305 | Energy@ Uttities  Enbridge GasNewBrunwick  February 2016 e oo™ * A | peverye requivement, cnst aliocation,
Board rabe design, market-based pricing.
P2DISZSI138,  popneytvania Public  Pennsytvania Electric, Pennsylvania Officeof  Defaukt service procurement plasts,
T3S 251155 Untity Commission  Pernsytvaia Power, West January 2016 ¢y Busingss Advocate | purchase of
Pern Power
Penisylvania Public Pennsylvanda Office of DSIC rate design under cash flow
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ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2012-2017

DOCKET # REGULATOR umuTY DATE CLENT TOPICS
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NRBSTRIAL ECONGRICS, RICORPORATED

ROBERT D. KNECHT

ENPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2012-2017

DOCKET # REGULATOR UTRITY DATE CLENT TOPICS

New Brunswick Financial review, investment
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, Utlities (Gas Division)
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MIDUSTRIAL ECONOMICS, INCORPORATED

ROBERT D. KNECHT

EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS: 2012-2017

DOCKET # REGULATOR uTLTY DATE QENT TOPICS
¥ mlﬂ.’m

Matter No. 178 Energy & Utilitles Enbridge Gas New Brunswick Juty 2012 NB Public Intervenor allocation, rate design, trestment of

Board stranded
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R2012-2293303 mt |CnlMGisufPumylvuil May 2012 mm Treatment of pipeling credits
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P-2011-2273650
Metropotitan Edison, |
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R20V1-2ea7yy  PemtveniaPublic  op) pecere iities Jawary2012 | Pennsytvama Office of  TOUI Rates

Udlity Commission . Small Business Advocate

industrial Eoanamics, Incorporsted

www.indecon.com

Note: Dates shown refiect submission date for direct testimony.
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COMMOMWEALTH OF PENNSYLVANIA

July 3, 2018

The Honorsble Jeffrey A. Watson
Administrative Law Judge

Pennsylvenia Public Utility Commission
Piatt Place, Suite 220

301 5 Avenue

Pittsburgh, PA 15222

Re: Pennsylvania Publie Utllity Commission v. Columbia Gas of Pennsylvania, Inc. /
Docket No. R-2018-2647577

Dear Judge Watson:

Enclosed pleass find the Rebuttal Testimony and Exhibits of Robert D. Knecht, labeled
OSBA Statement No. 1-R, with Exhibits IEc-R1 and IEc-R2, on behalf of the Office of Small

Business Advocete, in the above-captioned proceeding.

As evidenced by the enclosed Certificate of Service, all known perties will be served, as
indicated,

Ifyouhwemyquesﬁnns.pleaudomthmmeomwtm.

f

Sincerely,
f
f

| et . Ykt ]
Baniel G. Asmus
Assistant Small Business Advocate
Attorney ID No. 83789

Enclosures
cc:  Robert D. Knecht
Parties of Record

Office of Emall Buziness Advocats
300 North Second Sirest, Sults 202 | Hamsburg, PA 17101 | 717.763.2825 | Fax 717.783.28231 | osba.pa.gov
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REBUTTAL TESTIMONY OF ROBERT D. KNECHT

Witness Identification and [ntroduction

Mr. Knecht, please state your name and briefly describe your qualifications,
My name is Robert D, Knecht. I submitted direct testimony and associated exhibits
earlier in this proceeding and my quaelifications were presented therein,

Please identify the isenes addressed in this rebuttal testimony.

This rebuttal testimony responds to the diroct testimony submitted by the Commission’s
Bureau of . Investigation and Enforcement (“I&E™) witness Ethan H. Cline and
Pennsylvania Office of Consumer Advocate (“OCA™) witness Jerome B. Micrzwa with
respect to cost allocation and revenue allocetion issues. I also respond to the direct
testimony of Mr. James L. Crist on behalf of Penn State University (“Penn Stste™)
regarding revenue allocation, and the direct testimony of Laura Greenholt-Tasto on
behalf of the Natural Gas Supplier Parties (“NGSs™) regarding OFO/OMO issues. My
response to cach witness is presented sequentially below in Sections 2 through 5.

I&E Witness Clime (Cost Allocation, Revenue Allocation)

Please review the Company’s flied cost allocation studies.

In this proceeding, Columbia Gas of Pennsylvania, Inc. (“Columbia” or “the Company™)
submitted three allocated cost of service studies (“ACOSSs"). The differences between
these ACOSSs relate only to the classification and allocstion of mains costs. More
specifically, the Company submitted one ACOSS that relies on the “peak-and-average”
(“P&A™) methodology, one ACOSS that relies on a customer-demsnd minimum system
(“*CD™ methodology, and an ACOSS based on a 50/50 simple average of the two
methods.  All three ACOSSs submitted by the Company segregate mains into
transmission pressure, regulated pressure and low pressure categories, with trangmission
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and regulated pressure mains costs being assigned to all customers and low preasure
mains being assigned only to customers who take service at lower pressure.’

What is Mr. Cline’s recommendstion regarding cost allocation?
M. Cline recommends that the Company’s P&A ACOSS be used for revenue allocation
end rate design in this procesding. My reading of his testimony is that Mr. Cline relies
solely on Commission precedent in making this recommendation, specifically noting:

P>

® ThaCmmisﬁmnpmoMﬁeP&AWinnmehwhhaNuﬁmﬂ
Fuel Gas Distribution, 83 Pa. PUC 262 (1994) (“NFG Case™);

¢ The Commission explicitly rejected the recognition of a customer
component for mains costs (which the Company’s: CD method bhas) in
matters involving the Philadelphia Gas Works (Docket No. R-00061931)
(“PGW case”);:

» Tho Commission determined that the cost basis far the customer charge in
e Pennsylvania American Water Company case (Docket No. R-00932670)
(“PAWC case”) should include cnly “direct customer costs”™ which do not
include any mains costs;

» M. Cline is unaware of any case in which the Commission has accepted
the use of a CD methodology for developing a cost of service study.

Do you agres with Mr. Cline that Commission precedent om this issue is dispositive?
Unfortunately I cannot. I agree with Mr. Cline that in procesdings involving natural gas
distribution compenies (“NGDCs™), notably the NFG case, the PGW case, and the PPL
Gas case cited at footnote 10 of my direct testimony, the Commission has determined that
including a customer component of costs for mains classification is not appropriate.
However, in the more recent cases (PGW and PPL Gas), the Commission did not approve
the use of a P&A allocation factor and instead adopted the use of an “average-and-

i~

11n alloonting regulated pressure mains, the Company further segregates the plant into mains which are not used to
supply gas to the low pressure system and those that do. Costs for the former cstegory are assigned enly to
customers who take service at regulated pressure, while costs for the latter are assigned to all customers,
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excess” (“A&E") allocation factor. The A&E method is conceptually quite different
from the P&A methodology, it can produce very different quantitative results, and it
requires judgement in the selection of weighting factors for the “average” and the
“excess” components. Mr, Cline has not proposed that the A&E allocation method for
mains be adopted in this proceeding, nor does he explain why he rejects the more recent
Commission precedent in that respect.

Alm.ImpeetMlydimudthMr.Cﬂm'sviewthﬂthnCmnﬂuimmm.ppwed
a CD-type methodology for any utility in Pennsylvania. As I indicated in my. direct
testimony, the Commission has explicitly affirmed the use of a minimum system
methodology for classifying electric distribution system costs (at both primary and
secondary voltages). As the economio Joglc for classifying distribution costs is closely
parallel for electric and gas distribution systems, I do not believe that it is reasoriable to
dismiss Commission precedent in this respect as irrelovant.

