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I. Introduction 1 

A. Witness Identification 2 

Q. Please state your name. 3 

A. Ronald J. Amen. 4 

Q. Are you the same Ronald J. Amen who submitted pre-filed Direct Testimony on behalf of 5 

The Peoples Gas Light and Coke Company (“Peoples Gas”) and North Shore Gas 6 

Company (“North Shore”) (together, “the Companies”) in this consolidated Docket? 7 

A. Yes. 8 

Q. Mr. Amen, has any of the employment information you provided in your Direct 9 

Testimony changed since it was filed? 10 

A. Yes.  On July 1, 2007, I joined Concentric Energy Advisors, Inc. (“CEA”), as a Vice 11 

President in the Regulatory and Litigation Support practice area of the firm.  CEA is a 12 

management consulting and financial advisory firm focused on the North American 13 

energy and water industries.  My new business address is 313 Boston Post Road West, 14 

Suite 210, Marlborough, MA 01752. 15 

B. Purposes of Testimony 16 

Q. What are the purposes of your Rebuttal Testimony in this proceeding? 17 

A. My Rebuttal Testimony responds to certain cost allocation issues that have been raised by 18 

various parties in these proceedings concerning the cost of service studies presented by 19 

the Companies.  Specifically, my testimony addresses the Direct Testimonies of Staff 20 

witness Mike Luth, The People of the State of Illinois/The City of Chicago/The Citizens 21 

Utility Board (“GCI”) witness William L. Glahn, and The Citizens Utility Board/City of 22 
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Chicago (“CUB/City”) witness Christopher C. Thomas regarding the Companies’ cost of 23 

service studies for the historic test year of 2006. 24 

C. Summary of Conclusions 25 

Q. Please summarize the conclusions of your Rebuttal Testimony. 26 

A. The Average and Peak (“A&P”) cost of service methodology supported by the Staff and 27 

CUB/City witnesses for the allocation of distribution system demand-related costs fails to 28 

adequately and reasonably capture the costs of serving the Companies’ various classes of 29 

service.   As I will demonstrate, this cost study methodology falls short from a conceptual 30 

perspective.   Hence, the Commission should not rely upon cost of service studies using 31 

the A&P methodology for purposes of establishing the Companies’ class revenue levels 32 

and unit rate levels.  Instead, the Commission should rely upon the Companies’ proffered 33 

cost of service studies which employ the Coincident Peak (“CP”) method, as adjusted for 34 

the account level allocation revisions I describe in this Rebuttal Testimony because they 35 

best reflect the costs incurred to serve the Companies’ customers.  Additionally, I have 36 

concluded that some modifications should be made to the Companies’ functionalization 37 

of Intangible Plant Account Nos. 303.1 and 303.2 and the classification of Distribution 38 

Plant Account No. 375.  I would make no changes to the Companies’ proposed 39 

classification of Account No. 904 (uncollectibles) expenses, the Companies’ allocation of 40 

Distribution Plant Account No. 385 or the proposal to bifurcate Service Classification 41 

No.1 and allocate costs to Service Classification No. 1 heating and Service Classification 42 

No. 1 non-heating (“S.C. No. 1H” and “S.C. No. 1N”).   43 

D. Itemized Attachments to Rebuttal Testimony 44 

Q. Are there any attachments to your Rebuttal Testimony? 45 
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A. Yes.  I am sponsoring, and have attached hereto, the following exhibits: 46 

• North Shore/Peoples Gas Ex. RJA – 2.1  Footage of Installed Mains v. Annual 47 
Throughput 48 

• North Shore/Peoples Gas Ex. RJA – 2.2  Peoples Gas Intangible Plant 49 
Allocation   50 

• North Shore/Peoples Gas Ex. RJA – 2.3 Peoples Gas Embedded Class Cost 51 
of Service Study Summary, Functionalized Rate Base, Revenue Requirement and 52 
Unit Costs  53 

• North Shore/Peoples Gas Ex. RJA – 2.4  North Shore Gas Embedded Class 54 
Cost of Service Study Summary, Functionalized Rate Base, Revenue Requirement 55 
and Unit Costs 56 

