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OF THE STATE OF MISSOURI

In the Matter of Missouri Gas
Energy’s tariff sheets designed to
increase rates for gas service in
the Company’s Missouri service
area.
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AFFIDAVIT OF CHARLES D. LADEROUTE

STATE OF MISSOURI )

) ss
COUNTY OF JACKSON )

Charles D. Laderoute, of lawful age, on his oath
gtates: That he has reviewed the attached written testimony in
guestion and answer form, all to be presented in the above case,
that the answers in the attached written testimony were given by
him; that he has knowledge of the matters set forth 1 uch
answersg; that such matters are true to the bes nowledge

information and belief.

Charles D. Laderoute

Subscribed and sworn to before me this 25th day of April, 2001.

Clonsti, ¢ /ﬁ&@,/

Ndtary Public
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PREPARED DIRECT TESTIMONY OF
CHARLES D. LADEROQUTE

Please state your name, occupation and address.
My name is Charles D. Laderoute. I am an energy consultant
and President of Charles D. Laderoute, Ltd., 5114 Amazonia

Road, 8t. Joseph, Missouri 64505.

By whom have you been retained?

My testimony is on behalf of the Midwest Gas Users’ Assocla-

tion ("MGUA")

What are your qualifications?

I have nearly twenty-nine vyears of rate, regulatory and
economic experience; twenty-two years as a consultant. My
full qualifications are included as Appendix A to this

testimony.

What is the purpose of your testimony in this proceeding?
I am tegtifying on the establishment of class revenue re-
quirementé via a cost of service allocation study ("COSsS"),
cost support levels for establishing monthly service, cus-
tomer or minimum charges and portions of rate design. I

will alsc address certain conceptual matters in support of
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these specific items. Finally, I will make several policy

suggestions.

Please identify the Schedules which you are sponsoring.

I am sponsoring the following Schedules, all of which are

part of this exhibit:

Schedule

CDL-1
CDL-2
CDL-3
CDL-4

CDIL.-5

CDhL-5

CDL-6
CDL-6

CDL-6
CDL-7
CDL-8

CDL-8

qolie]

CDL-8 p

CDL-9

CDL-10

1

2

3

Degcription

Comparison of Calendar 2000 Data versus 12 Months
end September 1937
Comparison of Calendar 2000 Data versus 12 Months
end September 1997
Residential Rate Class AMR related & Meter Reading
Costs
Comparison of Cost Allocation Results - Case Nos.
GR-98-140 vs GR-96-285
Spread of Revenue Deficiency in this Case
Assuming Cost Relationships from
Case GR-98-240 Using MGE COSS
Spread of Revenue Deficiency in this Case
Agssuming Cost Relationships from Case GR-98-
240 Using Noack C0SS Adiusted for Demand

Allocator

Cost Allocation Study Results - Top Down
Cost Allocation Study Results - Revenue
Neutral Result

Cost Allocation Study Results - Including

Requested Rate of Return
Complete Cost Allocation Study

Monthly and Annual Ccf, Annual Ccf and Peak
Month Allocators and Load Factor
Monthly Billing Equivalents and Average Annu-
al Customerxs
Determination of Excess Gasgs Usage Factors
Analysis of Maing PIS
Spread of Revenue Requirements Based on COSS
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In addition to my Schedules, T have included a Technical
Discussion as Appendix B to my Testimony. All of this

material was prepared by me or under my direct supervision.

Have you previously testified before the Missouri Public
Service Commission ("MPSC" or "the Commission") or other
Commissions or Boards?

I have not previously testified before the MPSC. I have
testified on several occasions before the following: Michi-
gan Public Service Commission, the Rhode Island Public
Utilities Commigsion, Alberta Public Utilities Board, Massa-
chusetts Department of Public Utilitiesg, and Wisconsin
Public Service Commission. I have also testified before:
Washington Utilities and Transportation Commission, U.S.
Department of Energy Economic Regulatory Administration and
the South Carolina Public Service Authority. I have submit-
ted testimony in cases that were settled before: Federal
Energy Regulatory Commission and the Vermont Public Service

Board.

Regulatory Framework, Revenue Requirements and Costs
Mr. Laderoute, within the regulatory framework, what are the

general steps in establishing rates?
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There are typically four steps: establishing the revenue
requirements (also known as the total cost of service),
assigning and allocating costs to rate classes, setting the
rate class revenue requirements and designing rates. My

testimony is focusing on the latter three items.

Why are cost and the setting of rate levels (class revenue
requirements) such paramount issues?

Regardless of how much unbundling may take place, a person
or business who wishes to use gas in the Missouri Gas Energy
("MGE") service territory is generally limited to having the
delivery of the gés provided essentially by only one firm -
the local distribution company ("LDC"); in this case MGE.

As such, all gas users, whether a sales customer who relies
on MGE to providefcommodity gas or a transgportation customer
who procures their own commodity gas, rely on MGE to provide
delivery service. With the exception of a user who is close
to an interstate pipeline and may have the opportunity to
"bypass" the LDC,:a gas user is generally dependant upon MGE
and this Commission for the prices (in this case the base

rates or distribution charges) that they face for delivery.

The Commission and MGE?
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Certainly. MGE by its actions, business strategy and manner
of operations controls the costs that it brings to the
Commission. The Commission itself has oversight of the
overall level of costs that are allowed (the total revenue
requirement} and decides the rate level {(class revenue
requirements). In this particular case, MGE itself did not
file a COSS, so the Commission has less input to use in

reaching its decision.

But MGE did propose a method to allocate the revenue defi-
ciency.

That is true and I understand why they proposed their case
as filed. Unfortunately, the method that they proposed is
problematical for several reasons: it does not comport with
standard ratemaking practice, it is not necessarily sound,
and it could be a contributing factor to MGE returning in
another couple of years with yet another request for an
increase to base rates. 1In this case, they spread the total
revenue deficiency to rate classes based upon each rate
¢lass’s portion of existing revenues. While this method is
occasionally used for specific limited purposes, such as
spreading an interim increase subject to refund, it is not
an acknowledged generally accepted approach to determining
class revenue requirements.

-5 -
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On what basis do you reach that conclusion?

My training in economics, nearly 29 years experience in gas
and electric rate regulation, reading and reviewing hundreds
of state, provincial and FERC Orders and Decisions, review-
ing hundreds of cost allocation studies filed in state
regulatory cases and before the FERC and reading scores of

authoritative works.

Why is spreading a revenue deficiency to rate classes not
necessarily a sound approach to establishing rate class
revenue requirementg?

For several reasons. Two related aspects of utility prices
are paramount issues: undue price discrimination and cross
subsidization. If one class of customers is not bearing its
cost to serve, in order to keep the utility whole, then by
definition another class or classes must cover those costs
in their respective rates. When this happens, the latter is

subsidizing the former.

Moreover, if rate class revenue requirements are not set
fairly close to costs, it is only fortuitous if existing
revenues bear a close relationship to costs. If an objec-

tive party is asked to determine if price discrimination or
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cross subsidization is taking place, they can only make

their determination based on comparing revenues to costs.

If the revenue deficiency is spread to rate clagses based on
existing revenue relationships, how could that be a contrib-
uting factor to MGE returning in another couple of years
with yet another request for an increase to base rates?
Existing revenue relationships do not necessarily have
anything to do with cost relationships. Embedded within
rates are various Components of costs - return on invest-
ment, deprecilation, O & M expenses, et cetera. In general,
as a utility grows in customers and consumption (sales plus
transport), its revenues grow proportionally to cover the
costs embedded in the existing rate levels. If the rate
level is not sufficient to cover the actual costs to serve
the class, then as that class grows, by definition, the
utility will face a revenue deficiency. Assume three rate
classes with Class A and C covering some portion of the
revenue requirements (caused by cost) of Class B. Assume
over time that Class A and C stay essentially the same in
terms of customers and consumption, but that there is growth
in Class B. The pfoblem is that Class B, by not covering
its costsg, is responsible for the revenue deficiency that
the utility faces. Assume that when rates were set, Class B

-7 -
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is charged $1.00 per Mcf, yet the costs attributable to it
are actually $1.10, with the difference being primarily
driven by costs associated with Mains. Now, at some later
time due to inflation, additional investments, and other
factors the cost is éctually $1.20. What happens if Class A
and C are not growing? By definition, the utility will be
losing not $0.10, but $0.20 per Mcf. And the existing
revenue relationships are meaningless in determining re-
quired revenue levels by class. The utility will simply
never catch up. The best that it can do is to file yet

another rate case,.

Can you give another example of how cross subsidies could
occur and why existing revenue by class can be problematical
as a method to determine class revenue responsibility?
Continue with the same assumptions in the last response.

Add some new assumptions. First, assume substantial amounts
of Mains are being added to reach customers who are virtual-
ly all in Class B..Also assume that the utility’s facilities
policy is set in such a manner that approximately 90% of the
costs of Mains extensions for new customers are recovered in
rates set for all_customers. Finally assume that the amount
of Mains in rate base are as follows for Class B: historical
amount of Mains per historical customer for Class B is $400

- 8 -
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per customer, the incremental cost per new customer is
$2,000 and the new average is $500 per customer. The next
time that rates are set there will now be several cross
subsidies. First, existing Class B customers will be subsi-
dizing new Class B customers. Class A and C customers will
be subsidizing existing Class B customers once and new Class
B customers twice. Again, existing revenues don’t necessar-

ily have any relationship to costs.

Overview and General
Mr. Laderoute are you generally familiar with the background
of regulation for this company?
Generally, yes. As part of my research, I reviewed the
Commission’s Orders in Case No. GR-98-140 and Case No. GR-
96-285 including the Remand Order. I also read all the
Direct, Supplemental Direct, Rebuttal and Surrebuttal per-
taining to COSS and rate design in Case No. GR-98-140.
Finally, I reviewed the Direct testimony and portions of
Rebuttal and Surrebuttal regarding COSS and rate design in

Casge No. GR-96-285.

Do you have any reservations, caveats or qualifications with

regpect to your testimony?
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At the time that this was prepared, there were many Data
Requests outstanding that I assisted in preparing. Numerous
other responses, though provided in a reasonable time after
the request from MGE, have not been reviewed adequately to
serve as input to my COSS. In several cases regarding
important pieces of data, there are outstanding follow-up
guestions. The Responses to these could change certain of
the results, and at least regarding two items the impact
could be non-trivial. I would therefore like to reserve the
right to update my findings to the extent that data becomes

available for input into my model.

Prior to turning to specifics of your cost allocation stud-
ies, are there general matters that you would like to ad-
dress?

Yes. In reviewing some of the data, there are a number of
items that raised concern or indicated to me that some
general elaboration was necessary. First, comparing data
from Case No. GR-98-140 (Test Year 12 Months ending Septem-
ber 1997 Normalized and adjusted) to data from the instant
case there are some interesting resultg. See Schedule CDL-
1. While the Company has indicated that it has used a
different weather normalization method, it is not clear what
portion of the reduction of Mcf consumption is due to that.

- 10 -
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My concern is not that they changed the method. I just want
to point out that this can complicate comparisons between
these two cases. While overall number of customers has
increased by 4.6%, annual consumption has decreased by 5.0%.
Moreover, Peak Month use {January in both cases) has de-

creased by 10.3%.

Second, in reviewing this data, note that the number of
customers are averages over the year. While the LVS class
shows 441 customers, there were 431 at the beginning of 2000
and 451 at the end of 2000. Based on data available to me
at this time, all customer additions to the LVS class over
the course of the year were customers switching from SGS or
LGS. Certainly over the past several years there may have
been some customer additions to LVS who were new to MGE and
customer deletions. But the bottom line is that this class
has essentially been static since the last case. Virtually
all of the customer growth has been in the SGS and Residen-

tial rate clagses.

Third, and most troubling is the data shown on Schedule CDL-
2. Since the last rate case, MGE has added over $49,000,000
of Mains Plant in Service ("PIS") (A/C 376). This repre-
sents a 21.6% change while the number of customers changed

- 11 -
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by 4.6%. At the time of the last rate case, the amount of
Mains per customer was $489 and this is now $567. Looking
at this data from the incremental view, the Change in Mains
per Change in Custbmers is $2,262. Certainly the Company
has some general Mains that are replaced (for general pur-
poses or as part of the safety program). However, clearly
the incremental cost of newer customers far exceeds that of
existing customers. In fact, as the Commission indicated in
its Order in Case No. GR-98-140 at page 49, "96 percent of
the total cost of facilities extensions to serve new custom-
ers will be recovered through the rates to be set in this
proceeding". In that Case, MGE had proposed changes to its
Facilities Extension Policy so that new customers would bear
a higher portion of the costs associated with facilities to
serve them. That proposal was rejected by the Commission.
Since the Extension Policy has not changed, that percentage
value is likely still about the same. Furthér, note that
Mains Depreciation Expense has increased by 35.6%. I am not
trying to make Extension Policy a part of this case. Howev-
er, in reviewing my COSS results, the Return and Federal
Income Taxes associated with only the increase in Mains PIS
since the last case amocunts to $7,245,260 of additional
revenue requirements. See Schedule CDL-2. That in combina-
tion with $1,536,606 of incremental Depreciation Expense

- 12 -
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adds up to nearly $9 million (7,24%5,250+1,536,606) of addi-
tional revenue requirements since the last case. This is
also a substantial portion of the revenue requirements in
this case. These costs are allocated to all rate classes.
As a result of this policy, existing customers, be they

Residential or LVS, are subsgidizing new customers.

Fourth, again looking at the data on Schedule CDL-2, Meter
Installations have increased dramatically. My presumption,
while I await data request responses from MGE, is that a
large portion of the significant increase since the rate
case is aptributable to the installation of the AMR equip-
ment. I have not specifically taken this into consideration
in performing my COSS, but should. Cost attributable to
installing AMR equipment should conly be borne by the classes
Residential, SGS and LGS. The LVS class is already metered
using EGM equipment. Thef have paid for the Metering por-
tion of that eguipment. This has been so since the Stipula-

tion in Case No. GR-93-240.

Finally, a comment about AMR metering communications equip-
ment. In the process, I will introduce certain results from
my COSS. Please refer to Schedule CDL-3. At this time, I
do not know how much AMR equipment was included in revenue

- 13 -
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requirements in the last rate case. And it is impossible
for me to determine how it may have been included in the
various COSS studies. However, this schedule shows that
costs allocated to the Residential rate class for Meter
Reading have been reduced by $1,269,476 comparing my values
to those derived from Mr. Cumming’s COSS in Case No. GR-98-
140. In my COSS, AMR costs are allocated to Sales customers
only since the LVS class already has the EGM equipment in
place. Within my study, $5,176,487 of AMR related costs are
included for return, FIT and Depreciation Expense for only
the Residential class. My reason for pointing this out is
that this is a very large amount of dollars. Second, within
my COSS digcussion, I do not detail every single nuance of
every dollar allocated. This, though, illustrates that
there are significant dollars involved - likely much larger
than included in the last case. This represents a substan-
tial portion of the revenue requirements in this case.
Moreover, none of these costs should be allocated to the LVS
class because, as noted above, they already have EGM eqgquip-
ment. In the prior case, most partieg allocated these costs

to all rate classes which was incorrect.

Cost of Service Comparisons
Please describe Schedules CDL-4 and CDL-5.

- 14 -
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Schedule CDL-4 compares the results of cost of service
studies over time by the same party. It shows that when
using relatively similar metheds, the cost allocation re-
gsults, in terms of the portions of allocated costs, will
stay approximately the same. This is important because in
terms of the fractions showing cost responsibility by rate
class, this schedule shows that the cost responsibility does
not change substantially. One of the reasons I prepared
this schedule was to impute the class revenue requirements
from the current éase using the results of MGE’'s last COSS.
That is, I wantedlto see what the results would be for the
current case had MGE performed a COSS using the methodology

from the last case.

The results of sudh an analysis are shown on Schedule CDL-5
page 1. Using the COSS results from MGE’s unadjusted COSS
based on 12 months ending September 30, 1997, Line 1 shows
the rate class allocated costs. Line 3 shows the fractions
of totals, which I applied against the Revenue Requirements
of the current case at Line 5. Line 7 shows the values MGE
determined for current adjusted revenue in the current case.
At Line 9, I am showing the allocated revenue reguirements

less current adjusted revenue; i.e. Line 5 - Line 7. I show
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at Line 11 the MGE proposed revenues and at Line 13 MGE's

proposed numbers less Line 9.

There are though, two factors that I wanted to address.
First, there was substantial concern with the approach used
by MGE in determining its Demand allocator to allocate
Demand related Mains in Case No. GR-98-140. They used peak
month consumption, but "discounted" the values for the LVS
rate class by 50%. Some parties disagreed with that, as do
I. 8o, I wanted to see the results were the LVS class
volumes not reduced. Second, I did not have access to the
MGE model, but I did have the model uged by Mr. Noack. At
this point Mr. Noack is employed by MGE. Had MGE filed a
COSS in this case, I have to presume that it would have
embraced some of the thinking that he used in the last case.
Whether or not thét is actually the case, the model was

available so I used 1t as the starting point.