Further, T respectfully disagree that the Commission's policy with respect to including
onlydimctcunhmerminﬂneostbnilﬁwﬁocuswmqruhngeinthePAWCemh
relevant to cost allocation. Simply recognizing that thero are both direct and indirect
customer costs would tend to suggest that perhaps some component of mains costs could
reasonsbly be considered indirect customer costs. Moreover, rate design policy will
oftanomﬁdmmmymmfan&nthmeostaﬂocaﬁm.whichtmﬂstordymmmﬁdﬂy
on cost cansation. Thus, establishing a rate design policy for deriving the customer
cherge is likely based on factors other than strict cost causation.

Finally, as Mr. Cline recognizes, the P&A. method results in rate implications that simply
cmotbeudopted.uﬂnywmﬂquuhemauiwnteinmwﬂmbothtbeMedim
Generul (SDS/LGSS) and the Large General (LDS/LGSS) service rato clasacs. Increases
of this magnitude cannot reasonsbly be achioved in the fareseeable future due to
negotiated flex rate concerns and the principle of rte gradualism. Tible IEc-R1 below
shows the average unit cost for each clags based on (my version of) the Company’s P&A
meﬂmdohgy,thocmmntavmgamﬁtmmdmﬂmpﬂdmm
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Note that T have segregated the Large General Service olass into regular and flex rate
customers, using the cost assignment method specified in my direct testimony.

Table Ec-RE

ImMm of Columbla PRA ACOSS Methodology
o $/Dth
PaAUNCon (DL pequied
Residental | $3.27  $882 5.a%
. sest | $5.89 ssua- - a.su_
sGs2 | $4.04 @82 3%
| ~ SosfLass _sa.;; ‘ $253 UM
| LDS/GSSReg. | $2.23 $1.37 624%
DS/GSSFlex  $167 $0.38 2s04% |
| mps | soos %025 |  -855%
Towl | $s87 | 8800 | 114%

' Sources: RDK WP1

Tablo IBc-R1 hightights a number of problems with sole reliance on the P&A ACOSS
methodology. First, the method produces allocated cost results that are mare than four
times higher than current rates for the flex-rate LDS customers, which represents roughly
half the class volume. Unless the Commission should determine that the Company has
improperly assigned discounted rates to those customers (see below), there is no way to
recover the cost shortfall from these customers. A cost allocation methodology that
produces results so fir aficld from rates that can be economically justified in compstitive
conditions should be suspect.

In addition, the costs assigned to the Medium General and even the regular rate Large
Generel customers are far in excess of current rates. As Columbia hes had seven
previous base rates cases in the past ten years, it is apparent that the settling parties at
loast implicitly considered factors other than the. P&A ACOSS in deriving the rate
nquimnmfotthnledm
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What is Mr. Cline’s position with respect fo revenues earned from flex rate
customers?

Mr. Cline reviewed the confidential information regarding flex rate customers and
concluded that six of these customers have not had their rates validated since 2008 and
one mince 2010. Mr. Cline concludes that the Company should be required to
demonstrate that these customers should remain eligible for flex rates under more recent
market conditions in its next base rates case.

Do you agree with Mr. Cline in this respect?

I very much agreo that the Company should be required to demonstrate that all claimed
flex rates in a base rates proceeding are necessary to retain those customers, and the flex
rates produce revenues in excess of the incremental dost to serve those customers. At this
wrlﬂns,lmnﬁcmemlymﬁﬂeqwmviewthcemﬁdmﬁdinfmmﬁmmporﬂnam.
Cline's analysis. However, based on Mr. Cline’s representations, it is not clear to me that
the Company has, in fact, reasonably demonstrated that all the flex rate discounts claimed
in this proceeding are just and reasonable. It is also unclear why Mr. Cline accepts these
flex rates as reasonable for this proceeding. I am advised by counsel that OSBA serves
notice to the Compeny that it may choose to address this issue through cross-examination
and briefing in this proceeding.

What is Mr. Cline’s proposed revenue allocation in this proceeding?

M. Cline argues generally that revenue allocation should serve to movo class rates of
return closer to system sverage, However, he exempts the Medium General (SDS/LGSS)
and Large General (LDS/LGSS) classes from that requirement beceuse some of those
customers have flexed rates and canmot be asaigned increascs. He therefore concludes
that the target return for the smaller customer classes must be set above systom average,
to accommodate the shortfall from the flex rate classes. Mr. Cline's proposal is shown in
Table IEc-R2 below:2

m.aﬂu'lpupoudmdbuﬂmﬁmhlmmw“w

inconsistensy
between 1&E Exhibit No, 3, Schedules 13, 14 end 15. In general, I have relied on the revenue allocation implied by

Schednles 13 and 15 rather than the values shown in Schedule 14, as the values in Schedules 13 and 15 appear to be
more consistent with the rationale presented in the text of Mr. Cline®s testimony.
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Table fEc-R2
Summary of i&E Revenue Allocation Propasal ($000)

"f.‘::" Parcent IAE Ravenue Parcent

Incrssse Incrasse Allocation Incranss
Residentlal 15,408 5.4% | 32912 08% |

$GS1 207 | 85% | 5508 . 1s7%
5GS2 | 1,085 T 3,846 O ogax
shsness | so087 | 343% 2508 | 4%
IDS/LGSSRes. = 8666 | 624% 2,128 15.3% _
| DSAGSSFex 13,647 |  3394% 0 00% |
| MDS (1,028) | -B55% - 42 % |
Total | 48835 | 11A% 46987 |  114% _'

| SOIII'GII: RDK WP1, Exhibit [Ec-R1

If the Commission approved the P&A ACOSS methodology recommended by Mr.
Cline, would you agree with his proposed revenue aliocation?

No. Mr. Cline’s proposed revenue allocation is not consistent with the cost allocation
method he supports. The primary source of this problem is that Mr. Cline ignores the
cost allocation results for the Medium General (SDS/LGSS) and Large General
(LDS/LGSS) mate classes, ostensibly on the grounds that these classes contain flex rate
customers.

However, in the case of the Medium General (SDS/LGSS) class, only 3.0 percent of
throughput and 0.8 percent of current revenues are related to flex rate custmers. The
vast majority of customers in the class pay regular tariff rates. As such, the results of the
ACOSS can reasonably be epplied to the class as a whole. And, in that respect, despite
the fact that the class would need 8 34.3 percent increase to move rates into line with
costs, Mr. Cline proposes only & 14.1 percent inérease, only slightly. above system
average. By way of comparison, Mr, Cline would assign a 15.7 percent increase to the
SGS1 class, despite the fact that his cost allocation analysis would require an increase of
only 8.5 percent to achieve cost-based rates.
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Similarly, for the Large General (LDS/LGSS) class, while spproximately one-half the
load is subject to flex rates, the rest of the class pays regular tariff rates. If the P&A
ACOSS method is adopted, I estimate that & 62.4 percent increase would be neoded to
achieve cost based rates for the non-flex customers, and Mr. Cline proposes only a 15.3
percent increase,

Forthemostpmm.CHm'srevmallodlﬁonpmpomwﬂumﬂumm
classes are directionally reasonsble. Regerding the SGS2 class, however, Mr. Cline
propoull_mthutillﬂghﬂyhrwﬂ:mﬂntnppﬂedtoﬂmrddenﬂalchu,
despite the fict that the P&A ACOSS would imply & materlally lower increase. (Tn the
Company’s P&A ACOSS, the indexed rate of return metric for the SGS2 class at prosent
rates is 1,20, exceeding the 1.14 value reported for the Residential class.) It is not clear
why Me. Cline does not reflect the relative results of his ACOSS for the 8GS2 class by
assigning a lower percentage increase than that applied to the Reaidential class.

Overall, my major disagreement with Mr. Cline’s approach is that he chooses a' cost
allocation methodology which assigns significent costs to the larger-customer rate
classes, but then he ignores the results of the cost allocation study in assigning the rate
increase to the large customer classes. There is only limited value in & cost allocation
analysis which is irrelevent to more than one-third of the oversll system loa.