II. Use of Average and Peak Method - Response to Staff and CUB/City 57 

Q. Messrs. Luth and Thomas propose the use of the A&P method and the Companies have 58 

used the CP methodology for the assignment of cost responsibility for the Companies’ 59 

investment in distribution plant.  Please briefly describe the CP method.   60 

A. The concept of the CP allocation method is premised on the fact that the peak load(s) of 61 

the utility determines the investment in distribution system capacity.  Under this 62 

methodology, demand related costs are allocated to each customer class in proportion to 63 

the demand coincident with the system peak of that customer class. 64 

Q. Please state your understanding of the issues raised by Staff witness Luth and CUB/City 65 

witness Thomas with regard to the Companies’ proposed demand allocation 66 

methodology. 67 

A. Mr. Luth and Mr. Thomas both reject the Companies’ use of the CP allocation 68 

methodology for demand-related distribution system costs.  Mr. Luth states that the A&P 69 

method provides a more reasonable measure of costs of the natural gas distribution 70 
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system than does the CP method.  Mr. Thomas’ rejection of the Companies’ use of the 71 

CP demand allocation in favor of the A&P method is based on his belief that allocating 72 

demand costs based solely on the CP method causes the Companies to ignore the impact 73 

that average demand has on the system thereby resulting in fewer costs to large volume 74 

customers and more costs to residential heating customers.  75 

Q. Are the average daily demands of customers a design consideration for the Companies 76 

when constructing gas distribution mains? 77 

A. No. As discussed by the Companies’ witness Mr. Doerk, the distribution system would 78 

not be adequately sized to serve the natural gas requirements of customers under peak 79 

day conditions if much lower average day deliveries were used for design purposes.  80 

Q. What is the basis of witness Luth’s view that A&P is “more reasonable” than the 81 

Companies’ proposed CP methodology for allocating distribution system costs? 82 

A. Mr. Luth is a proponent of the A&P allocation method because it takes into account that: 83 

(1) The cost of the distribution system is only partially determined by the size of the 84 

mains to accommodate peak demand; (2) The distribution system is not only used on the 85 

coldest days of the year; and (3) Customers benefit from the use of the distribution 86 

system on lower-volume days. 87 

Q. Mr. Thomas states that the A&P methodology more appropriately than the CP method 88 

recognizes that although the system is sized primarily to meet peak demands, customers 89 

use the system throughout the entire year.  Therefore, “From a cost-causation perspective, 90 

it is appropriate to recognize that cost is driven by demand and that peak demand is very 91 

different from average demand.”  Do you agree with Mr. Thomas’ statement? 92 



 
 

Docket Nos. 07-0241 / 07-0242 (Cons.) Page 5 of 20 North Shore/Peoples Gas Ex. RJA-2.0 

A. No.  I do, however, agree with the fact that peak demand is very different from average 93 

demand.  It has been my experience that regulators may rely upon the A&P allocation 94 

method to moderate the cost levels by customer class to support the achievement of 95 

certain rate design objectives.  This is done by imposing non-cost considerations, such as 96 

fairness and equity, into the cost study to reflect perceived benefits derived by customers 97 

from their off-peak use of the system.  From a cost causation perspective, however, there 98 

is nothing fair or theoretically sound about allocating costs to customers who do not 99 

cause these costs to be incurred.  In this case, the effect of doing so is to transfer cost 100 

responsibility for the capacity-related investment in the distribution system infrastructure 101 

from the one group that caused a greater proportion of the costs to be incurred to a group 102 

that actually bears less cost responsibility.  The preferred approach is to identify the true 103 

cost of providing utility service to customers and allocating that cost appropriately and to 104 

use non-cost considerations, such as fairness and equity, in the rate design process.  I 105 

believe that it is more appropriate for the cost study itself to stand on its own objective 106 

merits. 107 

Q. Has the Commission previously relied upon the use of demand allocation methods for 108 

distribution plant other than the A&P method? 109 

A Yes.  This Commission adopted the CP allocation method in two prior dockets of Peoples 110 

