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REBUTTAL TESTIMONY OF GARY C. PRICE

Q. PLEASE STATE YOUR NAME AND BUSINESS ADRESS.

A. My name is Gary C. Price.  My business address is P.O. Box 23, Sun Prairie, Wisconsin 53590.

Q. WHAT IS YOUR OCCUPATION?

A. I am a principal consultant with Rhema Services Inc. and have worked in the utility industry for more almost 35 years.

Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE A REGULATORY COMMISSION?

A. Yes. Since 1977, I have testified numerous times before the Federal Energy Regulatory Commission (“FERC”), the Minnesota Public Service Commission, the Public Service Commission of New York, the Texas Public Utility Commission and the Public Service Commission of Wisconsin (“PSCW”).

Q. PLEASE STATE YOUR BACKGROUND AND QUALIFICATIONS.

A. I have worked as a consulting engineer, developing power system analyses and presenting expert testimony in various utility rate matters, such as cost of service, cost allocation and rate design.  Recently, much of my work has been in the areas of power supply analysis, cost of service analysis, rate design, as well as providing litigation support to law firms in processing or negotiating rate cases before various regulatory agencies.  Over the past year, I have been involved in a wholesale rate case before the FERC involving Wisconsin Public Service Corporation (“WPS”) in Docket No. ER03-606-000 on behalf of the Algoma Group.  Over the past four years, I have spent a considerable amount of time supporting various functions of the ISO New England, Inc., including developing and presenting to the FERC in testimony the cost of service analysis supporting the self-funding tariffs in effect for Calendar Year 2000, 2001, 2002 and 2003.

From January 1995 through July 1999, I was Vice President-Customer Services and Marketing at Wisconsin Public Power Inc.  In this position, I supervised four departments in the areas of Rates and Forecasting, Distribution Services, Information Services and Customer Services and Marketing.  In addition to these duties, I provided technical guidance and support in rate cases before the FERC and the PSCW.  I was also a member of the Mid-Continent Area Power Pool Rates and Tariff Task Force which was responsible for developing rates and tariffs for the proposed regional ISO.

From 1977 through 1995, I was primarily an independent consultant.  During those years, I was involved in a number of gas and electric utility matters, including the preparation of power supply studies, rate studies and analysis of numerous cost of service studies presented by various parties to regulatory proceedings.

I graduated from the University of Alabama in 1970 with a Bachelor of Science degree in Electrical Engineering.  Upon graduation, I joined the Tennessee Valley Authority (“TVA”) in the Division of Power Marketing as a Power Supply Engineer.  From 1970 to 1975, my responsibilities as a Power Supply Engineer involved the development of power supply arrangements including, but not limited to, contract and rate development for electric sales to large industrial customers served directly by TVA. In addition, I completed all the required course work at the University of Tennessee for a Masters of Science degree in Electrical Engineering. In 1975, my position at TVA changed to Rate Engineer and my responsibilities included the preparation of cost of service studies, feasibility studies, and other economic analyses for  the TVA power system and for TVA’s municipal and cooperative customers.

Q. WHO ARE YOU FILING TESTIMONY FOR IN THIS CASE?

A. I am filing testimony on behalf of the Federal Executive Agencies.

Q. WHAT WAS YOUR ASSIGNMENT IN THIS CASE?

A. My assignment was to review the various documents filed in this proceeding and to make a recommendation regarding an appropriate assignment of cost responsibilities to the various customer classes.

Q. WHAT DOCUMENTS HAVE YOU REVIEWED?

A. I have reviewed the cost of service (“COS”) testimony and exhibits presented in this case and also previous opinions rendered by the Public Service Commission of the State of Missouri (“PSC”) in previous Missouri Gas Energy (“MGE”) rate filings.

Q. IN YOUR OPINION WHAT ROLE SHOULD COS STUDIES PLAY IN THE ASSIGNMENT OF REVENUE RESPONSIBILITIES TO THE CUSTOMER CLASSES.