CanyonnddrusMr.Cline’upropoulfornwulobneklnthomtthtthe
Coimmission reduces the Company’s proposed rate increase?

In many cases, the Commission and the parties to Pennsylvania base rates proceedings
adopt & “proportional scaleback” approach to this issue. If, for example, the Conmmission
approves & $25 million increase rather than a $45 million increase, it will generally

approve a revenue allocation method at the full revenue requirement, and then scale back

each class’ increase by a factor of 25/45 (55.6%). This is a simple and vnderstandable
approach, end it will usually produce directionally reasonable results (unless there were
rate decreases at the full revenue requirement). However, it hes the disadvantage that
progress toward cost-based rates tends to be reduced as a result of the scaleback. Thus, I
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recognize Mr, Cline’s effort to try to address that issue and to fashion a scaleback that
retains the progress toward cost-based rates.

Mr. Cline’s scaleback is shown in Table IEc-R3 below. In preparing this table, as I noted
earlier, I relied on the scaleback reverme allocation implied by I&E Exhibit No. 3
Schedule 15. The scaled back increases shown in Schedule 14 would appear to imply

illogical and unressonable results.?
Tahla IEc-R3 R
Summary of I&E Revenua Allocation Scalaback Proposal {$000) |
IE Full

R Parcant Percant

Alloclllo.n incresse IRE Scaleback Incraase
Residential | 32,912 108% | 1657 5.5%
5651 5,504 15.7% 3,156 [ 0.0%
SGS2 3,846 11.1% 1,403 1 4,1%
SDS/LESS 2,504 14.1% 1,252 7.1%
LDS/LGSS Reg. 2,129 153% | 1,065 72.7%
LDS/LGSS Flex o 0.0% 0 0.0%
MDS 42 3.5% 21 1.8%
Totsl 46,937 11.4% 23,469 5.7%

Sources: Exhibit IEc-R1

My primary area of disagreement with this proposal again involves the treatment of the
larger-customer classes. M. Cline’s initial revenue allocation proposal for the Modium
General end Large General classes was based on the logic that thesc were flex rate
customers and therefore costs were not relevant. However, if that logic were to be
accepted, there is no reason why these classes should perticipate in any scaleback at all.
Moreover, given the vast under-recovery of costs by those classes as implied by Mr.

3 For example, the table on page 64 of Mr. Cline’s testimony appears to rely on the values in Schedule 14, Based on
that table, the SG81 class would actually be assigned a larger increase qfer the scaleback than befbre the scaleback,
and would face a percentage inorease more than three times system averzage. I do not balieve that this was M.
Cline's intent. See Exhibit IEc-R1 which summarizes the various parties’ reverue allocetion recommendations.
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certainly bear a higher burden (if Mr, Cline’s P&A ACOSS method is adopted). And,
aggin, there is no logical reason wity the proposed increase for the SGS1 class should be
substantially higher than thet faced by the regular rate customers in the Medium General
(SDS/LGSS) and Large General (LDS/LGSS) rate classes.

Within the group of the smaller customer classes, Mz, Cline’s proposals are directionally
reasonable. The lower increase for the SGS2 class addresses the concern that I raised
above, and is more consistent with the P&A ACOSS methodology.

Ploase summarize Mr. Mierzwa’s recommendation for cost allocation in this
proceeding.

Regarding the key {ssue of mains classificationi and allocation, Mr. Mierzwa agrees with
M. Cline that there should be no customer-component for mains costs and that mains
plant should be ellocated using the P&A allocator. However, Mr, Misrzwa recommends
against reliance on the Compeny’s method of segregating plant by opemating pressurc
(“sub-fimotionalization™) and ‘allocating costs sccordingly. Mr. Mierzwa therefore
supports & method for mains allocation that I'described in my direct testimony as a
“Traditional P&A™ approach.

Let’s begin with the area of disagreement between Mr. Mierzwa and Mr. Cline,
namely the sub-functionalization of mains costs by operating pressure. Q.  Why
does Mr. Mierzwa oppose the sub-functionalization of mains costs?

As far as I can tell, Mr. Mierzwe's complaint is thet the Company®s method “ . . . fisils to
consider the net investment of each distribution mains category.” In effect, Mr. Mierzwa
concludes that the Company did not-reflect the fact that the low pressure/small diametér
tnaing gystem {s. older and more depreciated then the regulated pressure/large dlameter
mains system, and therefore overstates costs assigned to the smaller customers who
predominantly take service from the low pressure/small diameter system.

Is this a reasonable complaint?
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In my view, it is not, First, the type of “vintaging” of mains costs for cost allocation
purposes that Mr. Mierzwa appeats to, demand is not ideal from an economic standpoint,
and could lead to unstable cost allocation resnits. While it may seam sensible to give
lower rates fo customers who gre sarved from older pipes, the economic price signals
would be both more eccurate and more useful if the costs being assigned represented the
long-rmh replacement costs for the mains, rather than the historical embedded book
costs.* Moreover, when the older, beavily depreciated mains are replaced, the customer
classes that would initially benefit from vintaging could then be faced with rete shock
aasociated with the new, high cost systems.

In addition, even if the Commission were to detgrmine that vintaging were appropriate,
Mr. Mierzwa's preferred approach also fails to adjust for the vintage problem he cites.
Mr. Mierzwa's traditional P&A spproach treats all mains equally, and makes no effort to
assign older, more depreciated mains costs to the specific rate classes served by those
maing. If vintaging is to be adopted, it becomes even more logical to move toward a
direct assignment method for maine cost allocation as I recommend in my direct
testimony, which would allow the Commission to know exactly which customers are
served by the lower-cost, more highly depreciated mains.

At pages 10-11 of his testimony, Mr. Mierzwa offers an example as to why mains
costs are in no way proportional to customer count, and that increasing customers
does not result in any need to extend gas mains. Is this » credible argument?

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 lsterals 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 smailer residential
customers are more spread out in the more temoto areas of the distribution systems,

4mmmm.mummmwmmmﬂmmmu

siternatively in “zero-intercept™ methods, most analysts address the mains oost vintage issue by adjusting historical
mains costs for construction cost infistion.

10
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Absent some detailed assessment of the physical layout of the system and the actual
location of customers, Mr. Mierzwa’s example is not dispositive es to the question at
hand, since more realistic examples would imply exactly the opposite conclusions.
Moreover, common sense dictates that as new customers are added to the system, mains
footage is likely to increase.

I would add that in his example, Mr, Mierzwa recognizes that the lateral must be sized to
meet the peak demand of the industrial facility (at the end of the pipe). I agree. The size
ofﬂmminhdemimdbj(pakdmd,mdismlmdbwhetherﬂmindu;ﬁd
facility operates at peak for one day per year or for 365 days per year.

At page 11, Mr. Mierzwa argues that the minimum system CD method implicitdy
assigns a specific footage of mains to each customer, and that it is nnreasonable to
assume that the same footage is needed for each customer. Can you respond?

I generally agree with Mr. Mierzwa's mathematical interpretation, although I would
phrage it a little differently. The minimum system CD method assigns a customer-related
cost to each customer that is based on (a) & fixed mumber of feet and (b) the unit cost of
minimum system pipe. The CD method also assigns demand-related costs based on the
customer’s overall demand. However, I am unable to replicate Mr. Mierzwa’s fixed
footage numbers, which appear to be overstated. (Fmax@ple,theuveragelowpmsm
system footage per customer is closer to 25 foet than to the 65 feet reported by Mr.
Mierzwa) Moreover, because the Company (and I) use s weighted average of the CD
and the P&A methods, the implied fixed footage impacts are effectively much smaller in
the ACOSS usex for revenue allocation.

