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REBUTTAL TESTIMONY

OF

DANIEL I. BECK

LACLEDE GAS COMPANY

CASE NO. GR-2002-356

Q.
Please state your name and business address.

A.
My name is Daniel I. Beck and my business address is P. O. Box 360, Jefferson City, Missouri 65102.

Q.
Are you the same Daniel I. Beck who filed direct testimony in this case?

A.
Yes, I am. 

Q.
What is the nature of your Rebuttal Testimony as it relates to the rate increase being proposed by Laclede Gas Company (Laclede or Company) in Case No. GR-2002-356?


A.
My Rebuttal Testimony addresses Class Cost-of-Service (COS) allocators and rate design.  I will also introduce two changes to the allocators used in Staff’s study.


Q.
What changes do you propose to make to Staff’s study?


A.
First, I propose to correct the peak demands that were used in the study for the two Transportation Classes.  These demands were inadvertently switched in COS study which resulted in incorrect results for the two transportation classes.  However, the results for the other classes, as well as for the Transportation Class in total, do not change with this correction.  The second change, which is more significant, results in a large change in the results due to a change in the allocation of meters and regulators.  Specifically, I wish to adopt the meter/regulator allocator used by the Office of the Public Counsel (OPC).

Q.
Please explain why you changed from your filed position to the use of OPC’s allocator for meters and regulators.

A.
While preparing for Rebuttal Testimony, I determined that the allocation of meters and regulators accounted for approximately half of the differences in the results of the Staff and OPC studies.  Further investigation revealed the difference was the result of two different methods that are generally attempting to accomplish the same thing, which is to allocate the cost of meters and regulators based on the size and cost of the equipment that serves these classes.  Staff used a customer/demand split to develop these allocators while OPC used a typical cost study that was developed by Laclede in a previous case.  After reviewing OPC’s methodology, it is my opinion that the typical cost study should result in a better allocation of meters and regulators and, therefore, I have provided the new allocator to Staff witness Anne Ross.  This one change results in a reduction in the Residential Class’s COS level of approximately 5 million dollars which is a large change that also affects the other classes.


Q.
Have you reviewed the C-O-S studies that were filed in this case? 


A.
Yes, I have.  The most striking difference that I observed was the treatment of the Residential (RES) and General Service Commercial and Industrial (GS–C&I) Classes.  Two of the parties’ studies, the Staff and OPC, separately allocated costs to these two classes.  The third study, filed by Missouri Industrial Energy Consumers (MIEC), does not split these two classes, but instead, lumps these two distinct customer groups into one class, General Service (GS).  The RES and GS-C&I classes are the largest two classes that are served by Laclede.  In total, they account for over 99.9% of Laclede’s customers, over 93% of the margin revenues and 78% of the total volumes.  The Residential class accounts for 93.6% of Laclede’s customers, 77% of the margin revenues and 55.9% of the total volumes.  The GS-C&I class accounts for 6.3% of the Laclede’s customers, 16.7% of the revenues and 22.4% of the total volumes.  In my opinion, a C-O-S study that does not provide the Commission with any information regarding the relative contribution of these two important and distinct classes has limited value, at best.  However, Staff will address MIEC’s study despite this significant flaw.

Q.
In your Direct Testimony, you sponsored C-O-S allocators for peak demands, mains, services, meters, and regulators.  Have you reviewed the corresponding allocators of the other parties’ C-O-S?


A.
Yes.  After reviewing the studies filed by OPC and MIEC, I determined that most of the differences between the results of the three (including Staff’s) studies could be attributed to a few allocators.  When comparing Staff and MIEC studies, the differences in the results can be accounted for in the allocation of mains and the estimation of class peaks.  When comparing Staff and OPC studies, the differences in the results can be accounted for in the allocation of meters/regulators, mains and a few other customer service related allocations.

Q.
You stated that the allocation of mains and the estimation of class peaks could account for the differences in the results of Staff and MIEC studies.  Are these totally unrelated issues?