After modifying the Demand allocation factors for demand
related Mains, thé regults are shown on Schedule CDL-5 page
2. The structure and description of this schedule is the
same as that discussed above for CDL-5 page 1. 1In terms of
the revenue requirements for the instant case, this modifi-
cation adds $1,737,578 of costs to the LVS classgs (based on

- 16 -




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Direct Testimony of
Charles D. Laderoute
GR-2001-292

47849.1

Schedule CDL-5 p. 2 Line 5, col. e: 9,735,762 - 7,998,184
from p.1 Line 5, col.e of this schedule). The important
conclusions are shown at Lines 9 - 13. Had a cost based
determination been used rather than spreading the revenue
requirement increase on current revenues, the Residential
class would receive $7,064,874 more revenue requirements and
the LVS class $4,350,352 less compared to the MGE proposal.
In terms of a cost based approach, the revenue increase
(decrease) for Residential and LVS would be, respectively,

$34,838,701 and ($1,079,750).

Could this schedule be used to establish the rate class
revenue requirementg in thiszs case?

Yes. At the time that I prepared that analysis, I was
unsure that I could finish an independent COSS in time for
filing. I have béen able to finish a study, subject to the
caveatg that I indicated earlier. I would make modifica;
tions to my COSS based on responses to data requests to MGE.
The information on Schedule CDL-5 is of use to serve as a

surrogate for an MGE COSS since they didn’'t file a study.

Cost of Service Allocation Study
Could you give an example of how your C0S8S might change
dependant on Responses to Data Requests of MGE?

- 17 -
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Certainly. Apparently MGE tariffs allow LVS customers to
Cransport or take Sales gas. Aside from this being a com-
plicating matter, it affects how I allocate costs. In
general, because LVS customers are transporters, they should
bear none of the costs associated with Gas Inventory that
are included in Working Capital. I have requested data that
identifies the ambunts of Sales gas that LVS customers are
taking in the adjusted Test Year. When this data becomes
available, I will modify my COSS and likely make a recommen-
dation for a tariff change. 1In the meantime, my COSS allo-
cates no Gas Inventory in Working Capital to the LVS class

since they are Transporters, not Sales customers.

Do you have a position or opinion with respect to the cost
component numbers that you have used?
I do not necessarily agree that they are right are wrong. I

used them because they are the values that MGE filed.

Please illustrate the gummary of your COSS.

Page 1 of Schedulé CDL-6 shows the summary of the Top Down
analysis. At Line 29 the Rate of Return by rate class is
shown. This indicates that while the overall ROR is 5.88%,
the class RORs range from a low of 4.18% for Residential to
a high of 13.59% for LGS. 1In considering these results,

- 18 -
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bear in mind that they are based on all of the rate base and

income statement numbers that MGE filed in this case.

Have you prepared a schedule to identify the costs agsociat-
ed with a "revenue or ROR neutral"™ COSS?

Yes, page 2 of Schedule CDL-6. A revenue neutral COSS
simply takes the Top Down COSS results, identifies the
resulting Rate of Return ("ROR") for the system and builds a
Bottom Up COSS aséuming that each rate class is set to earn
the overall realized ROR. All adjusted values as filed by
MGE are included. However, no changes are included that are
a function of revenue deficiency driven by ROR and associat-
ed Federal Income Taxes. This would simply keep the Company
whole at the current ROR, but reallocate the class revenue
requirements so that each class’ revenue would bring about
the same ROR as the system. The net result is shown at
Lines 18-19. Residential rate levels would have to be in-
creased by $10,384,565, All other classes would have rate
level decreases with the largest decrease accruing to the
8GS class. The largest percentage decrease based on distri-
bution margin only is shown at Line 29 for the LGS class.
Since a customer faces a total bill including PGA costs,
Line 39 shows the percentage changes including PGA. This is
a more reasonable illustration of the impact. In sum, this

- 19 -
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schedule is based on all the costs that MGE filed in its
case, but does not change the level of Return plus Income

Taxes to the Requested level of ROR of 10.562%.

You have excluded the Unmetered Gas Light rate class from
the C08s?

Yes. For such a small class their inclusion in a C0SS is
meaningless. I therefore treated them as a Revenue Offset

and included their revenues in Other Revenues.

Mr. Laderoute, are the values used in your COSS consistent
with those filed by MGE?
Yes. My values for Rate Base, Total Operating Expenses and

all other values agree with the Company filed values.

Please continue with Schedule CDL-6 page 3.

The difference between this schedule and the prior schedule
is a change to the Requested ROR at Line 2 to the Company
requested value of 10.562%. There is a substantial differ-
ence., The net result is shown at Lines 18-19. Residential
rate levels would have to be increased by $38,962,707. &GS
would also be increased and LGS and LVS would both still be
decreased. The largest percentage decrease shown at Line 29
would be for the LGS class. Since a customer faces a total
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bill including PGA costs, Line 39 is a better representation
and shows the percentage changes including PGA. At either
extreme, the Residential class requires a 12.83% increase

while the LVS class requires a 10.52% decrease.

Mr. Laderoute, looking at the COSS summary pages shown on
Schedule CDL-6, are you surprised at the results?
No. 1In the three rate cases prior to Case No. GR-96-285,
rate levels were not set on a cost of service basis, but
were arrived at via a settlement. While there may have been
some movement in the direction of setting rate levels closer
to costs, they were not set at costs. (See Testimony of
Dennis Kies in Case No. GR-96-28% at page 5.) In the
original Order in Case No. GR-96-285 (January 22, 1997), the
Commission rejectgd a Stipulation and Agreement that appar-
ently would have set class revenue requirements closer to
costs. The Commisgion then spread the revenue deficiency to
classes based on existing class revenues. They did not
address class cost of service. 1In its Order in Case No. GR-
98-140 (August 21, 1998} at page 44, the Commission seems to
be confusing class cost of service and revenues when it
states:

The Commission finds that the current division of

cost by class remaing just and reasonable. The

Commission finds that there is not sufficient
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evidence presented in the record to support the

findings proposed by the parties to change the

current class cost of service percentage. There

has not been any evidence of a significant change

or development that would have supported any of

the changes proposed. Therefore, there should be

no change in the class cost of gervice as allocat-

ed among the rate classes and found to be just and

reasconable under the prior case, Case No. GR-96-

285, issued on October 31, 1996 [gic].
The Commission then went on to spread the revenue deficiency
on the proportions of existing revenues. In its Remand
Order in Case No. GR-96-285 (February 1, 2001} the Commis-
sion accepted the MPSC Staff C0SS but then went on and did
not use that study to determine rate class revenue responsi-
bility. Instead, the Commission spread the revenue defi-
ciency on existing revenues (while mistakenly referring to

it as an eqgual percentage increase).

In sum, costs have had little if any relationship to class
revenues set for MGE. Moreover, costs have not been used to
get revenues. Comparing Lines 28 and 26 on Schedule CDL-6
page 3, the relationship of costs and existing revenues is
quite different. For Residential thelr existing revenues are
69.64% of total revenues while their costs are 76.16% of
total costs. Note also rate 8GS. While their portion of

cost respongibility is 16.80%, even though their portion of
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existing revenues is 19.94%, they require an increase of

approximately $2.5 million.

Please describe the fully allocated cost of service study
filed in this case.

The complete cost .allocation study has been included as
Schedule CDL-7. The first five schedules of the cost allec-
cation, Pages 1-5 of this schedule, depict the summary
("topsheets") of this study. These pages contain numerous
summaries of the detailed information determined in the cost
allocation study. My cost of service allocation study
embraces all of the principles covered in the C0SS Technical
Discussion, Appendix B to this testimony, which covers the
allocation factor conceptually, customer cost methods and

other fundamental aspects of cost allocation.

Each of the COSS schedules may be thought of as a vertical
page. For cost allocation purposes, we have considered four
classes: Residential, Small General Service, Large General
Service and Large Volume Service. Due to the number of
classes utilized, only one page is required for each of the
twenty-five COSS schedules. The COSS shows clearly what is
being allocated, what allocation method is being used, the
amount to be allocéted, the values for allocators and their
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gource, and depicts a summary of classified costs by demand,
commodity and customer classification. The most important

aspects of the cost allocation are addressed in this testi-
mony. General principles are described in the COSS Techni-

cal Discussion.

What general steps did you perform in your fully allocated
cogt of service study?

The Company’'s 2000 test year adjusted revenue requirements
and other data supported by MGE Witness Noack is utilized.
All costs were functionalized which in this case was limited
to Distribution, as the Company has no Production, Transmis-
sion or Storage. NWext, all cost items were claggified. I
first considered whether the cost items were of a fixed or
variable nature. Then, I classified the costs between
Demand, Commodity and Customer related. Demand, Commodity
and Customer Allocation factors were developed at Schedule
CDL-8 based upon the 2000 test year billing determinants and
other data for the rate classes. In terms of the mechanics,
rate base items are allocated first since many expenses are
a function of a rate base item. Expenses are next allocated

followed by other taxes. Income taxes are the final item.
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Can an individual easily identify the cost classifications
within your cost allocation study?

Yes. Within my study, Schedule CDL-7, I show a column
labeled "CR" which stands for Cost Responsibility. While
many costs are strictly Demand ("D"), Commodity ("C"} or

Customer ("CU") related, some are functions of more than one

of these. For example, if a cost item is a function of all

three claggifications, it is labeled as DCC. If it is a
function of Demand and Customer, it is shown as DCU, etc.
Composite allocators are shown at the bottom of each of my
schedules so that one can clearly see how an allocation was
performed. Turning to Page 7 of this schedule, one can see
at Lines 5-7 that Mains have D in the CR column - they are
demand related. At Line 10 Serwvices is shown. They are a
customer related cost, so a CU is shown in the cost respon-

sibility, CR, column.

In general, what ﬁllocation factors were used?
Approximately 50 major direct allocators are used. Many of
these were developed externally and some were developed
internally to the study. In addition, numerous minor inter-
nal allocators are used where costs are based on more than

one c¢lassification or where previously allocated items are
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used as an allocator. The major allocators are shown on

Pages 20-25.

Please describe how one can identify what allocation methods
are used in your study?

Please turn to Page 12 of Schedule CDL-7 which shows the
allocation of Distribution Operation Expenses. Account 871,
Distribution Load Dispatching, Line 4, is allocated on the
basis of Peak Month. This is indicated in the area identi-
fied as Allocation Basis. The values being used as the
allocator are shown at Line 26. This is Allocation Factor 1
on this schedule (schedule here referring to my COSS sched-
ules) and it is the Sys 1 facter. The "Sys" meansg that this
is an external factor or one that can be found on the
AFACTOR schedules starting at Page 20. There are five
AFACTOR schedules and they include other externally devel-
oped factors or major allocation factors and certain inter-
nally generated aliocation factors. The peak Month alloca-

tion factors come from Line 2 of Page 20.

Looking back at Page 12 of Schedule CDL-7, at Line 6 you see
that Account 874, Mains & Services Expense, is allocated on
the basis of Tot(al) Mains & Services (PIS)} which is Sys

Factor 20 and Allocation Factor 2 of this schedule. Account
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870, Operation Supervision & Engineering, is allocated on
the subtotal of the above allocated costs on this schedule
at Line 15. The allocation factor is a minor composite
allocation factor and is not included in the AFACTOR sched-
ules. It is simply shown at Line 34 and is determined from
the data shown at Line 15. It is Allocation Factor 9 for
this Schedule and it is identified as DEXP1-9. This identi-
fier is developed‘in the following manner. The DEXP1l comes
from the Name (Schedule Name) shown in the upper left of the
page. The 9 means that it is the ninth allocation factor on
the DEXP1 schedulg. This labeling method can be used to

guickly identify where an allocator was developed.

Note line 35 where Allocation Factor 10 for this schedule is
shown. The allocation factor here is Demand Related Mainsg &
Services PIS. Mains & Services Expense, Account 874, is
allocated on the basis of Tot(al) Mains & Services at Line
6. Since Mains and Services PIS have both demand and cus-
tomer related costs, Mains & Services Expense must also be
split into a demand component and a customer related compo-
nent. Allocation Factor 10 is labeled as DPT-13. Turning
to Page 7 of this exhibit, Line 43 depicts the development
of this allocator. Returning to Page 12, Allocation Factor
10 on this schedule is used to determine the demand related
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portion cf Account 874 to be included in the Demand related
costs for this schedule. Demand related costs for this
schedule are summarized at Line 21. All internal allocation

factors can be traced by using the above method.

What allocation method did you use to allocate demand relat-
ed costas?

The primary Demand allocator used is the Peak Month consump-
tion. The primary cost item this is used for is Demand
related Mains PIS. In this study, I have broken Mains PIS
into two components: an amount assignable to Residential and
8GS and allocated to them on the basis of their respective
Peak Month’s values excluding all other classes and a Demand
related portion. In conjunction with this disaggregation of
Mains PIS, I believe that Peak Month is a reasonable method.
The development of the Peak Month allocators is shown on
SEhedule CDL-8 page 1. Each of the steps in its determina-
tion is shown clearly on that schedule. The Peak Month
allocator is a reasocnable method of allocating certain
demand related costs. The system is designed and sized to

meet peak loads.
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Mr. Laderoute, why did you assign certain of the demand
related Mains PIS costs to only the Residential and SGS rate
classes?

I do so based on a review of material filed by parties in
previous MGE rate case. In Mr. Hall's studies in GR-96-285
and GR-98-140 he indicated that "it can be said that mains
which are less than 4" provide little, if any, benefit to
the larger customer classes". (Respectively, Hall Direct at
page 23 and page 30, GR-96-285 and GR-98-140) Within his
approach in both cases, he assigned Mains less than 4" to
the Residential and SGS rate classes. In his Supplemental
Direct testimony in GR-96-285, Mr. Beck determines at Sched-
ule 3 Revised various service sizes. He shows LVS services
at 4" and LGS services at 3" and 4". The associated Mains
would not be smaller. Further, at Revised Schedule 5 he
indicates the stand alone Mains pipe diameters of 3.345 ™
for LGS and 5.11195 for LVS. While he did not file detailed
schedules with his . Direct Testimony in GR-98-140, he does
indicate at pages 3 and 4 that the studies he performed were
"essentially an update of Staff’s C-0-S study in MGE’s prior
rate filing, Case No. GR-96-285", 1In order to be on the
conservative side, I only assigned Mains of less than 3 " to
the Residential and SGS classes. The determination is shown

on Schedule CDL-9.
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Did you include a Customer related portion of Mains PIS?
No, although I did consider doing so for several reasons.
Historically, MGE in its CO0SS has supported a minimum system
approach. See for example, Case Nos. GR-98-140, Cummings
Surrebuttal Testimony at pages 5 - 8 and Gillmore Direct
Testimony at Schedule DSG 1A Page 2 in Case No. GR-96-285.
Second, in the COS8S that he sponsored in Case No. GR-98-140,
Mr. Noack supported a minimum system. See his Schedule MRN-
1 page 2 which was an update to the MGE study filed in the
case. See also his Rebuttal Testimony in that case at pages
12, 15 - 16, and 19. Third, in its C0SS for both Case No.
GR-96-285 and GR-98-140, the Staff, via witness Beck, in-
cluded a portion of Mains that he refers to as ’'Stand
Alone’. See pages 2 - 7 of his Direct Testimony in Case No.
GR-96-285 and Schedule 6 which was updated via Revised
Schedule 1 attached to his Supplemental Direct Testimony in
that case. In his Direct Testimony in Case No, GR-98-140,
Mr. Beck indicates at page 3 that the COSS in that case was
an update to the study he performed in the prior case. In
hig Rebuttal in that case he indicates at page 5 that:

Staff’s "Underlying Cost" mains allocator deter-

mined the percentage of the cost of mains that

could be considered to be stand-alone costs (which

are similar to customer related costs) versus

integrated system costs (which are similar to

capacity related costs) to be 28% and 72% respec-

tively.
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In his Schedule 1 attached to his Supplemental Testimony in
Case No. GR-96-285, Mr. Beck shows 28.16% of Mains cost as
Stand Alone. Now these non-demand related costs are very
similar to the customer related costs that would be generat-
ed via a minimum system study. In fact their impact is

exactly the same.

Finally, as I indicated earlier in this testimony, I have
concerns about the additions to Mains in conjunction with
the Facilities Extension policy. There appears to be a
significant amount of investment that was not caused by
customers in the LVS class and to a lesgsser extent in the LGS
clags. Since these customers would otherwise be allocated a
significant portion of these costs based on the demand
allocator, some approach might be needed to prevent allocat-
ing costs to classes who likely did not cause them. A
reasonable method‘is that of classifying a portion of the
costs as customer related and allocating them on a non-

demand basis.

Had you included a Customer component of Mains, what portion
would that be? |

As can be seen neér the bottom lower portion of Schedule
CDL-9, approximately 24% of Mains would have been classified
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as Customer related. This is a bit less than the 28% of

stand alone costs in Mr. Beck'’'s last two COSS for MGE.

Turning back specifically to your COSS, please discuass in
detail the more important items included on the summary
pages of your C088, Schedule CDL-7, Pages 1-5.

Page 1 of Schedule CDL-7 depicts the results of the "Top-
Down" study. Here, the test year pro forma adjusted values
are summarized to determine the realized rate of return
("ROR") at Line 29. The realized rate of return for the
Company in toto, System Total column, and each of the rate

classes is determined.

Based upon the 2000 information, the Company would earn a
5.88% overall rate of return on an annual basis (Page 1,
Line 29, System Total column). Line 30 of Page 1 of this
schedule shows an Index of Return for each rate and the
System Total with the System Total annual as the base at
100. For example, note the Residential rate of return of
4.18%. Compared to the overall Company annual rate of
return of 5.88%, this class earns only 71% of (.71 times)
the overall company annual rate of return. This is deter-
mined by dividing 4.18 by 5.88 and expressing the result as

a percentage.
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Which rate classes show the highest and lowest Index of
Return?
Large General Service is highest at 231 and Resgidential is

lowest at 71.