Mr. Mierzwa is also certainly correct that it is not logical to simply assume that the
customer component of mains costs should be based on'the same number of feet of
minimum sized mains for each and every customer. However, it is equally illogical to
assume that the cost to extend the gas distefbution system to each and every customer is
mmldndhcuﬁmuhqaﬁm.thﬂﬁoemﬂuhibitmmmiuof:cdo.mdthﬁ
costs are exactly proportional to a 50/50 average of customer load and customer design

11
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day demand. All gimplistic cost allocation methods such as the CD and P&A methods
implicitly include these types of unrealistic assumptions.

Ag pages 11-12 Mr. Mierzwa also argues that non-residential customers are
typically located farther apart than Residential customers and presents as evidence
a sampling of recent large customer attachments. Please comment. -

As a matter of common sense, I would generally agree with Mr. Mierzwa 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 rosidential customers), this line of reasoning does not obviously apply. Small and
medium buainesses may very well be located in concentrated commercial areas, such that
the density for those customers is actually higher than that for residemtial customers.
Again, this {ssue can only be evalnated using a detailed assessment of the gas distribution
system and the specific customers served downstream of each pipe segmeant, and not by
the dueling specnlations and hypothetical examples of cost allocation experts.

At pages 11-12, Mr. Micrzwa cites Principles of Public Utilitv Rates, Bonbright et
al,, in support of the assertion that there is no customer component to cost. Can you
respond?

The essence of Professor Bonbright's analysis is that there is weak correlation between
distribution system distence 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 statistical analysis that I have seen
demonstrates quite a strong correlation between mains footage and number of customers,
and only a very weak correlation between meins footege and loads. As such, the analysis
which [ have been able to review contradiots the professor’s conclusion.®

I would note also that the Bonbright text cited by Mr. Mierzwa relates to the electric
distribution system. As I indicated earlier, the Commission has already concluded that a
customer component for electric distribution is appropriate for Pennsylvania. In so

, pages 12-16.

12
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doing, the Commission was well aware of Professor Bonbright’s conclusion, and, at least
implicitly, rejected it.

At page 14, Mr. Mierzwa argues that all or nearly all residential customers could be
fally served with a 2-inch main minimum system. Do you agree?

As s tschnical 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 plece 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. Asa
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
averaging the CD ACOSS with an ACOSS ‘that does not include & customer component.
Columbia performs the weighting on a 50/50 basis. In my direct testimony, I therefore
recommendaed the use of a 75/25 weighting (P&A/CD), to reflect Commission precedent,
for the purpose of this proceeding.

At pages 21-24, Mr. Mierzwa demonstrates that there are substantial economies of
scale asvociated with expanding mains diameter, such that the cost per unit of mains
carrylng capacity declines substantially as pipe dimmeter imcreases. FPlease
comment.

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 & peak demand allocator. First, Mr. Mierzwa's

13
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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 custfomer
oomponentofeoat.andthaefomallocateksieostwlngacusmm In my view,
neither of these arguments is reagonable.

Any particular main segment must be sized to meet the peak demands of all firm service
customers who are situsted downstream from that segment. As Mr. Mierzwa
demonstrates, there are significant economies of scale associated with expanding the
capacity of any particular main segment, such that it is much less expensive to install &
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 & smaller
customer, the economics justify allocating & less than proportional share of the cost of
that segment to the large customer, and a more than proportional share of the costs to
smell 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
that the many small customers represent 75 percent of the downstream load. In this cass,
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 lerge customer. Thus, the “standalone” cost logic might bo msed to justify
allocating more costs to larger customers, depending on the mix of load served
downstream from a particuler segment of main.

In contrast to the stendalone 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 (L.e., there are economies of scale in cepacity), but he then concludes that the
only costs related to peak demand are the merginal costs of domand. He further
concludes that all other costs (Le., the excess of average costs over marginal demand

14
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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 proportionstely
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 & particular type of customer.
This is inappropriate. For any particular segment of main, each unit of peek load served
through that segment contributes equally to the economies of scalo for that segment.
Therefore, the 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 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 mein. Rather, it reflects the
general fact that oversll maina length is proportional to number of customers,
Unfortunately, as I indicated in my direct testimony, the techniques used to estimate this
effect are not theoretically strong, and therefore these methods can provide anly a rough
approximation of the effect. For that reason, I (again) 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 downstreem from each segment. I
view this approach as the only way fo definitively resolve the long-standing debate
regarding mains cost allocation.

In addition to the P&A method, Mr. Mierzwa presents the results of a
“Proportional Responsibility” (“PR*) method, msed by Columbis Gas in
Msassachusetts. Mr. Mierzwa notes that this approach produces results that are
consistent with the Traditlons] P&A approach. Please comment.

15
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The PR method is a method which allocates costs primarily based on throughput, but
givumodeﬂlyhuviuweishtstoninhrmmﬂmmmmpﬁopmbﬁwtosummmmtb
consumption. The basic problem with the PR approach is that it does not even consider
design day demand, despite near universal agreement among analysts thet 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 editirely 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 rejocted. To the extent the Commission wishes
to begin considering new mains cost allocation methods, I recommend that these be
focused an a mare specific matching of mains with the customers served downstream.

Overall, what is your asscssment of Mr. Mierzwa’s eritique of the CD method?

Mr. Mierzwa raises a number of valid complaints, and some that are less valid. At least
some of Mr. Mierzwa's complaints regarding the CD method apply equally to the P&A
method that he favors. And while Mr. Mierzwa highlights some of the basic theoretical
problems with the CD method, he does not acknowledge the similar theoretical problems
with the P&A model. In perticular, the P&A model fails to recognize geographical
economies of scile, and it includes a volumetric factor which is worelated to cost
causation. Moreover, Mr. Mierzwa generally ignores the Company’s proposel to use
both the P&A and the CD methods for revenue allocation and rate design.

The basic problem is that both the CD method and the P&A method are simplistic cost
allocation methods. Unless and until NGDCs develop better methods of cost allocation
that reflect the specific topology of the gas distribution system (which should become
increasingly possible in this era), there is little alternative but to rely on some reasonsble
weighting of the two methodologies, warts and all.

Please summarize Mr, Mierzwa’s recommendation for revenue allocation.

Table IEc-R4 below compares the revenme allocation necessary o move all rates exactly
into line with ellocated costs under the “Traditional P&A" ACOSS methodology with the
mmmdlomﬁonproposedbny.Metzwa. In preparing this table, I relied on my

16
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working version of the Traditional P&A methodology, which produces allocated cost
results sufficiently similar o that presented by Mr. Mierzwa to be reasonably illustrative.

Table IEc-R4

Summary of OCA Revenue Allocation Propoassl ($000) |
TradkionalPAA  percant  OCARevenue Percant
Incresss Increass Allocation Increasa

Residental = 187 0.1% 29870 A%

sGS1 2144 | 61% 4740 135%

T sas2 | 1580 | 44% | 5304 | 153%
SDSGSS | 675 32K | 434 243%
IDS/LGSSReg. | 17,045 \28% | 2458 | 12.7%
 LDSMeSSFex | 20,214 s27% | o0 | oo%
| MDS 08 | -881% 150 12.4%
" Toml | asms | 1w e | 11a%

| Note: The reported percentage increase for the OCA residentis| revenue allocation s
materially lower than that reported by Mr. Mierzwa in his Table 8, primarily because
Mr. Mierzwa excludes CAP customer revenues in his calculation.

|.Sources: RDK WPS, Exhiblt IEc-R1

Please comment on My. Mierawa’s proposal

Table IEc-R4 shows the extraordinarily large disparity between costs as allocated under
the Traditional P&A ACOSS method and current rates. To achieve cost-based rates in
the Traditional P&A method, the residential class (which represents 74 percent of currert
base rate revenues) need not be assigned any increase at alf, while the Large General
(LDS/LGSS) class would be assigned mare than $37 million of the $47 million increase,
resulting in a more than doubling of tariff rates for the regular customers and a sextupling
of rates for the flex rate customers. Moreover, the reverme shortfall from the Medium
General (SDS/LGSS) class is very substantial, likely well in excess of any increase that
would be permitted under the normal constraints of rate gradualism. It is reasonably

‘clear from this table that considerations other than thé Traditional P&A ACOSS have
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been reflected in the historical evolution of rates over that past seven base rate
proceedings in the last decade.