A.
No.  Peaks are interrelated with the allocation of mains.  MIEC allocated 70% of the cost of mains based on peaks while Staff allocated 73% of mains.  Although these percentages are nearly the same, the differences in peaks together with the differences in the allocation of the customer portion, which is assumed to be approximately 30% of the cost of mains in both studies, result in a significantly different allocation of mains.

Q.
What are the differences regarding peaks?

A.
The basic difference is that Staff’s estimated weather normalized class peaks for all significant classes while MIEC calculated average billing demands for the large customer classes and assumed that the difference between that average demand and the system coincident peak day demand was assigned to the GS rate class.  MIEC’s estimate of peak day demands is flawed in the following ways:

a)  Billing demands can and do fluctuate from month to month.  By computing a twelve-month average, the resulting demands will be under- or over-estimated.

b)  Estimating General Service demands by calculating the difference between the Company estimated system coincident peak day, which is not a normalized peak day but is instead an extreme peak day, results in an overestimate of the General Service Class demands.

Q.
How would you propose to correct these flaws?

A.
I would propose to use Staff’s estimate of weather normalized peak day demands.

Q.
What would be the effect of using Staff’s estimate of weather normalized peak day demands?

A.
I substituted Staff’s demands into MIEC’s study and recalculated the Non-Gas revenue above/below Cost of Service.  The result was a significant change in the revenue requirement for the classes.  In particular, results for the General Service Class (which includes the Residential Class) went from an under-recovery of $1,802,000 to an under-recovery of $916,000.  In contrast, the Transportation Classes (Firm and Basic) went from an over-recovery of $2,007,000 to an over-recovery of $699,000.

Q.
Could you explain how you substituted Staff’s peak demands into MIEC’s study?

A.
Yes.  Within MIEC’s study, there is a sheet titled “CP NCP”.  On this sheet, I replaced the peak demands in the column labeled “NCP1 Demand Therms”.  In addition, for the General Service, Large Volume, and Firm Transport Classes, I also replaced the peak demands in the column labeled “CP Demand Therms”.  It should be noted that other columns, such as “NCP2 Demand Therms” are linked to the columns that I changed and now reflect Staff’s peak day demands.

Q.
Does the use of Staff’s peaks explain the differences between MIEC study and Staff’s updated study?

A.
Not completely.  However, the differences are significantly smaller.  In fact, the peaks moved the results of MIEC’s study for the General Service Class (Residential and General Service – Commercial and Industrial Classes) from an under-recovery of $1,802,000 to an under-recovery of $916,000 for the General Service Class.

Q.
You also mentioned that there were differences in the mains allocators.  Please explain these differences.

A.
Staff used the Stand-Alone / Integrated System Allocator to allocate mains while MIEC used a customer/demand allocator.  At first glance, these two allocators appear to be basically the same, since both have what could roughly be called a customer and a demand component.  However, Staff’s mains allocator attempts to take into account the physical characteristics of each customer class (diameter of pipe required, length of main adjacent to the customer’s lot, the customer’s demand) while MIEC’s allocator appears to calculate the relationship between average and excess demand (sometimes referred to as average and peak) and apply that relationship to customer and demand components.

Q.
Are you saying that an average and excess methodology is typically used to determine the customer/demand split for the allocation of mains?

A.
No.  MIEC’s study (in this and past cases) is the only study that I have ever reviewed that used the average and excess methodology to determine a customer/demand split.  Normally, one would use the average and excess method to determine the COMMODITY/demand split not the CUSTOMER/demand split.  To understand this methodology better, I reviewed the workpapers from Case No. GR-99-315, which was the last case in which Laclede filed a COS study.  In that case, Laclede filed a COS study that used the average and excess methodology.  Also in that case, MIEC witness Donald E. Johnstone filed a COS study that “modified” the Company’s study.  One of those modifications was the apparent use of the average and excess methodology to determine a customer/demand split.

