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I - I N T R O D U C T I O N AND S U M M A R Y 

2 Q. P L E A S E S T A T E Y O U R N A M E S AND B U S I N E S S A D D R E S S E S . 

3 A . M y name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, a 

4 consulting firm providing services regarding the electric uti l i ty industry and specializing 

5 in the fields ofrates, planning and uti l i ty economics. M y office address is 237 

6 Schoolhouse Road, Albany, New York 12203. 

7 

8 Q. O N W H O S E B E H A L F A R E Y O U A P P E A R I N G I N T H I S P R O C E E D I N G ? 

9 A . I have been engaged by the Office o f Rate hitervention o f the Attorney General o f 

10 Kentucky ("AG") to conduct a review and analysis and present testimony regarding the 

11 petition o f Columbia Gas o f Kentucky ( "CKY or "the Company") for an increase in its 

1 base rates for gas service. 

13 

14 Q. P L E A S E S U M M A R I Z E Y O U R E D U C A T I O N AND B U S I N E S S E X P E R I E N C E ? 

15 A. I received a Bachelor o f Science degree in Chemical Engineering fi-om Clarkson College 

16 o f Technology in Potsdam, New York (now Clarkson University) in 1981. I received a 

17 Certificate in Regulatory Economics fi-om the State University o f New York at Albany in 

18 1990. From 1981 through February 1997,1 served on the Staff o f the New York State 

19 Public Service Commission (PSC) in the Rates and System Planning sections o f the 

20 Power Division. M y responsibilities included resource planning and the analysis ofrates, 

21 depreciation rates and tariffs o f electric, gas, water and steam utilities in the State, which 

22 encompassed rate design and performing embedded and marginal cost o f service studies 

3 as well as depreciation studies. 

1 



2 Before leaving the Commission, I was responsible for Directing all engineering staff 

3 during major proceedings including those relating to rates, integrated resoiirce planning 

4 and environmental impact studies. In February 1997,1 left the Commission and joined 

5 the f i r m o f Louis Berger & Associates as a Senior Energy Consultant. In December 1998, 

6 I formed my own Company. 

7 

8 In my 32 years o f experience, I have testified as an expert witness in uti l i ty rate 

9 proceedings on more than 100 occasions before various util i ty regulatory bodies includiag 

10 the Arizona Corporation Commission, the Connecticut Public Regulatory Authority, the 

11 Delaware Public Service Commission, the Illinois Commerce Commission, the Maryland 

12 Public Service Commission, the Massachusetts Department o f Telecommunications and 

"13 Energy, the Michigan Public Service Commission, the New York State Public Service 

14 Commission, the New York State Department o f Taxation and Finance, the Nevada 

15 Public Utilities Commission, the North Carolina Utilities Commission, the Public Service 

16 Commission o f the District o f Columbia, the Public Utilities Commission o f Ohio, the 

17 Rhode Island Public Utilities Commission, the Vermont Public Service Board, and the 

18 Federal Energy Regulatory Cominission (FERC). I currently advise a variety o f 

19 regulatory commissions, consumer advocates, municipal utilities and industrial customers 

20 concerning rate matters, including wholesale electricity rates and electric transmission 

21 rates. M y resume is included as Exhibit FWR-1. 

22 

23 Q. C O U L D Y O U P L E A S E S U M M A R I Z E Y O U R F I N D I N G S ? 

24 A . Yes. M y testimony presents several adjustments to the Company's case. First, I propose 
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four adjustments to the revenue forecast wi th the largest being that I do not believe fhe 

2 Company has provided sufficient data to demonstrate its sales are declining at the rate i t 

3 predicts. I also adjusted rental income, revenues from forfeited discoxmts, and unbilled 

4 revenues. These adjustments reflect most recent trends in revenue streams and in the 

5 case o f unbilled revenues to reverse the Company's assumption that no xmbilled revenues 

6 would be booked in the test period. On the expense side, I made several adjustments to 

7 the depreciation study wi th the largest rejecting the change to use the Equal Li fe Group 

8 procedure which simply serves to increase revenue requirement. I also eliminated the 

9 revenue requirement associated wi th the installation o f automatic meter reading devices 

10 because the Company's proposal provides i t wi th the opportunity to realize cost savings 

11 while the ratepayers only receive a rate increase. I also adjusted uncollectible expense 

1 to more recent and reasonable levels and set the management fee that Columbia Gas o f 

13 Kentucky pays to its holding company's service company to a reasonable level. Finally, I 

14 present the revenue impact o f changing the allowed retum on equity down to 8.5% instead 

15 o f the requested 11.25%. The table below summarizes the revenue requirement impact o f 

16 my adjustments. 
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($000) 

Requested Rev Increase S 16,595 

Adjustments to Revenue Requirement 

Sales (Company assumed very pessimistic based on very warm 2012) $ (3,094) 

Rent (set to most recent) $ (77) 

Late Payment (set to most recent) $ (134) 

Unbilled Revenues (set to historic) $ (1,000) 

Depreciation (No ELG and lower net salvage rates) s (2,829) 

AMR (do not reflect in rates) s (420) 

Uncollectibles (set to most recent) s (239) 

NiSource (Last Rate Case Plus Inflation) $ (2,347) 

Rate Base Impactof Other Adjustments s (312) 

ROE (8.5% vs. 11.25%) $ (4,815) 

Total $ (15,267) 

Recommend Increase $ 1,328 

I also have one non-revenue requirement recommendation and that is to reject, as 

unnecessary, the Company's request to include a revenue requirement for property taxes 

in its AMRP Rider. 

I I - S A L E S A D J U S T M E N T 

Q. C O U L D Y O U P L E A S E D I S C U S S T H E C O M P A N Y ' S S A L E S F O R E C A S T ? 

A . Yes. The Company's customer count and sales forecast was presented by Company 

witness Wi l l i am J. Gresham. The Company forecast sales i n three components: 

Residential, Commercial and Industrial. For Residential and Commercial volume, 

forecast customer count and forecast use per customer are multiplied to get forecast 

throughput per customer class (Gresham Direct at page 5). Customer count for the 

Residential and Commercial classes are a two-part forecast wi th attrition o f existing 



1 customers and new customer growth (Gresham Direct at page 3). Use per customer for 

2 the Residential and Commercial classes is forecast wi th separate econometric models that 

3 incorporate weather, real price, energy conservation, and economic conditions (Gresham 

4 Direct at page 5). Mr. Gresham explains that use per typical commercial customer is 

5 harder to develop and usage per customer for the commercial class is expected for the 

6 fiiture test year to be relatively close to that observed at the end o f t he historical period 

7 (Gresham Direct at page 13). Sales volume for the hidustrial class is internally generated 

8 by the Company and is based on discussions wi th customers on their upcoming plans, 

9 expected levels o f gas consumption, historic consumption o f the customer, and industry 

10 trends (Gresham Direct at page 6). 

11 

2 A key element to the Company's sales forecast is a perceived trend in residential usage. 

13 According to Mr. Gresham, weather normalized use per customer for residential 

14 customers has fallen 31 % since 1993 and 17% over the last 10 years (Gresham Direct at 

15 page 10). He also believes that the reduction in customer usage of approximately 1.9% 

16 per year for the past 10 years and 1.2% in the last 5 years is caused by structural 

17 conservation (Gresham Direct at page 11). Declining usage for the commercial class and 

18 industrial class is not foreseen by the Company (Gresham Direct at page 13). 

