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Q. Please state your name. 1 

A. Dan E. Long 2 

 3 

Q. Are you the same Dan E. Long that previously submitted testimony 4 

in this proceeding? 5 

A. Yes. 6 

 7 

Q. What is the purpose of your Surrebuttal Testimony? 8 

A. I would like to reply to a portion of the rebuttal testimony submitted 9 

Commission Staff witness Alicia Allen. 10 

 11 

RESPONSE TO TESTIMONY SUBMITTED BY ALICIA ALLEN 12 

Q. What issue would you like to address? 13 

A. My testimony will address a rate design issue proposed by Staff witness 14 

Alicia Allen in ICC Staff Ex. 4.0 related to how the increase in gas revenues is 15 

ultimately granted. 16 

 17 

Q. What is the crux of this rate design issue? 18 

A. Staff Witness Allen suggests in her testimony that there is no cost basis 19 

for the Company’s proposal to increase only the therm charge in the two gas rate 20 

classes in order to accommodate the increase in revenues eventually allowed by 21 

the Commission. 22 
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 23 

Q. What does Ms. Allen propose with respect to an allocation of the 24 

revenue increase? 25 

A. Ms. Allen proposes to allocate the increase for each rate class equally on 26 

a percentage basis to both the customer charge and the therm charge.  She 27 

further suggests that because the Company did not utilize an embedded cost of 28 

service study in this proceeding that there is no cost basis for allocating the entire 29 

increase in class revenue to the therm charge, and that an equal, across the 30 

board increase is more equitable. 31 

 32 

Q. In your responsive testimony, did you state that there is no cost 33 

basis for the Company’s proposed revenue allocation? 34 

A. Yes.  Ms. Allen and I agree that the Company’s proposal is not based 35 

upon system costs.  There is no standard that requires that each and every 36 

change in rates or rate design must be based entirely on cost.  If there were, 37 

there would be no reason to ever address or adopt in rate design the principles pf 38 

stability and gradualism that Ms. Allen discusses in her testimony. 39 

 40 

Q. Do you still agree with your assertion made at that time? 41 

A. Yes, if the cost basis is assumed to be a cost study based on the test year 42 

in this case, since none was presented by the Company.  However, other cost 43 

information from the Company’s last rate case may still be relevant given the 44 

relative stability of the revenue proportions of the two gas rate classes. 45 
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 46 

Q. Would you identify the other cost information available that may be 47 

helpful in determining a reasonable allocation of revenue between the 48 

customer charge and therm charge? 49 

A. In the Company’s prior rate case, there was a gas cost of service study 50 

utilized.  For reference, I have attached a copy of that study as MCPU Exhibit 51 

1.1SR. 52 

 53 

Q. How do you propose to utilize this study to determine a reasonable 54 

allocation of revenues to the customer charge and therm charge of the 55 

residential and commercial gas rate classes? 56 

A. It has been the Company’s contention in this proceeding that its gas cost 57 

structure and relative revenues from the residential and commercial classes have 58 

not changed significantly since the prior rate case.  As a result, I thought it would 59 

be helpful to look at the relationship between costs related to the customer 60 

charge and all other costs that presumably are related to revenue recovered 61 

under the therm charge.  To explain further, the gas cost study assigns functions 62 

and classifications to the various plant and expense accounts according to their 63 

relationship to either the fixed customer charge or the variable therm charge.  64 

This assignment is made by determining whether the cost is related to the 65 

existence of a customer on the system or whether the cost is related to the actual 66 

consumption of gas.  Customer related costs such as customer accounting and 67 

metering to name two are the theoretical basis for the level of the customer 68 
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charge.  In a simple two part rate such as the residential and commercial gas 69 

rates at issue, all remaining non-customer costs are theoretically the basis for the 70 

level of the therm charge. 71 

 72 

 The two customer classes involved have relatively the same proportion of total 73 

revenue as they did in the last proceeding, and the Company has not made any 74 

changes to its system or its business practices in the intervening years that 75 

would drastically alter the historical cost relationships from the previous rate 76 

