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Q. Please state your name and business address.

A. My name is James A. Busch and my business address is P. O. Box 7800, Jefferson City, MO 65102.

Q. Are you the same James A. Busch who filed testimony previously in Case No. GR-2002-356?

A. Yes I am.

Q. What is the purpose of your testimony in the rate design portion of Case No. GR-2002-356?

A. The purpose of my testimony is to present Public Counsel’s class cost of service study (COS), and to explain the allocators Public Counsel utilized to allocate services, meters, and regulators.  Public Counsel witness Hong Hu will provide the mains allocator and provide Public Counsel’s rate design recommendation in her testimony.
CLASS COST OF SERVICE STUDY

Q. What is the primary purpose of a class cost of service study?

A. The primary purpose of a class COS study is to provide an estimate of the cost of providing service to each of the customer classes, and is to be used as a guide for setting rates to the extent allowed by other rate design objectives of the Commission.

Q. What are the primary steps in a class COS study?

A. There are three primary steps in performing a class cost of service study.  These steps include the functionalization, classification, and allocation of costs.  Functionalization of costs means categorizing accounts according to the type of function with which an account is associated.  Accounts are categorized as being related to Production, Transmission, Distribution, Customer Accounts, Administrative and General, etc., depending on the natural gas local distribution company (LDC) functions that they are a part.

Once costs have been functionalized, they are classified as being customer (related to the number of customers), demand (related to the portion of peak usage), or “other” costs, depending on the classification with which they are associated.  For example, customer records and collection expense, meter plant, and meter reading expense are considered customer-related, since company expenditures in these areas are related to the number of customers that it serves.  These expenses, although dependent to some extent on a customer’s size, will be incurred for each customer whether or not the customer uses any natural gas so it would not be reasonable to classify them as being commodity-related.

Allocation factors are then developed to distribute a reasonable share of jurisdictional costs to each customer class.  Allocation factors are based on ratios that reflect the proportion of total units (total number of customers, total annual throughput, etc.) attributable to a certain customer class.  Applying these ratios to the appropriate cost categories produces an estimated cost for which each class is responsible.

Q. Which customer classes have you used?

A. I have utilized the following customer classes: Residential, Commercial and Industrial General Service, Large Volume, Interruptible, Firm and Basic Sales and Transportation, L. P. Gas, and Unmetered Gas Light.
Q. On what data is your class COS study based?

A. I utilized the Missouri Public Service Commission Staff (Staff) Accounting Schedules that Staff filed on June 20, 2002 in its non-rate design testimony in this proceeding for the source of most of the financial data that I utilized in my class COS study.  I have also used certain customer numbers, volumes, and class specific revenues developed by Staff witnesses Beck and Ross.  I also used data received from Laclede in response to Public Counsel Data Requests.  Finally, I have used the rate of return developed by Public Counsel witness Burdette.  My use of this data is not an endorsement of either Staff’s or Laclede’s methods.  I used this information because it was readily available and contains the level of detail necessary to perform a class COS study.

Q. Please discuss the way you allocated the various Gas Plant Accounts.

A. Intangible accounts were allocated based on the overall cost of service.  This is because these accounts affect all customer classes.  Manufactured gas production accounts were allocated on the basis of estimated peak day coincident demand.  This is because manufactured gas is generally used during peak days.  Storage accounts were allocated based on winter sales volumes since winter demand is in part met by stored natural gas. Transmission Plant accounts were allocated based on a transmission allocator developed by OPC witness Hong Hu.

Q. Please continue.

A. Accounts in Distribution Plant were allocated in various ways.  Accounts 374 through 376 (Land and Land Rights, Structures and Improvements, and Mains) were allocated using the mains allocator developed by Public Counsel witness Hong Hu.  All of the costs associated with these accounts (374 through 376) are mains related and allocated on that basis.  Accounts 378 and 379 (Measuring & Regulating Station Equipment) are related to regulating system gas flow and are allocated based on annual margin sales.  Accounts 380, 381, and 383 (Services, Meters, and Regulators) were allocated based on the services and meters allocators, respectively, developed by Ms. Hu in Case No. GR-99-315.  I have updated the allocators to reflect new customer numbers. 

Account 385 (Industrial Measuring and Regulating Station Equipment) was allocated based on large customer bills since this account involves costs used for large customers.  Account 386 (Other Property on Customer Premises) was allocated with a combined Mains/Services allocator since this account involves mains and services installed on customer premises which is not included in other accounts.  Account 387 (Other Equipment) was simply allocated based on net distribution plant.  Finally, General Plant was based on each class’s proportion of non-general net plant.

Q. Within Operation and Maintenance expense, how did you allocate gas distribution expense?

A. I used the “expenses follow plant principle” for allocating most of the accounts in this category.  For example, the allocator that I applied to Mains plant (account 376) was also applied to Mains maintenance (account 887).

Q. How did you allocate customer accounts expense?

A. Expenses within customer accounts were allocated based on allocators developed to address customer accounts expense and meter reading expense.  Uncollectible expense was allocated based on the number of bills in each customer class.

Q. How were Customer Service and Sales Promotion expense allocated?

A. Customer Service accounts were allocated on the basis of unweighted customer numbers and Sales Promotion expenses were allocated based on my COS allocator.  I chose to use my COS allocator for Sales Promotion expenses since these cost are incurred for the purpose of lowering the average margin cost (by increasing sales) of providing service to customers in each of the customer classes.  The amount by which customers in each class benefit from a lower average cost will be proportional to the share of overall costs of service per customer that they are responsible for incurring.

Q. How did you allocate Administrative and General (A & G) expenses?

A. I divide these expenses into three categories.  I allocated Property Insurance expense (account 924) on the basis of net plant since this expense is linked to the amount of plant that the Company requires in order to serve each customer class.  Injuries and Damages and Employee Pensions and Benefits (accounts 925 and 926) are both payroll related expenses so they were allocated on the basis of the amount of payroll expense that I had previously allocated to each class. All remaining A & G accounts represent expenditures that support the Company’s overall operation, so I have allocated them on the basis of each class’s share of total Company COS.

Q. How did you allocate property and payroll taxes?

A. Property taxes were allocated on the basis of the amount of total plant that I had previously allocated to each class.  Payroll taxes were allocated on the basis of the amount of payroll expenses that I had previously allocated to each class.

Q. How did you allocate state and federal income taxes?

A. These taxes are allocated on the basis of rate base since a utility company’s income taxes are a function of the size of its rate base, and thus a class should contribute revenues for income taxes in accordance with the proportion of rate base that is necessary to serve it.

Q. What are the results of your study?

A. The following table summarizes the results of my class COS study:

Table 1 – Summary of OPC Class COS Study (000s)


Residential
C & I
LV
Interruptible
Firm
Basic
LP
UMGL

Class Shifts
(4,865)
5,171
155
38
(197)
(283)
(2)
(17)

Percent
-2.79%
13.67%
5.46%
10.14%
-4.84%
-4.20%
-6.24%
-67%


This table shows the level of revenue neutral shifts necessary to equalize each class’ rate of return.  Public Counsel witness Hong Hu will take the results of this study and discuss the appropriate rate design treatment.  Schedule JAB-RD-1 shows the results of Public Counsel’s class COS study. 

Q. Does this conclude your direct testimony?

A. Yes it does.
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