Gas, Docket Nos. 90-0007 and 91-0586.  In Docket No. 91-0586, the Commission’s own 111 

staff testified in support of the CP method recognizing that peak demands are a 112 

determinant of distribution system costs.  The staff correctly observed that an increase in 113 

peak demands beyond system capacity levels would require additional distribution plant 114 

investments to insure that those demands are met.  The staff further stated that off-peak 115 
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demands are irrelevant for allocating demand-related costs because these demands do not 116 

directly impose capacity constraints on the distribution system.   117 

The Companies have since consistently relied upon the CP method for the 118 

allocation of demand-related distribution system costs.  I believe the reasoning and 119 

principles that led to the adoption of the CP method were theoretically sound and remain 120 

just as relevant today.  Simply put, the CP method is the most appropriate indicator of 121 

cost causation for the Companies on their gas distribution systems in preceding rate cases 122 

and it continues to be the soundest approach. 123 

Q. Mr. Luth argues that if a gas distribution system were built with the sole purpose of 124 

providing service on a peak demand day then the cost to customers for a single day of 125 

service would be so prohibitive that customers would have a strong incentive to consider 126 

whether or not to be part of the system.  He goes on to state that a customer “who did not 127 

have any gas delivered on a system peak day might not pay anything under a CP 128 

allocation for the use of the distribution system on 364 other days of the year…”  Do you 129 

agree with Mr. Luth’s perspective? 130 

A. No.  Mr. Luth is translating rate design considerations into a basis for allocating costs.  131 

Allocating capacity-related costs in a manner which reflects the underlying engineering 132 

and cost characteristics of the distribution system neither requires pricing structures for 133 

gas distribution services to mimic the basis for the allocation nor does the use of the CP 134 

allocation method compel off-peak service to be priced at zero.  A reasonable conclusion 135 

in this instance only requires that customers that benefit from their use of the system 136 

throughout the year should pay for it throughout the year.   137 
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Q. Mr. Thomas is critical of the CP method for over-allocating costs to S.C. No. 1H 138 

customers.  He states on page 73 of his Direct Testimony, that residential customers “use 139 

considerably more natural gas on peak days than on average days” and concludes that 140 

because of their use of the CP allocation method the Companies have attributed more 141 

costs to S.C. No. 1H “and fewer costs to large volume customers than those customers 142 

actually cause.”  Do you agree with Mr. Thomas’ criticism? 143 

A. No.  Mr. Thomas’ observation is entirely inapt because it suggests a relationship between 144 

usage on peak days and the relative size of the customer and there is no such relationship.  145 

It is noteworthy that Mr. Thomas does not attempt to identify the nature or amount of the 146 

costs that large volume customers cause with their off-peak use because such a 147 

calculation has no rational basis.  The Companies’ view that demand-related costs are 148 

incurred entirely to meet peak demands is a necessary assumption that is grounded in the 149 

underlying engineering and cost characteristics of the distribution system.  This is the 150 

only theoretically sound basis for establishing a relationship between usage and cost 151 

responsibility.  It is not surprising that Mr. Thomas has not identified the nature and 152 

extent of the so-called costs that large volume customers cause and neither have the 153 

Companies. The simple reason is there are no such costs.  The issue Mr. Thomas has 154 

raised in the context of cost causation is more germane to the subject of rate design.  155 

Clearly, one should not be obligated to charge zero for off-peak year-round use of the 156 

distribution system simply because there are no costs that are attendant to that off-peak 157 

use.  Similarly, it is entirely inappropriate to ascribe cost to that service in order to satisfy 158 

a rate design objective.  From a cost perspective, the fact that the system is utilized year-159 

round is irrelevant because the capacity cost of the system is a function of the system 160 
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peak day and not the variations of demand from various customer groups that occur 161 

throughout the year.  162 

Q. Mr. Thomas states that he does not dispute that there is a relationship between coincident 163 

peak demand on the system and the cost of the system but that “an equally important 164 

relationship exists between average demand and the cost of the system.”  Is there a causal 165 

relationship between the average demand (annual throughput) volumes experienced by 166 

the Companies and their level of investment in distribution mains? 167 

A. No, there is not.  This lack of correlation between the footage of mains installed by the 168 

Companies (representative of the corresponding investment) and its annual throughput 169 

volume is demonstrated in the graphic analysis presented on North Shore/Peoples Gas 170 