19 

20 Q. C O U L D Y O U P L E A S E D I S C U S S Y O U R R E V I E W O F T H E S A L E S F O R E C A S T ? 

21 A . Yes. The first area o f review was the declining use per customer for the Residential class 

22 and the graph that was included in Witness Gresham's testimony. Based on responses to 

?3 discovery questions, the Company was unable to provide sufficient factual support for its 

5 



claim that sales were declining. First, the Company was unable to provide work papers 

2 to support its claim that residential customer usage declined by 1.9% for the past ten 

3 years, nor was i t able to produce any work papers that show customer usage declined by 

4 1.2% for the past five years (Responses to A G questions 1-160 and A G 1-161). In 

5 addition, the means by which the Company weather normalizes sales is not based on a 

6 multi-variable regression analysis but rather a simple proration o f temperature sensitive 

7 sales from actual heating degree days to normal heating degree days (Responses to Staff 

8 question 2-21). 

9 

10 Finally, the graph below shows the input data for the explanatory variable for energy 

11 conservation in the Company's econometric model. Even a casual review o f the data 

I shows that the variable simply assumes conservation is occurring at a rate o f 

13 approximately 1 % per year. When asked the source o f this data, the Company responded 

14 that i t came from an outside vendor and the data was not publically available (See 

15 responses to A G question 2-18). Thus, there is no independent way to determine how the 

16 data was developed, why i t was developed, or its root source. As such, based on the 

17 Company's presentation, there is no independent means to determine i f the energy 

18 conservation variable is a true independent explanatory variable or i f i t is just a simple 

19 coincidence that i t correlates to use per customer as the Company determined in its 

20 statistical analysis. 

21 
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4 Q. H A V E Y O U B E E N A B L E T O D E T E R M I N E I F D E C L I N I N G U S E I N T H E 

5 R E S I D E N T I A L C L A S S IS O C C U R I N G ? 

6 A. To answer that question I asked the Company for its econometric model input data and 

7 plotted the use per customer and heating degree days for the Residential class. For 

•! heating customers, the two main factors dictating their gas use is how cold i t is outside 

9 and how windy i t is. Obviously, the colder the day the more the furnace w i l l run and the 

10 higher the gas use. Wind is the second greatest source o f heat loss to a home. Winds 

11 cause heat loss by increasing the volume o f cold wind blowing across the space; i t can 

12 also force its way through cracks in the walls and windows, causing infiltration and 

13 drafts. Heating degree day is readily available but wind data is not. I plotted the annual 

14 use per customer and annual heating degree day for the 20+ years o f available data on the 

15 graph below. 

7 
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As can be seen from the graph, as i t gets colder the use per customer increases; the 

warmer i t is, the use per customer decreases. What cannot be determined from this graph 

is whether there is a frend in usage. To determine this, I ran a regression analysis o f use 

per customer against heating degree days and found that they were very highly correlated 

(R-squared value o f 0.96), as evidenced by the graph below. 

Residential UPC 
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Using the results to predict what sales should have been, factoring the weather, gives us 

a statistical prediction o f weather normalized sales. Comparing this statistical output to 
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1 actual allows us to get an indication o f the trend in actual usage versus weather 

2 normalized usage. This data is plotted in the graph below and i t shows that, when the 

3 effects o f weather are accounted for, there has been a marked decrease in usage over a 

4 long period o f time. That said, over the last one half dozen years that trend seems to have 

5 abated somewhat and usage has fluctuated in the low 70s o f MCF per year for residential 

6 customers. 

Residential UPC - Actual and Weather Nonnalized 
120 1 

••J I 1991 1954 19% 1399 2001 2WU 2006 2009 2011 

8 

9 Q. A R E T H E R E A N Y O T H E R F A C T O R S T H A T I M P A C T T H E R E S I D E N T I A L 

10 S A L E S F O R E C A S T ? 

11 A . Yes. In response to discovery questions on how the sales volume was developed, 

12 Company witness Gresham explains that the econometric models are not used directly 

13 because the beginning point o f the forecast is set to a take-off point (TOP) (Response to 

14 A G question 1-157). As Mr. Gresham explains, this take-off point eliminates the annual 

15 level o f random error and allows for the professional judgment i n setting the TOP (Ibid). 

16 He further explains that the TOP is an annual concept that is forecast wi th the trend from 

17 the use per customer models (Ibid). The use per customer is then forecasted out into the 

. S test year using the frends from the econometric models. 

9 



1 Q. W H A T D O Y O U C O N C L U D E F R O M Y O U R R E V I E W O F T H E C O M P A N Y ' S 

2 F O R E C A S T O F T H E S A L E S V O L U M E F O R T H E R E S I D E N T I A L C L A S S ? 

3 A . When viewed objectively, the Company's forecast that sales are declining is nothing but 

4 a self-fulf i l l ing prophecy. Here, without any model or analysis the Company analyzed 

5 the data and determined a TOP. Through discussions wi th itself it perceived a downward 

6 trend in sales and adjusted history accordingly (Response to A G question 1-157). 

7 Turning to the future, the Company developed a forecast based on the trend developed 

8 from the econometric model, which turns out to be an annual decrease o f approximately 

9 1 % per year (Responses to A G question 1-157). A t first blush, this would appear prudent 

10 i f one is predicting normal weather in the future. However, the model assumes structural 

11 conservation is occurring and the model has an explanatory variable indicating that sales 

I are decreasing at approximately 1 % per year. In other words, the model is telling them 

13 exactly what they want to hear. 

14 

15 Q. W H A T D O Y O U R E C O M M E N D T O U S E F O R T H E R E S I D E N T I A L S A L E S 

16 F O R E C A S T ? 

17 A . The graph below shows the annual use per customer through June 2013. Sales have 

18 rebounded sharply from the lows o f 2012 which was the latest data available to the 

19 Company when it made its forecast. The actual data shows annual heating degree days 

20 are approximately 4,500 days per year while current, annual use per customer is 

21 approximately 72 MCF per year. This includes all structural conservation to date and 

22 seems a reasonable number to use for the 2014 heating season, which is now only four 

3 months away. I recommend no other adjustment be made for declining use. 

10 
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W H A T D O Y O U R E C O M M E N D F O R T H E N U M B E R O F C U S T O M E R S F O R 

T H E R E S I D E N T I A L C L A S S ? 

The Company is forecasting a continual decline o f customers from 2011 levels. Based on 

data supplied by the Company, I was able to develop annual number o f customers for the 

last six years. This data includes both new customers and customers lost due to attrition. 

Based on this data, it appears that the net loss o f recent years has abated and a customer 

count for the test year o f 120,000 customers seems reasonable. Based on this 

information, I forecast annual sales to the Residential class o f 8.64 mil l ion MCF as 

compared to the Company's forecast o f 7.995 mil l ion MCF. 

11 



135 

Columbia Gas - Annual Residential Customer Count 
135 

130 

125 

120 

115 

m 

130 

125 

120 

115 

c a 
CD 3 
Q 

£L 

130 

125 

120 

115 

(-

130 

125 

120 

115 

130 

125 

120 

115 

110 110 
2007 2008 2009 ano 2011 2012 

2 

3 Q. C O U L D Y O U P L E A S E D I S C U S S Y O U R S A L E S F O R E C A S T F O R T H E 

4 C O M M E R C I A L AND I N D U S T R I A L C L A S S E S ? 

5 A . Yes. As noted above, the Commercial and Industrial classes are impacted by many 

6 things and the development o f the sales forecasts for these classes is based more on 

I judgment than modeling. The two graphs below show the annual use per customer for 

8 the commercial class and annual usage for the industrial class. A review o f these graphs 

9 shows that usage is not entirely driven by heating degree days but other factors, which the 

10 company notes are economic and customer mix. In both cases, sales in 2012 were at an 

11 all-time low but have reboxinded sharply in 2013. For the Commercial class, use per 

12 customer for the twelve months ending June 2013 was 586 MCF per customer per year. 