Nevertheless, T considered the revenue allocation implications if Mr. Mierzwa’s ACOSS
is adopted by the Commission. Since Mr. Mierzwa acknowledges that mte increases
camnot be imposed on flex rate customers, and rate increases are typically constrained by
the principle of rate gradualism, there is only limited potential in any single proceeding to
address the enormous revenue shortfall from the Large General Service class, and thus
thepﬂmuyquuﬁoniswh:tubnaofthiuhmt&ﬂmustbemwredﬂomunhoftbn
other classes,

However, even recognizing these considerations, Mr. Mierzwa's proposal contains some
inconsistencies. First, for the Large General service class, Mr. Mierzwa proposes a $2.5
million increase, or about 17.7 percent for regular tariff rate customers. Thus, even
recognizing that rates cannot be increased for flex rate customers, Mr. Mierzwa proposes
an increase only about 1.6 times system average for the regular tariff rate customers.
While it might be hypothesized that Mr. Mierzwn belioves that this increase is the
maximum increase permitted under rate gradualism, that does not appear to be the case.
Mr. Mierzwa proposes a8 materially larger percentage increase for the Medium General
rate ‘class (24.3 percent) than he does for the regular rate Large General customers,
despite the fct that the cost performance for that class is not nearly as bad as that for the
Large General class. Thus, if the Traditional P&A ACOSS is adopted, Mr. Mierzwa’s
proposed increase for the Large General Service class is too low.

WithmacttotheMeiﬁumemlmtechu,Mr.Nﬁmmemhpropoum
increase at the outer bounds of the gradualism constraint, at 2.1 times the system average.
This proposal is consistent with his proposed cost allocation method, and the gradualism
constraint is similar to that presentad in n1y direct testimony (which was 2.0 times system
average).

Regarding the smaller customer classes, I agree that the Traditional P&A ACOSS would
justify & lower percentage increase for the Residential class then for the SGS classes.
However, it is not clear why Mr. Mierzwa proposes & slightly larger increase for the

18
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S(82 class than for the SGS1 class, since his ACOSS shown a higher modestly higher
rate of return at present rates for SGS2 (Schedule JDM-1).

Overall, what is your assessment of the Mr. Mierzwa’s revenue allocation proposal.
For the reasons discussed above, I respectfully disagree with sole reliance on the
Traditional P&A ACOSS method. For that reason, I recommend against adoption of M.
Mierzwa's revenue allocation proposal.

However, if that cost allocation method is adopted, I conclude that Mr. Mierzwa's
proposed increase for the Large General Service class is understated, and that increases
for the SGS1 and SGS2 classes should be adjusted to better reflect cost allocation results.

Penn State Witness Crist (Revenue Alloeation)

Please summarive your understanding of Mr. Crist’s revenue allocation proposal.
M. Crist proposes that the Company’s asgignment of the rete increase to the Large
General Service (LDS/LGSS) class be reduced from $1.78 million to $0.88 million, with
the shortfill being assigned to non-flex customers in other rate classes. Mr. Crist does
not offer a specific proposal for how the regulting shortfall would be recovered from the
other classes. Mr. Crist also does not present an opinion as to the appropriate cost
allocation methodology, nor does he present eny revenue/cost evaluation of the non-flex
rate customer subaet of the Large General Service class.

Please comment on Mr. Crist’s propossl.

Since Mr. Crist does not specify a preferred cost allocation method, I assume that he
relies on the Company’s 50/50 weighting of CD and P&A methods. Based on my
ACOSS caloulations, that approach would imply a need for a substantial Large General
Service class rate increase in order to achieve cost-based rates, on the order of $7.1
million or 39.7 percent. However, when I segragate costs between flex rate and regular
rate customers, it becomes apparent that the class revenue shortfall is related almost
entirely to the flex rate customers, and that little or no increase is necessary to move
reguler rates into line with aliocated cost. Thus, if the Commission explicitly approves
the Company’s 50/50 weighting of the CD and P&A ACOSS methods, Mr. Crist’s
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proposal for an adjustment to the Large General Service revemue allocation would be

consistent with cost of service results.-

However, if the Commission explicitly adopts the 50/50 ACOSS weighting approach, it
would have implications for all of the other classes as well. To demonstrate this, I
applied the revenue allocation algorithm shown in Table IEc-7 of my direct testimony to
& 50/50 weighting of cost allocation results. (The caleulations supporting this analysis
were provided to the parties with my workpapers, specifically WP3.) The results are

shown in Table IEc-RS balow.
- Table [Ec-RS. R
RDK Ravenue Aliscation Algorfthm — 50/50 CD/P&A ACOSS
(so00) R
Rest- — Madium | LgGen Lg Gen
Totll ot 3051 Genarsl | Reguir Fex MO8

Current

hotoniiss 410,250 303,756 l 35051 34599 17,761 | 13878 4021 1,204

::,“""”m | 4ee a2 s 7@ 137 6963 | -1061
Adjustments (2) | 320 - - 5,582 - - 6963 1,061

. S — | 1 + — |

Reallocata (3) [——320 266 29 0 14 11 o u_f
! Revenue 46835 | 43488 2488 ) 5 147 ° ‘ 0

Allocation ? | | |

reres |

el 104% | 143% | 74% 0.0% | 41% 11% | 0.0% | 0.0% ‘

Compare: .

Company 45835 | 37,630 | 2381 | 2157 | 2500 | 2125 0 a2
 Proposal |
M Notes:

(1) Incraase necessary to bring rates into line with allocated casts, based on 50/50 weighting of Company P&A

and CD ACOSSs,

{2) Adjustments to eliminate reductions (MDS, 5G52) and eliminate Increases to flex rate customers (Large

| General Flex).

(3) Net adjustmant shortfall reallocated to Residantial, SGS2, Madium Ganeral, and Large General {regular) In

proportion to fully allocated cost.
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As shown in Table IEc-RS, if the Company had ectualty relied on a 50/50 weighting of
the CD and P&A methods, the vast msjority of the rate increase should be assigned to the
Residential class, with modest increases to SG81 and Medium General, and little to no
increases for the other rate classes. In effect, adoption of Mr. Crist’s position would
imply very substantial changes to revenue allocation for all of the rate classes. In effect,
Mr. Crist’s revenue allocation recommendation cannot reasonably be limited to the Large
General Service class.

For the reasons lsid out in my direct testimony, I do not agree with the use of a 50/50
weighting mechanism, and I instead rely on a 75/25 weighting of the P&A and CD
methods respectively. In that approach, the increase necessary to achieve cost-based
rates for the non-flex Large General Service customers would be $4.4 million or 31.5
percent, which generally exceeds the typical restrictions imposed by rate gradualism.
And, of course, if the Commission adopts either the P&A or the Traditional P&A ACOSS
methods supported by Mesars. Cline and Miorzwa respectively, the cost-based increase
for non-flex rate Large General Service customers would be substantially higher.

Thus, if the Commission adopts any of the cost ellocation recommendations of OCA,
I&E or OSBA, Mr. Crist’s propesal is not justified on a cost basis.

NGS Parties Witnegs Mu. Greenholt-Tasto {QOFO/OMO Issus

Please summarize the concerns raised by Ms. Greenholt-Tasto regarding the
Company’s imposition of OFO/OMOs and its imbalance penalties.