What conclugsions can be drawn from the information on Rates
of Return and Index of Return.

Any class with an Index over 100 is subsidizing other class-
es, that is contributing more to cost recovery than custom-
ers with an Index less than 100. In comparison only with
the realized rate of return of 5.88% in toto, the Company is
not earning an adequate return on its investment for custom-
ers in the Residential class. Stated a different way, all
classes earning less than the overall Company ROR are being
subsidized by customers earning more than the overall Compa-

ny ROR.

Please discuss the second summary page of your COSS, Page 2
of Schedule CDL-7.

COSS Schedule 1-B shows the analysis to determine required
revenues by rate class based on 2000 costs and the Company’s
requested rate of return. I took the Net Income results of
the Top-Down study and added to it the changed Net Income
and changed Income Related Taxes to determine the Revenues

- 33 -
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associated with the Company’s requested rate of return. At
the COSS stage, it is my belief that the class revenue
requirements should utilize equalized rates of return for

all rate classes, in this case 10.562%.

Page 2 has been sét up to match the required revenues for
2000 as determined by data attached to the Testimony of
Company Witness Noack. This schedule is typically called a
"Bottom-Up" analysis; that is, we start at the bottom,
Return Required at Target ROR Line 5, and work up towards
the revenue requifement. In the process, the only cost
elements which change from the Top Down analysis are Return
and Income Taxes. All other cost items stay the same and
have been reflected in the Top-Down analysis shown on COSS

Schedule 1-A, Page 1 of this exhibit.

The Total Revenue Change is depicted on Line 16. At Lines
18 and 19 I have applied the Company’s Gross Up and Gross
Down factors for Uncollectibles and Late Fees, respectively.
At Line 22, I show the total Required Gas Operating Revenue
excluding PGA revenue; PGA revenues are not an issue in this
case. This includes Other Operating Revenue items. Other
Qperating Revenue, an offset to total revenue reguirements,
are as requested by MGE in this case. At Line 27, I have
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shown Required Sales of Gas Revenue plus Transportation
revenue, again excluding PGA revenue. All cof these values
would generate an equalized rate of return of 10.562% for

each rate class.

As can be seen at Line 16 - 19, in order for each class to
generate the same rate of return, the rate levels need to be
increase for Residential and SGS. 1In view of the realized
rates of return and the Company requested ROR, the rate

levels for LGS and LVS should be decreased.

Utilizing only Base rates (i.e. excluding PGA revenues), the
percentage increase by class are shown at Line 29. While on
their face, certain of the values may be considered to be
rather large percentage wise, I believe that the impact on
customers should be viewed including the associated PGA

revenues. These values are shown at Line 39.

Please describe Page 3 of Schedule CDL-77

Page 3 of Schedule CDL-7, shows the determination of the
Company’s required Sales of Gas and Transportation revenue
with major items shown by cost class component: Demand,
Commodity and Customer. The important aggregates are shown
here. Within my COSS, I have classified all costs as being

- 35 =~
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Demand, Commodity or Customer related. This schedule summa-
rizes all the key cost components. Near the bottom, Lines
29-31, I summarize Demand, Commodity and Customer Related
costs. These costs added together comprise the Total Re-
quired Sales of Gas and Transportation Revenue. At Lines
37-39% the classified costs are shown unitized in terms of

$/McfE.

What is portrayed on Exhibit CDL-7 Page 47

The primary purposé of this schedule is to determine the
Company’'s Required Sales of Gas and Transportation Revenue
excluding PGA on a unitized basis. At the top of this page,
I show the costs in the form of Demand, Commodity and Cus-
tomer related costs. This is the same data as shown on the
prior page. I also show gome statistical information to
facilitate the analysis. At Lines 15-17, I show the cur-
rent, required and increased values per Mcf by class. At
the lower portion, I indicate the unitized values. Customer
related costs are shown in terms of per Mcf and per custom-
er. The total cost per Mcf is shown at Line 31. In review-
ing this data, the costs are simply unitized COSS costs and
are not necessarily those that would correspond with rate

design.
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Mr. Laderoute, what method did you use to classify costs as
customer related in the COSS?

As covered more fully in the COSS Technical Discussion
(Appendix B to this Testimony), I used the Basic Customer
Approach. I have also shown on Schedule CDL-7 page 5 the
values for the Simple Customer method. As I indicate in the
COSS Technical Discussion, the Simple Customer method that I
determine can be considered above an absolute floor in
considering what costs are a function of having a customer
attached to the system. 1In this study these costs are quite
inclusive and should provide guidance in establishing cus-
tomer or service charges, with some caveats as discussed

later.

Pleagse describe the general flow of your cost allocation
study.

First, rate base items are allocated since they will be used
later to allocate certain expense items. Then, operation
and maintenance expenses are allocated, followed by depreci-
ation and other taxes. ©Next, operating revenues are as-
signed and allocated. At this point, income taxes may be

determined. Finally, the summary pages are generated.
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Let’s move to the details of the cost allocation study.
Starting with revenue, please discuss schedule by schedule
the rationale for the most important items in your cosat
allocation study as shown on Schedule CDL-7.

On COSS Schedule 2, Page 6 of this exhibit, Sales rate
Distribution Charge revenues are diéplayed as well as the
gsame values for Transportation customers - labeled as Base
Rate Margin Revenue. The values are taken from MGE Schedule
FJC-1, they are specifically assigned to rate classes, and

reflect the 2000 adjusted revenues as determined by MGE.

How did you determine the appropriate method to allocate the
variousgs items of Other Operating Revenue shown on this page?
I used a composite allocator giving a weight of 50 % to

customers and 50% Mcf.

How was Distribution Plant in Service costs allocated at
Page 7 of this exhibit?

Peak Month was used to allocate Distribution Plant in Ser-
vice Accounts 374 - 379. Thege facilities are sized for

capacilty purposes and are Demand related.

I disaggregated the costs associated with Mains A/C 376 on
Schedule CDL-5. The values at the top and the footage in
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the center bottom of this schedule was taken from the Re-
sponse by MGE to MGUA DR 212, Since the values included did
not add up to the amount $278,969,931 included at Schedule C
page 1 attached to Mr. Noack’s testimony, I spread that
total back to the various sizes at the bottom left of Sched-
ule CDL-9. From this, I took the value of $79,003,720 for
Mains less than 3" which I assigned to Residential and SGS.
Those values were in turn allocated to the two rate classes
based on their Peak Month values excluding the values for

the other two rate classes.

Next, I performed the calculations necessary to determine a
Customer component. As noted earlier, I have not included a
Customer component of mains in the COSS. I took the footage
in the lower center portion and removed the footage assigned
to Regidential and SGS. The balance of 18,479,847 feet was
priced out at the average price of $3.64 per foot for 2"
Mains that I calculated at the lower right. This gave me
the value of $67,189,638 that could be used for Customer
related Mains PIS which represents 24% of Total Mains PIS

{67,189,638/278,969,931).

If you were to include a Customer component, how would you

allocate that value?
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I would not use a simple customer count allocator that some
analysts might use. I would weight customers using the same
weighted factor used to weight Services. This is described
further below, but the factor weights each LVS customer, for
example, at 23.26 times the weight given to a Residential.
Further, the weighted customer factors that I use for Ser-
vices are not basgd on customer numbers for LVS, but in-
cludes an additional 30 to account for the customers who

have multiple meter/service combos.

Please continue describing how you allocated Distribution
Plant items on page 7 of Schedule CDL-7.
The balance of $199,966,211 of Mains was allocated to all

rate classes based on Peak Month.

I have requestgd data from MGE in order to attempt to per-
form Special studies to determine the costs by class for the
accounts: 380-384. These studies should be based on the
actual embedded césts for each item for each class. For
classes with small number of customers, a 100% sample should
be uged. For Residential and 8GS samples can be used.
Barring the availability of this data, I used the data shown
in OPC Witness Hu’s Case No. GR-98-140 Rebuttal Testimony at

page 6 as follows:
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Item Account ' Res piels] LGS LVS

Services 380 624,42 624.42 5,341.81 14,524 .80
Meters 3gl 55 243 2,275 5,617.25
Meter Instal.382 ' l62.84 l62.84 2,104.89 6,472.08
H.Reg/Inst. 383-4 23.40 290 817.37 2,009.83

I do not consider that data optimal, but it ig available at
this point. One reason that it is problematical is that it
is based on a replacement cost analysis that determines the
costs for a typical new customer. This does not give recog-
nition to the actual historical costs. Further, for example
it may not be representative of the actual historical costs
that serve as the basis for rate setting. Many LVS custom-
ers were former SGS or LGS customers. A Meter for them
doesn’t cost $5,617.25 but is some far lesser value. In the
instant case, all of the additions to the LVS class but one
were former LGS customers with one being an SGS customer.
Even based on this replacement cost data, the LGS customer

Meters cost is $2,275 - not $5,617.25.

Ag noted above, in determining the weighted customer costs
for each of Accounts 380 - 384, I used the number of custom-
ers for each rate class and for LVS added 30 (based on MGE
data) to account for those customers who have multiple

services and meters. Electronic Gas Measurement A/C 385
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serves only LVS customers, so that cost was assigned to that

class.

Based on the COSS results, can you give an illustration of
the impact of using these replacement values for Meters and
Services?

Yes. And in the process I will also illustrate the impact
based on two customers who have multiple Services and Meters
since this has been an area of concern in the past. At Page
25 of Schedule CDL-7, I have summarized at Lines 12 - 14
data taken from Page 7. At Lines 19 - 22 I have unitized
these costs per customer. For the LVS class, I have added
the 30 extra units for Transportation customers with multi-
ple Meters and Services. The allocated values are for
Services and Meters, respectively: $11,397 and $3,765 per

customer.

In MGUA Data Request 221 we asked for a disk including the
data that we requested in DR 149. Included in DR 149, inter
alia, was historical costs for Meters and Services for LVS
customers. Basgsed on that data, the following are the aver-
age gross PIS values for UMKC and CMSU compared to the COSS

values:
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Sexvices Meters

CMSU $896 $1,894
UMKC $557 $2,300
Coss $11,397  $3,765

At this point we have outstanding clarification requests to
MGE regarding this data. When we get that clarification, I
intend to specifically assign actual costs for at least
Meters and Servicés for all LVS customers. In the meantime,
the above shows clearly that the COSS costs borne by CMSU
and UMKC related to Services and Mains 1is considerably more
than their actual costs. With 14 and 5 Meter/Service com-
bos, respectively, CMSU and UMKC have the highest number per
"actual" customer of the LVS customers with multiple combi-

nations.

Please continue with the allocation of General Plant in_
Service.

General Plant, Schedule CDL-7 Page 8 was allocated in a two
step process. First,.AMR PIS Account 397.1 was allocated to
Sales only customers on a straight number of customers
basis. This equipment was installed for Sales customers and
is not used by LVS customers who use EGM equipment. As I
indicated earlier .in my testimony, this is a very substan-
tial cost item. I allocated the balance of General PIS on
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the basis of an equal 50/50 weighting of customers and McE.
I used that same approach to allocate the non-AMR related
Intangible PIS. I determined the amount of AMR Intangible

plant from DR MGUA 178.

Please discuse the allocation of Accumulated Depreciation,
shown on Page % of Schedule CDL-7.

Accumulated Depreciation was available in detail in MGE
Workpaper D-1. For each of the individual accounts, I used
the corresponding PIS values to allocate the respective

values. The balance is all due to General PIS.

Working Capital is:shown on Schedule CDL-7 Page 10. Please
discuss the more important of these allocations.

Materials and Supplies and Prepayments are mostly related to
the plant - in this case MGE only has Distribution plant, so
I used that as the allocator. Gas Inventory is held to meet
the needs of Sales customers. It serves the purpose of
assisting in meeting the usage requirements of Sales custom-
ers during the winter or peak months. I allocated these
costs to Sales rates only based on the Excess Gas Use ap-
proach. See Schedule CDL-8 Page 3. I determined the aver-
age use per month by rate class for the off-peak months of
April-October. These values were then multiplied by 12 to
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determine a base use value by class. The resulting values
were then subtracted from annual Mcf by class and the result
is considered Excess Use. Each Sales rate class’ Excess Use
is divided by the total Excess Use to determine the Excess

Use allocation factor.

I analyzed the MGE Schedule E-4 attached to Mr. Noack’'s
Testimony to determine various components of Cash Working
Capital. Working Cash - O&M - Purchased Gas is a function
of Sales, so this was allocated to Sales classes on the
basis of Ccf for the Sales rate classes. Other O&M Working
Cash is a function of the Company’s operations so I allocat-
ed this on the basis of Total O & M Expenses excluding Gas
Cost. Working Cash - Taxes - Property is a function of
Total plant in service which was used as the allocator.
Total PIS was also used to allocate Offsets. Prepaid pen-
sion is a function of labor and barring the availability of
a detailed special study, O & M excluding gas is a good

surrogate and was used to allocate this.

Describe Page 11 of Schedule CDL-7, your Rate Bage summary
exhibit.

This schedule merely summarizes the previously allocated
information from other schedules. In addition, several
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additional items are included. SLRP Deferrals and Deferred
Income Taxes-SLRP are a function of Services PIS which was
used as the allocator. Barring more detailed data, Customer
Advances are a function of Mains. I broke Customer Deposits
(based on MGE Schedule B-2) into two components and assigned
the Residential value. For the C & I value, I allocated it
to non—Residentiai classes based on Revenues. Deferred
Income Taxes are mainly a function of excess of tax over

book depreciation and is therefore a function of Total PIS.

Moving to the Operation and Maintenance Expenses portion of
your CO088, Mr. Laderoute, please discuss the allocation of
Distribution expenses, Schedule CDL-7 Page 12.

Accounts 871-2, and 875-877 are essentially related to the
capacity of the sfstem. Therefore, I allocated these costs
on Peak Month. Accounts 874 and 878 are directly related to
the corresponding plant in service account items, which were
used to allocate them. Since Account 874 includes costs
associated with both Mains and services, a composite alloca-
tor of the PIS values was calculated and used. Similarly
Account 878 was allocated on aggregated Meters and House
Regulators PIS, Acéounts 381 and 382 respectively. Custom-
er Installation Expenses is a function of the number of
customers and was allocated on Average Monthly Customers.
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Account 880 is a miscellaneous catch-all account. Since it
is essentially a function of all the other expenses shown on
this schedule up to this point, I have used the Subtotal
which would reflect a composite weighting of the various
other allocation factors. A/Cs 870 and 881 have been allo-

cated on the same basis.

With respect to the Distribution Maintenance Expenses on
Page 13, they are all a function of the respective PIS
accounts, with a couple of exceptions. A/Cs 885 and 894 are
essentially a function of the other costs and I thus used

the Subtotal to allocate these costs.

Please describe the allocation of Customer Accounts and
Customer Service & Info Expenses on Page 14 of Schedule CDL-
7.

Based on the response to MGUA DR 171, I assigned $30,928 to
Transports for A/C 901 & 903. Account 902 was allocated on
a weighted customer basis using the following weights: 10,
20, 30, and 45 for Res, S5GS, LGS and LVS respectively.
Account 903 is essentially a function of customers - there-
fore I allocated these costs on the basis of Average Custom-
ers. Uncollectibles are a function and cost of doing busi-
ness and are a function of revenues. I wmade a calculation
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to include PGA revenues so as to split Uncollectibles be-
tween PGA related and Margin related. Using data from MGE
Schedule H-3, I divided the value 307,289,585 by 438,139,565
from MGE Schedule - H-1. This is an approximation of the PGA
related revenue of total revenue and the result is .70135,

I then multiplied the Uncollectible value filed by MGE,
3,455,836 by .70135 to derive an estimate of PGA related
Uncollectibles. This was allocated to the Sales clagsses on
the basis of Sales Revenue including PGA Revenue {determined
at Page 6 of CDL-7). The balance of Uncollectibles was
allocated to all classes on the basis of Sales of Gas and
Transportation revenue. I considered that all customers
should share equally in the costs associated with Customer
Service & Info so these costs were allocated to all classes

on the basis of Average Customers.

How did you treat Sales Expenses and Administrative and
General Expenses?

Please see Page 15jof this exhibit. Sales Expenses are
neither a function simply of Mcf sales, nor of customers.

It may take as much time, expense and effort to gain a sale
of 75 Mcf as a sale of 7,500 Mcf. Sales Expenses are di-
rected toward Sales customers. Therefore, I allocated all
Sales Expenses on the basis of a composite allocator weight-
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ed evenly on a customer and Mcf basis to Sales customers

only.

I broke Administrative and General Expenses into four compo-
nents. I assigned $35,208 based on the response to MGUA DR
171. Property Insurance is a function of property, so I
allocated Account 924 on the basis on Total PIS. Account
926, Employee Pensions and Benefits are a function of labor.
Total Q@ & M excluding gas costs 1s a good proxy for a de-
tailed payroll study, so I used it to allocate these costs.
The balance of A & G was allocated on a composite allocator

evenly weighing PIS and Q&M expenses.

Mr. Laderoute, please digcuss the Summary of O & M Expenses
on Page 16 of Schedule CDL-7.

This schedule simply summarizes the Operation & Maintenance
Expenses that were allocated.on prior schedules. It also
portrays a number of totals and subtotals and depicts the
calculation of Total O & M Expenses including Gas Costs

which is used as an allocator elsewhere in the COSS.