13 This is very favorable compared to the Company's TOP for the Commercial class o f 486 

14 MCF per customer per year. Sales to the Industrial class for the twelve months ending 

15 May 2013 were 17.2 mi l l ion MCF, which is well above the Company test year forecast o f 

16 15.2 mil l ion MCF. The most recent data is more indicative o f test year sales that begin in 

17 4 months, as i t reflects the most recent economic activity in Columbia Gas' service 

8 territory. A review o f the forecast customer count for both the Commercial and Industrial 

12 



' classes show that the Company's forecasts are reasonable and should be used. 

2 

3 
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7 Q. W H A T I S T H E R E V E N U E R E Q U I R E M E N T I M P A C T O F Y O U R 

8 A D J U S T M E N T S ? 

9 A. Base revenues should be increased by $ 1.2 mil l ion for the Residential class, by $ 1.2 

10 mil l ion for the Commercial class, and by $0.6 mil l ion for the Industrial class. 

11 

2 
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I l l - R E N T 

2 Q. C O U L D Y O U P L E A E D I S C U S S T H E C O M P A N Y ' S F O R E C A S T O F R E N T A L 

3 I N C O M E ? 

4 A . The Company is forecasting rental from gas property at $ 16,623, which is very close to 

5 their base year forecast (Schedule D-1). Rental income changed shortly before the 

6 Company filed its rate case, wi th monthly rental income increasing from $ 1,402 to 

7 $7,798 (Response to A G question 1-218). The old rental income supported the 

8 Company's forecast, but wi th the increased rent is seems more reasonable to reflect the 

9 higher rent and set test year rental income at $93,576. This reduces revenue requirement 

10 by $76,953. 

11 

- I V - F O R F E I T E D D I S C O U N T S 

13 Q. C O U L D Y O U P L E A S E C O M M E N T O N T H E C O M P A N Y ' S F O R E C A S T O F 

14 R E V E N U E S F R O M A C C O U N T 487 - F O R F E I T E D D I S C O U N T S ? 

15 A . Yes, a sales discount is a price reduction a company offers a customer as an incentive to 

16 pay an invoice within a certain time period. A customer who fails to pay an invoice 

17 within the specified time period forfeits the discount and must pay the fiiU amount. 

18 These forfeited discounts are recorded in revenue Account 487 - Forfeited Discounts. 

19 The Company has a test year forecast o f forfeited discounts o f $356,865 (Response to 

20 A G question 1-166, Attachment A , page 1 o f 5) which was developed by using a six-year 

21 average o f revenues from this account (Schedule D 2.1, Adjustinent 2). The table below 

22 shows the revenues in this account for the past five years. Since the Company's last rate 

""3 case in 2009 there is a notable increase i n forfeited discounts, which is most likely the 

14 



impact o f aggressive collection actions by the Company and is evidenced by reduced 

uncollectibles. I see no reason not to reflect this level o f activity in the test year and 

recommend a test year revenue amount o f $490,806, which is the average o f the last three 

years. This reduces the revenue increase by $ 133,941. 

Forfeited 
Year Discounts 

2008 $192,713 
2009 $209,255 
2010 $493,928 
2011 $572,294 

2012 $406,197 

V - U N B I L L E D R E V E N U E 

Q. C O U L D Y O U P L E A S E D I S C U S S T H E C O M P A N Y ' S F O R E C A S T O F O T H E R 

G A S R E V E N U E S ? 

A . Yes. Account 495 - Other Gas Revenues is the account where revenues received from o f f 

system sales, miscellaneous fees and unbilled revenues are recorded. For the base period, 

the Company has a forecast o f revenues in this account o f $10,748,584 and a test year 

forecast o f $385,220. The $385,220 is the amount forecast for miscellaneous fees and is 

a reasonable level when compared to historic levels. The Company states that it 

eliminated all revenues from O f f System sales because these revenues are offset by fhe 

cost o f those sales which are included as part o f Columbia's Gas Cost Adjustment 

mechanism (Response to Staff question 3-5). This adjustment accounted for $5,701,218 

of the total adjustment (Ibid). The Company has provided no reason as to why it 

eliminated unbilled revenue in the test period (Schedule D 2.1 Adjustment 2 and response 

to Staff question 2-7). 

15 



1̂ Q. W H A T A R E U N B I L L E D R E V E N U E S ? 

2 A . Unbilled revenues are revenues recorded for services delivered but are as yet unbilled. 

3 For example, i f your b i l l is read on December 15 you are billed for the usage from 

4 November 16 through December 15. When the Company closes its books for December, 

5 i t records an unbilled revenue for the gas received between December 16* through 31 ̂ \ 

6 i t also records a reversal to the same accoimt for the revenues received for the gas 

7 received between November 16* through 30"*. The Company has supplied the unbilled 

8 revenues in response to A G questions 1-228 for the period 2009 through June 2013 and 

9 these values are summarized in the table below. 

10 

11 

Unbilled 

Year Revenues 

2009 $8,571,999 

2010 ($4,342,007) 

2011 $5,330,989 

2012 $92,995 

YTD $5,524,994 

12 

13 Given the constant recording of unbilled revenues, averaging $3.3 mil l ion per year from 

14 the table above, there should be some be some evidence presented as to why no such 

15 reflection o f vinbilled revenues should be made. This is especially true wi th a test period 

16 ending December 31 a month when sales are increasing and positive unbilled revenue is 

17 expected to be recorded. To reflect that expectation I propose to impute a $1 mil l ion 

18 level o f unbilled revenues which would be net o f gas costs and act to reduce the 

19 necessary revenue increase by $ 1 mil l ion. 

0 

16 



• V I - D E P R E C I A T I O N 

2 Q. W H A T I S T H E C O M P A N Y P R O P O S I N G F O R D E P R E C I A T I O N E X P E N S E ? 

3 A . In the depreciation study prepared by Company Witness John Spanos (based on data 

4 available to December 31,2012), Mr. Spanos used the straight line method o f 

5 depreciation, wi th the equal l i fe group procedure (Spanos Direct at page 12). Based on 

6 the results o f Mr. Spanos' study, the Company is proposing to increase depreciation 

7 expense in the forecast test year from $7.2 mi l l ion to $ 11.0 mil l ion (Responses to Staff 

8 Data Request 3-23). 

9 

10 Q . W H A T I S D E P R E C I A T I O N ? 

11 A . According to the Supreme Court o f the United States: 

I Broadly speaking, depreciation is the loss; not restored by current maintenance, 
• 5 which is due to all the factors causing the ultimate retirement o f the property. 
14 These factors embrace wear and tear, decay, inadequacy and obsolescence. 
15 Annual depreciation is the loss which takes place in a year.' 
16 

17 Another commonly cited definition comes from the American Institute o f Certified 

18 Public Accountants which defines depreciation as follows: 

19 Depreciation accoxmting is a system o f accounting which aims to distribute the 
20 cost or other basic value o f tangible capital assets, less salvage ( i f any) over the 
21 estimated usefiil l i fe o f fhe unit (which may be a group o f assets) i n a systematic 
22 and rational manner. It is a process o f allocation, not o f valuation. Depreciation 
23 for the year is a portion o f the total charge under such a system that is allocated to 
24 the year. Although the allocation may properly take into account occurrences 
25 during the year, i t is not intended to be a measurement o f the effect o f all such 
26 occurrences. 
27 

28 Q. W H A T IS A N A V E R A G E S E R V I C E L I F E ? 

29 A . The service l i fe o f any one unit o f property is the number o f years o f service that the 

Lindheimer v. Illinois Bell Telephone Company, 292 U.S. 151, 167 (1934). 