Q.
Why did you refer to the “apparent use of the average and excess methodology to determine a customer/demand split”?

A.
Although Mr. Johnstone’s Direct Testimony discussed accounting “for differences in the service provided by the low, medium and high pressure mains in the distribution system” on pages 11-12 of this Direct Testimony in Case No. GR-99-315, there is no specific explanation for apparent use of the average and excess methodology to determine a customer/demand split.  In fact, Mr. Johnstone’s previous testimony is exactly the same as MIEC witness Mallinckrodt’s Direct Testimony starting at line 12, page 20, and ending with line 25, page 20.  However, on lines 20-21, page 20, the values of 33% and 12% replace the values of 32% and 13%, respectively, on lines 24-25, page 20, the values of 23% and 8% replace the values of 22% and 9%, and the phrase “As previously noted,” replaces the sentence “My colleague, Mr. John Mallinckrodt, has in his testimony explained the identification of high pressure mains and the cost separation between high medium and low pressure mains.”.

Q.
In his testimony in this case, on page 20, line 14, MIEC witness Mallinckrodt states that a “portion is properly classified as customer-related.”  Does this explain the apparent use of the average and excess methodology to determine a customer/demand split?

A.
No.  While it does define MIEC’s intentions to use a customer-demand split, it does not explain how this relates to the average and excess methodology.

Q.
Could you simply be mistaken about MIEC’s use of the average and excess methodology to determine a customer/demand splits?

A.
In this case, I do not think that I am.  On the sheet labeled “Main Func.” from the electronic version of MIEC’s study, the average and additional demand therm allocators are computed using MIEC’s peaks.  These calculations result in the values of 29.340% and 70.660%.  On the next two lines of the sheet, the 30% and 70% splits are shown.  I can only conclude that these values are directly related.  Therefore, I can only conclude that MIEC estimated the 30%/70% split using the average and excess methodology.

Q.
Could the 30%/70% split have some other origins that are unrelated to the average and excess methodology?

A.
Yes.  However, the same 30%/70% split was used to determine the commodity/demand split for the calculation of the non-customer portion of the meters allocator in MIEC’s COS study in the previous two Laclede Rate Cases, Case Nos. GR-99-315 and GR-2001-629.  If it were unrelated to the average and excess calculations, it would be illogical to use it for this purpose in developing the meters allocator.

Q.
You stated that MIEC used this 30%/70% split in developing the allocation of meters in the previous two cases.  Was this same split used by MIEC in this case?

A.
No.  On page 22, lines 10-21, Mr. Mallinckrodt discusses the allocation of meters and regulators.  The final sentence in that discussion states “This classification method is similar to the method that Laclede has used in its previous filed CCOSS.”  While one could debate what the term “similar” means, in my opinion, his meter/regulator allocator of 49% / 51% / 0% (Customer / Demand / Commodity) is not similar to the Company’s meter/regulator allocator of 50% / 37% /13% split which Laclede used in Case No. GR-99-315.  Instead, I maintain that Mr. Mallinckrodt’s current meter/regulator allocator is a significant shift from both the Company’s allocator in Case No. GR-99-315 and his own allocator in the last case, Case No. GR-2001-629. 

Q.
If the average and excess methodology were used to calculate a commodity/demand split for mains, what would be the effect?

A.
If both Staff’s demands and the average and excess methodology are applied to MIEC’s C-O-S study, the results would show the need for a large increase to the transportation customers of approximately 2 million dollars and a decrease of 2.1 million dollars to the General Service Class (including Residential).

Q.
Do you have any other concerns about MIEC’s method of allocating mains?

A.
Yes.  In addition to the concerns raised to the non-demand allocators that MIEC used to allocate mains, Staff also has concerns with the demand allocator for mains.  MIEC witness Mallinckrodt discusses the concept of low, medium, and high pressure mains.  After reviewing the workpapers provided by MIEC in Case No. GR-2001-629, it appears that customer specific data for the pressure level used by MIEC’s twenty-four (24) transportation customers was used to conclude that low pressure mains are not used in any way to serve large volume customers.  Twenty-four customers, if chosen randomly, would be a reasonable sample size for the population of 152 transportation customers (or the 275 transportation, Interruptible and Large Volume customers).  In this case, however, it would not be correct to conclude that “no” large customer is served by the low pressure system since the sample is clearly not random.  

