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Q.
Please state your name, title, and business address.

A.
Hong Hu, Public Utility Economist, Office of the Public Counsel, P. O. Box 7800, Jefferson City, Missouri 65102.

Q.
Have you testified previously in this case?

A.
Yes, I submitted direct testimony on the issues of mains allocators and rate design.

Q.
What is the purpose of your rebuttal testimony?

A.
The purpose of my rebuttal testimony is to present Public Counsel’s response to the rate design recommendations filed by Laclede Gas Company (Laclede or the Company), the Public Service Commission Staff (Staff), and the Missouri Industrial Energy Customers (MIEC).  I will also comment on the mains allocators that are utilized in different parties' class cost of service (CCOS) studies.

I. General Rate Increase Allocation Recommendation

Q.
Please explain the results of the Company's CCOS study and the Company's rate increase allocation recommendation.  

A.
Laclede has not filed a CCOS study in this case.  It's latest CCOS study was filed about three years ago in Case No. GR-99-315.  That study showed that "the General Service rates are producing revenues in excess of allocated costs, while the Large Volume, Interruptible and Firm and Basic Transportation Service rates are producing revenues which are less than allocated costs."


On lines 17 through 18 on page 2 of his direct testimony in this case, Company witness Michael T. Cline recommended increasing the non-gas revenues in each rate schedule by a uniform percentage.  In response to OPC Dr. No. 702, the Company indicated that "in the Company's judgement, based on previous class cost of service studies prepared by the Company, no revenue shifts among rate schedules are warranted at this time."

Q.
Please explain the results of the Staff's CCOS study and the Staff's rate increase allocation recommendation.  

A.
The result of the Staff's updated CCOS study shows that the Residential class is generating revenues about 3.26% below its cost; the Firm Transportation class is generating revenues approximately 16% below its cost; and other classes are generating revenues above their costs to varying degrees.  However, the Staff has not recommended a shift in class revenues. 

Q.
Please explain the results of MIEC's CCOS study and MIEC's rate increase allocation recommendation.  

A.
The MIEC study shows that the General Service class is close to its cost (0.9% below); the Vehicular Fuel class and the LP Gas class are generating revenues that are below their costs by 1290.4% and 13.7%; and other classes are generating revenues that are above their cost.  The MIEC recommends "adjustment of the rates to remove 100% of the variation from the cost of service." 

Q.
Please explain the results of OPC's CCOS study and OPC's rate increase allocation recommendation.  

A.
The result of the OPC CCOS study shows that the Residential GS class revenue is about 2.88% above its cost, the Firm Transportation class revenue is approximately 4.5% above its cost; and other classes' revenue are below their costs to varying degrees.  OPC recommends that, to balance movement towards cost of service with rate impact and affordability considerations, rates should be moved no more than halfway to the Commission approved CCOS study result.  Also, OPC recommends that no customer class should get a net revenue reduction if the Commission approves an increase in the Company's total revenue.

Q.
Are there any other rate increase allocation recommendations from other parties in this case?

A.
No, there are not.

Q.
Please comment on the different parties' rate increase allocation recommendations.

A.
All CCOS studies filed show very moderate departure of residential class revenue from its cost.  While OPC's recommendation represents a balance of the need to preserve class revenue responsibility and to moderate rate impacts with the need to move to cost of service for classes whose revenues depart from their cost, the Company's recommendation of no class revenue shift seems to be a reasonable alternative since the residential class, whose revenue constitutes over 75% of the Company's total non-gas revenue, are close to its cost.


MIEC's rate increase allocation recommendation, on the other hand, has several drawbacks.  First, MIEC's rate increase allocation is based on the result of a flawed CCOS study that combines the two largest classes, the Residential class and the C&I GS class, into one class (the General Service class) that constitutes about 94% of the total Company revenue.  The study result shows that for this class representing 94% of total company rate revenues, revenue is approximately right where it should be.  While this study shows larger departures of revenues from costs for some other customer classes, the result are not very reliable because of the small size of the classes. For example, MIEC's study shows the Vehicular Fuel class' revenue is about 1,290% below its cost.  The only reason for this unreasonable result is that this class is too small for a study to capture its cost accurately.  In summary, MIEC's study doesn't really give us much indication of how inter-class revenue shift should be made.  Public Counsel witness James Busch and my later testimony will further discuss why MIEC's CCOS study is flawed.  