17 



property lasts. For example, while there may be many thousands o f util i ty poles on a 

2 utility's system, each pole's service l i fe is going to be impacted by its location, 

3 environment and outside forces impacting it. Thus, while two poles may have been 

4 placed into service on the same day, one pole might be close to a main street while the 

5 other might be placed in a rural area wi th sandy, well-drained soil away from any nearby 

6 trees. The first pole might only survive for two or three years while the second might be 

7 in service for sixty or seventy years. The use o f an average service l i fe for a property 

8 group implies that the various units in fhe group have different lives. Thus, the average 

9 l i fe may be obtained by determining the separate lives o f each o f the units, or by 

10 constructing a survivor curve by plotting the number o f units which survive at successive 

11 ages. 

13 Q. W H A T IS A N I O W A C U R V E ? 

14 A . The range o f svirvivor characteristics usually experienced by uti l i ty and industrial 

15 properties is encompassed by a system o f generalized survivor curves known as the Iowa 

16 type curves. The Iowa curves were developed at the Iowa State College Engineering 

17 Experiment Station through an extensive process o f observation and classification o f the 

18 ages at which industiial property had been retired. There are four families in the Iowa 

19 system, labeled in accordance with the location o f the modes o f the retirements in 

20 relationship to the average Hfe and the relative height o f the modes. The left moded 

21 curves or L-Curves are those in which the greatest frequency o f retirement occurs to the 

22 left of, or prior to, average service Kfe. Think o f a type o f property where some might not 

^3 last very long but then others might last a very long time. One might imagine that this 
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1 could occur wi th Chevrolet Corvettes, where some are driven at high speed and crashed 

2 while other are cherished and pampered in the garage. I f a substantial proportion is 

3 retired early compared to the average, the curve is moded to the left. The symmetrical 

4 moded cxirves, or S Curves, are those in which the greatest fi-equency o f retirement occurs 

5 at average service hfe. The right moded curves, or R Curves, are those in which the 

6 greatest frequency occurs to the right of, or after, average service Hfe. The origin moded 

7 curves, or O Curves, are those in which the greatest frequency o f retirement occurs at the 

8 origin, or immediately after age zero. The letter designation o f each family o f curves (L , 

9 S, R or O) represents the location o f the mode o f the associated frequency curve with 

10 respect to the average service life. The numbers represent the relative heights o f the 

11 modes o f the frequency curves within each family. 

2 

13 Q. W H A T I S N E T S A L V A G E ? 

14 A. Net salvage is the value obtained from retired property (the gross salvage) less the cost 

15 removal. Net salvage can be either positive or negative. Net salvage can be positive in 

16 cases where the salvage value o f the property exceeds the cost o f removing the property. 

17 For example, when one sells a truck i t costs little or nothing for the utiUty to consign a 

18 number o f trucks to a dealer and the money received offsets the original cost o f the truck. 

19 Net salvage can be negative as well i n cases where cost o f removal is greater than gross 

20 salvage. A n old uti l i ty pole has little i f any salvage value but a truck and crew must be 

21 still dispatched to remove it. 

22 

^3 
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\ Q. H O W D O E S N E T S A L V A G E I M P A C T T H E C A L C U L A T I O N 

2 O F D E P R E C I A T I O N ? 

3 A . The intent o f the depreciation process is to a l low the Company to recover 100% 

4 o f investment less net salvage. Therefore, i f net salvage is a positive 10%, then the uti l i ty 

5 should only recover 90%o o f its investment through annual depreciation charges imder the 

6 theory that i t w i l l recover the remaining 10% through net salvage at the time the asset 

7 retires (90% + 10% = 100%). Alternatively, i f net salvage is a negative 10%, then the 

8 util i ty should be allowed to recover 110% o f its investment through annual depreciation 

9 charges so that the negative 10% net salvage that is expected to occur at the end o f the 

10 property's l i fe w i l l still leave the uti l i ty whole (110% - 1 0 % = 100%). 

11 

I Q. W H A T IS A D E P R E C I A T I O N R A T E ? 

13 A . The depreciation rate is expressed as a percentage and is calculated by subtracting the net 

14 salvage percent firom 100% and then dividing by the remaining average service l i fe . For 

15 example, for an accoxmt with a net salvage o f negative twenty percent and a forty year 

16 remaining service l i fe , then the depreciation rate would be 100% less negative 20% to 

17 arrive at a figure o f 120% divided by 40 to arrive at a depreciation rate o f 3.0%. 

18 

19 Q. W H A T IS D E P R E C I A T I O N E X P E N S E ? 

20 A . The depreciation expenses o f a ut i l i ty are determined by applying approved depreciation 

21 rates to the depreciable plant balances. The rates are developed separately for particular 

22 classes o f plant, such as production (e.g., gas-fired generation, coal-fired generation), 

"•3 transmission, distribution, etc., based on detailed studies. 
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1 Q. W H A T I S T H E D E P R E C I A T I O N R E S E R V E ? 

2 A . While depreciation expense represents the annual recovery o f the capital investment, 

3 there is another depreciation category that records all depreciation expense, retirements, 

4 cost o f removal and gross salvage on a continuous basis. This account is the accumulated 

5 provision for depreciation, also known as the depreciation reserve. The depreciation 

6 reserve serves as a "running total" o f the extent to which individual assets or groups o f 

7 assets have been depreciated. In a depreciation study, the depreciation reserve is 

8 known by several other names as wel l , the most notable being the "book reserve," 

9 the "recorded reserve" or the "actual reserve." 

10 

11 Q. W H A T I S A D E P R E C I A T I O N S T U D Y ? 

I A. A depreciation study is the process whereby each account is examined to determine the 

13 appropriate survivor curve, average service l i fe , and net salvage rate to be used in the 

14 calculation o f depreciation rates, tihereby allowing calculation o f depreciation expense 

15 which would allow the uti l i ty to properly recover its invested capital. 

16 

17 Q. P L E A S E D I S C U S S T H E C O M P A N Y ' S P R E S E N T A T I O N I N T H I S C A S E . 

18 A . Mr. Spanos recommends using the equal l i fe group procedure to calculate depreciation 

19 expense. The procedure applies to how to weight the remaining l i fe o f assets in an 

20 account i n order to calculate the remaining l i fe . As more f i i l l y explained in Mr . Spanos' 

21 deprecation study (Filing Requirement 12-S), under the equal l i fe group the property in 

22 an account is subdivided according to service l i fe and each group is depreciated over its 

"•S own service Ufe. As such, equipment wi th a shorter than average service l i fe w i l l be 
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depreciated faster than the average and plant wi th a longer average service l i fe w i l l 

2 depreciate slower (i.e. longer average service l i fe) . This procedure is different than the 

3 average service l i fe procedure whereby the accrued depreciation is based on the average 

4 service l i fe o f the group. A key characteristic o f this procedure is that the cost o f plant 

5 retired prior to the average service Ufe is not fu l ly recouped and plant retired subsequent 

6 to the average l i fe is more than fu l ly recouped. 