A. The COS study plays a very important role. Obviously, MGE’s revenue requirement is made of a numerous cost components that are influenced in different ways by different customer classes. As an example, most of MGE’s customers purchase their total gas requirements directly from MGE, in which case MGE is responsible for providing the customer a service which includes both the acquisition of the gas and also the delivery the gas to the customer’s house or place of business.  Other customers acquire their own gas acquisition and purchase  the necessary transportation service from MGE. The costs that would make up the revenue requirement for the requirements gas customer could be significantly different than the costs that make up the revenue requirements of the customers that only purchases gas transportation service. The COS study attempts to assign the appropriate costs to each customer group in the establishment of each customer’s revenue requirement.  

Often times when making these cost assignments, the analyst is faced with situations where certain costs can not be easily associated with any one particular group of customers. Additionally, there maybe more than one acceptable method that the analyst may choose from to make the assignment of such costs. In that case, a judgment has to be made by the analyst as to which method will best fit the particular cost assignment and to the greatest extent possible, reflect cost causation principles.

In a given set of cost assignment scenarios, not all analysts will always choose the same method of cost assignment. Therefore, the COS studies developed by these analysts will produce varying results. Therefore, in my opinion, although the COS studies are very important in making the final assignment of revenue requirements to the customer classes, the studies should generally be used as a guide.
Q.
HAVE YOU DEVELOPED A COS STUDY THAT YOU ARE PRESENTING IN THIS CASE?

A.
Yes. The COS that I have developed is summarized in Schedule 1 of Exhibit   (GCP-2). The detailed development of my COS study is shown in Schedules 2 and 3 of Exhibit   (GCP-2). A summary comparison of the relative class responsibilities for the COS studies presented in this case is shown in Exhibit   (GCP-1).

Q. PLEASE SUMMARIZE THE RESULTS OF YOUR REVIEW OF THE VARIOUS COS STUDIES PRESENTED IN THIS CASE.

A. Based upon my review of the cost of service (“COS”) data filed in this case by MGE, the Missouri Office of the Public Counsel (“OPC”) and the Utility Operations Division of the Missouri Public Service Commission (“Staff”), there is a wide variance in the cost of service results. For instance, Table 1 shows the class percentage responsibilities produced by each of the parties previously mentioned.
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No.DescriptionTotalResidentialServiceServiceService

(a)(b)(c)(d)(e)(f)

1MGE100.000%73.802%18.438%1.040%6.721%

2Staff100.000%71.501%19.172%1.061%8.266%

3OPC100.000%62.945%21.789%1.433%13.834%

(1) From Exhibit ___ (GCP - 1)

Table 1

Class Cost Percentages (1)

Based on Cost of Service As Filed


I also noticed in my review that there are a wide range of methodologies used to assign certain individual cost items in each of the COS studies. Additionally, I noticed a significant error in MGE’s COS study.

Q. COULD YOU PLEASE DESCRIBE THE ERROR IN MGE’S COS STUDY?

A. Yes. The error pertains to an incorrect spreadsheet cell reference in the development of MGE’s customer weighting factors for the “Weighted Meter Installation” cost category. According to company exhibits, these customer weighting factors are supposed to be derived by dividing the cost of meter installations for the residential class (the smallest cost category) by meter installation cost for each of the remaining rate classes.  In this case, MGE did not divide the residential meter installation cost by the meter installation costs for the remaining classes, but instead MGE inadvertently used the “Meter” costs as the divisor in its development of the Weighted Meter Installation Factors. Table 2 compares the incorrect factors as derived by MGE to the corrected factors.
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LineInstallationPerPer 

No.Rate ClassCosts (1)MGE (1)RSI

(a)(b)(c)(d)

1Residential366.84$          1.00                     1.00

2Small General Service366.84$          6.36                     1.00

3Large General Service1,467.32$       25.45                   4.00

4Large Volume Service5,373.79$       93.20                   14.65

(1) See Exhibit    (GCP - 1)

Table 2

Meter Installation Costs

Customer Weighting Factors

Weighted Meter Installations


Q. WHAT IS THE IMPACT OF MAKING THIS CORRECTION ON MGE’S COS STUDY RESULTS?

A. Table 3 restates the results shown in Table 1 for the corrected weighted meter installations factor. As shown on Line 1, making the correction increases the percentages for the Residential and Small General Service Classes and reduces the percentages for the Large General Service and Large Volume Classes.
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No.DescriptionTotalResidentialServiceServiceService

(a)(b)(c)(d)(e)(f)

1MGE (Corrected)100.000%

75.371%17.087%0.999%6.543%

2Staff100.000%71.501%19.172%1.061%8.266%

3OPC100.000%62.945%21.789%1.433%13.834%

(1) From Exhibit ___ (GCP - 1)

Table 3

Class Cost Percentages (1)

Based on Cost of Service


Q. YOU MENTIONED EARLIER THAT YOU OBSERVED A WIDE RANGE OF METHODOLGIES USED TO ASSIGN CERTAIN COSTS. COULD YOU ELABORATE ON SOME OF THOSE METHODS?