How were Depreciation and Amortization Expenses treated?
Page 17 of Schedule CDL-7 shows the allocation of Deprecia-
tion and Amortization Expenses. I used the detailed infor-
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mation from the Company’s filing at MGE Schedule H-12. I
used the corresponding Plant in Service values to allocate
most of the Depreciation Expense, since the expense is a
direct function of the underlying plant. With respect to
the two AMR related items, those costs were allocated to the
Sales rate classes on the basis of Sales customers. EGM
Depreciation was assigned to LVS. Amortization of SLRP was
on the basis of Services PIS. The Customer Service System
was allocated equally to each customer on the basis of

average customers.

Please discuss Taxes Other Than Income portrayed on Schedule
CbL-7, Page 18.

Property Taxes were allocated on the basis of Total Plant in
Service valuesg since property taxes are directly a function
of PIS. BAs a proxy for a more direct labor allocator, I
uséd O & M excluding Gas Cost, to allocate Payroll Taxes

which is comprised of FUTA, FICA and SUTA.

How were Income Taxes determined?

This determination is shown on Page 19 of Schedule CDL-7.
All calculations of Income taxes are determined on a by-
class calculated method. Starting with revenues and working

down an income-type statement, Taxable Income was calculated
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for each class by subtracting expense items from revenue and
including the Additions and Deductions to arrive at Income

Before Taxes.

Why was Total PIS used to allocate Interest on Long Term
Debt?
Interest charges are a function of capitalization. Capital-

ization is used to pay for Plant in Service.

Mr. Laderoute, please turn to Pages 20-25 of Schedule CDL-7
and describe thesé schedules.

This area of the COSS summarizes some of the various alloca-
tors used in my study. Many of these allocators were deter-
mined externally while some, e.g. Total PIS, Page 22 Line 23

of this exhibit, are developed internally.

Setting the Rate Levels - Rate Class Revenue Requirements

47849.1

What recommendation do you have in setting the rate class
revenue responsibility?

They should be based on the costs that my COSS has identi-
fied. 1If the Commission decides that it wishes other class-
es to continue to subsidize the Residential class, then T
would suggest that the Commission keep the level of revenues
for the LGS and LVS class at the current levels. The reduc-
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tions that would otherwise be applicable for these classes,
approximately $1,646,726, could be used to offget the in-
crease to the Residential class. However, should the Com-
mission choose to do this, I would recommend that this case
either be continued on an open basis or reopened one year
from now. The revenues for Residential would increase by a
like amount and the LGS and LVS class revenue levels would

be reduced by $509,236 and $1,137,490 respectively.

Whether or not the revenue requirements amount changes from
that requested by MGE, I believe that the Commission in this
case for MGE should set rate levels on the basis of costs.
I am sympathetic Qith all users who are facing gas costs
much higher than in the past. The LVS customers like LGS,
8GS and Residential are paying the higher costs for gas
commodity. That is not an issue in this case. It is time
that rate levels be set at least close to costs. In the
past, decisions have been made indicating that costs were
used as a starting point, yet the final resolution had
nothing to do with costs. To wit, establishing class reve-
nue requirements by spreading a revenue increase on the
basis of existing revenues. Definiticnally, that is not

using costs as a starting point.
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What is your recommendation should the revenue requirements
change in this case?

Having reviewed the revenue requirements information sup-
plied by the Staff, it would appear likely that the level
may be lower than that filed by MGE. Of course, there is
always the opportunity for a Settlement as well. In such
cases, the best approach is to plug the various values into
the model and see what the result is. An alternative,
though less accurate approach is to spread the total revenue
requirement to rate classes based on the proportionate
shares of my allocated COSS (Schedule CDL-7 Page 2 Line 28 -
i.e. for Res, SGS, LGS and LVS respectively: .761553159,

.168044905, .014057144, and .056344791.

Have you prepared an exhibit to illustrate this?

Yes. Schedule CDL-10 shows various levels of total revenue
requirements and the spread to the rate classes based on the
total cost of service fractions by rate class. Comparing
the values shown at Line 21 with a zero increase to the
values shown on Schedule CDL-6 Page 2 illustrates that this

approach is less accurate than a more detailed analysis.

Rate Design
What comments do you have regarding rate design?
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My only comments are directed at rate LVS, though the Simple
Cost calculations .shown at Page 5 of Schedule CDL-7 can
provide guidance for the other classes. Given that there is
no cost support behind the MGE proposal, I do not believe
that it should be accepted. Based upon my cost analysis,
the LVS costs show no more than $318.01 per customer or
$297.77 per customer including the 30 extra units for multi-
ple service/meter combinations. Thege values are far below
the $614 proposed and $409.30 currently in effect. However,
I have stated several concerns in this Testimony and illus-
trated specific costs that indicate even the 5297.77 is too
high. First, none of the "new" to LVS customers are new to
the Company. They all switched from SGS or LGS. As such,
their existing Meters and Services costs are far overstated

by the weighted replacement costs that were used.

Second, the invesﬁigation of UMKC and CMSU costg of actual
Meters and Services (who between the two account for 19
units - 4%) shows far less costs than those imputed due to
the allocation based on weighted customers using replacement
costs. The average costs for the Services actually in place
to serve CMSU is $896 and for UMKC $557, yet the COSS value

is $11,397. For Meters, the actual average cost for CMSU is
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$1,894 and $2,300 for UMKC compared to the COSS imputed

value based on replacement costs of $3,765.

Within a COSS for a class with a small number of customers
such as LVS, it is customary to specifically determine the
actual costs based on the actual facilities in place to
gserve them. I have requested such data and been supplied
some of it, but barring further clarification I cannot
complete a study for LVS Services and Meters. Considering
my recommendations above in class revenue requirements, the
best I can recommend at this point is to simply keep the
current compromise method used in place until such time as a
thorough and complete analysis may be performed. That is,
after paying up to 2 full Customer Charges each additional
metering point is billed at 50% of the indicated Customer

Charge.

If the Commigsion chooses to leave the current class revenue
requirements set at current revenue levels, then there
should be no change to the structure of the LVS rate, its
components or levels. Should the Commission cheoose to
reduce the revenue requirements for LVS, I recommend that
the Customer Charge level revenue be reduced by 25% of the
total percentage reduction for the class. For example, if
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it were determined that the LVS class revenues should go
down by 10%, the Customer Charge level of revenue would go

down by 2.5%. I arrived at this purely based on judgement.

General Recommendations
Mr. Laderoute, do you have any general recommendations for
the Commission?
Yes - several., First, I beliewve that the Commission should
encourage filing utilities to perform a cost allocation
study in order to.facilitate and assist with the necessary
determinations. Some Commissions have done this in the form
of standardized filing requirements that require filing a
cost of service study. Second, the Commission should en-
courage filing utilities to perform special studies to
determine, to the maximum extent practicable, the actual
embedded average cost of Meters, Services, Regqulators and
Meter Installations by rate c¢lass. Third, I recommend that
the Commission should encourage filing utilities to file
detailed workpapers at the time of filing a case in order to
reduce the amount of Data Requests. Finally, I would en-
courage the Commission to consider opening a generic docket
to address Facilities Line Extensions policies. Given
changes in the industry, it may be appropriate to do this
for both gas and electric utilities.
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Does this conclude your testimony?

A. Yes at this time. However, as I noted earlier, I would
reserve the ability to supplement this testimony and certain

schedules as additional data becomes available from MGE.

47849.1 - 57 -



10

11

12

13

14

i5

16

17

18

19

20

21

22

23

24

Direct Testimony of
Charles D. Laderoute
GR-2001-292

47849.])

Appendix A - Qualifications
Please state your name, occupation and address.
My name is Charles David Laderoute. I am a consultant and
President of Charles D. Laderoute, Ltd., 5114 Amazonia Read,

St. Joseph, Missouri 64505,

What is your educational background?

I graduated with a Bachelor of Science degree in Engineering
Management, minoring in Mechanical Engineering, from the
University of Missouri - Rolla in 1971. 1In 1972 I received
a Bachelor of Science degree in Economics, also from the
University of Missouri - Rolla. I completed a Master of
Arts degree in Economics from Eastern Michigan University -
Ypsilanti, Michigan in 1980. I have taken further graduate
courses at Harvard University ({(Certificate of Advanced
Studies - ABD), Boston College (PhD) and Eastern Michigan

University (MBA).

What other professional training have you completed?

I completed the P.U.R. Guide sponsored by Public Utilities
Reports in 1975, the AGA Gas Rate Fundamentals Course spon-
sored by the American Gas Association and conducted by the
University of Wisconsin Graduate Schocl of Business in 1976,
and the American Gas Association Seminar on Gas Rates at the

Appendix A, p. 1
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Universgity of Maryland in 1977. While employed at Consumers
Power Company, I attended many company-sponsored courses
including Introduction to Public Utility Accounting spon-

sored by the AGA and EEI General Accounting Committees.

What is your business experience?

During the past 29 years my work in the fields of energy
economicg and public utility regulation has included rate,
financial, economic and regulatory matters associated with
53 utilities and 12 commercial and industrial customers in

29 statesg, 2 Canadian provinces, and 3 foreign countries.

My firm’s consulting services embrace the areas of cost of
service, rate design, revenue requirements, financial analy-
sis, and rate of return for both retail and wholesale opera-
tions. I have served clients regarding policy analysis,
technical studies and compliance assistance dealing with
federal and retail regulatory requirements including FPA,
NGA, PURPA, NGPA, NECPA, and FUA. I have performed gas,
electric, and steam cost of service and rate design studies
as well as prepared rate filings, exhibits, and testimony

presented to State and Federal regulatory agencies.
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I have performed or supervised studies in the associated
areas of: cogenerétion, gas underground storage rates, elec-
tric transmission and wheeling rates, gas transportation
rate design and policy, unit power and short?term power
studies, profitability and separations studies, load dis-
patching, antitrust analysis including price squeeze, load
research, integrated resource planning, load management,
conservation, power purchases from non?utility sources, load
and customer forecasting, degree day normals analysis and

development of weather normalization adjustment clauses.

Prior to forming Laderoute, Ltd., I was Principal Consultant
and Project Manager for rate and regulatory assignments in
the Energy Planning and Economic Services Group of Chas. T.
Main, Inc., Bostoﬁ, Massachusetts. Earlier, I served as
Senior Rate Analyét responsible for the supervision of all
wholesale electric rates and associated regulatory activi-

ties for Consumers Power Company in Jacksen, Michigan.

Please identify your regulatory appearances.

I testified for Southeastern Michigan Gas Enterprises (now
known as SEMCO Energy) of behalf of its LDC subsidiaries
Michigan Gas Co. ("Mi-Gas") and Southeastern Michigan Gas
Co. ("SEMGas"). My testimony addressed: rate reclassifica-
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tion including biIling determinants and revenues on new rate
classes, the cost of service allocation study ("C0SS") filed
in the case, proposed rate design and portions of the
Company'’s analysis in support of Daily Balancing. In 1993
and 1994, I testified in Northwestern Utilities Limited
("NUL"} (Alberta, Canada) General Rate Application. I
addressed the cost of service study ("COSS"), the cost
causation study ("CCS"™ - essentially a hybrid incremen-
tal/marginal cost of service study), pricing and certain
rate design issues in Phase II of the proceeding in 1994.
The 1993 testimony in Phase I of the case covered a number
of components of NUL's forecasted revenue requirements
including: personal computers, software amortization, Opera-
tion & Maintenance expenses, plant acquisition adjustment,
and intercompany transactions. I testified on behalf of
Providence Gas Company in 1993 in two cases; a rate increase
filing, Docket No. 2082, and Docket No. 2076B. My work in
Docket No. 2076B included preparation of an allocated cost
of service, revenue reallocation and rate design based on
declining block rates. My testimony in Docket No. 2082
(Direct and Rebuttal) supported the Company’s proposal to
move from 15 year to 10 year weather normals. I also pre-
pared and sponsored the cost allocation study submitted in
that case. 1In November 1992, I prepared testimony for
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Providence Gas Company in Docket No. 2076A in support of its
proposal to impleﬁent declining block rates for firm base
rates. As part of Settlement of consolidated Dockets 2076 &
2082, I assisted the company to reclassify all of its rates
from end-use based to size based and developed seasonal

declining block rate structures.

I submitted testimony on behalf of Wisconsin Gas Company in
1992 in Docket No. 6650-GR-110. My testimony supported the
company’s proposal to utilize 10 year weather normals rather
than 20 year normals. The weather normalization issue was
taken out of that.case and the Wisconsin commission opened a
generic docket to address the issue of weather normalization
by all gas and eléctric utilities. My testimony was resub-
mitted in Docket No. 05-UI-105 and I presented Rebuttal
testimony in that case as well. 1In 1991, rebuttal testimony
was prepared on behalf of Vermont Gas Systems in Docket No.
5516. I supportea the company’s proposal to use 10 year
weather normals. As part of settlement, the testimony did
not become part of the record, but 10 year normals were
settled on. I testified on behalf of Providence Gas Company
in Docket No. 2001 in 1991. That testimony covered dual
fuel and interruptible sales and transportation fully allo-
cated and marginal cost of service. In Providence Gas
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Company’s 1991 Docket No. 1673, I developed a weather nor-
malization clause to adjust the base rates for normal weath-
er. The adjustment would take place on a deferred basis
comparing current month degree days with 15 year normal
degree days. During 1991 and 1992 I testified in Northwest-
ern Utilities Limited ("NUL") (Alberta, Canada) General Rate
Application, Phases I and II. My testimony in Phase I
covered certain components of NUL’s revenue requirements as
well as the weather normalization methodology. In Phase II,
I perfeormed a fully allocated cost of service study and
prepared testimony on that study and rate design. I served
as a witness in Docket No. 1971, Providence Gas Company'’s
1990 base rate case. My testimony included the Company’s
customer and locad forecast, fully allocated cost of service

study and firm salegs rate design.

I submitted testimony to the Federal Energy Regulatory
Commission (“FERC") on behalf of K N Energy, Inc. in 1990
Docket Nos. RP87-86-005, et al. This testimony supported
the seasonal rate design filed by K N to meet the FERC’s
Policy Statement on rate design. That case was settled. 1
have testified on several occasions for Michigan Gas Compa-
ny. In its 1989 base rate Case U-9323, I presented Direct
and Rebuttal testimony on cost allocation, seasonal rate
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design, load and customer forecast, weather normalization,
treatment of holding company cost allocation and assignment,
and treatment of plant acquisition adjustment. I presented
Direct testimony in Michigan Gas Company’'s 1988 base rate
Case No. U-9112 on cost allocation and seasonal rate design.
That case was settled. In Case No. U-8897, I presented
Rebuttal testimony for Michigan Gas Company in its 1988 Gas
Cost Recovery Plan. This testimony pertained to the devel-
opment of quarterly gas cost recovery factors. In 1987, I
presented Dirept and Rebuttal (two appearances) testimony
before the Massachusetts Department of Public Utilities on
behalf of Commonwealth Gas Company, Case No. DPU 87-122.
This testimony embraced fully allocated cost of service and
marginal cost of service. I testified in 1980 on the use of
fully allocated cost of service studies before the Washing-
ton Utilities and Transportation Commission in the Matter of
The Washington Water Power Company Cause No. U-80-13 on
behalf of Inland Empire Paper Company. During 1980, I
testified before the Economic Regulatory Administration
regarding its Proposed Voluntary Guideline on the PURPA Cost
of Service Standard. I served as the expert witness in the
South Carolina Public Service Authority’s generic hearings

regarding PURPA Sections 111 and 114 in 1980.
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Aside from general speeches, have you any experience lectur-
ing in the area of public utility rates and regulation?

In 1989, my firm presented to the World Bank a one day
"Seminar on Regulation of Power and Gas Utilities." During
1584 and 1985 my firm presented a two day seminar on three
occasions for the Electric Council of New England on "Funda-
mentals of Cost of Service and Rate Design." Since 1981, I
have been associated with the Center for Professional Ad-
vancement as a Course Director, Organizer and Instructor.
The Center is the world’s largest private organization
offering post-collegiate short courses for engineers, scien-
tists and technical managers. I have been Course Director
for Principles of Electric Utility Rate Regulation since
1981. I organized Principles of Gas Utility Rate Regulation
and served as Course Director. This course was first of-
fered in 1982. Both of these courses have been sponsored by
the Center and offered in various cities around the country.
I served as Course Organizer and Director of Advanced Meth-
ods in Electric Utility Rate Regulation, Course Co-Organizer
and Instructor for Electric Utility Load Research and Course
Organizer and Director of Electric Rate Case Participation
by Power Consumeré. These courses were also sponsored by

the Center. In addition, I have taught over 1,000 profes-
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sionals, engineers and managers to use personal computers in

numerous short courses.

Have you served in any other capacity as a lecturer?

As an Adjunct Instructor I taught courses in Microeconomics,
Macroeconomics, Consumer Eccnomics, Business Mathematics,
Algebra and Current Economic Issues at Jackson Community

College, Jackson, Michigan.

What articles or speeches have you prepared related to
public utility rates and regulation?

I have written numerous papers and presented speeches per-
taining to the areas of gas and electric rate making includ-
ing the use of microcomputers:

"Weather Normalization Analytics", presented to the Gas
Supply Planning, Management, Control, & Deliverability Under
Order 636 Conference, sponsored by the Institute of Gas
Technology, Housteon, TX March 7-9, 199%4.