7 

8 Q. W H A T P R O C E D U R E IS I N P L A C E N O W F O R C O L U M B I A G A S O F 

9 K E N T U C K Y , I N C . ? 

10 A. The average service l i fe procedure. Mr . Spanos recommends the use o f the equal l i fe 

11 group because he believes i t is the most accurate for matching recovery o f the asset to 

I consumption or utiUzation o f the asset (Spanos Direct at page 19). That said, Mr. Spanos 

13 also notes that the average service l i fe procedure is most commonly utiUzed in Kentucky 

14 (Spanos Direct at page 18). 

15 

16 Q. W H A T I S T H E I M A P C T O F S W I T C H I N G F R O M T H E A V E R A G E S E R V I C E 

17 L I F E P R O C E D U R E T O T H E E Q U A L L I F E G R O U P P R O C E D U R E ? 

18 A . Based on December 31, 2012 data, moving to the equal l i fe group procedure would 

19 increase depreciation expense by $3.2 mi l l ion (Response to A G question 1 -92). 

20 

21 Q. C O U L D Y O U P L E A S E C O M M E N T O N T H E P R O P O S E D C H A N G E I N 

22 D E P R E C A T I O N P R O C E D U R E S ? 

^ 3 A . The Company has proposed changing to the equal Hfe group procedure i n its last three 
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rate cases (Case No. 2002-00145, Case No. 2007-00008 and Case No. 2009-00141). In 

2 each o f those cases, which were settled and the parties agreed to depreciation rates 

3 specifically based on the average service l i fe procedure. (See Case No. 2002-00145, 

4 KPSC Order dated 12/13/2002 approving the Settlement Agreement; Case No. 2007-

5 00008, KPSC Order dated 8/29/2007 approving the Stipulation and Stipulation 

6 Supplement; and Case No. 2009-00141, BCPSC Order dated 10/26/2009 approving the 

7 Stipulation and Recommendation.) The company has failed to demonstrate the need to 

8 switch from the average service l i fe procedure. Moreover, the Company w i l l not be 

9 denied any rate recovery for deprecation since both fhe average service l i fe procedure and 

10 the equal l i fe group procedure provide for flail recovery. Accordingly, I recommend that 

11 equal l i fe group procedure not be adopted. 

> 

13 Q. D O Y O U R E C O M M E N D A N Y O T H E R C H A N G E S T O T H E C O M P A N Y ' S 

14 P R O P O S E D D E P R E C A T I O N R A T E S ? 

15 A . Yes, for Account 376 - "Mains" and Account 380 - "Services", the increased retirement 

16 activity from the accelerated main replacement program is affecting fhe indicated net 

17 salvage rates. For Accomt 380 in fhe period 1969-2000 retirements on an annual basis 

18 ranged from a low o f $24,000 to a high o f $750,000 with net salvage rates ranging 

19 between (39%) to (454%) (Filing requirement 12s, page I I I - l l O ) . Since that time 

20 however, and particularly after the infroduction o f the accelerated main replacement 

21 program, retirements around $900,000 per year and net salvage ranges have declined 

22 dramatically wi th the last five years, averaging (50%). For Account 376, the change in 

''3 retirements and net salvage fol low a similar pattern. For the period between 1969 and 

23 



2000, retirements ranged from a low o f $37,000 per year to a high o f $650,000 wi th net 

2 salvage rates ranging between (4%) to (20%) (Filing Requirement 12s, page I I I - l O l ) . 

3 More recent years show retirements i n the $900,000 to $1,200,000 per year range and net 

4 salvage rates for the years wi th high retirements between (6%) to (10%). The most l ikely 

5 cause o f the lower net salvage rates is because the Company is being proactive in 

6 planning a retirement for larger sets o f assets as opposed to be being reactive when a leak 

7 occurs and retiring a smaller asset. Because o f this the retirement activity field work is 

8 spread across a larger asset base, resulting in lower net salvage rates. Given that the 

9 utiUty proposes to continue wi th the accelerated main replacement programs, I believe 

10 the most recent results are more indicative o f fiiture net salvage rates. Accordingly, I 

11 proposed that the net salvage rates for these accounts reflect that development. For 

I Account 376 I propose a net salvage rate o f (10%) as opposed to the recommended 

13 (15%), and for Account 380 I propose a net salvage rate o f (50%) as opposed to the 

14 Company's proposed (60%). These recommendations lower depreciation expense in the 

15 test period by $520,000. 

16 

17 V I I - A U T O M A T E D M E T E R R E A D I N G 

18 Q. C O U L D Y O U P L E A S E D I S C U S S T H E C O M P A N Y ' S P L A N F O R I N S T A L L I N G 

19 A U T O M A T E D M E T E R R E A D I N G D E V I C E S ? 

20 A . Yes, automated meter reading devices (AMRs) allow the Company to read people's 

21 meters electronically instead o f having meter readers come to each service location and 

22 physically read the meter. The A M R device attaches to the gas meter and encodes 

"̂ 3 consumption information from the meter to the radio-equipped data sending device (Belle 
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Direct at page 11). The A M R devices transmit data to a radio-equipped handheld 

2 computer or vehicle-based mobile computer collection system (Ibid). These gas modules 

3 work equally well in-doors and outdoors and are powered by l i thium batteries that 

4 provide an average battery l i fe o f 20 years (Belle Direct at page 12). 

5 

6 The Company began installing AMRs in 2008 in target "hard to access" meters and new 

7 or refurbished meters wi th A M D devices pre-installed ( Response to A G question 1-15). 

8 These target A M R installations resulted in no savings during the past five years (Ibid). 

9 Over the course o f 2014, Columbia plans to install A M R devices for all customer classes 

10 and intends to spend approximately $7 mi l l ion on installing and implementing an A M R 

11 system (Belle Direct at page 11 and response to A G question 1-299). The mass 

2 deployment o f AMRs is planned for 2014; Operations and Maintenance expense savings 

13 are anticipated starting wi th the fourth quarter o f 2014, resulting in an estimated 

14 reduction o f $ 199,731 to 2014 O & M expense (Response to A G question 1-15). For 

15 2015, net savings is anticipated to be approximately $741,000 (Ibid). For 2016 and 

16 beyond, savings are anticipated to be approximately $767,000 (Ibid). 

17 

18 Q. W H A T I S T H E R E V E N U E R E Q U I R M E N T A S S O C I A T E D W I T H I N S T A L L I N G 

19 T H E A M R s ? 

20 A . The Company estimates that the test year impact o f installing the AMRs is to increase the 

21 revenue requirement i n this case by $419,731 (Responses to A G question 1 -295, 

22 Attachment A , page 3 o f 4). 

^3 
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3. W H O B E N E F I T S F R O M T H E A D D I T I O N A L S A V I N G S I N O P E R A T I O N AND 

2 M A I N T E N A N C E E X P E N S E T H A T T H E C O M P A N Y F O R E C A S T S I N 2015, 

3 2016, AND B E Y O N D ? 

4 A. The Company and only the Company. 

5 

6 Q. D O C U S T O M E R S B E N E F I T F R O M A M R T E C H N O L O G Y ? 

7 A. The Company states that customers do benefit. The benefits include increased meter 

8 reading performance, reduction in estimated bills for inaccessible meters and resulting 

9 rebills, improved customer satisfaction by eliminating the need for customers to make 

10 arrangements to let meter readers inside their homes, identification o f energy theft and 

11 revenue loss due to meter tampering, and improved employee safety (Belle Direct at page 

I 12). 