Furthermore, MIEC recommends going all the way to the result of its unreasonable CCOS study.  According to the MIEC's recommendation, the Air Conditioning class will receive a 86.61% revenue reduction, while the Vehicular Fuel class will receive a 1,295.13% revenue increase.  It appears that MIEC is not concerned about customer impact or any other policy goals in rate design other than cost of service.  Needless to say such a practice is not a good public policy.  I believe that the MIEC's rate increase allocation recommendation should be rejected by the Commission.

II. Residential Rate Design

Q.
What is the Company's recommendation regarding the customer charge for the residential rate class?

A.
From page 4, line 22 through page 5, line 3, the Company witness Michael T. Cline recommended no increase in customer charges except for $2 per month increase for the C&I class.  OPC agrees with the Company that the Residential customer charge should not be increased.

Q.
What other Residential rate design change has the Company proposed?

A.
The Company proposes to reinstate a separate rate schedule for customers who do not use gas for space heating.  For the non space-heating customers, the Company proposes one flat commodity rate.  For the space-heating customers, the Company proposes to increase the 1st block winter rate and reduce the 2nd block winter rate.

Q.
Does OPC agree with this Residential rate design change?

A.
No.  Due to the following reasons, OPC cannot support this proposed change in the residential rate design.  First, the Company has not presented a CCOS study that separates costs out for these two proposed classes.  The proposed rate design is not supported by any cost of service studies.  Secondly, I believe that this proposal is discriminatory to customers.  There would be no space heating usage in the summer for both classes.  However, the non space-heating customers would be paying a higher rate than the space-heating customers for the same usage according to the Company's proposal.  Last but not least, it is against the cost causation relationship to increase the 1st block rate and reduce the 2nd block rate.  Reducing 2nd block rate will send the wrong price signal to the customers and discourage conservation.  The long-term effect will be congestion of the distribution capacities.  Ultimately, the customers will have to pay for more investment on capacity expansions. 

Q.
What goal is the Company trying to achieve in proposing this rate design change? 

A.
In lines 12 through 13 on page 17 of his direct testimony, Company witness Mr. Michael Cline indicated that this rate design change will "adjust for approximately one-third of the Company's weather variations from normal for residential customers."  OPC does not agree that making the Company risk-free in terms of weather is an imperative goal that we have to achieve in rate design.  Another OPC witness, Ryan Kind, will address this issue further in his rebuttal testimony.  

Q.
If the Commission believes Laclede's risk of weather variation should be reduced, does Public Counsel have a proposal for accomplishing this objective?

A.
Yes.  If the Commission decides that it is necessary to do something for the Company, then I recommend increasing 1st block winter rate by no more than 15% before any revenue increase.  The 2nd block winter rate can be calculated to maintain revenue neutral.  Table 1 below shows a comparison of the existing rates with the new rates after this 15% increase in 1st block winter rate.  Since this change will have adverse impact on some customers, for example, customers whose gas usage does not exceed 65 therms, I recommend that this rate adjustment should only be made contingent on the Company's acceptance of a properly designed GSIP, which is likely to bring benefits to customers in a cold winter when gas price are high.  Public Counsel witnesses James Busch and Barb Meisenheimer will discuss the details of the OPC's gas incentive proposal.  Public Counsel witness Ryan Kind's testimony also has further discussion on the reasons why any changes in this case to address weather risk should be comprehensive and provide balanced benefits to both the Company and its customers.