As T understand the NGS Parties’ pogition, they are concerned that Columbie tends to use
the OFO/OMO mechanisms more froquently than do other Pennsylvenia natural gas
disuiblﬂimmmpmiegC‘NGDCs")mdﬂ:nthebmﬂﬁufornmompﬂmuwith
OFQ/OMOs are excessive. Ms. Greenhold-Tasto argues that these policies are anti-
competitive. She hypothesizes that the Company may deliberately be doing s0 in order to
achieve “internal goals and management performance requirements.”

21
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She appears to propose that the maximum daily quantity requirements that currently
apply to non-daily metered transportation customers be similacly epplied to Columbia
sales customers, although it is far from clear how such a mechanism would work.

Please provide a brief background on this issae.

On at least & daily basis, natural gas suppliecs must deliver gas to the city gate that is
equal to gas customer consumption plus a provision for losses. This basic requirement
applies both to the NGDCs in their role as suppliers of last report (“SOLRs”) and to
competitive natural gas suppliers (“NGSs”). In Columbia’s case, the Company provides
trensportation and load balancing services for its purchased gas cost (“PGC”) “sales”
customers. For the retail Choice customers, NGSs are required to deliver gas at 100
percent load factor (an equal smount every day) and Columbia provides all load
balancing services for those customers to reflect any and all chenges in daily demand
levels. For both of these sets of customers, Columbia estimates the customer gas supply
capacity. The costs for that capacity are reflected’in PGC and Choice load balancing

For transportation service (Ratos SGDS, SDS, LDS and MDLS), customers are generally
required to supply gas equal to their daily consumption levels. However, transportation
customers typically take advantage of the Company's Elective Balancing Service
(“EBS”), which generally allows transportation customers to inject and withdraw gas
from “banks” during non-critical periods, and.which provides a 5 percent buifer range
around delivery requirements during critical perlods. It should be recognized that the
tariff charge for the EBS service is far lower than that for the full load balancing service
provided to Choice transportation customers. In Columbia's current tariff, Choice
customers pay 86.9 cents per Dth for load balancing, as compared to the EBS Option 1
charges of 14.7 cents per Dth for smaller customers and 7.7 cents per Dth for larger
customers.® These EBS charges are much lower because much of the load balancing
responsibility is assumed by the transportation customers and/or their NGSs.

:mmmmmmcﬂdmmmummmncm.mmmmmcmm
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During system critical periods, as defined by the Company, Columbia can issne an
operational flow order (“OFO™) or an operational management order (“OMO™) which
effectively requires transportation customers to deliver gas to the city gate to match some
or all of their requirements. An OMO applies to transportation customers that have daily
metering technology, and requires them to balance supplies to actusl consumption. An
OMO applies to customers that do not have deily metering, and requires them fo provide
supplies equal to their maximum daily quentity (“MDQ™) values (or some percentage
In short, during critical periods, NGSs are required to provide the samo kind of service
that the NGDC provides, namely delivering gas equal to its customers’ requirements,
the Company.

Does this approach appear to be anti-competitive?

As g general rule, it does not. Requiring transportation suppliers to balance their supplics
to their customers’ loads is no different from the requirement that the NGDC must
balance PGC supplies to ity customers’ loads, and it is therefore not anti-competitive. K
simply imposes the same delivery requirements on transportation customer suppliers that
gre implicitly required .from the NGDC itself. Unless Columbia is requiring
transportation customers to supply more gas than they consume during high demand
periods, there is no obvious subsidy from transportation customers to sales customers.
Moreover, by allowing transportation customers the ability to inject and withdraw gas
from benks during non-critical periods, and by providing them with low-cost limited
bu]mcinssprviced!ningariﬁcalpeﬁods,tanompmwuldlppeutobeuqing
mechmmdengnodtoenwmmraﬂmtbmdimmgeoompeﬁﬂon.

While I cannot comment on whether Columbia imposes OFO/OMOs excessively, it does
not appear that it does so In order to reduce capacity needed to serve PGC customers.’

($0.0857/Dth) less the credit for lmpmmmmm(iosoﬂ).

7 It is thearetically possible that the Company is using exoess cupacity retained for PGC customers during
OFO/OMD periods to engage in capecity reloase or off-system sale transactions, which would benefit the Company -
through the sharing mechanism for those margins. The NS Parties offer no evidence for sny such behavior.
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To supply PGC customers and to meet the balancing requirements of Choice and EBS
customers, the Company dovelops forecasts of “design day” demand, which estimate the
daily gas supply requirements under extreme weather conditions. The Company then
retains sufficient upstream transportation and storage deliverability capacity to meet that
demand. The costs for thet capacity are reflected in the PGC charges paid by sales
customers, end the load balancing charges paid by Choice customers.

Based on my recent review of the Company’s design day forecasts, however, it appears
that, if anything, the Company has been over-forecasting. design day demands, which
may cause it to retain more upstream supply capecity than absolutely necessary end in
fact increase the costs of its own gas supply. Attached as Exhibit IEc-R2 is en exhibit
from my testimony in the Company®s most recent Section 1307(f) proceeding, showing a
recent history of the design day forecasts. As shown, the longer term forecasts have
consistently been scaled back. While it is nat clear that this forecasting by itself has
caused the Company to retain excessive capacity, the available capacity has consistently
excoeded design day demands by a material amount.® And any retained capacity in
excess of design day needs serves to increass PGC and Choioe load balancing rates,

In addition, while the Company requires non-daily-metered customers to provide supply
equal to a historically-determined MDQ, it retains capacity for sales customers based on
extreme design day conditions, rather than actual historical peaks. As such, the Company
would appear to be implicitly requiring less deliverability capacity from trnsportation
customers than it must procure for its sales customers.

Finally, I note that the NGDC penalties for non-compliance with OFO/OMOs are
generally not designed to reflect the Company’s cost of making. up any shortfall by
transportation customers or their NGSs, but are in fact designed to discourage those
customers from relying on the system. If there are lower cost options for making up the
shortfill in deliveries, the transportation customers and their supplisrs can take advantage

¥ See the “Surplus Supply (Percent)” line items fn Exhibit IEc-R2.
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Thus, in general, the NGS Parties argument sppears to be based only on the fact that
Columbia may tend to require NGS Suppliers to provide the seme daily load balancing
for their customers that Columbia must provide to its customers more frequently then do
other Pemsylvania NGDCs, I therefore see little evidence for a conclusion that the

Company is engaged in anti-competitive behavior.

Does this conclude your rebuttal testimony?
Yes, it does.



EXHIBIT IEe-R1

COMPARISON OF PARTIES'

REVENUE ALLOCATION PROPOSALS
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EXHIBIT IEc-R2

SUMMARY OF COLUMBIA GAS OF PENNSYLVANIA
DESIGN DAY CAPACITY AND DEMANDS

20158/16 —2018/19 PGC PROCEEDINGS

COFPY OF EXHIBIT IE¢-2
DOCKET NO. R-2018-3000253
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Ty 17, 2018

The Honorable Jeffrey A. Watscn
Administrative Law Judge

Pennsylvania Public Utility Commission
Piatt Place, Suite 220

301 5% Avenue

Pittsburgh, PA 15222

Re: Pennsylvania Public Utility Commission v. Columbis Gas of Pennsylvania, Inc. /
Docket No, R-2018-2647577

Dear Judge Watson:

Enclosed please find the Surrebuttal Testimony of Robert D. Knecht, labeled OSBA
Statame.mNo. I-SR,mbehalfoftheOEoeomeﬂlBusimuAdvminthaabove-mpﬁnned

proceeding.
avidenoedbythemclosadCerﬁﬂcsbofSavice.aﬂknownpuﬁenﬁﬂbemed.u

indicated
If you have any questions, please do not hesitate to contact me.
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—
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Assistant Small Business Advocate / .,
Attorney ID No, 73995 '
Enclosires
ce: Robert D. Knecht
Perties of Record

Difice of Small Business Advocate
300 Narth Second Street, Sulte 202 | Hamisburg, PA 17101 | 717.783.2525 | Fax 717.783.2831 | osba.pa.gov
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COLUMBIA GAS OF
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Surrebuttal Testimony of
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Pennsylvania Office of Small Business Advocate

Topics:

Cost Allocation
Revenue Allocation
C&I Network
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SURREBUTTAL TESTIMONY OF ROBERT D. KNECHT

Mr. Knecht, please state your name and briefly describe your qualifications.
My name is Robert D. Knecht. I submitted direct testimony, rebuttal testimony and
associated exhibits earlier in this proceeding and my qualifications were presented therein.

