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belief.
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DIRECT TESTIMONY
OF
HENRY E. WARREN
MISSOURI GAS ENERGY

CASE NO. GR-20006-0422

Q. Please state your name and business address.

A My name is Henry E. Warren and my business address is P. O. Box 360,
Jetferson City, Missouri, 65102.

Q. By whom are you employed and in what capacity?

A. I am employed by the Missouri Public Service Commission (PSC or

Commission) as a Regulatory Economist in the Energy Department of the Utility Operations

Division.
Q. How long have you been employed by the Commission?
A, I have worked at the Commission fourteen years.
Q. What is your educational and professional background?
A. I received my Bachelor of Arts and my Master of Arts in Economics from the

University of Missouri-Columbia, and a Doctor of Philosophy (PhD) in Economics from
Texas A&M University. Prior to joining the PSC Staff (Staft), | was an Economist with the
U.S. National Oceanic and Atmospheric Administration (NOAA). At NOAA I conducted
research on the economic impact of climate and weather. I began my employment at the
Commission on October 1, 1992 as a Research Economist in the Economic Analysis
Department. My duties consisted of calculating adjustments to test year energy use based on

test-year weather and normal weather, and 1 also assisted in the review of Electric Resource
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Plans for investor owned utilities in Missouri. From December 1, 1997, until May 2001, |
was a Regulatory Economist 11 in the Commission’s Gas Department where my duties still
included analysis of issues in natural gas rate cases and were expanded to include reviewing
tariff filings, applications and various other matters relating to jurisdictional gas utilities in
Missouri. On June 1, 200! the Commission organized an Energy Department and 1 was
assigned to the Tariff/Rate Design Section of the Energy Department. My duties in the
Energy Department include analysis of issues in rate cases of natural gas and electric utilities,
tariff filings, applications, and various other matters relating to jurisdictional gas and electric
utilities in Missouri including review of Electric Resource Plans and Regulatory Plans for
investor owned electric utilities in Missouri. [ have also served on Task Forces,
Collaboratives, and Working Groups dealing with issues relating to jurisdictional natural gas
and electric utilities.

Q. Are you a member of any professional organizations?

A Yes, | am a member of the International Association for Energy Economics

and the Western Economics Association.

Q. Have you previously filed testimony before the Commission?
A. Yes, | have filed testimony in the cases listed in Schedule | attached to this
testimony.
EXECUTIVE SUMMARY

Q. What is the purpose of your direct testimony?

A. My direct testimony covers the billing unit allocation for volumes normalized
for weather and read cycle days computed by Staff Witness James Gray in the test year for
MGE's Small General Service (SGS) rate class. The test year volumes, the normal volumes,

and computed adjustments are shown in Schedules 3.1 through 3.3.
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SMALL GENERAL SERVICE BILLING DETERMINANTS

Q. What billing determinants were established for the SGS class by the current
rate design and how are Mr. Gray's normalized volumes allocated according to these biiling
determinants?

A MGE's current SGS rates are differentiated into two blocks. For SGS
customers, the first block, or initial block, contains the first 600 Ccf (hundred cubic feet) of
natural gas used in the month and the second block, or tail block, contains all volumes over
600 Ccf per month. In order for Staff witness, Mr. Paul Harrison, to compute the revenues
associated with the normal volumes, the normal volumes must be properly allocated monthly
to each block to determine the rate at which the volumes are to be computed.

Q. What data are used to compute these billing determinants?

A The Company provided Staff with test year (January - December 2005)
monthly active meters and volumes by block for the SGS rate code and customer classes
served on the SGS tariff. 1 used the Company's test year blocked volumes to determine the
percentage of usage falling into each rate block for each month in the Kansas City District,
St. Joseph District, and Joplin District.

Q. How did you use that data to determine normalized billing determinants for
the test year?

A, For the SGS class, using the monthly blocked data for January — December
2005, the monthly percent of use in the initial block has a high correlation with the monthly
average use per customer per day. [ observed that in the lower heating months of May
through October the percent in the first block s nearly constant. In these months the use per

customer 1s less than 125 Cef. [ used a simple average of the percent n the first block in the
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test year months May-QOctober to estimate the normal percent in the first block for the months
of May-October. For the remaining months, November-April, which have more heating use,
I used regression analysis to estimate an equation that quantified the relationship between the
percentage of use in the first block in a month and the average use per customer per month
(Schedules 2.1 — 2.3). I used this relationship in order to estimate normal billing units in each
month. Using the Company’s test year monthly customer counts and bill frequencies for the
SGS class, I used the monthly Cef per customer per day in the test year months of January —
December 2005 to estimate an equation that related it to the monthly percent use in the first
block. Next, the normal monthly usage per customer, computed by Staff Witness, James
Gray, was used in the regression equation to estimate the normal monthly percent in the first
block.