case. 77 

 78 

Q.  How do you propose to make this evaluation? 79 

A. My first task was to determine an estimate of total revenue requirement for 80 

each class based on costs and factors included in the cost of service study.  81 

Once the total revenue requirement is calculated, I then calculated the portion of 82 

those costs for each class that is related to the customer charge.  By subtracting 83 

the costs associated with the customer charge from total revenue requirement, 84 

the remainder of costs can be assumed to be recovered through the therm 85 

charge.  I assumed in this manner one can determine an estimate of the 86 

relationship between customer related costs and all other costs.  In addition, in 87 

making this estimate, I subtract the purchased gas costs from the total revenue 88 

requirement as these costs are recovered through the PGA. 89 

 90 

Q. Would you explain how you estimated total revenue requirement? 91 



6 
 

A. To develop the total revenue requirement for gas as well as for each of the 92 

two rate classes, I utilized values that appear in the summary section of the study 93 

I have attached as Exhibit 1.1SR.  These values appear in the first 24 lines of the 94 

study.  Specifically, I utilized Total Operating Expense, Rate Base and the cost of 95 

capital.  I also utilized a revenue conversion factor embedded in the formulas.  96 

This factor is 1.632354. 97 

 98 

To estimate the total revenue requirement, I first multiplied the respective rate 99 

base amounts by the cost of capital and also by the revenue conversion factor.  100 

These resulting totals represent the amount of revenue requirement associated 101 

with the return on rate base.  These amounts are: 102 

 103 

TOTAL GAS    RESIDENTIAL  COMMERCIAL 104 

$409,856    $300,198   $109,646 105 

 106 

 107 

I then added these amounts to the respective amounts of Operating Expense for 108 

total gas service, residential and commercial.  The Operating Expense amounts 109 

from the study are: 110 

 111 

TOTAL GAS    RESIDENTIAL  COMMERCIAL 112 

$4,474,832    $3,178,880   $1,295,952 113 

 114 
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Total revenue requirement for each group shown is determined by adding the 115 

two amounts.  I will also show the subtraction of the purchased gas costs in order 116 

to obtain the total revenue requirement recovered from the two base rate 117 

charges, or net revenue requirement.  The gas cost is found in Exhibit 1.1SR on 118 

the 5th line of the study. 119 

 120 

 121 

TOTAL GAS  RESIDENTIAL COMMERCIAL 122 

Gas Oper Exp $4,474,832  $3,178,880  $1,295,952 123 

Return on RB $   409,856  $   300,198  $   109,656 124 

$4,884,688  $3,479,078  $1,405,608 125 

 Purch Gas Cost -3,421,973    - 2,394,490   -1,027,483  126 

Net Rev Req  $1,462,715  $1,084,588  $   378,125   127 

 128 

Q. Would you explain how you estimated the customer related costs? 129 

A. The customer related costs are determined in the same manner as those 130 

shown above, but include those accounts that would normally be recovered by 131 

the customer charge, or evaluated in order to establish a reasonable level for the 132 

customer charge.  For plant accounts, these include accts. 380, 381, 382, 383 133 

and 384.  For operating expenses, these include accts. 878, 879, 893, 902.2 and 134 

903.2. 135 

 136 

 137 
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PLANT ACCTS   TOTAL GAS  RESIDENTIAL COMMERCIAL 138 

380, 381, 382      $1,509,671  $1,283,085              $226,586 139 

383 and 384 140 

OPER EXP  141 

878, 879, 893      $   159,405         $   103,094             $   56,311 142 

902.2 and 903.2 143 

 144 

The next step is to multiply the plant accounts by the rate of return, and then 145 

multiply that result by the revenue conversion factor.  Once that is done, the 146 

revenue requirement for plant costs is added to the Operating Expense acct 147 

totals.  The result is the customer related revenue requirement shown below. 148 

 149 

CUSTOMER      TOTAL GAS       RESIDENTIAL      COMMERCIAL 150 

REV REQ           $393,293             $301,878               $  91,415 151 

 152 

The final step is to subtract the customer related revenue requirement from the 153 

total revenue requirement.  The result of this step is the relative portions of 154 