13 

14 Q. C O U L D Y O U P L E A S E C O M M E N T O N T H E C L A I M E D C U S T O M E R 

15 B E N E F I T S ? 

16 A. Yes. Most o f the claimed benefits have little material quantitative value to customers. 

17 Increased meter reading performance has almost no benefit to customers. I f a meter read 

18 is too low, the next b i l l w i l l recover that wi th somewhat higher usage. I f the meter read is 

19 too high, fhe next meter read w i l l indicate somewhat lower usage. Either way the 

20 customer is indifferent i n the long run. As to improvements in customer satisfaction and 

21 reduced rebilling due to hard-to-access meters, the Company started addressing this issue 

22 on its own in 2008 when it began installing AMRs. As to reduced energy theft, the 

3 Company already has an incentive to do this and AMRs only assist the Company in its 
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current efforts but does not replace them. Increased employee safety may occur as there 

2 w i l l be fewer on-the-job injuries, but since the Company plans to eliminate most meter 

3 reading positions, there is no justification for the A M R to be categorized as a benefit to 

4 the customer. 

5 

6 More importantly, i n response to discovery, the Company states tihat the new A M R 

7 system w i l l not provide real time gas usage information and an A M R device w i l l not, i n 

8 and o f itself, result i n the reduction o f gas usage (Responses to A G questions 1 -16 and 1 -

9 45). 

10 

11 Q. W H A T D O Y O U C O N C L U D E F R O M Y O U R R E V I E W ? 

) A . It is clear tihat the installation o f AMRs w i l l produce savings for fiie Company in the very 

13 near term, and that is certainly a good thing from a shareholder perspective. From the 

14 ratepayer perspective, however, the AMRs cost $419,73 Iper year and the benefits are 

15 mostly slight improvements in bil l ing adminisfration for the company. In my review I 

16 was also disheartened to learn that the Company has not even applied to its parent 

17 Company NiSource for capital allocation and authorization on this project (Response to 

18 A G question 1 -296). Apparentiy i f the Kentucky Public Service Commission approves 

19 the increased revenue requirement, Columbia Gas w i l l proceed with the project. On 

20 balance, I do not see that these benefits outweigh the cost o f supporting the new 

21 technology and I recommend that no increased revenue requirement be allowed to 

22 support it. I f the Company still believes that this project w i l l provide benefits to i t 

"3 without ratepayer support (i.e. savings i n operation and maintenance expenses pay for 
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' canying charges on the capital investment), they are certainly allowed to do so. 

2 

3 

4 V I I I - U N C O L L E C T I B L E S 

5 Q. W H A T IS T H E C O M P A N Y ' S F O R E C A S T O F U N C O L L E C T I B L E E X P E N S E S ? 

6 A . The Company is seeking recovery o f xmcoUectible expense o f $839,477 (Response to A G 

7 question 1-66, Attachment A , page 3 o f 5). To get this number they took base period 

8 uncollectibles and made two adjustments, the first to develop an estimated uncollectible 

9 amount (Schedule D-2.2, adjustment 10) and one to reflect the estimated net charge o f f 

10 rate (Schedule D-2.4, adjustment 4). 

11 

I Q. IS T H E C O M P A N Y ' S E S T I M A T E R E A S O N A B L E ? 

13 A . The table below which was taken from the response to A G question 1-166 shows the 

14 historic amounts on write offs charged to Account 904 - Uncollectibles. As can be seen 

15 from the table, the amoimt o f uncollectibles has dropped dramatically. 

16 

17 

Uncollectible 

Year Expense 

2(X>8 $2,451,089 

2009 $1,991,631 

2010 $1,230,283 

2011 $594,185 

2012 $534,473 

18 Uncollectible expense for the twelve months ending June 2013 was $397,531 and the 

19 uncollectible expense for the twelve months ending July 2013 was $691,364 (Responses 

b to A G questions 2-16 and 2-17). Wi th the recent low levels of uncollectible expense, I 
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' believe the Company's forecast is too high and I recommend a level more i n line wi th 

2 most recent experience. I reject the Company's method of setting uncollectibles as some 

3 percentage o f revenues because o f the fact that the commodity cost o f gas varies so much 

4 from year to year i t makes this method unreliable. Based on information from 2011, 

5 2012, and the latest twelve the uncollectible expense level is very close to $600,000 per 

6 year and I recommend that the uncollectible expense level be set at $600,000. 

7 

8 I X - M A N A G E M E N T F E E 

9 Q. P L E A S E D I S C U S S T H E C O M P A N Y ' S F O R E C A S T O F M A N A G E M E N T F E E ? 

10 A. The Company is forecasting a test level o f total management fee paid to NiSoxorce 

11 Services Corporation Company (NiSource) o f approximately $12.7 mil l ion, which is an 

I estimate provided by NiSource (Schedule D 2.2, Adjustment 9). While the management 

13 fees are spread across many accounts, the single largest charge is to Account 923 -

14 Outside Services Employed. For the test year the Company is forecasting outside service 

15 expense o f $9,820,857 (Responses to A G question 1-666, Attachment A , page 4 o f 5). 

16 Based on the Company's reply to A G question 2-14, the vast majority o f charges in this 

17 account are payments made to NiSource. For the example, for 2012, the Company had a 

18 total o f outside services expense o f approximately $9.3 mill ion, o f which $9.0 mil l ion or 

19 97% were for expenses paid to NiSource (Response to A G question 2-14, Attachment A ) . 

20 Payments to NiSource were at least 96% o f all outside services expenses in 2008-2011 as 

21 well (Ibid). 

22 

^3 Q. W H A T L E V E L O F M A N A G E M E N T F E E W A S E S T I M A T E D I N T H E L A S T 
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R A T E C A S E ? 

2 A . In the Company's last rate case, the management fee to NiSource was estimated to be 

3 $9.7 miUion wi th $6.6 milhon charged to Accoxmt 923 (Case 2009-00141, Schedule D -

4 2.8). Seen another way, the estimated overall management fee has grown at an annual 

5 rate o f approximately 5.6% and the outside services expense has grown at a rate o f 

6 approximately 7.6%. Actual expenses have tracked estimates. Total billings from 

7 NiSource to Columbia Gas in 2009 were $11.1 mil l ion, which included charges for both 

8 expenses and work on capital projects (Volume 7, Tab 58, pages 5-6). Total bi l l ing from 

9 NiSource i n 2012 was $13.4 mil l ion, which represents a 6.9% annual growth rate. 

10 

11 Q. H A S C O L U M B I A B E E N A S K E D T O E X P L A I N T H E S E L A R G E I N C R E A S E S I N 

m 
B I L L I N G S ? 

13 A . Yes, Staff question 2-3 addressed this very point. In that same question Staff also asked 

14 why the Company was forecasting larger than inflation increase between 2012 and the 

15 test year. The Company gave a thoughtfiil and detailed five page explanation to staff 

16 (Response to Staff question 2-3). Among the reasons for tiie increase were increased 

17 staffing needs, increased volume o f calls from customers, and increased expenses due to 

18 implementation o f new technologies (Ibid). While all o f these seem like clear and 

19 reasonable explanations o f why an expense category increases, what is missing from the 

20 response is an explanation o f offsetting efforts by the Company to confrol costs. This is 

21 surprising, as one o f the much-touted benefits o f holding companies are synergies and the 

22 

^3 

lower cost o f centralized operations. 
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' Q. H O W S H O U L D T H E C O M M I S S I O N A D D R E S S T H I S I S S U E ? 

2 A. In cases where holding companies allocated costs amongst subsidiaries, one means by 

3 which to assure reasonable allocation is to establish a clear set o f accounting and 

4 allocation methods which are periodically reviewed and audited for reasonableness. 