A. Yes.  First of all, for purposes of my review, analysis and COS study development, I have used the total company cost data from Staff’s COS study for the 12-month period ending June 30, 2003. Based on that cost data, the largest investment items included in plant in service are “Mains”, “Services”, “Meters”, “Meter Installations” and “General Plant”. These investment items make up almost 92% of the total plant in service. The investment in Mains alone account for almost 40% of total plant in service. Therefore how these items are assigned to the customer classes have a significant impact on the COS results in this case. In each of the three COS studies presented, Mains are allocated to the customer classes in a different manner.

Q. PLEASE DISCUSS YOUR REVIEW OF THE VARIOUS ALLOCATION OF THE COST OF MAINS.

A. MGE allocated the cost of Mains using a combination of Customer Allocation and Demand Allocation factors. The company classified the investment in Mains using a generally accepted method called the “Zero Intercept” method. MGE’s analysis assigned 34.72% of the investment in Mains to the Customer Classification and the remaining 65.28% to the Demand Classification. MGE then allocates the customer portion of the main investment on the basis of the un-weighted number of customers. MGE allocates the demand portion on the basis of system demands. In total, MGE’s approach assigns about 87% of the main costs to the residential and small general service customer classes.

Staff’s approach to assigning the cost of Mains to the rate classes is the same as it had used in a prior case. It first classified the Main investment into two components: a “stand-alone” (or customer) component and an “integrated system” (or demand) component. Staff’s method assigned 28.27% of the investment in Mains to the stand-alone (customer) classification and the remaining 71.73% to integrated system (demand) component. Staff then allocates the customer portion of the main investment on the basis of its weighted customers. Staff allocates the demand portion on the basis of system demands. In total, Staff’s approach assigns about 84% of the main costs to the residential and small general service customer classes.

The OPC’s approach to assigning the cost of Mains to the rate classes was also the same as it had used in prior cases where it used the “relative system utilization method” (or RSUM). OPC’s method has been rejected by the Commission. That method ignores any customer influence or customer component that may be implicit in the design and use of the local distribution mains. In fact the resulting impact of OPC’s method goes well beyond any sense of reason and actually approximates an allocation scheme that falls somewhere between a peak demand allocation and a volume allocation method. This method totally ignores the fact that these mains were designed to meet an annual peak requirement of which about 80% (of the annual peak requirements) is created by about 99.8% of MGE’s smaller customers (residential and small general service customers). OPC’s proposed method assigns only about 72 % of the cost of the mains to these customers. 

Q. HAVE YOU DEVELOPED AN INDEPENDENT ANALYSIS FOR PURPOSES OF ALLOCATING THE COST OF MAINS IN THIS CASE?

A. No. However, I have reviewed all the methods presented. Based on the information provided to me by MGE, Staff and others, I have concluded that, based on my review and experience, MGE’s approach is the most reasonable method in this case. 

Q. PLEASE DISCUSS YOUR REVIEW OF THE VARIOUS ALLOCATIONS OF COST OF SERVICES, METERS AND METER INSTALLATIONS.

A. MGE’s investment in services, meters and meter installations in this case represents about 46% of the company’s total investment in plant in service. The company first classified all of these costs as being customer-related and allocated each of these cost items on the basis of weighted customer allocators. The weighting factor for each cost item is different and is purportedly based on the replacement cost of these items for each customer class. OPC accepts the company’s classification as well as the customer weighting factors for the cost items. As discussed earlier, the company’s calculation of its weighting factor for meter installations contains an error which I have corrected in my analysis.

Staff also classifies these costs as being customer-related but develops its own weighting factors.

I have reviewed both methods and have concluded that MGE’s method is most appropriate in this case.