"Determination of Weather Normals", presented before the
Energy Mcdeling: Optimizing Information and Resocurces Con-
ference, sponsored by the Institute of Gas Techneclogy,
Chicago, IL June 7-8, 1993,

"Weather, Weather Normalization and Weather Normalization
Adjustment Clauses", unpublished paper, 1992.

"The Weather Problem for the Gas Industry!, presented at the
13th Annual North American Conference of the International
Association for Energy Economics, Chicago, IL, Nov. 18-20,
1991.
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"Is There a Trend? Analysis with an Application on Weather
for the Gas Industry", presented before the International
Association of Business Forecasting Sixth Annual Conference,
Atlanta, GA Oct. 6-8, 19891.

"Overview of Gas Forecasting: Some Pragmatic Consider-
ations", presented to the New England Gas Forecasting Asso-
ciation, Westborough, MA Sep. 10, 1991.

"Gas LDC Weather Normalization: What People Are Doing About
the Weather", presented at the Seventh NARUC Biennial Regu-
latory Information Conference - Columbus, OH Sept. 13, 199%0.

"Weather Normalization for Gas Local Distribution Companies:
An Analysis of 15 Year versus 30 Year Average Degree Days",
a paper presented before the International Association of
Business Forecasting Fourth Annual Conference, Philadelphia,
PA Sep. 27, 1989,

"Current Rate and Requlatory Issues Facing LDCg", speech
presented to the Michigan Electric and Gas Association 1989
Spring Seminar, Lansing, MI April 24, 19889.

"Time Differentiated Natural Gas Utility Rates, Demand Cost
Allocation Methods and the Relative System Utilization
Method", paper presented to the State Regulatory Affairs
Committee, Michigan Electric and Gas Association, Lansing,
MI Jan. 1%, 19893.

"Gas Transportation Rate Design - A Treatise" unpublished
paper, Dec. 1988B.

"The Relative System Utilization Method (RSUM) for Time
Differentiated Natural Gas Utility Cost Allocation Studieg”,
paper presented at Sixth NARUC Biennial Regulatory Informa-
tion Conference - .Columbus, OH Sept. 14, 1988.

"Gas Local Distribution Company Rate Design," speech pre-
sented to the New England Gas Association 1988 Ratemaking
Concepts Seminar, Sutton, MA, April 27, 1988.

"The Game of Gas Rate Design: Issues and Strategies,”
speech presented to the New England Gas Association Planning
and Rates Group Workshop, Sturbridge, MA, June 3, 1587.

"Marginal Cost Pricing for Natural Gas Local Distribution
Utilities, " speech presented before the Eighth Annual North
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American Conference of the Internaticnal Association of
Energy Economists, Massachusetts Institute of Technology,
Cambridge, MA, November 19, 1986,

"Utilization of Marginal Costs in the Natural Gas Industry,™
speech presented before the American Gas Association Ad-
vanced Regulatory Seminar, University of Maryland, College
Park, MD, October 6, 1986.

"Performing Statistics in a DBASE III Application: Bill
Frequency Distribution & Load Research Customer Sample
Selection." Feature article for PEGBoard, the journal of
the Planning Engineers Desktop Computer Users Group, Vol. S
#3, May-June 1986.

"Managers Use of Microcomputers in the Electric Utility,"
before the Annual Meeting New York Power Authority, Harrison
Conference Center, Glen Cove, Long Island, New York, March
27, 1986,

"Natural Gas Utility Cost of Service Demand Allocation
Methods, " speech presented to the Spring meeting of the New
England Utility Rate Forum, Worcester, MA, April 11, 1985.
Unpublished.

"Microcomputers in the Electric Power Industry", Feature
article in Nov-Dec 1984 issue of PEGBocard, the journal of
the Planning Engineers Desktop Computer Users Group, p. 1.

“Microcomputer Utilization in the Electric Utility Indus-
try", article in Public Utilities Fortnightly, Sept. 27,
1984 p.31.

"Microcomputers in the Electric Utility Industyy" paper
presented at Fourth NARUC Biennial Regulatory Information
Conference - Columbus, OH Sept. 7, 1584.

"Gas Transmission Pipeline Cost Allocation and Rate Design -
The Need for Change", paper presented at the Second Annual
Energy Conference sponsored by the New England chapter of
the International Association of Energy Econcmists, Boston,
MA June 28, 1984,

"An Introduction to Lotus 1-2-3: Typical Bill and Graphing

Application for Electric Utilities" speech presented to the
Spring 1984 Meeting of the New England Utility Rate Forum,

Andover, MA March 9, 1984. Unpublished.
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"Selective Marketing by Electric Utilities," speech present-
ed to the 1983 Northeast Regional Public Power Annual Con-
ference, Chatham, MA Sept. 1983.

"Allocated Cost of Service Studies on Microcomputers,
speech presented to the Summer 1983 Meeting of the New
England Utility Rate Forum, Sturbridge, MA July 21, 1583.

"A Tool Kit for the Rate Analyst Pertaining to Public Utili-
ty Expert Testimony," speech presented to Fall 1982 Meeting
of the New England Utility Rate Forum.

"The Public Utility Regulatory Policies Act - PURPA - Pur-
poseful Policy or Federal Boondoggle", speech presented to
Electric Council of New England - Financial and General
Accounting Committee, April 24, 1981.

"Electric Utility Transmission and Wheeling Service: An
Analysis of Private Class A and B Electric Utilities" -
Masters Thesgis - Eastern Michigan University, Ypsilanti,
Michigan, December 1980.

"The Federal Energy Regulatory Commisgion’s PURPA
Cogeneration Rules: Economic, Rate Design, and Policy As-
pects, " presented at the Seventh Annual University of Mis-
souri, Rolla-Department of Natural Resources (UMR-DNR)
Conference on Energy, 1980.

"Rate of Return Regulatory Policy - The Bane of Electric
Utilities?," presented at the Seventh Annual University of
Missouri, Rolla-Department of Natural Resources {(UMR-DNR)
Conference on Energy, 1980.

"Time-Differentiated Accounting Costs for Electric Utility
Rate Design," paper presented at Second NARUC Biennial
Regulatory Information Conference, Columbus, OH, 1980.

"Utility Rate Structures: What We Can and Should Do and
What We Can’t and Should Not Do," paper presented at the
Fifth Annual UMR-DNR Conference on Energy, University of
Migsouri, Rolla, 1978.

"Utilization of Load Studies and Load Data for Rate Determi-
nation in Electriec Utilities" unpublished paper, Dec. 1976.

Please identify your professional affiliations.
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I am currently or have previously held the following member-
ships and offices: American Bar Association Industrial
Organization Economist Associate member, firm Associate
member of the American Gas Association with memberships as
Analytical Associate and Financial Associate, Charter Member
of the International Association for Energy Economics and
Past President of the New England Chapter, Charter member
and President of the Planning Engineers Desktop Computer
Users Group, a microcomputer users group, American Economics
Association, American Meteorological Society, American
Society for Engineering Management (Charter and Lifetime
Member), Association of Demand-Side Management Professionals
(Charter), Association of Energy Engineers and its Demand-
Side Management Society (Charter), Association for Evolu-
tionary Economics, National Association of Business Econo-

mists, and the National Society of Rate of Return Analysts.

Are you a member of any honorary organizations?

I am a member of Omicron Delta Epsilon International Honor-
ary Economics Society. I am listed in: the International
Biographical Centre’s 1985 edition of the International
Businessmen’s Who’s Who, the 13th and forward editions of
Marquis Who’s Who in the World, the 23rd and forward edi-
tions of Marquis Who’s Who in the East, the 27th and forward
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editions of Marquis Who'’s Who in Finance and Industry, the
ninth edition of the International Who’'s Who of Intellectu-
als, the inaugural and forward editions of Marquis Who’s Who
in Science and Engineering, the 52nd and forward editions
of Marquis Who’'s Who in America and the fourth edition of

Marquis Who’s Who of Emerging Leaders in America.

Appendix A, p. 14




=

WR-JA W wWN

Direct Testimony of
Charles D. Laderoute
GR~-2001-292

Appendix B - COSS Technical Discussion
I. FULLY ALLOCATED COST OF SERVICE STUDY PRINCIPLES.

A, General Principles

Fully allocated cost of service studies, sometimes referred
to as fully distributed or embedded cost of service studies, are
necessary because of the nature of gas utility service. Many of
the costs incurred to serve customers are of a joint or common
nature. Any business, utility or other, that sells more than one
product or service incurs costs, whether an out of pocket expense
or costs related to capital investments, that are joint or common
cogts., Distribution Mains, an investment, are used to distribute
gas to all rate classes served from the distribution system. The
Demand portion of purchased gas, an expense, is incurred to sell
gas to all system sales rate classes. There is no exact method
to determine a product’s or service’s share of a joint or common
cogt. Thus, these costs are allocated using a method that is
reasonable based upon judgement.

In some cases, cogts are specifically identifiable as to
their cost causation. These costs can be directly assigned to a
rate class or classes to reflect proper cost causation. Some
analysts refer to cost allocation as assigning costs. This is
improper. Occasionally it is possible to assign a portion of the
cost associated with a specific account and allocate the balance
for individual accounts. In most cases, because a cost is
common, it is necessary to identify a reasonable method to
allocate that cost item to rate classes. That is, we seek to
determine what caused the utility to incur the cost. This
concept ig referred to as proper cost causation.

Fully allocated cost studies pertain to the analysis of
accounting cosgts. The results of such studies determine average
costs. Since the utility’s revenue requirements are determined
based upon accounting costs, the results of a cost allocation
study may be used to determine the revenue requirements by rate
class.
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B. Top-Down and Bottom-Up Cost Allocation Stud-
ies

The process of performing a fully allocated cost of service
study may be approached in two ways: top-down and bottom-up.
Some analysts do not do a top-down study, but merely perform a
study to determine revenue requirements by rate class (bottom-
up) . These are discussed in detail in Sections I. E. and F
below.

C. Fundamental Steps in Cost Allocation

The cost allocation is comprised of five primary steps. All
cost items, whether income or rate base related, are:

functionalized
classified
allocated
aggregated
gummarized

Functionalization assigne costg to the function performed. For a
gas utility the following broad functions are coften used:

Production
Storage
Transmission
Distribution

After all costs have been Functionalized, they are next
Classified. This analysis is actually comprised of two parts.
First, each cost is analyzed and a determination is made as to
whether the cost is of a fixed or variable nature. An example of
a fixed cost is Distribution Mains, Uniform System Accounts
("USA") Number 376. The investment is sunk and is the same
whether customers take any gas or not. Mains investment is a
Plant in Service item and is included in Rate Base. The cost we
are interested in is the return associated with this investment;
it is a fixed cost. BAn example of a variable cost is the Commod-
ity portion of purchased gas. These costs vary directly with,
and are a function of, consumption whether measured on a volumet-
ric basis, Mcf, or a thermal basis, i.e. MBTU or DT.

The second step, Classification, is to classify the costs to
three categories: Demand, Commedity and Customer. Demand (also
referred to as Capacity) costs are those costs that are consid-
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ered a function of the capacity of the system. Demand costs are
by their very nature considered fixed types of costs. Again,
Distribution Mains are a good example because they are gized, for
the most part, to meet peak capacity requirements. Commodity
costs are by their nature variable since they vary with, and are
a function of the amount of consumption, whether volumetric or
thermal. Customer costs include both fixed and variable costs.
They arise simply because a customer is hooked to the system. An
example of a fixed customer cost is the investment in Services,
USA Number 380. This is a sunk cost and is, therefore, fixed.

It is incurred whether the customer takes any gas or not. A
variable customer cost is meter reading. It is not absolutely
necessary to read meters. Additionally, meter reading cost is a
function of the frequency of meter reads; i.e. monthly, bimonth-
ly, etc. Therefore, this cost is variable. In general, the
analygst usually considers costs that are of a fixed nature,
excluding customer related costs, to be capacity or demand
related and those that are variable, again excluding customer
related costs, to be commodity related.

The third primary step is to allocate costs or allocation.
An important part of any cost allocation study pertains to the
determination of appropriate allocators. Variable costs, other
than customer related, .are virtually always allocated on the
basis of consumption. This may be thermal, DT, or volumetrically
based, Mcf.

In all cost allocation studies the allocator that is most
problematical is the demand allocator. In the natural gas
industry, this is especially a problem because most gas utilities
do not measure demands of their customers and very few perform
load research studies that can be used to determine the
customers’ demand characteristics. Even if larger customers do
have demand meters, smaller customers such as residential and
small C&I seldom do.

Aggregation pertains to the collecting the individual
allocated cost items together into the three groups: demand,
commodity and customer related costs.

Finally, since there is a significant amount of detail in a

typical CO0SS, the results are summarized for ease of analysis and
review. :
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D. Aggregation Problems, Simple Cost Studies and
Catch-All Cost Categories

It is our belief that Cost of Service Studies are more
accurate if an analyst attempts to allocate most costs on an
account basis. In a cost allocation study, the following steps
are usually performed: functicnalization, classification, alloca-
tion and finally collection or aggregation of the allocat-
ed/classified costs. Some analysts collect costs together as
Customer, Commodity and Demand related and then allocate the
"aggregated" costs. This approach can lead to aggregation
problems which can result in less accurate results or results
that are simply wrong.

One reason why analysts do this is that allocating aggregat-
ed costs can make for a much simpler study, which can be done in
less time. It also does not take as much thought and consider-
ation as a detailed account-by-account study. BRased upon cur
review of numerous studies throughout North America, especially
where we have independently performed studies against the same
raw data, we have found consistently that the simpler studies
often end up allocating costs improperly and in a less fair
manney.

Here is a simple example from a real life case. An analyst
classified demand recording meters as a Demand related cost. For
the utility involved, the amounts were substantial. They then
aggregated together the Demand related Distribution costs. Next,
they allocated the aggregated costs on the basis of Non Coinci-
dent Demand ("NCD") by rate class. However, the analyst made no
attempt to modify the NCD factors for rate classes who were not
Demand metered - including Residential and all smaller general
gervice rate classes. In this case, the NCD for the Residential
class was 38.6% and they were allocated $317,000 of Demand
related costs associated with the Demand related meters. Aside
from the issue of classifying the costs in question as Demand
related (in our mind they should have been classified as Customer
related), the fact was that demand related costs were being
allocated costs to rate classes who could not possibly have
caused the costs to be incurred. Since the costs were aggregated
together and then allocated on a demand basis to all classes,
they became a small cost item in the simple total. This problem
is referred to as an aggregation problem and is particularly an
issue in studies where a simple approach is used and cost are
aggregated prior to allocation rather than after allocation.
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Generally, a COSS is easier to follow and likely more
accurate if costs are aggregated to cost class (demand, commodity
and customer) after they are allocated, not before. The result
is admittedly a more complex study with more pieces of paper. It
is our view that this is not a bad thing. Additionally, we
believe results are more accurate with a lesser chance of aggre-
gation problems if more costs are allocated by account rather
than in toto.

A final issue of concern ig that some analysts will not take
the time to try to determine an appropriate allocator. As a
result, there may be many cost items that they simply throw into
the category of Customer or Demand related and then use a general
customer or demand allocator to allocate the cost. While expedi-
ent, the result may be wrong at worst or simply unfair in terms
of the result.

E. Top-Down Analyses

In a Top-Down study, the goal is to ascertain realized rates
of return in toto and by rate class for a test year. Financial
and operational results for a test year are analyzed starting at
revenues {the top) and progressing down through Net Income. Net
Income is the bottom line from which we determine rate of return.
The test year can be a full historical pericd, a historical
period adjusted for "known and measurable" changes or a forecast-
ed period. 1If a forecasted approach is used, a base year is
often shown to provide real data.

Regardless of whether historical data with known and measur-
able changes or a fully projected test year is used, each revenue
and expense item is allocated or assigned to rate classes. This
is often referred to as the Income Statement side of a cost
allocation study. Elsewhere in a cost allocation study, all Rate
Base items {the Balance Sheet side of a study) are assigned or
allocated to classes. In general, Rate Base is determined by

adding all Plant in Service ("PIS"), less Accumulated Deprecia-
tion, plus Working Capital. Often there will be deductions to
Rate Base, sometimes referred to as "offsets". These may include

such items as Customer Deposits, Accumulated Deferred Income
Taxes or Contributions. Once the allocations are complete, Net
Income can be divided by the Rate Base for the System Total and
for each rate class to ascertain the Rate of Return for the
company and each rate class used in the study.
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Allocation of costs completes the analysis in a "Top-Down"
study. The analyst can determine the actual results of opera-
tions and ascertain the rate of return by rate class and for the
system by dividing net income by rate base for the system in toto
and for each rate class.

Before proceeding, two words of caution regarding areas of
potential confusion. First, while an analyst may use some
customer basis to allocate a particular cost item, he or she may
classify the costs to commodity. Thus, while a customer basis,
e.g. average or weighted customers, may be viewed as the fairest
allocator, the analyst believes that the cost should in fact be
recovered in the commodity portion of the rate. Second, Customer
related costs includes costs of both a fixed and variable nature
- they are not all fixed.

F. Bottom-Up Analyses

When performing a "Bottom-Up" study, the analyst must add an
additional step to a cost analysis. The purpose of a Bottom-Up
study is to determine the required revenue, by rate class and in
total, based upon the desired rates of return. As noted above,
it is certainly possible to perform a cost allocation study
without doing the top-down portion. In a Bottom-Up study,
allocated rate base is multiplied by the required rate of return
to determine required Net Income. This is the bottom line. 2All
other cost items, including required Income Taxes brought about
by the required Net Income, are added to the required Net Income
to arrive at the required revenue by rate class and for the total
company. Thus, we are working from the bottom up to the top.