5 NiSource has such an allocation basis - i t was presented in this case as filing 

6 requirement 12-U. That does not always ensxire low rates, however, as problems can 

7 arise when allocating between states and across line divisions. Indeed, this happened in 

8 the Northeast area o f the coxmtry where one uti l i ty was subject to an audit and glitches 

9 found in the system caused one regulatory commission to order changes in the util i ty 's 

10 accounting practices flittp://www.timesunion.com/business/article/Utilitv-audit-cites-

11 44M-4202345.php). I should note the audit method o f regulation did not work well for 

• I this holding company as no less than three states conducted independent audits o f its 

13 accounting practices; the util i ty also had to do its own internal audit which cost i t over $2 

14 mil l ion; and, since the time the accounting glitches were found, the regulators have 

15 ordered two other audits o f its operating business practices. 

16 . 

17 Another method o f uti l i ty oversight is incentivized ratemaking. This method sets targets 

18 for performance wherein the uti l i ty can earn extra money i f i t performs well or is 

19 penalized i f i t performs poorly. For example, one might set a target rate o f contractor 

20 damages to gas lines and develop a performance mechanism around that target to reward 

21 or penalize for performance. It is important to note that incentivized ratemaking is not 

22 symmetrical and the penalty for bad performance could be worse than the incentive for 

'̂ 3 good performance. Using the contractor damage example, i f a uti l i ty was found to be one 
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1 o f the worst in the country on poHcing the work performance o f a contractor, the 

2 regulator may find i t appropriate to make penalize for continued poor performance and 

3 distribute smaller rewards for improved performance. Another method to incentivize 

4 uti l i ty performance is to impute productivity improvements in rates. This may be done 

5 through a productivity adjustment to labor or through a straight imputation o f synergy 

6 benefits (a common method when dealing with mergers) or by simply l imit ing the 

7 inflation level applied to certain expense categories. 

8 

9 Q. W H A T D O Y O U R E C O M M E N D B E D O N E I N T H I S C A S E ? 

10 A. First, I would note that the vast majority o f expenses being paid to NiSource are 

11 accounted for in Outside Services, which is almost like a catch-all for fees paid to the 

• 2 parent company. Based on the last rate case, the current rates have approximately $9.7 

13 mil l ion i n total management fee paid to NiSource. With the management fee forecast in 

14 this case set at $12.7 miUion, one way to look at the rate request o f $16.6 mi l l ion is that 

15 $3.0 mil l ion - or 18% - o f the rate request is being driven by the management fee to 

16 NiSource. 

17 

18 While one can appreciate that the Company is incurring costs for new technologies and 

19 increased regulatory reporting requirements, one must recognize that very little can be 

20 gleaned from what goes into this charge without a detailed audit o f the Company. In 

21 addition, wi th a ut i l i ty bemoaning about declining sales (yet has automatic rate recovery 

22 for its pipe replacement program), one can easily understand why ratepayers would 

3 expect the uti l i ty to be pinching peimies and finding ways to achieve productivity 
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1 improvements. To address this need for balance between shareholder and ratepayer, I 

2 believe an incentive mechanism, rather than an audit at fhis time, should be adopted that 

3 provides an impetus for the parent company to control costs. Perhaps the simplest, most 

4 direct and administratively easy solution is to l imi t the increase in management fee to the 

5 increase in the CPI since 2009. The CPI for 2009 was 642 and the CPI for 2012 was 688 

6 for an increase o f 7.1 % to get to mid-year test year. I f we apply a 3% inflation factor to 

7 2012 level we get a test year CPI o f 730 or 13.7% higher than 2009. Applying this factor 

8 to the management fee currently in rates gives a management fee o f $ 11.1 mil l ion. This 

9 reduces test year revenue requirement by approximately $1.7 mil l ion. 

10 

11 X - R E T U R N O N E Q U I T Y 

' 2 Q. C O U L D Y O U P L E A S E D I S C U S S T H E A G ' S P O S I T I O N O N R E T U R N ON 

13 E Q U I T Y ? 

14 A . Yes, the A G is not sponsoring a witness to propose a retum on equity in this case. M y 

15 testimony serves to provide prospectus on what the overall revenue requirement may be 

16 for this Company given retums on equity fhat have been recenfly awarded throughout the 

17 country. For example, in a recenfly completed rate case in Connecticut, the Public Ut i l i ty 

18 Regulatory Authority (PURA) awarded the United Illuminating Company a 9.15% retum 

19 on equity i n Docket No. 13-01-19. This electric distribution Company had asked for a 

20 10.25% retum on equity. In its final decision in the Docket issued August 14, 2013 

21 PURA noted that the median in the third quarter o f 2013 allowed retums on equity that 

22 are continually trending downward, wi th reports by Regulatory Research Associates 

''3 showing that i n the third quarter o f 2013 allowed ROEs ranging between 9.30% to 

33 



1 10.20% and averaged 9.73%. Kentucky has not been immxme from the frend in lower 

2 recommended rates o f retum. In Case No. 2012-00520, testimony filed as recently as 

3 Apr i l 2013, the A G witness noted his analysis o f an equity cost rate i n the range of 7.3% 

4 to 8.6% for Kentucky American Water Company. (See Direct Testimony o f J. Randall 

5 Wookidge, filed Apr i l 3, 2013, as Exhibit FWR-2.) Wi th tihese retums on equity so much 

6 lower than that requested by Coliraibia, i t is proper to give an illusfrative retum on equity 

7 in the low 7.3% to 9.7% range. In my calculated revenue requirement I am using a retum 

8 on equity o f 8.5%. Columbia reports that the impact o f a lower retum on equity is a 

9 linear fimction and for each 50 basis points i t reduces the revenue requirement i n this 

10 case by $875,445 (Responses to A G questions 1-119, 1-120 and 1-212). Based on an 

11 8.5% retum on equity as compared to the Company's request o f 11.25%, this adjustment 

' 2 reduces revenue requirement by approximately $4.8 mil l ion. 

13 

14 X I - P R O P E R T Y T A X E S I N A M R P 

15 Q. C O U L D Y O U P L E A S E D I S C U S S T H E C O M P A N Y ' S P R O P O S A L T O I N C L U D E 

16 P R O P E R T Y T A X E S I N T H E A M R P R I D E R ? 

17 A . Yes, Company Witness Judy M . Cooper testifies that the Company has come to realize 

18 that the change in property taxes, or ad-valorem taxes, should also have been enumerated 

19 so as to be included in fhe revenue requirement calculation (Cooper Direct at page 8). 

20 Thus, she proposes to change the language for the AMRP Rider to simply include 

21 property taxes (Filing Requirement Schedule L , Tar i f f Sheet 58). 

22 

I 
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1 Based on a discovery question on the t iming o f taxes on new plant addition the Company 

2 described the taxing process as follows: Columbia's property tax liability is based on an 

3 assessed value as o f December 31. For example, taxes for tax year 2012 are assessed on 

4 property as o f December 21, 2011, wi th bills due starting in the fourth quarter o f 2012 

5 and continuing into 2013 (Response to A G question 1-214). Wi th this taxing system i t is 

6 unreasonable for the Company to ask for property tax expense for plant being put into 

7 service in a forecast test year since they w i l l not be assessed any taxes imti l the fol lowing 

8 year wi th taxes to be paid at the end o f that year or in the first quarter o f the next 

9 (Response A G question 1-215). As such, I propose rejecting the Company's proposal as 

10 unnecessary. 

11 

12 Q. D O E S T H I S C O N C L U D E Y O U R T E S I T M O N Y ? 

. 3 A . Yes i t does. 