Table 1.  15% increase in Residential 1st block winter rate


Existing rates
Proposed rates

1st block (below 65 therms)
0.1759
0.2023

2nd block (in excess of 65 therms)
0.1397
0.1192

Q.
Does OPC have any other comment on the breaking down of the residential class into space heating and non space heating classes? 

A.
Yes.  I believe a more needed change in classifying customers is the break down of the Company's Commercial and Industrial General Service (C&I) class.  Compared to the Residential class, the Company's C&I class is much less homogeneous.  The C&I class includes customers ranging from small bakery shops to manufacturing sites and hospitals.  The annual gas usage of this class varies from less than 100 therms to 300,000 therms.  Metering cost varies from less than $100 to over $10,000.  This large variation in customer characteristics makes it virtually impossible to design rates that reflect the true cost to serve a customer.  For example, currently all C&I customers pay the same customer charge of $15.  For some large customers, this customer charge would be far from fully recovering its customer-related costs.  


I recommend that the Commission set up a workshop that includes experts from the Staff, OPC and the Company to study the class cost of service for the purpose of dividing the C&I class into appropriate classes reflecting more homogeneous characteristics.  It can also examine the need for breaking up the current Residential class into two classes.  For the next rate case, the Company should be required to perform a CCOS study and provide sufficient cost and usage data to parties who plan to file CCOS study that includes further divided customer classes. 

III. Mains Allocator

Q.
In your earlier testimony you claimed that MIEC's CCOS study is flawed and its result is not reliable.  Could you elaborate?

A.
Yes.  Another OPC witness Mr. James Busch will provide some criticisms of MIEC's CCOS study.  Here, I will only discuss some of the unfounded and/or unrealistic assumptions that MIEC made in relation to the mains allocation.

Q.
Could you analyze the steps that MIEC witness Mr. John Mallinckrodt took in developing his mains allocator?

A.
Yes.  In the first step of developing the mains allocator, Mr. Mallinckrodt has classified mains cost to be 30% customer-related and 70% demand-related.  He has not explained in his testimony why he believes that 30% of mains cost should be customer-related.  The 30-70 split is hard coded in his workpaper, without any kind of calculation showing how it was derived.  


As I have discussed in my direct testimony, the theory behind classifying a portion of mains cost as customer-related is that some cost of mains are incurred solely to reach the customer's premise and the remaining cost of mains depends upon the capacity requirements that must be met to provide service to customers.  However, it is agreed by many utility experts and regulators that such a theory is biased against small customers, especially residential customers.  For most small customers, their capacity requirements are already met by the minimum sized mains that are claimed to be used for connecting the customer to the network.  Allocating additional mains cost to the small customers in addition to this portion of mains that provides both the connection and the capacity requirement for them, clearly, would be an over-allocation of cost.  Mr. Mallinckrodt's 30% customer-related 70% demand-related mains cost classification, is not only unfounded, but also suffers from this incurable flaw.

Q.
Could you analyze the second step that MIEC witness Mr. John Mallinckrodt took in developing his mains allocator?

A.
Yes.  After classifying mains cost into customer-related and demand-related portions, Mr. Mallinckrodt further divided the demand-related portion into low-pressure, medium-pressure and high-pressure.  Mr. Mallinckrodt then claims that the lower pressure mains are not "used in any way in service to large volume customers" and allocated none of the demand-related cost of the low-pressure mains to the transportation customers.  Further, Mr. Mallinckrodt reduced transportation customers demand by 53.3% (100%-46.7%) for allocating the demand-related cost of the medium-pressure mains without explaining why it is right to do so.  A factor of 46.7% is again hard coded in his workpaper.

Q.
Is there any other problem with MIEC's Mains Allocator?

A.
Yes.  By classifying mains cost to be customer-related and demand-related, MIEC's mains allocator not only over-allocated cost to low demand customers, but it also failed to reflect the fact that the distribution system is built to satisfy the customers' daily demands for gas usage throughout the entire year and that a portion of the mains cost should be classified as commodity-related.  I recommend the Commission find MIEC's mains allocator to be not reasonable and therefore reject MIEC's CCOS study.