customer and non-customer revenue requirement. 155 

                                 TOTAL GAS      RESIDENTIAL       COMMERCIAL 156 

  TOT REV REQ        $1,462,715         $1,084,588             $   378,125 157 

  CUST REV REQ     -    393,293         -    301,878              -     91,415 158 

  NON-CUST             $1,069,422         $   782,710             $   286,710 159 

  REV REQ 160 
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 161 

Q. What are the respective portions of customer, and non-customer 162 

related revenue requirement? 163 

A.  Utilizing the results above, the relative amounts, in both dollars and percent of 164 

total are shown below: 165 

   TOTAL GAS             RESIDENTIAL        COMMERCIAL 166 

NON-CUST            $1,069,422 (73%)      $  782,710 (72%)    $  286,710 (76%) 167 

CUST                     $   393,293 (27%)      $  301,878  (28%)   $    91,415 (24%) 168 

 169 

Q. Is it correct that the Company has proposed an allocation of the 170 

revenue increase granted in this case that throws the entire increase into 171 

the therm charge? 172 

A. Yes, that is correct. 173 

 174 

Q. Does the cost estimate developed above justify the allocation of the 175 

revenue increase proposed by Staff Witness Allen? 176 

A. No it does not.  The cost classifications and allocations of customer and 177 

non-customer related costs demonstrate that there is a 3 to 1 ratio of non-178 

customer costs to customer related costs rather than the “fifty/fifty” distribution 179 

proposed by Ms. Allen. 180 

 181 

Q. Does the cost estimate developed above justify the allocation 182 

proposed by the Company? 183 
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A. If the allocation of the revenue increase were based only on cost of 184 

service results, no, the Company’s proposal would not be strictly justified.  185 

However, the results of the cost allocations from the last rate case show a cost 186 

assignment between customer costs and other costs that is a 3 to 1 ratio of other 187 

costs to customer costs, which is much closer to the allocation proposed by the 188 

Company.  When consideration is given to the non-cost factors discussed by the 189 

Company, the Company’s proposed allocation appears to be more reasonable 190 

than if the allocation were to be strictly cost based.    191 

 192 

Q. Given the results of the cost estimate shown above, does the 193 

Company continue to support its original revenue allocation proposal? 194 

A. Yes.   As stated previously, the Company’s proposal to not increase the 195 

customer charge was not cost based.  Instead, the Company, in proposing to 196 

allocate the entire increase to the therm charge, considered factors such as: 197 

1) customers desire to mitigate the effect of the rate increase, 198 

2) competition from propane markets, 199 

3) customers whose use of natural gas is seasonal, or essentially only for 200 

heating. 201 

These factors are discussed in detail in my Responsive Testimony and the 202 

Company continues to stand by these as a reasonable rationale for it proposed 203 

revenue allocation. 204 

The cost estimate also demonstrates that the overwhelming majority of costs fall 205 

outside of those normally utilized to evaluate the level of the customer charge.  206 
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Such a result does not lend support to the staff proposal to allocate the revenue 207 

increase equally to the two base rate charges. 208 

While strict use of the proportions of customer and non-customer costs do not in 209 

and of themselves justify the Company’s revenue allocation proposal, these 210 

proportions more closely align with the Company’s proposal.  The ancillary 211 

economic factors taken into account by the Company in developing its proposal 212 

should be assigned more importance at this time than the accounting cost 213 

relationship.  This does not preclude any future rate design that could be based 214 

more directly upon costs.  Rate design is a fluid activity and does not continually 215 

follow any one set of guidelines.  Ms. Allen has mentioned that to not allocate 216 

any increase to the customer charge at this time might result in a significant 217 

increase at a later date.  What is more likely to occur in the future is an increase 218 

in the customer charge to move it closer to cost if such a change is justified not 219 

only by cost but also other economic factors such as those identified by the 220 

Company.  It has been my experience that increases or changes to specific rate 221 

components do not track uniformly from case to case based upon only costs in 222 

those specific cases.  If this were true, there would be no need for the rate design 223 

process to even consider factors such as gradualism and stability that are 224 

identified in Ms. Allen’s testimony. 225 

Q. Does this conclude your responsive testimony? 226 

A. Yes it does. 227 
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