In the determination of the total company revenue require-
ments and in a cost allocation study, a key determinant of
revenue is the rate of return. This is especially true since
required income taxes ("IT") are essentlially a direct function of
return. In a Bottom Up study, rate of return defines Net Income.
Because IT is a function of Net Income there is a multiplier
effect to get to required revenue. Aside from all other cost
items, if net income changes by one dollar, revenue must change
by gsome multiple to cover the change in IT. A simple form of the
multiplier is determined by taking 1/{(1-t) where "t" is the tax
rate. Some analysts refer to this as a revenue expansion factor.

It is our belief that a goal of utility regulation should be
generally to establish revenue requirements on the basis of
equalized rates of return for all rate c¢lassgses; i.e, the rate of

47845.1 Appendix B, p. 6




CoOJ0UWwNE

Direct Testimony of
Charles D. Laderoute
GR-2001-292

return for all rate classes should be the same as that required

by the company overall. This may not be appropriate in certain
cases; e.g. for Interruptible customers.

The transition from the Top-Down study to the Bottom-Up
study 1s straightforward. 1In terms of costs, the only items
which change are the Net Income, Income Taxes and any other items
affected by the income change. Other items might include, for
example, gross receipts taxes. All other costs are unaffected by
a change in rate of return. As a result, the Bottom-Up study
starts with the Net Income from the Top-Down study and adds (or
subtracts) the additional {(or decremental) costs for increased
(decreased) Net Income and increased (decreased) federal level
income taxes. Once theése are determined, the Bottom-Up study is
completed and the result 1s the overall required revenues by rate
class.

In summary, a Top-Down cost allocation study seeks to
determine the realized rate of return by rate class starting with
revenue at the top and working down to the bottom line, Net
Income. The Bottom-Up study starts at the required Net Income,
the bottom, and works up to determine required revenue by rate
class.

II. DETERMINATION OF ALLOCATION FACTORS.

A. Customers

There are two types of Customer allocation factors:
unweighted and weighted. When the customerg in all rate classes
should bear the same weight, the unweighted factors are used.
The average number of customers by rate class or equivalently
number of bills are then used in the CO0SS.

Weighted Customer allocation factors are used when a differ-
ent weight should be applied, but the number of customers has to
be worked into the calculus. For example, based on MGE data that
I usged, the cost of a Residential Meter is $55 and that for a
typical LGS customer ig $2,275. To determine the weights, the
cost (from a special study) for items are divided by the costs
for the lowest cost class, usually Residential. 1In this case,
the weight is 41.3636 (2,275/55) for LGS and 1.0 for Residential
{(55/55). The weights are multiplied by the number of customers
in a class. This is summed across all classes and each class’
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amount is divided by the Total. The result is the weighted
allocation factor.

In some case, the appropriate number of customers is not
based on the number of "customers" or bills rendered. In this
case, MGE has 30 extra meter/service combos for its 441 LVS
customers. Therefore, in determining weighted factors for
Accounts 380-383, 471 was used for the LVS class rather than 441
Ycustomers".

B. Commodity

Monthly Mcf (or Dt or Ccf) sales data by rate class are
summed and each rate class’ amount is divided by the Total

C. Demand

There are many types of demand allocation factors that can
be used. For purposes of this study, we chose to use the Peak
Month method.

IITI. CUSTOMER COST METHODS

The determinations discussed in this section pertain to
studies that include a Bottom-Up as well as Top-Down analysis.
Some of the material included here is germane only to a Bottom-Up
study. This material identifies some of the logic as to why we
classify certain costs as Customer related. It can assist in
understanding of how we come up with the Customer related costs,
which backup a proposed monthly Customer Charge.

There are four generally accepted methods categorized as
approaches to determine customer related costs in a cost alloca-
tion study, though two of these, zero intercept and minimum
system, actually are approaches to identify a portion of Mains
PIS as customer related. The methods are: minimum system, zero
intercept, simple customer and a method that we refer to as the
basic customer method. 1In a COSS, we usually determine customer
related costs using the simple customer and the basic customer
methods. The costs that we include in the Simple Customer
Approach are fairly comprehensive as follows.

Costs Included in the Simple Customer Approach
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Expenses:

Services portion of Mains & Services (Acct. 874)
Meters & House Regulators (Acct. 878)

Customer Installation {(Acct. 879)

Maintenance of Services (Acct. 892}

Maintenance of Meters & House Regulators (Acct. 893)
Meter Reading (Acct. 902)

Customer Records & Collections {(Acct. 903)
Depreciation (associated with Accts. 380, 381 & 382)

Rate Base: {(Return and FIT associated with)

Services (A/C 380) net of Accumulated Depreciation
Meters (A/C 381) " u " m

Meter Install. (A/C 382) " "

House Reg. (BA/C 383) " " "

Resulting revenue requirement grossed up for Gross Receipts
Taxes if necessary.

The Basic Customer Method reflects all direct and indirect
costs of having a customer attached to the LDC’s system. Note
that the basic customer appreoach does not assume that all costs
clagsified as customer related are fixed - some are in fact
variable; e.g. meter reading.

The Simple Customer approach may be viewed as limited in
that it often does not cover all of the direct customer related
costs, let alone appropriate indirect customer related costs,
that an LDC incurs to serve a customer. However, there are
several renditions of the simple customer apprcach. Those
concerns are usually directed at the most elementary and minimal
approaches, which include only the following:

Return on Meters PIS
Return on Services PIS
Meter Reading

Billing

More inclusive versions add some or all of the following:

Meters Operation Meters Maintenance

Meters Depreciation Meter related Income Taxes

Services Operation Services Maintenance

Services Depreciation Services related Income Taxes
47849.1 Appendix B, p. 9
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The Basgic Customer method includes the costs of return and
associated income taxes assoclated with meters, meter installa-
tions, house regulators and services plant in service on the rate
base gide of the revenue requirements. It also includes, on the
income statement side, the costs of meter reading and customer
records and collection. Since other costs within a cost alloca-
tion study are in turn a function of these costs, whether direct-
ly or indirectly, they are included in the Basic Customer Method.
Thus, this method seeks to include a greater array of costs, but
costs that are considered to be a function of having the customer
attached to the system.

In the determination of customer related costs, there may be
cages where the actual method used is less important than how
costs are classified and allocated. For example, it may be most
appropriate to allocate a particular cost on the basis of number
of customers, yet classify the cost to the commodity portion of
the rate. This can be particularly true for some of the indirect
costs that can get classified as customer related simply because
they "tag along" with other costs in the cost allocation study.
One of our concerns with many cost allocation studies is that
vast groups of individual cost items are often collectively
classified. This can create an aggregation problem in that once
the costs have been aggregated it is simply impossible to ascer-
tain what is or is not truly customer related.

The reader should not be mislead by the above discussion.
In our cost allocation studies, we determine Customer related
costs on both the simple customer basis and the basic customer
method. The Simple customer approach that we calculate is
comprehensive and is above what would likely be a lower limit for
establishing monthly customer service charges while the Basic
Customer Cost identifies a ceiling. For example, a COSS might
show $20.71 per month on the Bagic Customer method and $10.07 per
month on the Simple Customer method for a Residential class. At
what level should the customer service charge be set? If revenue
requirements are set exactly equal to allocated costs, interclass
considerations are generally not an issue. This is so because
any customer related costs that are not recovered in the monthly
Customer Service charge will be recovered in a rate class’
Commodity charge. However, there may be intraclass consider-
ations. If the Customer related costs are not recovered in the
service charge, they must go into the commodity charge. The
result is that larger customers would subsidize smaller customers
within a rate. If revenue requirements are not set at equalized
rates of return, there may be inter and intraclass consider-

47849.1 " Appendix B, p. 10
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ations. Obviously there are many rate design goals and objec-
tives, but costs are a paramount consideration.

47849.1 Appendix B, p. 11



File: Determinants.xls
Date: Apr. 6, 2001
Source: MGE WP

Prep: CDL
Line 12 Mos Sept '97 Residential
Ann Mcf 42 427,737
1
2 Customers 413,073
3
4  Peak Mo 9,161,011
3
6 Ave Ann Use 102.7
7
8  Avg Pk Mo Use per Cus 222
9
10
11 12 Mos Dec '00
12 Ann Mcf 40,836,455
13
14  Customers 431,374
15
16  Peak Mo 8,231,268
17
18 Avg Ann Use 94,7
19
20 Avg Pk Mo Use per Cus 19.1
21
22
23 Change
24 Ann Cef (1,591,282)
25
26 Customers 18,301
27
28 Peak Mo (929,743)
29
30  Avg Ann Use (8.0
31
32 Avg Pk Mo Use per Cus 3.1
33
34
35 % Change
36 Ann Cef 38
37
38 Customers 4.4
3%
40 Peak Mo (10.1)
41
42 Avg Ann Use (7.8)
43
44  Avg Pk Mo Use per Cus (14.0)

Conipaﬁson of Calendar 2000 Data versus 12 Months end

SGS
16,681,053
36,523
3,485,095
295.1

61.7

15,694,675
59,903
3,040,642
2620

50.8

(986,378)
| 3,380
(444,453)

(33.1)

©(10.9)

(5.9
6.0

(12.8)

(11.2)

(17.7)

Missouri Gas Energy
2000 Cost of Service Study

September 1997
LGS LVS
3,164,177 30,069,049
465 430
543241 3313434
6,804.7 69,928.0
1,168.3 7,705.7
2,733,677 28,503,033
472 441
530,580 3,001.113
3,794.9 64.583.9
11247 6,8000.1
{430,500} (1,366,014)
7 11
(12,661)  (312,321)
(1,009.7 (3.344.1)
{43.5) (905.6)
{131.6) (582)
1.4 2.6
2.3) (9.4}
(14.8) (7.6)
3.7 (11.8)

Total
92,342,016
470,491
16,502,781
196.3

351

87,767,841
492,190
14,803,603
i78.3

30.1

(4,574,175)
21,699
(1,699,178)

(17.9)

(5.0)
46
(10.3)

(9.1)

(14.3)

Schedule CDL-1




File: MiscCale.xls
Date: Apr. 12, 2001
Source: MGE WP

Prep: CDL

Line

Item
(@)

Customers
Annual Mcf

376  Mains

380  Services

381  Meters

382  Meter Install

383 House Reg

3971 AMR

Mains per Customer
Services per Customer
Meter Install per Customer

Missouri Gas Energy
2000 Cost of Service Study

Schedule CDI.-2

Comparison of Calendar 2000 Data versus 12 Months end

Change in Mains per Change in Customers
Change in Meter Install per Change in Customers

Mains per Mcf
Services per Mcf

Change in Mains per Change in Mcf

Mains Depreciation Expense

Mains Depr Exp per Customer

September 1997

12 Mos End
Sept '97 2000
(b) (c)
470,491 492,190
92,342.016 87.767 841
229,881,005 278,969,931
212,781,120  248.048.065
26,333,410 28.150,505
38,911,272 49,974,693
9,251,688 9,540,154
77 32,969,219
488 6 566.8
4523 504.0
82.7 101.5
2.5 32
23 28
4,321,763 5,858,369
9.19 11.90
Return & FIT factor
Mains Incr Returmn & FIT
Ret, FIT & Depr

Change
(d

21,699
(4,574.175)

49,088,926
35,266,945
1,817.095
11,063,421
288.466

782
51.7
18.8

2,202
5310

(10.7)

1,536,606

2.7

0.14759458
7,245,260

8,781,866

%

Change
(e)

4.6
(5.0)

214
16.6
6.9
284
3.1

16.0
11.4
228

217
226

356

29.6




Schedule CDL-3

File: MiscCalc.xls Missouri Gas Energy
Date: Apr. 12, 2001 - 2000 Cost of Service Study
Source: MGE WP Residential Rate Class AMR related &
Prep: CDL Meter Reading Costs
12 Mos End
Line Sept '97 2000 (2) Change

1 Total Meter Reading 2,312,724 617,852 (1,694,872)

2 Residential Meter Reading (1) 1,750,065 480,589 (1,269,476)

3

4

5 Total AMR PIS A/C 397.1 7? 32,969,219

6

7 Residential AMR PIS 28,921,422

8 Residential AMR Intangible PIS 364,255

9 29.285.677

10

11 Less: Accum Depr 4,010,926

12 '

13 Net PIS 25274751

14

15 .

16 Return & FIT @ 0.14759458 3,730,416

17

18  Residential AMR Depr Exp 1,446,071

19

20  Res Return, FIT & Depr Exp - AMR 5,176,487

21

22

23

24 (1) Allocation factor from Schedule FJC-1 in Case GR-98-140 DR 51

25 Residential= 0.75671169

26 (2) Values from my COSS




File: CO$8Comp.xls Missouri Gas Energy
Date: Apr. 10, 2001 Cuse No. GR-2001-292
Source: Various Comparison of Cost Allocation Results - Case Nos.
Prep: CDL GR-98-140 vs GR-96-285
Line Party Case Residential 8GS LGS LvS Total Test. Witness Schedule
(a) (&) (c) (d) (¢} H (8 ) () )]
1 MGE GR-98-140 106,669,184 31,567,089 2,341,719 6,671,400 147,250,082 Direct Cummings FJC-1
2 MGE-2 GR-98-140 105,835,515 3122998 2,360,568 6804003 144,123,174 (13 Cummings FIC-1
3 MGE GR-96-285 103,946,446 30,636,9t6 2,581,683 7,363,007 144,528,722 Direct  Gitllmore DSG 1B
4
5 Fractions GR-93-140 0.7244 02144 0.0159 0.0453 1.0000
6 Fractions GR-98-140-2 0.7243 0.2130 0.0162 00466 1.0000 4)]
7 Fractions GR-96285 = 0.7192 0.2120 0.0179 - 0.0509 1.0000
8
9
10 MPSC Staff  GR-98-140 93,717,770 24,182,917 2,072,548 10,546,286 130,520,213 Direct  Beck 1-1
11 MPSC Stafl GR-96-285 86,847,577 21,286,562 1,631,788 10115085 119,885,467 Direct  Ross 1
12
13 Fractions  GR-98-140 0.7180 0.1853 0.0159 0.0808 1.0000
4 Fractions = GR-96-285 0.7244 0.1776 0.0136 0.0844 1.0000
15
16
17 OPC GR-98-140 84,908,805 24,804,818 2,490,398 16,402,838 128,607,300 Direct Kind 1
18 OPC GR-96-285 77,447,835 19,084,865 1,218,442 13,555,376 111,309,059 Direct  Kind 1
19
20 Fractions  GR-98-140 0.6602 0.1929 0.0194 0.1275 1.0000
21 Fractions GR-96-285 0.6958 0.1715 0.0109 01218 1.0000
22
23
24 MGUA GR-98-140 110,274,253 29,001,477 2,044,507 5.929.191 147,250,082
25 Fractions GR-98-140 0.7489 0.1970 0.0139 0.0403 1.06000
26
27 MGUA Ad) GR-98-140(2) 108,601,418 28,357,047 1,944,391 8,346,127 147,250,082
28 Fractions GR-98-140(2) 0.7375 0.1926 0.0132 0.0567 1.0000 @
29 g
30 (1) Based on 12 Months End Sept 1997 E’T
31 {2) Adjusted to reflect full peak month vse Tor VS cluss - no 50% reduction ~
2
=Y




File: Spread MGE Case GR-2001-292
Date: 4/6/01 Spread of Revue Deficiency in this Case Assuming
Prep: CDL Cost Relationships from Casec GR-98-240
Using MGE COSS
Line Total Residential Small GS Lg GS LVS Unmetered
| MGE Allocated costs - GR-98-140 146,123,260 105,835,515 31,122,998 2,360,568 6,804,093 86
2
3 Fractions by class 1.000000000  0.724289309 0.212991402 0.016154635 0.046564065 0.000000589
4
5 Rev Req GR-2001-292 spread 171,767,305 124,409,223 36,584,959 2,774,838 7,998,184 101
-6 . . . .
7 Current Adj Rev 131,885,300 91,844,916 26,298,088 2,923,751 10,815,512 3,033
8
9 Rev Incr (Decr) - COSS based 39,882,005 32,564,307 10,286,871 (148,913)  (2,817,328) (2,932)
10
11 Rev Incr - MGE Proposal 39.882.006 27.773.827 7.952.520 884.140 3,270,602 917
12
13 Diff - Mge proposal less COSS based I {4.790.480) (2,334, 351) 1,033,053 0,087,930 3.849

7Jo128eg
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File: Spread MGE Case GR-2001-292

Date: 4/6/01 Spread of Revue Deficiency in this Case Assuming

Prep: CDL Cost Relationships from Case GR-98-240

Using Noack COSS Adj for Demand Allocator (1)
Line Total Residential  Small GS Lg GS LVS Unmetered
(a) (b) () (d) (e) ®

1 Adj. Noack Allocated costs - GR-98-140 147,250,082 108,601,418 28,357,047 1,944 891 8,346,127 599
2
3 Fractions by class 1.600000000 0.737530444 0.192577461 0.013208080 0.056679950 0.000004065
4
5  RevReq GR-2001-292 spread 171,767,305 126,683,617 33,078,512 2,268,716 9,735,762 698
6
7 Current Adj Rev 131,885,300 91844916 26,298,088 2,923,751 10,815,512 3,033
8
9 Rev Incr (Decr) - COSS based 39,882,005  34.838.701 6,780,424 (655,035)  (1,079,750) (2,335)
10
11 Rev Incr - MGE Proposal 39,882,006 27,773,827 7.952.520 884,140 3,270,602 917
12
13 Diff - Mge proposal less COSS based | (7.064,874) 1,172,096 1,539,175 4,350,352 3,252
14
15 (1) Reflects full peak month use - no 50% reduction

