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I. Introduction

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

A.
Barbara A. Meisenheimer, Chief Utility Economist, Office of the Public Counsel (OPC or Public Counsel), P. O. Box 2230, Jefferson City, Missouri 65102.  I am also employed as an adjunct Economics Instructor for William Woods University.

q.
Have you testified previously in this case?

A.
Yes, I filed direct testimony regarding revenue requirement issues on September 20, 2004, and an initial cost study and associated inter-class rate design testimony on September 27, 2004.

q.
what is the purpose of your testimony?

A.
The purpose of my supplemental direct testimony is to present updated Public Counsel’s Class Cost of Service (CCOS) study results and updated inter-class class rate design recommendations.  Based on the updated study results, I will also address intra-class rate design issues.

Q.
What cost and revenue data did you use in preparing your previously filed CCOS study?

A.
My September 27, 2004, CCOS study utilized accounting and other data produced by the Missouri Public Service Commission Staff (Staff). Traditionally, Public Counsel has used similar information provided by the Staff in preparing our CCOS studies.   As part of the information provided, Staff developed for its own use an EMS run that assumed a natural gas price of approx. $3.20.  At that time, it was the best information available to our office.  However, in this case, the Staff and Public Counsel have significantly different positions on the level of natural gas cost to include in base rates.  Public Counsel witness James Busch recommends that the natural gas price that should be used in developing cost estimates should be approximately $4.59.  Following the filing of my initial CCOS testimony, on October 1, 2004, the Staff completed for Public Counsel’s use, a new EMS run based on Mr. Busch’s proposed $4.59 natural gas price.  A portion of the testimony I present below is based on the October 1, 2004, EMS run that Staff prepared for Public Counsel’s use.  

Q. Q.
Do your updated study results reflect additional adjustments that Public Counsel proposes other than using a $4.59 natural gas price to estimate costs?

A.
Yes, in our original CCOS study, we also incorporated adjustments to the revenue and cost data to better reflect Public Counsel’s witness’ positions on rate of return, depreciation and accounting adjustments.  For this testimony, I have prepared two CCOS studies.  The first is based on the October 1, 2004, EMS run performed by Staff that reflects a natural gas price of $4.59 with no additional adjustments.  The second also uses October 1, 2004, EMS run performed by Staff that reflects a natural gas price of $4.59 but reflects additional adjustments based on Public Counsel witness’ recommendations for depreciation and rate of return. 

II. 
Updated Class cost of service study Results

Q.
Are your allocation methods and choice of customer classes consistent with those used in your previous CCOS Study?

A.
Yes, they are.  In preparation of this testimony, I utilized the same allocation methodologies and customer classes as were used in my previous study.  For a description of the allocation methods, please see my direct testimony filed September 27, 2004.

Q.
Please describe the results of your first updated class cost of Service study.

A.
Schedule BAM Updated RD DIR-1.1 shows the results of the first Class Cost Of Service Study.  This study is based on the October 1, 2004 Staff EMS run that reflects a natural gas price of $4.59.  


Schedule BAM Updated RD DIR-1.1, line 18, shows that on a revenue neutral basis, the Residential and SGS classes are providing a rate of return above the system average return while the LGS, Special Contract (Praxair), Large Power and Other classes are providing lower rates of return than the system-wide average. Line 35 of Schedule BAM RD DIR-1.1 shows the revenue shifts that would be needed to equalize class rates of return. Line 36 of Schedule BAM Updated RD DIR-1.1 shows the percentage by which rate revenues in each class would have to change in order to make all customer class’ rates of return equal to the company's overall rate of return.    This information from lines 18, 35 and 36 of Schedule BAM RD DIR-1.1 is summarized below in Table 1.

Q.
Please describe the results of your second updated class cost of Service study.

A.
Schedule BAM Updated RD DIR-2.1 shows the results of the second Class Cost Of Service Study.  This study is based on the October 1, 2004 Staff EMS run that reflects a natural gas price of $4.59.   It also reflects adjustments to rate of return proposed by Public Counsel witness Travis Allen and the depreciation adjustments proposed by Public Counsel witness Michael Majoros. 