Q. HOW HAVE THE PARTIES ALLOCATED GENERAL PLANT IN THIS CASE?

A. MGE classified and allocated General plant, except for communication equipment – AMR, and associated expenses on the basis of classified and allocated operating expenses.

Staff and OPC classified and allocated all general plant and associated expenses on the basis of non-general plant in service. The methods used by MGE, Staff and OPC are inappropriate for the reasons relied upon by the Federal Energy Regulatory Commission when it determined that general plant is most appropriately allocated on the basis of allocated salaries and wages (or payroll). 

Q. IN YOUR OPINION, HOW SHOULD GENERAL PLANT AND ASSOCIATED EXPENSES BE CLASSIFIED AND ALLOCATED?

A. In my opinion, these cost items should be assigned to the rate classes using classified and allocated payroll expense.

Q. ARE THERE OTHER COST ITEMS THAT YOU HAVE ALLOCATED DIFFERENTLY THAN MGE OR STAFF THAT IMPACT THE RESULTS OF YOUR COS STUDY?

A. Yes. It is my understanding that the LVS Customer Class consists of customers that take transmission or delivery service only. Although the LVS Tariff allows the customers to both purchase gas and delivery service from MGE, over 99.9% take delivery service only. As I stated earlier, the delivery service customers should not pay any costs associated with the gas acquisition and related costs. Only those LVS customers who purchase gas from MGE should pay for those type costs. All of the COS studies that I have reviewed in this case have inappropriately allocated a full share of costs such as gas inventories and associated cash working capital to the LVS class based on either volumes or demands as if the total class were purchasing gas from MGE. In my COS study, I have not allocated these costs to the LVS Class.

Q. WHAT DEMANDS, VOLUMES AND CURRENT RATE REVENUE QUANTITIES HAVE YOU USED IN THE COS STUDY YOU ARE PRESENTING IN THIS CASE?

A. I have used the demand and volume quantities proposed by Staff. Correspondingly, I have used the current rate revenues used by Staff in their presentation.

Q. HOW DO YOUR COS STUDY RESULTS COMPARE TO THOSE THAT YOU DISCUSSED EARLIER?

A. Table 4 compares the results of my COS study to those presented by MGE, Staff and OPC. As can be seen in Table 4, the COS study that I have developed produces overall cost assignments that fall in between those produced by MGE and Staff. 
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No.DescriptionTotalResidentialServiceServiceService

(a)(b)(c)(d)(e)(f)

1Current Rate Revenue100.00%69.80%20.56%1.99%7.65%

2MGE COS (Corrected)100.00%75.37%17.09%1.00%6.54%

3Staff COS100.00%71.50%19.17%1.06%8.27%

4OPC COS100.00%62.95%21.79%1.43%13.83%

5FEA COS100.00%75.09%17.87%0.80%6.24%

(1) From Exhibit ___ (GCP - 1).

Table 4

Class Revenue Percentages (1)

Current Rate Revenue Versus Cost of Service Results


Q. HOW DO YOU PROPOSE TO ALLOCATE THE REVENUE REQUIREMENT AMONG THE RATE CLASSES IN THIS CASE.

A. As shown in Table 4, both the COS study that MGE has presented and the COS study that I have presented shows the percentage assignments to the SGS, LGS and LVS customer classes to be less than the percentages reflected in current rate revenue. However, as I stated earlier, the COS studies should be used as a guide in determining the appropriate revenue allocation in this case. Table 5 compares the class percentage assignments based on current rate revenue and based on the COS study results that I propose (see Lines 1 and 5 of Table 4).
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No.DescriptionTotalResidentialServiceServiceService

(a)(b)(c)(d)(e)(f)