In addition, the information provided regarding MIEC’s customers shows that an additional thirty-six (36) of MIEC’s customers are General Service customers.  Of those 36 customers, four (4) are not served by the medium pressure system and thirty-two (32) are not served by the low pressure system.  However, MIEC made no attempt to reflect this information in its allocation to the General Service Class.  To credit the large customers for their lack of use of portions of the system without similar credits to the General Service customers is not reasonable.

Q.
You stated:  “When comparing Staff and OPC studies, the differences in the results can be accounted for in the allocation of meters/regulators, mains and a few other customer service related allocations.”  Please explain how Staff’s and OPC’s studies compare.

A.
As discussed earlier, the largest difference between the two studies was due to the allocation of meters/regulators and Staff has adopted OPC’s position so that difference no longer exists.  Since both studies used peak demands developed by Staff, none of the differences can be attributed to peaks.  However, the method used to allocate mains did result in some differences.  This is primarily due to the fact the OPC used 12 monthly peaks to develop their mains allocator while Staff’s method only uses 1 annual peak.

The use of one or multiple peaks has long been a subject of debate in COS allocation and there is some merit to both methods.  To evaluate the effect of the two methodologies, I used the 12 peak allocator developed by OPC to allocate the integrated system portion of mains.  This accounted for approximately 70% of the 2 million dollars of difference due to the allocation of Mains for the Residential Class.  In my opinion, Staff’s mains allocator coupled with OPC’s 12 peak calculations defines the limit to which Staff’s allocation of mains could be reasonably be modified.

The other customer related allocators that I mentioned resulted in shifts that were both positive and negative for any given class.  In total, these differences are small when compared to the magnitude of the meters, regulators, and mains differences.

Q.
What do you propose regarding revenue shifts between classes?

A.
After reviewing the results of the Class C-O-S studies of the various parties, I conclude that most of the classes are at or near their class revenue responsibility.  I would especially direct the Commission’s attention to the Residential Class results, which no party believes are more than 2.79% from COS.  (Since MIEC did not split out the Residential Class, I assumed that the MIEC percent increase for the General Service Class was also the percent increase for the Residential Class).  

Q.
Aren’t some of the other class results greater than 2.79% and therefore may be above the accuracy limits of the COS studies?

A.
While some of the results for the other classes are greater than 2.79%, any revenue shifts would almost certainly have to involve the Residential Class since the majority of revenue is derived from this one class.  Therefore, you would be shifting revenues for classes, which are below the accuracy of the study.

Q.
Aren’t some of the extremely small classes, those that contribute less than .25% of the Company’s total revenue, showing significant deviations from current revenue contributions?

A.
Yes.  However, the small size of these classes, when compared to the total Company’s revenue, makes the allocation of costs difficult at best.  In this case, I do not recommend a shift in C-O-S revenues for these Classes because of the difficulties associated with allocating costs to these small Classes.

Q.
What recommendations do you have regarding the customer charges?

A.
Staff’s Class COS study indicates that most classes currently have customer charges that are at or above the calculated customer charge; i.e., that is the current customer charge is higher than the study would indicate is needed.  However, I recommend that the customer charges of the various classes be increased by the same amount (percentage) as the Class revenues are increased.  If the customer charge and class revenues are increased by the same percentage, there will be no revenue shifts within the classes.  Any additional increase in the customer charge should only be done to meet the policy objectives that I discussed in my Direct Testimony.

Q.
Did Staff use the same billing units as the Company?

A.
No.  Staff developed normalized billing units that correspond to Staff’s Revenues while the Company developed normalized billing units corresponding to its case.   I propose that all parties work toward developing a single set of billing units for the test year so that any Commission ordered change in revenue can be implemented. 

Q.
Does this conclude your testimony?

A.
Yes.
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