Schedule BAM Updated RD DIR-2.1 illustrates that the conclusions from the second CCOS are similar to the results of the first study on a revenue neutral basis.  On a revenue neutral basis, the Residential and SGS classes are providing a rate of return above the system average return while the LGS, Special Contract (Praxair), Large Power and Other classes are providing lower rates of return than the system-wide average. Information from lines 18, 35 and 36 of Schedule BAM RD DIR-2.1 is summarized below in Table 1.
Table 1 – COS Indicated Revenue Neutral Class Revenue Shifts

	
	TOTAL
	Residential
	SGS

(Commercial, Small Heating

& Feed Mill)
	LGS

(Gen Power & TEB)
	Special Contract

(Praxair)
	Large Power
	Other

(Elec Furnace, Misc, & Ltg)

	First CCOS

(The results reflect a natural gas price of $4.59.)

	Class Rate of Return
	7.28%
	7.88%
	11.32%
	7.19%
	-8.79%
	3.02%
	4.23%

	Revenue Neutral Shift
	(0)
	(1,549,337)
	(2,840,934)
	169,560
	868,275 
	2,950,692 
	401,745 

	%
	0.00%
	-1.38%
	-9.07%
	0.27%
	35.86%
	9.65%
	9.31%

	Second CCOS

(The results reflect a natural gas price of $4.59, depreciation and ROR adjustments.)

	Class Rate of Return
	7.17%
	7.80%
	11.10%
	7.08%
	-8.92%
	2.91%
	4.18%

	Revenue Neutral Shift
	(0)
	(1,592,506)
	(2,759,544)
	164,525
	863,604 
	2,916,895 
	407,026 

	%
	0.00%
	-1.42%
	-8.81%
	0.26%
	35.67%
	9.54%
	9.43%


III. 
Rate design recommendations

Q. What rate design do you recommend?

A. Based on the second Class Cost Of Service Study results, which reflect depreciation and ROR adjustments, I recommend the same methodology for establishing inter-class shifts as described in my September 27, 2004, direct testimony.  Generally, I recommend that the Commission adopt a rate design that balances movement toward cost of service with rate impact and affordability considerations.  The Commission should impose, at a maximum, class revenue shifts equal to one half of the “revenue neutral shifts” indicated by Public Counsel’s class cost of service study.  Revenue neutral shifts are shifts that hold overall company revenue at the existing level but allow for the share attributed to each class to be adjusted to reflect the cost responsibility of the class.  In addition to moving half way to the revenue neutral shifts, I recommend that if the Commission determines that an overall increase in revenue requirement is necessary, then no customer class should receive a net decrease as the combined result of: (1) the revenue neutral shift that is applied to that class, and (2) the share of the total revenue increase that is applied to that class.  Likewise, if the Commission determines that an overall decrease in revenue requirement is necessary, then no customer class should receive a net increase as the combined result of: (1) the revenue neutral shift that is applied to that class, and (2) the share of the total revenue decrease that is applied to that class.

Q.
Have you illustrated the class recovery you would recommend based on the second cost study results shown in Table 1?

  A.
Yes, Schedule BAM RD DIR-2.2 shows the result of applying Public Counsel’s recommended method for determining class revenue requirements at two different levels of revenue requirement increase (approx. $7 million and $10 million).  The final results of applying Public Counsel’s method appear in lines 26 through 32 of Schedule BAM RD DIR-2.2.

Q.
What are the customer-related costs that are attributable to the typical Residential customer?

A.
My analysis estimates the customer-related costs ranging from $11.53-$11.61.  

Q. 
Do you recommend changes to intra-class residential and sgs rate structures?

A.
I would recommend that the customer charge and volumetric rates increase in equal percentages to reach the class revenue requirement with the condition that any customer charge increase be capped at $1.00 to achieve the class revenue requirement.   

Q.
does this conclude your direct testimony?

A.
Yes.
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