Please identify the issues addressed in this mrrebuttal testimony.

This surrebuttal testimony responds to the rebuttal testimony submitted by Columbia Gas
of Pennsylvania (“Columbia” or “the Company”) witnesses Mr. Mark P. Balmest and Ms,
Paula A. Strauss, the rebuttal testimony of Mr. Frank Plank of Knouse Foods Cooperative,
testimony of Mr. Orlendo Magnani on behalf of Direct Energy Business, LLC, Direct
Energy Services, LLC, and Direct Energy Business Marketing, LLC (collectively, “Direct
Energy™).

Please describe the substance of Mr. Balmert’s response to your direct testimony.

M. Balmert pregents a review of the various Commission precedents cited in intervenor
telﬂmony(indudingmyown)regudingﬂmimlmionofacuawmucompmmtfm'
classifying and allocating natural gas distribution company (“NGDC") mains costs. Mr.
Balmert generally conchudes that the cited Commission precedents either did not involve a
caso in which a customer component was advenced by a party, or involved a case in which
statistical uncertainties related to the zero-intercept methodology were cited as the reason
for rejecting the customer component.! Mr. Balmert opines that the minimum system
method used by Columbis in its customer-demind (“CD") allocted cost of service study
(“ACOSS™) does not suffer from the statistical uncertainties inherent in the zero-intercopt
method, and that the Company’s use of both a peak-and-average (“P&A”) method end the
CD method distinguish it from precedent. Mr. Balmert therefore argues that the
Company’s proposed method of using a 50/50 weighting of the CD method and the P&A
method is not in conflict with any Commission precedent that addressed a similar proposal.

‘IM&MW&MW&MNWW#mHhW&m
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Did Mr. Balmert review all of the Pennsylvania cases cited regarding the classification
of NGDC mains costs?

No. Mr. Balmert did not address the Philadelphla Gas Works (“PGW™) base rates case at
Docket No. R-00061931, However, had he done 80, I do not believe that his review would
have affected his conclusion. In that proceeding, PGW proposed to classify mains costs
into customer-related and demand-related categories based on the expert judgement of its
witness, namely 25 percent customer-related and 75 percent demand-related, and further
proposed that the demand-related costs be allocated entirely on & peak demand factor. In
my testimony in that proceeding, I observed that PGW"s classification of mains costs based
on expert judgment produced & lower customer component of costs then the zero-intercept
method. In the PGW matier, the Commission’s Office of Trial Staff (“OTS,” now
I&E) proposed that the customer component be set to zero, and that mains costs be
ellocated using an average-and-excess (“A&E™ method. The OCA also proposed that the
customer component of mains costs be set to zero, and that mains costs be allocated using
a peak-and-average (“P&A™) methodology, albeit one weighted 20 percent peek and 80
percent average. (In this proceeding, the Company’s P&A method is weighted 50/50
peak/average.) 1 accepted the Company's proposed method for the purpose of that
proceeding.

Both the Rocommended Decision from the administrative law judge and the Commission's
Order in the PGW maiter indicated that the Company had not demonstrated that its
classification method for mains cost was reasonable, and adopted the OTS A&E method.
While there is virtually no explanation provided for that decision, it is probably reasonable
to conclude that the Commission had concerns sbout basing the cost classification for
mains on expert judgment rather than on a specific quantitative methodology.

Thus, I think it's fair to conolude that, in the PGW matter, the Commission did not consider
2 minimum system mains classification analysis such as that presented by the Corapany in
its CD method in this case, and it also did not consider a proposal to use an average of a
CD and a P&A method,

Do you have an opinion about whether Mr. Balmert’s assessment of Commission
precedent is reasonable?
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No. The Commission is better able to decide what it meant in the cerlier cases. In my
direct testimony, I presented revemus allocation recommendations based on a 75/25
weighting of the P&A and CD methods, which I deemed to be reasonably consistent with
Commission precedent. In my rebuttal testimony, I presented revemue allocation
recommendations based on a 50/50 weighting of the P&A and CD methods, in the event
the Commission adopts Mr. Balmert's logic.

Can you summarize Ms. Strauss’s rebutital to your testimony with respect to revenus
allocation? |

Ma. Streuss’s rebuttal boils down to the argument that the Company relied on its 50/50
weighted “average” ACOSS, and I relied on my own models with a 25/75 weighting, Ms.
Strauss also offers the argument that the Company’s principle of rate gradualism would
limit class rate increases to no more than “sbout” 2 percentage points above and below the
system average increase.

Daoes the Company follow its own rate gradualism guidelines?

No. The Company’s base rate increases per class (as defined in the ACOSS) range from
3.5 percent to 14.1 percent, compared to system average of 11,4 percant. Moreover, for
the LDS class, if flex rete customers are ignored, the regular rate increase proposed by the
Company is 15.3 percent.

Is the Company’s revenue allocation proposal consistent with the 50/50 weighted
“gyerage” ACOSS supported by Mr, Balmert?

No, itisnot. First, as discussed further below, the 50/50 average ACOSS implies cither a
minimal rate increase or a rate decrease for the LDS regular rate customers (depending on
whether my ACOSSs or the Company’s ACOSS are used), and yet the Company proposes
a large increase. Second, Ms. Strauss objects to my proposal to assign a zero increase to
the SGS2 class. However, Mr, Balmert's 50/50 average ACOSS implies that the 8GS2
class is already contributing $4.9 million in revenues then fully allocated costs et the
Company's proposed rate of return® And yet Ms. Strauss recommends assigning a

3 My 50/50 average of ACOSS results produces a slightly higher value at $5.5 million, with the difference being
primarily the result of my exclusion of C&I Netwark costs.
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significant rate increase to this class, of more than 6 percent. There is no cost basis for
such an increase in the Company’s “average™ ACOSS.

Table IEc-SR1 below shows the base rate percentage increase necessary to achieve cost-
based rates, end the base mte percentage increase proposed by the Company. As Ms.
Strauss appears to object o the uso of my cost allocation analyses, the cost-based increases
are based on Mr. Balmer's average ACOSS. In relying on Mr. Balmer’s ACOSS, I
segregated costs for the LDS class between flex and non-flex rate customers as described
in my direct testimony, because the Compeny has thus fir declined to do so.

| Columbia Cost Allocation and Revenua Allocation
| Increasa to wm
Rate Class Columbls Cost- Proposed Base
Based Rutas Rate Increase
R 13.6% | 124%
§GS1 - 6.8% | G.Bﬂ_ ]
sas2 % e
SDS/LGSS ] 11.1% - 14.1%
LDS/LGSS Non-Flex -8.9% 15.3% i
T LDS/LGSS Fiex ‘ 208.4% | 0.0%
MLDS o -82.4% a.5%
| Total 11.4% 13.4%

| Sources: Columbla “Average” ACOSS, RDK calculations

As shown in Table IEc-SR1, there is little consistency between the results of the
Company’s “average” ACOSS and the Compeny’s proposed base rate increases. Given
the subatantial shortfall in cost recovery from the flex rate customers, it should be expected
that the rate increases for each class would be modestly higher than that needed to achieve
cost-based rates (using the Compeny's awn proposed ACOSS), unless constrained by
gradualiam. However, for the Rate R and SGS1 classes, the proposed increases are &t or
below the increase necessary to achieve cost-based rates. For SGS2, non-flex LDS, and
MLDS, the Company’s proposed increases far exceed that necessary for cost-based rates.
4
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Only the increase for the SDS/LGSS class proposed by the Company would appeer to be
reasonably consistent with the Company’s ACOSS method.