Exhibit RJA-2.1.  Based on this analysis, it is clear that gas throughput (representative of 171 

average demand) should not be considered in any way as an allocation basis for 172 

distribution mains investment. 173 

Q. Mr. Thomas provides an example on page 74 of his Direct Testimony that purportedly 174 

illustrates how the CP method over-allocates demand costs.  His example involves two 175 

customer classes with the same coincident peak demand but very different average 176 

demands.  Do you agree that his example supports his assertion? 177 

A. No.  In fact, I would use Mr. Thomas’ example to demonstrate that the A&P method 178 

penalizes those customer classes that use the system most efficiently, i.e., those 179 

customers whose peak use is low relative to their average use (high load factor 180 

customers).  Under the A&P method, the penalty stems from the allocation of a 181 

significant amount of system costs to these high load factor customers based on their 182 

average use.  By contrast, the CP method gives proper recognition to the reduced costs 183 
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that these high load factor customers impose on the system vis-à-vis customers with high 184 

peak use relative to average use (low load factor customers).  It is indisputable that 185 

customers who use the gas system during peak periods are more expensive to serve than off-186 

peak users.  It costs less to serve off-peak users, customers who use the system without 187 

adding demand requirements to the system peak, because the Companies do not have to 188 

build additional capacity into their gas distribution facilities to deliver the gas.  Thus, the 189 

existing system is more fully and efficiently utilized.  Therefore, a customer with a high load 190 

factor, i.e., the customer’s maximum daily demand is low relative to its average daily load, 191 

is more beneficial to the efficient utilization of the gas system than one whose load factor is 192 

low.  In summary, when a large portion of the gas utility’s capacity-related cost of its gas 193 

distribution system is allocated to the customer classes on the basis of average demands 194 

(throughput), the customer classes with the efficient usage characteristics (high load factor) 195 

are penalized because those customer classes will ultimately pay a relatively higher share of 196 

capacity-related costs than would a low load factor customer class, and conversely, the low 197 

load factor customers benefit from this subsidy. 198 

Q. Please respond to the statement on page 17, lines 322-324, of witness Luth’s Direct 199 

Testimony, that: “The Commission should reject the addition of a customer component to 200 

the allocation of common or joint use distribution system facilities”. 201 

A. To my knowledge, no party has advocated the addition of a customer component to the 202 

allocation of distribution system costs in this proceeding.  The Companies certainly have 203 

not done so.  As discussed in my Direct Testimony, while the Companies supported the 204 

CP demand allocation method, the cost of service studies were presented utilizing two of 205 

the most common alternative methodologies, i.e., (1) a CP method, with a portion of 206 
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distribution mains classified as customer related and (2) an A&P approach.  The 207 

Companies believe the Commission may find value in viewing a range of cost study 208 

results under the most commonly used approaches in the gas industry for utilities when 209 

considering the cost responsibility implications for its various customer classes.  I should 210 

re-emphasize, however, that this should not be taken to mean that the Companies are 211 

indifferent to which methodology should be used for the allocation of capacity-related 212 

costs on their distribution systems.  The Companies fully support the CP method.   213 

III. Response to Other Staff Cost Allocation Recommendations 214 

Q. Are there other differences between the Companies’ cost of service studies and Mr. 215 

Luth’s cost of service study? 216 

A. Yes.  Those specific account level cost allocation differences, discussed below, involve 217 

the following three cost areas: 1) Intangible plant accounts related to computer software, 218 

2) Distribution plant structure and improvements and 3) Uncollectible accounts expenses. 219 