730 7 38eq
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FILE: MGE_Co0S§ Missouri Gas Energy Laderoute, Ltd.
DATE: 24-Apr-01 Gas Cost of Service Allocation Study COSt Analyst I v. 6 (tm) SCHED. # SCH1A
NAME: SUMPAGE! Test Year: 12 Months Ended December 31, 2000 {c) 1986-2001 PAGE # 1
NR: SCHlA Normalized - Peak Month
TITLE: SUMMARY - PAGE 1 - REALIZED or TOP DOWN
SYSTEM Resideniial Small Large Large
LINE AICH ITEM ALLOCATION BASIS CR TOTAL Service Gen Service  Gen Service Vol Service
1
2 480489  Sales of Gas & Transport Revenue Sehedule 2 131.882.267 91,844 916 26,298,088 2.923.751 10,815,512
3
4  488-495 Tot Other Operating Revenue Schedule 2 4,858,301 3.259.231 730,025 77,988 791,057
5
6 Total Gas Operating Revenue Excl GCR Schedule 2 136,740,568 95,104,147 27,028,113 3,001,739 11,606,569
7
8 Expenses
9 Gas O&M Exp Excl Gas Costs : Schedule 14 ) - 62,907,928 46,248.665- 11,393,178 1,034,156 4,231,929
10 Depr & Amort Expense Schedule 15 26,966,363 20,859,379 4,188,741 344,762 1,573,481
11 Interest on Customer Deposity Schedule 16 791,258 449265 224 634 24,974 92,384
12 Taxes Other than Inc Taxes Schedule 16 9,063,142 6,428,627 1,630,529 158,538 845,448
13 S
14 Tolal Op Exp Before Ine Taxes Sum (L.9-13) 99,728,691 73,985 936 17,437,082 1,562,431 6,743,242
15
16 Net Income Before Inc Taxes 1.6-1..14 37,011,877 21,118,211 9,591,031 1,439,308 4,863,327
17
18 Total Income Taxcs Schedule 17-13 6,502,977 5,581,032 748,223 48.353 125,368
19 R
20 Total Op Expenscs Plus Inc Taxes Excl Gas Lo14+L.17+L 18 106,231,668  79,566.969 18,185,305 1,610,784 6,868,610
21
22 Net Utility Operating Income L.6-L.20 30,508,900 15,537,179 8,842 808 1,390,955 4,737,959
23
24 Ratc Base Schedule 8 518,824,134 371,772,438 98,519,129 10,233,055 38,299,512
25
26 Ratc of Retum Before Income Taxcs .. 16/1..24 7.13% 5.68% 9,74% 14.07% 12.70%
27 Index of Return Betore Income Taxes 100 8O 136 197 178
28
29 Rate of Return - Realized 1. 22/, 24 5.88% 4.18% 8.98% 13.59% 12.37%
30 Index of Return - Realized 100 71 153 231 210
7
23
a
= E
e &
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FILE: MGE COQs Missouri Gas Encrgy

DATE: 24-A|;r-01 Gas Cost of Service Allocation Study SCHED. # SCHIB-A
NAME: SUMPAGE2-A Test Year: 12 Months Ended December 31, 2000 Revenuc Neutral PAGE # 1 1
NR: SCHIB-A Normalized - Peak Month
TITLE: SUMMARY - PAGE 2-A - REQUIRED or BOTTOM UP
SYSTEM Residential Small Large Large
LINE ACH ITEM ALLOCATION BASIS CR TOTAL Service Gen Service  Gen Service Vol Service
1 Ratc Base Schedule 8 518,824,134 371,772,438 98,519,129 10,233,055 38,299,512
2 Rate of Return - Ideal Target Actual ROR % 5.880 5.880% 5.880% 5.880% 5.880% 5.880%
3 Index of Retum - Ideal Target Request ROR %1 10.562 100 100 100 100 100
4
5 Return Required at Target ROR L.1*L.2 30,508,900 21,861,682 5,793,312 601,744 2,252,162
6 Realized Net Utility Op Income Schedule 17 30,508,900 15,537,179 8,842 808 1,390,955 4,737,959
7 Change in Net Income Required L5-L6 0 6,324,503 (3,049,495) (789,211) (2,485,797
8
9 Realized Tot Inc Taxes Schedule 17 6,502,977 5,581,032 748,223 48353 125,368
10 Changein FIT@ 0628855  *L.7T 0 3977196 (1,917,690) (496,299  (1,563,206)
11 Required Total FIT 1.9+1. 10 6,502,977 9,558,228  (1,169,467) (447.946)  (1,437,838)
12
13 Change in Net Income L.7 0 6,324,503 (3,049,495) (789,211)  (2,485,797)
14 Change in FIT L. 10 0 3,977,196 (1.917,690) (496,299)  (1,563,206)
-
16 Total Revenue Change Sum (L. 13-15) 0 10,301,699 (4,967,186) (1,285,510) (4,049,003)
17
18 Revenue Change Grossed up for Uncollectibles Factor  L.OT1030600 0 10,407 868 (5,018,378) (1,298,759  (4,090,732)
19 Revenue Change Grossed down for Late Pay Fee Factor 0997761 0 10,384,565 (5,007,141)  (1,295,851)  (4,081,573)
20
21 Gas Operating Revenue Excl PGA Schedule 2 136,740,568 95,104,147 27,028,113 3.001,739 11,606,569
22 Required Gas Operating Rev Excl PGA Lo19 -+, 21 136,740,568 105,488,712 22,020,971 1,705,888 7,524,996
23 Increased Operating Revenue - % L. 19/L. 21 0.00% 10.92% -18.53% -43.17% -35.17%
24
25 Sales of Gas Rev & Trans Excl PGA Schedule 2 131,882,267 91,844,916 26,298,088 2,923,751 10,815,512
26 Percent of Total Current Revenue 100.00 69.64 19.94 2.22 8.20
27 [Req Sales of Gas Rev & Trans Ex PGA 1. T 11,25 Excludes Cras Taghts TIT882.067  102.220,48] 21,290,947 1,627 900 6,/33.939 1
28 Percent of Total Cost of Service 100.00 77.52 16.14 1.23 EN T
29 Increased Revenue - %4 l.. 19/1.. 25 0.00% 11.31%0 -19.04% -44.32%, -37.74%%
30
31 Ave Monthty Customers Schedule [8-A 492,190 431,374 59903 472 441
32 Realized Sales of Gas & Tran Rev Ex PGA 1. 25/1..31 per Cust per year 268 213 439 6,198 24,506
33 Required Sales of Gas & Trans Rev Ex PGA L. 27/L. 31 per Cust per year 268 237 355 3,451 15,258
34 Increased Sales of Gas & Tran Rev Ex PGA L.33-1.32 per Cust per year 0 24 (84) (2,747 (9.,248)
35 w
36 PGA Revenue Schedule 2 307,289,585 211,738,095 81,377,305 14,174,185 0 E,’-
37 Realized Sales of Gas & Tran Rev Incl PGA L.25+L.36 439,171,852 303,583,011 107,675,393 17,097,936 10815512 a
38 Required Sales of Gas & Trans Rev Incl PGA 1.27 +1. 36 430,171,852 113,967,576 102,668,252 15,802,085 6,733,939 & %
39 Percent Increase 0.00 3.42 (4.63) (7. JAHIT M~ '
40 Realized Sales of Gas & Tran Rev Incl PGA 1..3741.. 31 per Cust per year 802 704 1,708 35,245 24,506 : E :
41 Required Sales of Gas & Trans Rev Incl PGA I.. 38/L. 31 per Cust per year 802 728 [,714 33,498 15,258 :3 &




FILE: MGE COS Missouri Gas Energy

DATE: 24-A[;r-01 Gas Cost of Service Allocation Study SCHED. # SCHIB-A
NAME: SUMPAGE2-A Test Year: 12 Months Ended December 31, 2000 Includes Requestied ROR PAGE # 1
NR: SCHIB-A Normalized - Peak Month
TITLE: SUMMARY - PAGE 2-A - REQUIRED or BOTTOM UP
SYSTEM Residential Smali Large Large
LINE  A/CH ITEM ALLOCATION BASIS CR TOTAL Service Gen Scrvice  Gen Service Vol Service
1 Rate Base Schedule 8 518,824,134 371,772,438 98,519,129 10,233,055 38,299,512
2 Rate of Return - Ideal Target Aclual ROR %  5.880 10.562% 10.562% 10.562% 10.562% 10.562%
3 Index of Return - Ideal Target Request ROR % 10.562 100 100 100 100 100
4
5 Retum Required at Target ROR L.1*1.2 54,798,205 39,266,605 10,405,590 1,080,815 4,045,194
6 Realized Net Utility Op Income Schedule 17 30,508,900 15,537,179 8,342,808 1,390,955 4,737,959
7 Change in Net Income Required L.3-L.6 24,289 305 23,729,426 1,562,783 (310,140) (692,765)
8
9 Realized Tot Inc Taxes Schedule 17 6,502,977 5,581,032 748,223 48,353 125,368
10 Change in FIT @ 0.628855 *1.7 15,274,451 14,922,368 982,764 (195,033) (435,649)
i1 Required Total FIT L.9+L. 10 21,777,428 20,503,401 1,730,987 (146,679) (310,281)
12
13 Change in Net Income .7 24,289 305 23,729,426 1,562,783 (310,140) (692,765)
14 Change in FIT .10 15,274,451 14,922 368 982,764 (195,033) (435,649)
15 —— ——
16 Total Revenue Change Sum (I..13-15) 39,503,756 38,651,795 2,545,546 (505,172) (1,128,413)
17
18 RRevenue Change Grossed up lor Uncollectibles Factor  1.01030600 39.971,500 39,050,140 2,571,781 (510,379y (1,140,043
19 Revenue Change Grossed down for Late Pay Fee Factor 0.997761 39,882,003 38,962,707 2,566,023 (509,236)  (1,137,4%0)
20
21 Gas Operating Revenue Excl PGA - Schedule 2 136,740,568 95,104,147 27,028,113 3,001,739 11,606,569
22 Required Gas Operating Rev Excl PGA L.19+L.21 176,622,571 134,066,854 29,594,136 2,492,503 10,469,079
23 Increased Operating Revenue - % L. 19/L. 2} 29.17% 40.97% 9.49% -16.96% -2.80%
24
25 Sales of Gas Rev & Trans Excl PGA Schedule 2 131,882,267 91,844,916 26,298,088 2,923,751 10,815,512
26 Percent of Total Current Revenue 100.00 69.64 19.94 222 8.20
27 1Heq Sales of Gas Rev & Trans Ex PGA L9V 25 Lixcludes Gas Lights 171,764.270 130,807,623 28,804,111 2414515 9,678,022 ]
28 Percent of Total Cost of Service 100,00 76.16 16.80 1.41 5.63
29 Increased Revenue - % L. 19/L.25 30.24% 42.42% 9.76% -17.42% -10.52%
30
31 Ave Monthly Customers Schedule 13-A 492,190 431,374 59,903 472 441
32 Realized Sales of Gas & Tran Rev Ex PGA L. 25/L. 31 per Cust per year 268 213 439 6,198 24,506
33 Required Sales of Gas & Trans Rev Ex PGA L.27/L. 31 per Cust per year 349 303 482 5,118 21,929
34 Increased Sales of Gas & Tran Rev Ex PGA L.33-1. 32 per Cust per year 81 90 43 (1,079) (2,577) @0
35 =
36 PGA Revenue Schedule 2 307,289,585 211,738,095 81,377,305 14,174,185 0 ‘é-
37 Realized Sales of Gas & Tran Rev Incl PGA .25 +1..36 439,171,852 303,583,011 107,675,393 17,097,936 10815512 & &
33 Required Sales of Gas & Trans Rev Incl PGA [.27 +1.. 36 479,053,855 342,545,718 110,241,416 16,588,700 9,678,022 & )
39 Percent Increase i 2.08 12.85 2. . 73] P E
40 Realized Sales of Gas & Tran Rev Incl PGA L.37/1L. 31 per Cust per vear 892 704 1,798 36,245 24306 v &
41 Required Sales of Gas & Trans Rev Inc! PGA L. 38/L. 31 per Cust per year 973 794 1,840 35,165 21,929




FILE: MGE_COS$
DATE: 24-Apr-01
NAME: SUMPAGE1

NR: SCH1A

LINE AlCH

480-489

488-495

MY OO W] Oh e B ) B

Missouri Gas Energy

Laderoute, Ltd.

Gas Cost of Service Allocation Study COSt Analyst T v. 6 (tm) SCHED. # SCHIA
Test Year: 12 Months Ended December 31, 2000 (c) 1986-2001 PAGE # 1
Normmalized - Peak Month
TITLE: SUMMARY - PAGE 1 - REALIZED or TOP DOWN
SYSTEM Residential Small Large Large
ITEM ALLOCATION BASIS CRr TOTAL Service Gen Service  Gen Service Vol Serviee
Sales of Gas & Transport Revenue Schedule 2 131,882,267 91,844,916 26,298,088 2,923,751 10,815,512
Tot Other Operating Revenue Schedule 2 4,858,301 3,259,231 730,025 77,088 791,057
Total Gas Operating Revenue Excl GCR Schedule 2 136,740,568 95,104,147 27,028,113 3,001,739 11,606,569
Expenses
Gas O&M Exp Excl Gas Costs Schedule 14 62,907,928 46,248,665 11,393,178 1,034,156 4231929
Depr & Amort Expense Schedule 15 26,966,363 20,859,379 4,188,741 344,762 1,573,481 .
Interest on Customer Deposits Schedule 16 791,258 449,265 224,634 24,974 92 384
Taxes Other than Inc Taxes Schedule 16 9,063,142 6,428,627 1,630,529 158,538 845,448
Total Op Exp Before Inc Taxes Sum (L.9-13) 99,728,691 73,985,936 17,437,082 1,562,431 6,743,242
Net Income Before Iné Taxes .6-1.14 37,011,877 21,118,211 9,591,031 1,439,308 4,863,327
Total Incame Taxes Schedule 17-R3 6502977 5.581.032 748223 48,353 125,368
Total Op Expenses Plus Inc Taxes Excl Gas L.14+L.17+1..18 106,231,668 79,566,969 18,185,305 1,610,784 6,868,610
Net Utility Operating Income L.6-L.20 30,508,900 15,537,179 8,842 808 1,390,955 4,737,959
Rate Base Schedule 8 518,824,134 371,772,438 98,519,129 10,233,055 38,299,512
Rate of Retum Before Income Taxes L. 16/L. 24 7.13% 5.68% 9.74% 14.07% 12.70%
Index of Return Before Income Taxes 100 80 136 197 178
Rate of Return - Realized 1..22/1.. 24 5.88% {.18% 8.98% 13.59% 12.37%
Index of Return - Realized 100 T 153 231 210
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FILE: MGE _COS Missouri Gas Energy