Thus, Ms. Strauss's rebuttal to the contrary, the Company is either not following the cost
dictates of its ACOSS, or it is meking other unspecified judgmental edjustments.

What are your comments regarding Mr. Plank’s rebuttal testimony?
My responses are as follows:

« Mr. Plank is corroct thet the Company's proposed increase for Rate LDS non-flex
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rate customern is materially higher than the average cless percentage increase
reported by Columbia. Table IEc-SR2 below shows the various proposed
increases for non-flex rate LDS customers among the parties.

Mr. Plank is not correct that the $2.13 million increase proposed by the Company
for non-flex rate Rate LDS customers would all apply to the volumetric charge.
Some $345,000 of that amount is related to the Company’s proposed charges for
the C&I Network, which would be imposed as a network charge. For a Company
of Knouse’s size (400,000 Dth/year), I calcnlate Company’s proposed bese rate
increase to be 14.2 percent, modestly lower than that for the average non-flex rate
LDS customer.

M. Plank is correct that non-flex rate customers will be subject to DSIC charges
if a DSIC goes into effect after Columbia has exceeded the beseline investment
amount approved in this proceeding. Of course, all other regular rate customers
will also be subjectto the DSIC. For example, under Columbis’s proposed rates,
aSpuomtDSICwoﬂdinmbmdilﬁhﬁmmmformﬂgmdmvioe
(SGS1) customers by 29 cents per Dth, while increasing Rete LDS base
distribution rates by 8 cents per Dth.

Mir. Plank is correct that the Company does not propose to incroase the Rate LDS

mmmmmmmmwwmmm

larger customers relative to an across-the-board increase. However, if the effect

of the C&I Network charge is ignored, the Compeny has no cost besis for
5
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increasing the customer charges for the Rate LDS class. Excluding C&I Network
effiects, customer-related costs for the LDS/L.GSS class are approximately $1.050
per customer per month.? As Columbia’s Rate LDS customer charges are already
well in excess of that amount even for the smallest-sized Rate LDS customers,
the customer charges are already excessive. Thus, larger customers like Knouse
are already being subaidized by smaller customers within the class.

I am sympathetic to Mr. Plank’s concern that Knouse would be subject to 2 large
base distribution rate increase under any of the proposels offered in this
proceeding, except that advanced by Mr. Crist representing Pean State. These
increases, however, are generally based on the cost allocation methods chosen by
thnvulqusmﬂysts.whichthmelvumbuedinputonvaryinsiﬂmﬂﬂm.
of Commission precedent. Table IEc-SR2 below shows the rate increase
necessary to bring the revenues for the non-flex rate LDS customer sub-class into
line with allocated costs.*

3 Note that the customer component of costs for Rate LD is only slightly affected by the differance between the
P&A and the CD cost allocation methods, becanse the custamer-related mains costs assigned to Rate LDS is very
amall,

4mmnh¢ﬁhubh1nlhdmmymdhuﬂmmﬂu.uﬂnammmlymﬂuwmhmwﬂu
rate and non-flex rate customers for the LDS class, pad (b) excinde the C&I Network charges. M. Plank agrees
that the C&I Network charges sre not eppropriate at this tims.
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Table IEc-SR2
implications of Alternative Cast Allocation Methods for

Rate Incraases ta Rata LDS Non-Flsx Rate Customers
Non-Flex LDS

* Cont Alosation Method icreseto con Supporting Party m

€D Method 0w

PBA Mathod  62.0% . 153%
PAAOCA(Tndtional) |  1228% ocA 1

50/50 CD/P&A | 1.0% Columbla 1 15.3% |

25/75C0/P8A | B15% | . OSBA %

50/50 CD/P&A* 1.0% OSBA Alt. T
' None Specified®™* _ Penin State 6.8% 1

. Revenue allocation prnnnnd In OSBA rebuttal testimony i 50/50 CD/P&A ACOSS
waighting method Is adopted.
«+ pasad on Mr. Crist’s proposed base rate Incresse of $876,000, plus $345,000 for the Cal
Network prapased by the Company.
Sources: RDK Workpapers

Table IEc-SR2 shows that the differences in cost allocation results for the non-flex rate
LDS customers far exceed the differences in the proposed rato increases. Moreover, it
highlights some of the peculiarities of the parties® positions.

First, despite the fact that the 50/50 weighting of cost allocation methods implies that 8
minimal increase for these customers is appropriate, the Company proposes to assign a
significant rate increase. The Compeny has yet to explain its thinking in this respect, other
thmhugmthntudeinmeisjuaﬁﬂedonatoﬁlclmbuﬂs(i.&,immdingﬂexm
customers).

Second, despite supporting & cost allocation method that would imply a need for a more
than 60 percent increase, I&E proposes no change to ths Conapany’s proposel. 1t is unusual
toﬁndpa:ﬂusoﬁrpputmcostnﬂocaﬂonmeﬂwdohgymdyetinfuﬂmmmthn
magnitude of the increase for regular rate customers.
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Third, despite supporting a cost allocation method which would imply the need for a more
than 100 peroent increase to Rate LDS regular rates, OCA proposes an increase of about
17.7 percent that is about 1.55 times the system average.

Thus, the unfortunate fact is that the longer term rate increases that the Rate LDS class will
face will likely remain highly dependent on the cost allocation method chosen by the
Commission.

At page 3, Mr. Magnani clsims that you are sttempting to re-litigate the lssue of
whether the C&I Network must be installed pursusnt to the Commission’s Order at
Docket No, R-2017-2586190, Is that an accurate representation of your position?

No. First, the issue of whether the C&I Network was economically justified was raised by
the Company in its filed case, and I was responding to that testimony.’ Second, in my
direct testimony, I acknowledged that this matter may have been resolved, and presented
my recommendations if that was the Commission’s decision. I did so beceuse, to my non-
legal mind, the settlement language from the last base rates proceeding is murky.
Specifically, thie settiement of the last base rates case on this issue included the language:

Columbia further agrees to propose that it install, own, operate and maintain all
equipment, including telephonic or similar technology, provided that Columbia
is granted rate recovery of reasonable and prudent capital and operating and
maintenance costs to own, operate and maintain the capability to obtain daily
information from such customers. [emphasis added]
Since the Commission did not approve a rate recovery mechanism at Docket No. R-2017-
2586190, it can presumably be argued that the Compeny is not required to install the system
as recovery has not yet been approved, particularly since the costs have increased since the
time of the Commission’s review.” I am advised by OSBA counsel that it will present its
legal evaluation of this issus in its briefs.

3 See Columbia Statement No. 10 at 22-27.

6 See OSBA Statement No. 1 at 11.

7 in fluct, the Company makes this argument in its rebuttal testimony. Ses Cohmbis Statemant No. 10-R ot page 37
and again at page 38,



@ ~ h th B W N

10

As a general regulatory matier, however, it is yawise in my view to approve a significent
increase in utility spending without an accompanying bill impact analysis. AsI indicated
in my direct testimony, and the Company confirms in its rebuttal, the cost recovery
mechenism for this system will have a significant financial impact on the smaller customers
whn.wouldbeobﬁgmdmplyfotﬂﬂuymm.mdwuldmuﬂmnmswiwhmtﬂﬁty
gas supply or to competitive alternatives. Thus, I conclude that there are sound practical
reasons why the prudence of the C&I Network should be assessod when rete impact
information is available.

Does this conelude your surrebuttal testimony?
Yes, it does,
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