A. Software Account Nos. 303.1 and 303.2 220 

Q. What is the position of Staff witness Luth with respect to the Intangible Plant costs 221 

recorded in Account Nos. 303.1, Software Licenses and 303.2, Software - Other? 222 

A. Mr. Luth recommends that some portion of costs in Account Nos. 303.1 and 303.2 should 223 

be assigned to Production, Storage, Transmission and Distribution functions according 224 

the relative weights of depreciable plant and not solely on the basis of Customer 225 

Accounts and Sales costs.  He also questions whether the Company has adequately 226 

described the Account Nos. 303.1 and 303.2 costs to support their appropriate 227 

functionalization. 228 
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Q. Do you agree with Staff witness Luth’s position with respect to Account Nos. 303.1 and 229 

303.2? 230 

A. I concur that the functionalization, classification and allocation of the amounts in 231 

Account Nos. 303.1 and 303.2 should not be based solely on customer accounts costs.  232 

Rather than functionalizing all of the costs in these accounts according to the relative 233 

weights of depreciable plant, however, I recommend functionalizing these intangible 234 

plant items in a manner consistent with the results of an analysis of the Companies’ 235 

supplemental response to Data Request No. ML-2.02, which provides a functional 236 

breakdown of the detailed account records.  Specifically, a portion of the costs in these 237 

accounts should be functionalized as Customer Accounts, another as Distribution related 238 

and the remaining amounts spread ratably among the functions to reflect the general and 239 

administrative uses of the remaining software and systems applications, as shown in 240 

North Shore/Peoples Gas Ex. RJA-2.2.  I have reflected this change to the 241 

functionalization and allocation of the Intangible Plant in the Peoples Gas ECOSS, the 242 

results of which are shown in North Shore/Peoples Gas Ex. RJA-2.3.  Regarding 243 

Mr. Luth’s criticism of the property descriptions provided by the Companies for Account 244 

Nos. 303.1 and 303.2 as unsatisfactory, the Companies’ witness Ms. Kallas addresses the 245 

functional uses of the capitalized software in her Rebuttal Testimony. 246 

B. Structures and Improvements, Account No. 375 247 

Q. What is witness Luth’s position with respect to Account No. 375? 248 

A. Mr. Luth disagrees with the Companies’ classification of Account No. 375.  Mr. Luth 249 

recommends that this Account be classified solely as a demand cost and not based on a 250 
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combination of other distribution plant, some of which are customer costs, as the 251 

Companies have done.   252 

Q. Do you agree with Staff witness Luth’s recommendation that Account No. 375 costs 253 

should be classified to demand based upon his interpretation of Gas Plant Instruction 8 of 254 

the Uniform System of Accounts as well as the precedents cited in Mr. Luth’s testimony? 255 

A. Yes.  I have reflected this change in the Companies’ respective ECOSS’s, the results of 256 

which are shown in North Shore/Peoples Gas Ex. RJA-2.3 and Ex. RJA-2.4.  257 

Q. Please describe the impact of classifying Account No. 375 costs to demand? 258 

A. The impact of this change in the classification and subsequent allocation of Account No. 259 

375 is the following: a) costs were generally shifted from S.C. No. 1H and S.C. No. 1N to 260 

the other Service Classifications, b) a shift in costs in S.C. No. 1H, S.C. No. 1N and S.C. 261 

No. 2 from the customer to the demand classification, and c) an increase in the customer 262 

and the demand costs for S.C. No. 3, S.C. No. 4, S.C. No. 6 and S.C. No. 8 (Peoples Gas) 263 

and S.C. No. 3 and S.C. No. 5 (North Shore Gas). 264 

C. Uncollectible Accounts Expense, Account No. 904 265 

Q. Do you agree with Staff witness Luth’s classification of Account No. 904?  266 

A. No. 267 

Q. What is witness Luth’s position regarding the classification of the Uncollectible Accounts 268 

Expense in Account No. 904? 269 

A. On Page 9 of Mr. Luth’s Direct Testimony, he recommends the classification of Account 270 

No. 904 as a combination of customer costs, demand costs and commodity costs, 271 

including gas costs.  He then apportioned the allocated uncollectible expense costs in 272 
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each customer class to the respective demand, customer and commodity classifications by 273 