DATE: 24-Apr-01 Gas Cost of Service Allocation Study SCHED.#  SCHIB-A
NAME: SUMPAGE2-A Test Year: 12 Months Ended December 31, 2000 Includes Requested ROR PAGE # 1 ‘
NR: SCHIB-A Normalized - Peak Month 1
TITLE: SUMMARY - PAGE 2-A - REQUIRED or BOTTOM UP
SYSTEM Residential Smalt Large Large
LINE ACH ITEM ALLOCATION BASIS LR TOTAL Service Gen Service  Gen Service Vol Service
i Rate Buse Schedule 8 518,824,134 371,772,438 98,519,129 10,233,055 38,299,512
2 Rate of Retumn - Idea] Target Actual ROR % 5.880 10.562% 10.362% 10.562% 10.562% 10.562%
3 Index of Retumn - Ideal Target Request ROR % 10.562 100 100 100 100 100
4 .
5 ‘Return Required at Target ROR L.1*L.2 54,798,205 39,266,605 10,405,590 1,080,815 4,045,194
6 Realized Net Utility Op Income Schedule 17 30,508,900 15,537,179 8,342 808 1,390,955 4,737,959
7 Change in Net Income Required L.5-L.6 24,289,305 23,729,426 1,562,783 (310,140) (692,765)
8
9 Realized Tot Inc Taxes Schedule 17 6,502,977 5,581,032 748,223 48,353 125,368
10 Change in FIT @ 0.628855 .. *L.7 15,274,451 - 14,922,368 982,764 (195,033) (435,649)
11 Required Total FIT L.9+L.10 21,777,428 20,503,401 1,730,987 (146,679) (310,281}
12
13 Change in Net Income 1.7 24,289,305 23,729,426 1,562,783 (310,140) (692,765)
14 Change in FIT L. 10 15,274 451 14,922,368 982,764 (195,033) (435,649)
15 ——————— —————
16 Total Revenue Change Sum (L.13-15) 39,563,756 38,651,795 2,545,546 (505,172)  (1,128413)
i7
18 Revenue Change Grossed up tor Uncollectibles Factor  1.01030600 39,971,500 39,050,140 2,571,781 (510,379 (1,140,043)
19 Revenue Change Grossed down for Late Pay Fee Factor 0.997761 39,882,003 38,962,707 2,566,023 (509,236)  (1,137,490)
20 -
21 Gas Operating Revenue Excl PGA Schedule 2 136,740,568 95,104,147 27,028,113 3,001,739 11,606,569
22 Required Gas Operating Rev Excl PGA L.19+L. 21 176,622,571 134,066,854 29,594,136 2,492,503 10,469,079
23 Increased Operating Revenue - % L.19/L. 2! 29.17% 40.97% 9.49% -16.96% -9.80%
24
25 Sales of Gas Rev & Trans Excl PGA Schedule 2 131,882,267 91,844,916 26,298,088 2,923.751 10,815,512
26 Percent of Total Current Revenue 100.00 69.64 19.94 2.22 8.20
27 e Sules of Gas Rev & Trans Ex PGA LI 125 Tixeludes Gas Lights 7764270 130,807,023 28,804,111 2414 515 9,673,022 ]
28 *ercent of Total Cost of Service 100.00 76.16 16.80 1.41 5.63 ”
29 Increased Revenue - % L. 19/L. 25 30.24% 42.42% $.76% -17.42% -10.52% e
30 o
=9
31 Ave Monthly Customers Schedule 18-A 492,190 431,374 59,903 472 441 =
32 Realized Sales of Gas & Tran Rev Ex PGA . 2501 34 per Cust por year 208 213 439 6,198 24,500 ((3)
33 Required Sales of Gas & Trans Rev Ex PGA L.27/1.. 31 per Cust per year 349 303 482 5118 21,929 v
34 Increased Sales of Gas & Tran Rev Ex PGA L.33-L.32 per Cust per vear 81 90 43 (1,079) (2,577) ¢
35 =
36 PGA Revenue Schedule 2 307,289,585 211,738,095 81,377,305 14,174,185 0 &;:
37 Realized Sales of Gas & Tran Rev Incl PGA L.25+L. 36 439,171,852 303,583,011 107,675,393 17,097,936 10,815,512 o
38 Required Sales of Gas & Trans Rev Incl PGA 1.27+1.. 36 479,053,855 342,545,718 110,241,416 16,588,700 9,678,022 ;’
39 Percent Increase 5.08 12.33 1.38 (2.98)  (1033)] -
40 Realized Sales of Gas & Tran Rev Incl PGA I.. 37/L. 31 per Cust per year 892 704 1,798 36,245 24,306 Lh
41 Required Sales of Gas & Trans Rev Incl PGA I..38/L.31 per Cust per year 973 794 1,840 35,165 21,929




FILE: MGE_COS§ Missouri Gas Energy
DATE: 24-Apr-01 Gas Cost of Service Allocation Study SCHED. # SCHIC
NAME: SUMPAGE3 Test Year: 12 Months Ended December 31, 2000 PAGE # 1
NR: SCHIC Normalized - Peak Month
TITLE: SUMMARY - PAGE 3: COST COMPONENTS BY COST CLASS
SYSTEM Residential Small Large Large
LINE ARCH _ITEM ALLOCATION BASIS CR TOTAL Service Gen Service  Gen Service Vol Service
1 Demand Related Rate Base Schedule 8 Totals 154,743,028 75,091,184 44,656,606 6,561,552 28,433,686
2 Commodity Related Rate Base e 10,664,499 7,499,221 2,515,558 385,951 263,769
3 Customer Related Rate Base Schedule 8 353,416,607 289,182,033 51,346,965 3,285,552 9,602,057
4 518,824,134
5 Demand Related Retum @ 10.562% 16,343,959 7,931,131 4,716,631 693,031 3,003,166
6 Commodity Related Retumn @ 10.562% 1,126,384 792,068 265,693 40,764 27,859
7 Customer Related Retum @ 10.562% 37,327,862 30,543,406 5,423,266 347,020 1,014,169
8 54,798,205
9 Demand Rel Tot Adj O&M Schedule 14 10,691,462 6,310,038 2,307,035 284,432 1,789,958
10 . Commod Rel Tot Adj Forma O&M "o - 31,385,431 22,756,649 5,948,534 607,544 - 2,072,305
11 Customer Rel Tot Adj Forma O&M Schedule 14 20,831,035 17,181,978 3,137,610 141,780 369,666
12 62,907,928
13 Demand Related Depr & Amort Schedule 15 7,566,774 4,611,451 1,615,732 191,519 1,148,073
14 Commedity Related Depr & Amort e 0 o 0 0 0
15 Customer Related Depr & Amort Schedute 15 19,399 589 16,247,928 2,573,009 153,243 425,409
16 26,966,363
17 Dem Rel Other Taxes & Int on Cust Deposits Schedule 16 4,327,449 2,597,144 985,090 114,948 630,268 :
18 Comm Rel Other Taxes & Int on Cust Deposits "o [,311,211 840,617 243976 30,390 196,229
19 Cust Rel Other Taxes & Int on Cusl Deposits Schedule 10 4,215,740 3,440,131 626,097 38,176 111,336
20 9,854,400
21 Demand Related FIT Schedule 1-B 4,601,522 4,141,309 784,619 (94,053) (230,354}
22 Commodity Related FIT "o 450,115 413,585 44,199 (5,532) (2,137
23 Customer Related FIT Schedule 1-B 16,725,791 15,948,507 902,169 (47,095 (77,790)
24 21,777,428
25 Subtotal Demand Related Cost Includes Other Op Rev 43,531,167 25,591,073 10,409,106 1,189,877 6,341,111
26 Subtetal Commodity Related Cost " oo 34,273,141 24802918 6,502,402 673,565 2,294,256
27 Subtotal Customer Related Cost Includes Other Op Rev 98.500,016 83,361,950 12,662,152 633,124 1,842,789
28 176,304 324
29 Total Demand Related Cost Excludes Other Op Rev 43,531,167 25,591,073 10,409,106 1,189,877 6,341,111 %
30 Total Commaodity Related Cost Incl Gross Up & Dowr " v 29,733,088 21.854,599 5,792,853 591,514 1,494,122 g
31 Total Customer Related Cost Excludes Other Op Rev 98,500,016 83,361,950 12,662,152 633,124 1,842,789 E‘
32 mmemnean oy
33 Total Required Sales of Gas & Trans Rev Ex PGA 171,764,270 130,807,623 28,864,111 2414515 9,678,022 8
34 =
35 Total Mef Schedule 18-A 87,767,841 40,836,455 15,694,675 2,733,677 28,503,035 -
36 Y
37 Demand Related Cost per Mcf 1..29/.. 35 0.4960 0.6267 0.6632 0.4353 0.2225 U§
38 Commaodity Related Cost per Mcfl L. 30/1.. 35 0.3388 0.5352 0.3691 0.2164 0.0524 w
39 Customer Related Cost per Mcf L. 311,35 1.1223 20414 0.8068 0.2316 0.0647 =8
40 e 5.

41 Total 1.9370 32032 1.8391 (.8832 0.3395




FILE: MGE_COs Missouri Gas Energy
DATE: 24-Apr-01 Gas Cost of Service Allocation Study SCHED. # SCHID
NAME: SUMPAGE4 Test Year: 12 Months Ended December 31, 2000 PAGE # 1
NR: SCHID Normalized - Peak Month
TITLE: SUMMARY - PAGE 4: UNIT COST COMPONENT SUMMARY BY CLASS
SYSTEM Residential Small Large Large
LINE ACH ITEM ALLOCATION BASIS CR TOTAL Service Gen Service  Gen Service Vol Service
1 Total Demand Related Cost Schedule 1-C 43,531,167 25,591,073 10,409,106 1,189,877 6,341,111
2 Total Commodity Related Cost . 29,733,088 21,854,599 5,792,853 591,514 1,494,122
3 Total Customer Related Cost Schedule 1-C 98,500,016 83,361,950 12,662,152 633,124 1,842,789
4 ————
5 Req Sales of Gas Rev & Trans Ex PGA 171,764,270 130,807,623 28,864,111 2,414,515 9,678,022
6
7 Sales of Gas Rev & Trans Excl PGA 131,882 267 91,844,916 26,298 088 2,923,751 10,815,512
3
9 Adjusted Gas O&M Exp Exc! Gas Costs 62,907,928 46,248,665 11,393,178 1,034,156 4,231,929
11 Total Mcf Schedule 18-A 87,767,841 40,836,455 15,694,675 2,733,677 28,503,035
12 Ave Monthly Customers Schedule 18-A 492,190 431,374 59,903 472 441
13 Mcf per Customer per Month L. LI/, 12/12 14.9 16 218 4829 5,382.0
14
15 Per Mcf Sales of Gas Rev & Trans Ex PGA 1.5026 2.2491 1.6756 - 1.0695 0.3795
16 Per Mcf Req Sales of Gas Rev & Trans Ex PGA 1.9570 3.2032 1.8391 0.8832 0.3395
17 Per Mcf Inc Sales of Gas Rev & Trans Fx PGA 0.4544 0.9541 0.1635 -).1863 -0.0399
18
19 Per Mef Adjusted Gas O&M Exp Excl Gas Costs - 0.7168 1.1325 0.7259 0.3783 0.1485
20
21 Required Sales of Gas Rev & Trans Ex PGA
22
23 Unit Demand Related Cost - $/Mcf .. 1/L. 11 0.4960 0.6267 0.6632 0.4353 0.2225
24 Unit Commedity Related Cost - $/Mcf L 2/ L} 0.3388 0.5352 0.3691 02164 0.0524 :
25 ———
26 Tot Dem & Comm Rel Unit Costs - $/Mcfl’ (.8348 1.1618 1.0323 0.6516 0.2749
27
28 Unit Cust Related Cost - $/Cust/Mo [.. 3/L. 12/12 16.68 16.10 17.61 111.84 34796
29 Unit Customer Related Cost - $/Mcl L. 3L 11 1.1223 20414 0.8068 0.2316 0.0647
30
31 TOTAL COST PER MCF - $/MCF 1.26+41,.29 1.9570 3.2032 1.8391 0.8832 0.3395
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FILE: MGE_COS Missourt Gas Energy
DATE: 24-Apr-01 Gas Cost of Service Allocation Study SCHED. # SCHIF
NAME: SUMPAGEs Test Year: 12 Months Ended December 31, 2000 PAGE # 1
NR: SCHIF Normalized - Peak Month
TITLE: Summary - Page 6: Unit Cost - Simple Customer Method
SYSTEM Residential Small Large Large
LINE  ACH ITEM ALLOCATION BASIS CR TOTAL Service Gen Service  Gen Service Vol Service
1 Rate Bage:
2 380 Services Schedule 4 248,048,065 211,350,050 29,349,101 1,977,234 5,371,680
3 381 Meters "o 28,150,505 15,901,035 9,755,768 719,264 1,774,438
4 382 Meter Installations "o 49,974,693 41,769,942 5,800,378 590,441 1,813,932
5 3834  Housc Regulators & Install "o 9,540,154 3,343,895 5,754,761 127,732 313,766
6 385 Electronic Gas Measurement Schedule 4 320,088 0 0 0 320,088
7 3971 Comm Equip - AMR Schedule 5 32,969,219 28,921,422 4,016,170 31,627 0
8
9 Total PIS 369,002,724 301,280,344 54,676,178 3,446,297 9,593,904
10
11 Less: Accumulated Depreciation
12 A/C 380-384 Related - § Schedule 6 109,150,789 91,664,716 13,960,290 946,452 2,579,332
13 385  Electronic Gas Measurement ) Schedule 6 40,948 o0 0 0 40,548
14 971 Comm Eq - A/C 397.1 Related Schedile 6 4.572,289 4,010,926 556,977 4,386 0
15
16 Total Accumutated Depreciation 113,764,026 95,675,642 14,517,266 950,838 2,620,280
17
18
19 Net Rate Base Surn(L..2-4)-L.. 12 255,238,698 205,610,702 40,158,912  2,495459 6,973,624
20 Retumn & FIT @ 0.147594585 *1.. 19 37.671,850 30,347,026 5,927,238 368,316 1,029,269
21 Expenses:
22 874 Mains & Services Exp-Total Schedule 11-A 2.676.316 1,930,892 465,843 46,437 233,144
23
24 B74 Services Portion Serv ol Mains & Ser IS 1.25%.644 1.073.283 149,041 10,041 27,279
25 878 Meter & House Reg Exp Schedule 11-A 4,535,372 3,347,951 903,075 76,032 208,314
26 879 Cust Install Exp Schedule 11-A 2,515,229 2,204,443 306,120 2411 2,255
27 892 Main of Services Schedule 11-B 233,675 199,103 27,648 1,863 5,060
28 893 Main of Meters & House Reg Schedule 11-B 986,187 727,990 196,368 16,533 45297
29 902 Meter Reading Expenses Schedule 12 617,852 480,589 133,474 1,577 2,213
30 903 Custorner Records & Collection Schedule 12 8,197,435 7,184,547 997,681 7,857 7.350
31 Depr Exp A/C 380 - Services Schedule 15 F1.360,601 9,679,832 1,344,189 90,557 246,023
32 Depr Exp A/C 381 - Meters "o 692,502 391,165 239,992 17,694 43,651
33 Depr Exp A/C 382 - Muter Install o 1.234.375 10317118 143,269 14,584 44,804
34 Depr Exp A/C 383 - House Reg "o 216,561 75.906 130,633 2,900 7,122
35 Depr Exp A/C 385 - Elee Gay Meter "o 16,004 0 [ 0 16,004 "
36 Diepr Exp Gen Pt Comm Equip AMR Schedule 15 1.648.461 1,446,071 200,809 1,581 a f:_}
37 o
18 Total Expenses Sum{L.24-37) 33,513,898 27,842,599 4,772,299 243,628 655,373 g
39 )
40 Subtolal Costs .20+ L. 34§ 71.185.748 58,189,625 13,699,537 611,944 1,684,642 8
41
42 Ave Monthly Customers Schedule 18-A 492190 431,374 59.903 472 441 Z
43 Tot LVS M & S Cust 471 o
44 Ave Annual Cosl per Cust L. 40/L. 42 144.63 134.89 178.62 1,297.22 3,817.16 o
45 Tot LVSM & S Cust 3,574.21 B
46 Ave Monthly Cost per Cust I 44/12 12.05 11.24 14.88 108.10 318.10 L
47 Tot LVS M & 8 Cust 291.85 2
43 Allocation Factor M
49 1 Sys 69 Ret&FIT of Rate Base 0.147594585 w

50 2 Sys 21 Serv of Mains & Ser PIS 0.470663368 0.555848354 0319938833 0216226248 0.117003188




FILE: MGE_COS8 Missouri Gas Energy
DATE: 24-Apr-0) Gas Cost of Service Allocation Study SCHED. # SCH2
NAME: OFREV Test Year: 12 Months Ended December 31, 2000 PAGE # 1
NR: SCH2 Normalized - Peak Month
TITLE: GAS OPERATING REVENUES
SYSTEM Residential Small large Large
LINE AICH _ITEM ALLOCATION BASIS CR TOTAL Service Gen Service  Gen Service Vol Service
1 SALES OF GAS & TRANS REVENUE 132610133
2
3 480489  Base Rate Margin Revenue Specitically Assigned 131,882,267 91,844,916 26,298,088 2,923,751 10,815,512
4
5
6
7 ——————
g TOTAL SALES OF GAS & TRANS REVENUE C/iC 131,882,267 91,844 916 26,298,088 2,923,751 10,815,512
9
10 Est. PGA Rev incl GRT CcO 307,289,585 211,738,095 81,377,305 14,174,185 0.
11 .
12 TOTAL SALES OF GAS & TRANS REVENUE + PGA cic 439,171,852 303,583,011 107,675,393 17,097,936 10,815,512
13
14 OTHER OPER REVENUE 132610133
15
16 487 Late Payment Charges 50% Cust - 50% Mef' Cco 983,440 659,749 147,775 15,787 160,129
17 488 Misc Service Revenues 50% Cust - 50% Mcf CO 3.073,529 2,061,902 461,839 49,338 500,450
13 483 Sales for Resale 50% Cust - 50%6 Mt CcO 0 0 0 0
19 495 Other Gas Revenue 5005 Cust - 503 Mel’ CcO 68,552 45,989 10,301 1,100 11,162
20 Flex Rate Revenue 50% Cust - 50% Mcf 729,747 489,557 109,654 11,714 118,822
21 4952 Unmetered Gas Lights 50% Cust - 50%% Mcf coO 3,033 2,035 456 49 494
22 — ———
23 Totat Other Operating Revenuc CoO 4,858,301 3,259,231 730,025 77,988 791,057
24
25 Total Operating Rev Excl PGA 1..8+41..23 c/C 136.740,568 95,104,147 27,028,113 3,001,739 11,606,569
26
27 TOTAL OPERATING REV Inel PGA 1.12 11..25 c/C 444,030,153 306,842,242 108405418 17,175,924 11,606,569
23
29 Allocation Factor
30 I Sys?7 50% Cust - 30% Mecf CO 1.000000000 0.670858236 0.150263429 0.016052559 0.162825776
31 2 Sys6 Ccl-Sales Rates CO 1.000000000 0.689050672 0.264822855 0.046126473  0.000000000
32 3 8ys Peak Month D 1.000000000 0.556031376 0.205398762 0.035841295 0.202728567
33 4 OPREV4 CustChgRe! Sales& Tran Rev Cu §.000000000  1.000000000  1.000000000 1.060000000 [.000000000
34 5 OPREV-5 ComChgRel Sales&Tran Rev co 0.000000000 0000000000  (.00000G0000  0.000000000  0.000000000
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