1Current Rate Revenue100.00%69.80%20.56%1.99%7.65%

2FEA COS100.00%75.09%17.87%0.80%6.24%

3Difference - %

 (Line 2 / Line 1) - 17.57%-13.09%-59.94%-18.32%

(1) From Table 4

Table 5

Federal Executive Agencies COS Study Versus Current Rate Revenue

Class Revenue Assignments


As shown in Table 5, since all class revenue assignments in the FEA COS study are less that 20% (except for the LGS Class) from their status under current rates, it is my proposal that any approved change in MGE’s total company revenue requirement in this case should be assigned to the customer classes on a system average basis except for the LGS class. The LGS class in my COS study shows substantially more (almost 60%) than 20% change from current rates. Under my proposal, the LGS class should receive 75% of the system revenue increase or 125% of any system average decrease. The remaining customer classes (RES, SGS and LVS) receive the system average increase or decrease and would share proportionally any remaining revenue increase or decrease from the LGS class.  In other words, if MGE is hypothetically granted a 5% increase in revenues, the LGS class should receive, under my proposal, an increase of 3.75% (5% x 0.75 = 3.75%) and the remaining classes then each customer class would receive about a 5.05% increase in its current rates. If MGE is hypothetically granted a 5% decrease in revenues, the LGS class should receive a decrease of 6.25% and the remaining classes would receive a decrease of about 4.97%.

Q. DO YOU AGREE WITH MGE’S PROPOSED CHANGES IN THE LGS AND LVS RATE DESIGN?

A. MGE has proposed to increase the winter period from the current 5 months to 6 months by moving April from the summer to the winter period. In my opinion, MGE has not provided any evidence to warrant this change. Therefore, no rate design changes should be made for the LGS and LVS rate classes.

Q. DOES THIS COMPLETE YOUR TESTIMONY?

A. Yes.
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		Table 1

		Class Cost Percentages (1)

		Based on Cost of Service As Filed

										Small		Large		Large

		Line								General		General		Volume

		No.		Description		Total		Residential		Service		Service		Service

				(a)		(b)		(c)		(d)		(e)		(f)

		1		MGE		100.000%		73.802%		18.438%		1.040%		6.721%

		2		Staff		100.000%		71.501%		19.172%		1.061%		8.266%

		3		OPC		100.000%		62.945%		21.789%		1.433%		13.834%

		(1) From Exhibit ___ (GCP - 1)
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		Table 4

		Class Revenue Percentages (1)

		Current Rate Revenue Versus Cost of Service Results

										Small		Large		Large

		Line								General		General		Volume

		No.		Description		Total		Residential		Service		Service		Service

				(a)		(b)		(c)		(d)		(e)		(f)

		1		Current Rate Revenue		100.00%		69.80%		20.56%		1.99%		7.65%

		2		MGE COS (Corrected)		100.00%		75.37%		17.09%		1.00%		6.54%

		3		Staff COS		100.00%		71.50%		19.17%		1.06%		8.27%

		4		OPC COS		100.00%		62.95%		21.79%		1.43%		13.83%

		5		FEA COS		100.00%		75.09%		17.87%		0.80%		6.24%

		(1) From Exhibit ___ (GCP - 1).
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		Table 5

		Federal Executive Agencies COS Study Versus Current Rate Revenue

		Class Revenue Assignments

										Small		Large		Large

		Line								General		General		Volume

		No.		Description		Total		Residential		Service		Service		Service

				(a)		(b)		(c)		(d)		(e)		(f)

		1		Current Rate Revenue		100.00%		69.80%		20.56%		1.99%		7.65%

		2		FEA COS		100.00%		75.09%		17.87%		0.80%		6.24%

		3		Difference - %

				(Line 2 / Line 1) - 1				7.57%		-13.09%		-59.94%		-18.32%

		(1) From Table 4
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		Table 2

		Meter Installation Costs

		Customer Weighting Factors

						Meter		Weighted Meter Installations

		Line				Installation		Per		Per

		No.		Rate Class		Costs (1)		MGE (1)		RSI

				(a)		(b)		(c)		(d)

		1		Residential		$   366.84		1.00		1.00

		2		Small General Service		$   366.84		6.36		1.00

		3		Large General Service		$   1,467.32		25.45		4.00

		4		Large Volume Service		$   5,373.79		93.20		14.65

		(1) See Exhibit    (GCP - 1)
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		Table 3

		Class Cost Percentages (1)

		Based on Cost of Service

										Small		Large		Large

		Line								General		General		Volume

		No.		Description		Total		Residential		Service		Service		Service

				(a)		(b)		(c)		(d)		(e)		(f)

		1		MGE (Corrected)		100.000%		75.371%		17.087%		0.999%		6.543%

		2		Staff		100.000%		71.501%		19.172%		1.061%		8.266%

		3		OPC		100.000%		62.945%		21.789%		1.433%		13.834%

		(1) From Exhibit ___ (GCP - 1)