“the relative weight, or percentage of, revenue requirement, including gas costs, from 274 

each customer class resulting from demand costs, commodity costs, customer costs, and 275 

gas costs.”   276 

Q. Is the Companies’ classification of Account No. 904 appropriate? 277 

A. Yes.  The classification of Account No. 904 costs is appropriate.  The uncollectible 278 

accounts expenses are a function of customers’ unpaid bills, not the underlying 279 

components of those bills, i.e., whether they are fixed or variable charges, or the specific 280 

costs that may be recovered by those bills which in the case of the residential classes are 281 

less than their fully allocated costs.   282 

Q. Why did the Companies exclude transportation customers from the gas cost-related 283 

portion of uncollectibles? 284 

A. The treatment of gas cost-related uncollectible accounts expenses in the ECOSS is a 285 

function of the operation of the Companies’ proposed Rider UBA which is discussed by 286 

the Companies’ witness Ms. Valerie Grace.  Using the ECOSS version which excludes 287 

Rider UBA costs will assess all customers base rate uncollectible accounts expenses.  288 

This version of the ECOSS will reflect costs for transport customers.  The UBA Rider 289 

costs would then be added to establish retail sales customers’ total uncollectible account 290 

cost responsibility.   291 

Q. Why did the Companies limit allocation of Account No. 904 expenses to residential 292 

customers in S.C. Nos. 1N and IH and to commercial customers in S.C. No.2? 293 
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A. The Companies’ analysis of the test year uncollectible account write-offs showed that 294 

over 99.5% of the amounts were attributable to S.C. No. 1 and S.C. No. 2 customers.  To 295 

be precise, about $124,000 of the $37.5 million of fiscal 2006 write-offs for Peoples Gas 296 

were attributable to S.C. No. 3 customers.  There were no test year uncollectible account 297 

write-offs identified for Peoples Gas S.C. No, 4, S.C. No. 6 and S.C. No. 8, or for North 298 

Shore Gas S.C. No. 3 and S.C. No. 5.  While the impact of revising the allocation factor 299 

for Account No. 904 is negligible, I have requested the change be made as part of the 300 

Companies’ adjustments to the ECOSS, the results of which are reflected in North 301 

Shore/Peoples Gas Ex. RJA-2.3. 302 

Q. Do you agree with witness Luth’s assessment that the allocation of uncollectible accounts 303 

expenses should be allocated to other service classifications based on their potential for 304 

future uncollectible accounts?  305 

A. No.  Including other service classifications with “potential” uncollectible accounts in the 306 

allocation of Account No. 904 is inappropriate and in my opinion, violates the test year 307 

principle of cost of service.  The uncollectible accounts relate to the test year, not those 308 

that may have been uncollectible during the prior ten years and could be attributable to 309 

customers that may no longer be on the system.  Therefore, the use of a ten-year-average 310 

or any other prior number of years for allocation purposes is inappropriate. 311 

IV. Response to GCI Cost of Service Recommendations 312 

A. Bifurcation of S.C. No. Into Heating and Non-Heating 313 

Q. On page 16 of his Direct Testimony, Mr. Glahn provides an explanation of what he 314 

considers to be the principal problems with the Companies’ division of S.C. No.1 into 315 

heating and non-heating.  Please summarize Mr. Glahn’s position. 316 
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A. While Mr. Glahn states that in theory he is not opposed to having separate classes for 317 

heating and non-heating customers, he has identified certain perceived problems with the 318 

Companies’ implementation of this division in their ECOSS.  Mr. Glahn believes that the 319 

effects of the identified problems results in higher rates for S.C. No. 1 heating customers, 320 

that low and fixed income customers fall disproportionately into the S.C. No. 1 heating 321 

rate class and therefore are disproportionately affected, and that the Companies’ revenue 322 

allocation appears to shift the alleged subsidy from heating to non-heating customers. 323 