IV. Staff's Discussion of Various Rate Design Alternatives

Q.
What varoius rate design alternatives has the Staff discussed?

A.
In his direct testimony, the Staff witness Dan Beck has discussed a couple rate design alternatives for the Residential and C&I GS classes.  One of the alternatives is to recover all non-gas cost through one flat customer charge and eliminate any commodity charges.  For the residential class, Mr. Beck calculated this would result in a $32.95 customer charge for the winter months or $24.30 customer monthly charge for the entire year.  For the C&I GS class, the winter customer charge would be $125.68 per month and the year-round customer charge would be $79.50 per month.  Mr. Beck also discussed another alternative that recovers most of the non-gas cost through customer charges, which would lead to a $19.00 Residential customer charge.

Q.
Does the Staff recommend that the Commission adopt any of the alternatives?

A.
No.  In lines 10-12, page 7 of his direct testimony, Staff witness Mr. Dan Beck indicated that the Commission should not adopt a simple customer charge without considering other goals and objectives.  OPC agrees with the Staff that these rate design changes should not be implemented without serious consideration of their implication.

Q.
Why does OPC oppose the recovery of most or all of non-gas costs though the customer charge?

A.
OPC is opposed to the recovery of most or all of non-gas costs through customer charges because of its implication in economic efficiency, fairness and non-discrimination, and energy efficiency.  First, it is against cost causation principles and is not economically efficient to recover most or all non-gas cost through customer charge. The gas distribution system is built to satisfy customers' daily needs for gas.  Other than meters and services that are directly related to the number of customers whose costs are best to be recovered through a customer charge, most distribution plants are partially demand-related and partially commodity-related and thus the corresponding costs are best recovered through demand charges and commodity charges.  For the Residential and the C&I classes who do not have demand charges, gas usage is a better proxy for demand than the customer counts.  Customer who uses more gas generally has bigger demand.  Recovering most or all non-gas cost through customer charge will essentially ignore any difference in demand and thus will not promote societal least-cost production and consumption.  


Further, by allocating to a customer who use little gas the same amount of cost as that is allocated to a customer who has large demand and usage, it over-allocates cost to small customers and is discriminatory.  One of the implications that must be considered is the impact that these customer charge proposals would have on low income customers.  Most data indicates that low income customer tend to have below average usage so customer charge increase will have larger impacts on them than they would have on the typical residential customers.


Also, to recover most or all of non-gas costs through customer charges would send the wrong price signal to customers.  It would reduce customers' incentive to conserve energy and lead to increased levels of consumption.  The long-term effect would be the need to expand distribution and transmission systems, which would in turn, add more burdens to the Company's ratepayers.

Q.
Isn't it a good idea to ensure the customers with a constant bill of $24 per month while ensuring the revenue stability of the Company?

A.
It is true that the company would be benefited from this kind of rate design since its revenue would be guaranteed and shielded from any demand variation, whether it is caused by weather, or economic conditions, or any other reason.  In fact if the rate design is a large customer charge paired with a low commodity charge, the Company may be further benefited with higher profits if the low commodity charge results in less conservation and thus increased consumption.  However, it is a totally different story for the Company's customers.  The non-gas cost is only a small portion (about 18%) of a customer's bill.  In winter months, a customer's total gas bill will be much larger than $24.  In other words, a customer's bill would be far from constant even if all non-gas cost are recovered from the customer charge.  I believe it is not in the public's interest to take care of the Company's interest while not providing meaningful benefits to the Company's customers but actually sacrificing economic efficiency and fairness for customers.

Q.
Do you have any other schedules?

A.
Yes.  Schedule REB-HH 1 is a calculation of the relative proportion of Laclede's Residential non-gas revenue that Mr. Ryan Kind asks me to perform.

Q.
Does this conclude your rebuttal testimony?

A.
Yes.
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� Case No. GR-99-315, direct testimony, Mr. R. Lawrence Sherwin, page 10, lines 18 through 23.
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