In computing the adjustment to the observed test year volumes that will yield
the estimated normal volumes, the adjustment in the second block is set equal to the total
minus initial block adjustment (Schedules 3-1 -- 3-3). In each month the block adjustments
are restricted so neither block can go in a different direction than the total adjustment. If the
block adjustments initially have opposite signs, the adjustment of the volumes in the first
block is set 1o zero. The second block adjustment 1s then equal to the total adjusiment. All
the monthly block adjustments were initially in the same direction as the total adjustment so
this procedure to make adjustments consistent was not used.

The difference between the predicted normal volumes and test year volumes
gives an gstimated monthly adjustment for the first block (Schedules 3.1 — 3.3). The monthly
adjustments to Test Year volumes in the blocks are in the last column of the Tables in

Schedules 3.1 - 3.3. The monthly adjustments are summed into seasonal and annual totals.
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The normal volumes in the first block are estimated to be 47% of the total and the second

block 53% of the total annual volumes (Schedules 3.1 — 3.3).

Q. What is the Staff's recommendation for weather adjusted gas usage for the
SGS class?
A, Schedules 3.1 — 3.3 contain the adjustment volumes for each billing month

during the test year. The total adjustment for the SGS customer classes is a positive
11,494,804 Ccf. The total of these adjustments accounts for 100% of the adjustments made
to both the first and second blocks. The volumes were allocated to the blocks for the SGS
class as shown in Schedules 3.1 -3.3. These adjustments were supplied to Staff witness Mr.
Paul Harrison for use in revenue normalization.

Q. Does this conclude your prepared Direct Testimony?

A Yes, it does.

AN



MISSOURI GAS ENERGY
CASE NO. GR-2006-0422

PREVIOUS CASES IN WHICH PREPARED TESTIMONY, REPORT OR

REVIEW WAS SUBMITTED BY:

HENRY E. WARREN, PHD

COMPANY NAME

St. Joseph Light and Power Company
Laclede Gas Co.

Missount Public Service

Western Resources

Laclede Gas Co.

Kansas City Power & Light Co.
United Cities Gas Co.

UtiliCorp United, Inc.

The Empire District Electric Co.

St. Joseph Light and Power Company
The Empire District Electric Co.
Laclede Gas Co.

. Missouri Gas Energy

The Empire District Electric Co.
Union Electric Co.

Missouri Gas Energy

Laclede Gas Co.

St. Joseph Light & Power Company
Laclede Gas Co.

Union Electric Company (d/b/a AmerenUE)
Missouri Gas Energy

CASE NUMBER

GR-93-042'
GR-93-149
GR-93-172'
GR-93-240!
GR-94-220'
E0-94-360
GR-95-160
E0-95-187
ER-95-279'
EOQ-96-5
E0-96-56
GR-96-193'
GR-96-285'
ER-97-081'
GR-97-393'
GR-98-140'
GR-98-374'
GR-99-246'
GR-99-315'

GR-2000-512"
GR-2001-292"

! Testimony includes computations to adjust test year volumes, therms, or kWh to noermal weather.

Schedule 1.1



PREVIOUS CASES IN WHICH PREPARED TESTIMONY, REPORT OR

REVIEW WAS SUBMITTED BY:

HENRY E. WARREN, PHD

(CONTINUED)

CoMPANY NAME

Laclede Gas Co.

Union Electric Co. (d/b/a AmerenUE)
Laclede Gas Co.

Laclede Gas Co.

Aquila, Inc.

Laclede Gas Co.

Laclede Gas Co.

Aquila Networks (MPS and L&P)
Missouri Gas Energy

Laclede Gas Co.

~ Kansas City Power & Light

Union Electric Co. (d/b/a AmerenUE)
The Empire District Electric Company

The Atmos Energy Corporation

CASE NUMBER
GR-2001-629'
GC-2002-388
GC-2002-0110
GR-2002-0356"
GC-2003-0131
GC-2003-0212
GT-2003-0117
GR-2004-0072"
GR-2004-0209
GC-2004-0240
EO-2005-0329
E0-2006-0240
ER-2006-0315
GR-2006-0387

Schedule 1.2
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