Q. What is your view of Mr. Glahn’s position? 324 

A. Mr. Glahn’s analysis with regard to the Companies’ assignment of service plant to S.C. 325 

No. 1 customers is flawed and therefore his conclusions about the division of the plant 326 

between heating and non-heating customers are without merit.  Mr. Glahn’s average cost 327 

per customer calculations for service plant fail to account for the occurrence of multiple 328 

S.C. No. 1 non-heating customers served by shared gas service lines.  This is the 329 

predominant circumstance for non-heating residential customers on Peoples Gas’ system 330 

and not an uncommon industry practice where there are separately metered multi-family 331 

dwelling units served by a single service line and apartment buildings with central 332 

heating systems but separately metered apartment units for other natural gas end uses.  In 333 

fact, 97% of Peoples Gas’ non-heating residential customers share a gas service line 334 

while almost half (47%) of the residential heating customers are served by a separate, 335 

dedicated gas service line. 336 

Q. Did the Companies’ cost assignment of service plant to the S.C. No. 1 heating and non-337 

heating classes properly account for the sharing of service lines by multiple customers? 338 
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A. Yes.  The Companies’ customer information system (“CIS”) was the source for the 339 

identifying meter and service line data that formed the basis for the corresponding cost 340 

assignment, the  results of which are shown in workpaper WPE-6.4 referenced in Mr. 341 

Glahn’s testimony. Each customer account in the CIS has an identifying meter number 342 

which is then identified in the system with a unique service line number.  The length, size 343 

and type of service pipe are also identified in the system.  When the meter and service 344 

data was extracted from the CIS, each customer account was assigned its portion of the 345 

corresponding service line length according to the number of meters attached to that 346 

particular service line.  The total length of service piping was summed and sorted by size 347 

and material type for each customer class and then multiplied by the corresponding cost 348 

per foot from the Companies’ property records (by size and type) to derive the service 349 

plant investment by customer class.  Thus, the Companies’ allocation of service plant 350 

between S.C. No. 1 heating and non-heating classes properly reflects the number of 351 

shared service lines in the respective groups and does not constitute an “artificial cost of 352 

service disparity“ as Mr. Glahn alleges. 353 

B. Industrial Measuring and Regulator Station Equipment, Account No. 385 354 

Q. What is Mr. Glahn’s position regarding Account No. 385? 355 

A. Mr. Glahn disagrees with Peoples Gas’ allocation of costs in Account No. 385.  He states 356 

that costs are misallocated and concludes that one of the following must be true: 357 

(1) Peoples Gas may not be allocating the proper items to FERC Account No. 385 or 358 

(2) Peoples Gas may be over-investing in metering and regulating equipment.  In 359 

addition, Mr. Glahn recommends that Peoples Gas allocate all amounts in Account 360 

No. 385 entirely to SC 4. 361 
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Q. Do you agree with Mr. Glahn’s position? 362 

A. No.  Regardless of Mr. Glahn’s belief that it is “unlikely” that Peoples Gas would have 363 

the detailed plant records that would allow the level of direct assignment that has been 364 

accomplished with the costs in Account No. 385, the fact is that it does and has done so.  365 

One would think that Peoples Gas would be applauded for it, not criticized.   366 

Q. Do you agree with Mr. Glahn’s recommendation that the amounts in Account No. 385 367 

should be allocated entirely to S.C. No. 4? 368 

A. No.  Mr. Glahn has offered no empirical data or sound principles in support of his 369 

recommendation.  He has only offered supposition based on his belief that only “large 370 

industrial customers” would receive service under S.C. No. 3 and S.C. No.4 and that it is 371 

unlikely that S.C. No. 2 customers would be served with equipment properly described as 372 

“special and expensive,” a reference to an excerpt from the FERC Uniform System of 373 

Accounts definition. 374 

Q. Is the Companies’ assignment of costs in Account No. 385 appropriate? 375 

A. Yes.  Mr. Glahn’s focus on the words “special and expensive” is irrelevant.  There are 376 

many relatively large customers in a broad ranging General Service class of business 377 

customers with correspondingly larger meter installations and there is nothing improper 378 

about recording that plant investment in Account No. 385 or specifically identifying it 379 

with individual customers, some of whom may migrate from one rate class to another as 380 

their load characteristics change due to business growth or changing economic 381 

conditions.  A relevant example of this is the case of a current S.C. No. 2 customer, an 382 

electric power plant with test year consumption in excess of 500,000 therms, which had 383 

previously taken service under S.C. No. 7 (Contract Service).  This customer alone 384 
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represents $136,000 (over one-third) of the $373,000 recorded in Account No. 385.  385 

Thus, large industrial customers can and do receive service under S.C. No. 2, which may 386 

require significant investment in metering and regulator facilities. 387 

Q. Please respond to witness Glahn’s statement on page 26, lines 13-15 of his Direct 388 

Testimony regarding the Companies “over-investing” in metering and regulating 389 

equipment?   390 

A. The point about “over-investing” in metering equipment is a frivolous suggestion.  A 391 

customer’s connected load dictates the equipment requirements. The Companies have no 392 

incentive to install over-sized metering equipment and there-by “over-invest” in these 393 

facilities. In fact, over-sizing meters and regulators in many commercial/industrial 394 

applications can cause as much of a problem as under-sizing them.  This could result in 395 

inadequate flow through the metering and pressure regulating equipment, which could 396 

cause inaccurate measurement and in some cases, improper pressure regulation, which in 397 

turn could result in down-stream equipment failure. 398 

V. Response to Other CUB-City Cost of Service Issues 399 

A. Uncertainties in the Allocation Process 400 

Q. What is Mr. Thomas’ view with respect to the Companies’ ECOSS? 401 

A. Mr. Thomas’ position is two-fold.  First, he claims that the Companies’ ECOSS 402 

misallocates demand-related costs resulting in an over-allocation of costs to S.C. No. 1H, 403 

which I addressed earlier in my Rebuttal Testimony,  Second, he cautions the 404 

Commission not to solely rely on the Companies’ ECOSS for the purposes of designing 405 

just and reasonable rates for customers because the allocation process utilized contains 406 

significant “uncertainties.”  407 
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Q. Do you agree with Mr. Thomas’ position? 408 

A. No.  Mr. Thomas’ assertions appear to be an attempt to cast doubt on the usefulness of 409 

cost of service as a basis for apportioning revenue responsibility among the customer 410 

classes.  The Companies have not suggested it to be the only consideration nor have they 411 

suggested that other factors are irrelevant to the revenue allocation process.  412 

B. Use of Differentiated Class Rates of Return 413 

Q. Please respond to witness Thomas’ assertions on page 77, lines 1867-1878, regarding 414 

allocation of revenue responsibility at an equalized rate of return on investment as it 415 

pertains to the Companies’ ECOSS.   416 

A. No evidence was presented by Mr. Thomas or any other party which suggests that the 417 

notion of risk adjusted rates of return by class is an appropriate topic for consideration in 418 

this instant case.  It has no bearing on the identification of cost responsibility of the 419 

customer classes on an equal footing, at the system average, or “equalized” rates of 420 

return, which provides the correct starting point for determining an appropriate level of 421 

class revenue responsibility.  Therefore, Mr. Thomas’ comments should be disregarded. 422 

Q. Mr. Amen, do you have any concluding remarks? 423 

A. Yes.   It is important in this proceeding that the Commission permits the Companies to 424 

adopt a demand cost allocation methodology for their capacity-related distribution plant 425 

that properly establishes the costs of providing service to customers.    With this as the 426 

guide for the Companies’ revenue allocation and rate design, customers will ultimately be 427 

in a position to make reasoned energy decisions based on gas distribution service rate 428 

levels that are consistent with and representative of the prevailing economics and cost 429 

structure of the energy marketplace.   430 
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Q. Does this conclude your Rebuttal Testimony? 431 

A. Yes. 432 