14 
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Test Period Ending 12/31/14 
Case No. 2013-00167 

Sell. FWR-1 

COLUMBIA GAS OF KENTUCKY 
REVENUE DEFICIENCY 

1. Rate Base 

2. Rate of Return 

3. Operating Income Requirement 

4. Pro Forma Operating Income 

5. Operating Income Deficiency 

6. Gross Revenue Conversion Factor 

7. Revenue Deficiency 

Columbia 

(1) 

Adjustment AG 

$203,298,499 $ (2,132,443) $201,166,056 FWR-3 

8.59% 7.15% FWR-2 

17,463,341 

7,398,960 

10,064,381 

1.648940 

6,168,971 

14,377,942 

13,567,931 FWR-5 

810,010 

1.639537 (2) 

$ 16.595,561 $ (15,267,519) $ 1,328,042 

(1) Schedule A 

(2) Operating revenue 

Less: Uncollectible accounts 

Less: P S C fees 

Net revenues 

State income taxes @ 6.00% 

Income before federal income tax 

Federal Income tax @ 35% 

Operating income percentage 

100.000000% 

-0.56896% 

-0.17540% 

99.2556% 

0.059553 

0.933003 

0.326551 

0.606452 

100.000000% 

-0.17540% 

99.824600% 

5.989476% 

93.835124% 

32.842293% 

60.992831% 

Sch. FWR-9 

Gross revenue conversion factor 1.648935 1.639537 



Test Period Ending 12/31/14 Sch. FWR-2 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
RATE OF RETURN 

COLUMBIA PROPOSED: 

Short Term Debt 

Long Term Debt 

Common Equity 

Total 

Ratios 

(1) 

0.270% 

47.340% 

52.390% 

100.00% 

Weighted 
Cost Cost 
Rates Rates 

(1) (1) 

1.94% 0.01% 

5.68% 2.69% 

11.25% 5.89% 

8.59% 

AG RECOMMENDED: Weighted 
Cost Cost 

Ratios Rates Rates 
(1) (1) and (2) Ratio X cost Rate 

Short Term Debt 0.270% 1.94% 0.01% 

Long Term Debt 47.340% 5.68% 2.69% 

Common Equity 52.390% 8.50% 4.45% 

Total (Equal to Rate Base) 100.00% 7.15% 

(1) Schedule J-1, page 1 of 2 

(2) Testimony of Frank Radigan 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
RATE B A S E 

Sch. FWR-3 

Columbia Adjustment AG 

(1) 

1. Plant In Service $356,161,789 $356,161,789 

2. Accum. Depreciation & Amort. (138,958,740) (1,756,667) (140,715,407) FWR-11 

3. Construction Work in Progress 

4. Cash Working Capital Allowance 4,081,898 (375,775) 3,706,123 FWR-4 

5. Other Working Capital Allowances 

a. Materials & Supplies 74,783 74,783 
b. Gas Stored Underground 38,936,027 - 38,936,027 
c. Prepayments 433,436 433,436 
d. Total Working Capital 39,444,246 39,444,246 

6. Customer Advances - $ 

7. ADIT & ADITC (57,430,695) (57,430,695) 

8. Net Rate Base $203,298,498 $ (2,132,442) $201,166,056 

( 1 ) Schedule B-1 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
CASH WORKING CAPITAL ALLOWANCE 

Sch. FWR-4 

1. Totai Pro Forma O&M Expense 
Exclusive of Purchased Gas Costs 

2. C W C Ratio 

3. Cash Working Capital 

Columbia Adjustment 

(1) 

$32,655,187 $(3,006,202) 

0.125 0.125 

$ 4,081,898 $ (375,775) 

AG 

$ 29,648,985 FWR-5 

0.125  

$ 3,706,123 

(1) Scheduie B-5.2 



Test Period Ending 12/31/14 Sch. FWR-5 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
PRO FORMA OPERATING INCOME 

Columbia Adjustment AG 

(1) 

1. Operating Revenues $ 93,147,657 $ 4,305,063 $ 97,452,720 FWR-6 

Ooeratina Exoenses: 

2. Gas Supply Expenses 37,562,527 37,562,527 

3. Other Operating Expenses 32,206,191 (3,006,202) 29,199,989 FWR-7 

4. Depreciation Expenses 11,548,354 (2,829,000) 8,719,354 FWR-11 

5. Taxes Other Than Income Taxes: 3,525,110 3,525,110 

6. Operating Exp. Before Income Taxes 84,842,182 (5,835,202) 79,006,980 

7. Operating Income Before Income Taxes 8,305,475 10,140,264 18,445,739 

8. Income Taxes 906,515 3,971,293 4,877,808 FWR-12 

9. Operating Income $ 7,398,960 $ 6,168,971 $ 13,567,931 

(1) Schedule C-2 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
RECOMMENDED OPERATING REVENUES 

Sch. FWR-6 

1. Operating Revenues Proposed by Columbia: 

AG-Recommended Revenue Adjustments: 

2. Sales adjustment to reject TOP and declining sales argument 

3. Incremental Forfeited Discount Revenues 

4. Rent 

5. Unbilled Revenues 

$ 93,147,657 (1) 

$ 3,094,168 FWR-6A 

$ 133,941 FWR-6B 

$ 76,953 FWR-6B 

1,000,000 FWR-6B 

5. Operating Revenues Recommended by AG $ 97,452,720 

(1) Schedule C-1, line 1 



Test Period Ending 12/31/14 
Case No. 2 ' " 1167 COLUMBiA 

RETAIL S/ 

Residentall (1) 

Rate 
Schedule Bills MCF 

CunBHt 
Cust. Ctig. 

Rev 

Current 
Base Usage 

Rev 

Current 
AMRP 

Rev 

Residential 
GIC 
GSO 
IS 
iUS 
GTO 
DS 
GDS 
DS3 
FX1 
FX2 
FX5 
FX7 
SC3 

1,438,306 7,985,392 $17,775,429 14,963,376 1,525,664 

TOTAL PER COLUMBIA FORECAST 1,439,306 7,995,392 $ 17,775,429 $ 14,963,376 $1,525,664 
Average (Usage, Revenue Per Bill or Revenue Per MCF) 66.66 $ 12.35 $ ' 187 ' 106 

AG Use Par Customer (Radigan Testimony) 
AG Sales Forecast (Radigan Testimony) 
Incntiental (Sales -MCF or Bills) 
Revenue Impact (Average Rate Times Incremental) 
Grand Total Revenue Impact 

72 
8,640,000 

$3,084,168 
8,571 $ 

644,608 
1,206,384 $ 736 

(1) Response to AG 1-263, Attachment A 

• KENTUCKY 
UUSTMENT 

c-h. FWR-6A 

Commercial (1) Industrial (1)  
Currant Currant Current Currant 

Cust. Chg. Base Usage Cust. Chg. Base Usage 
MCF Rev Rev Bills MCF Rev Rev 

48 2,707 $1,680 $5,722 
114,076 2,828,575 $2,866,730 $5,177,564 467 156,320 $11,736 $265,183 

12 33,098 $7,001 $18,095 

49,717 1,843,987 $1,249,388 $3,360,852 145 48,000 $3,644 $83,291 
348 1,775,557 $222,473 $970,687 444 5,622,821 $283,845 $2,623,290 
194 314,668 $15,720 $527,089 209 212,264 $16,935 $358,497 

36 767,283 $9,212 $65,833 
12 378,925 $7,672 $47,366 

12 366,000 $7,672 $45,750 
36 3,481,281 $9,212 $298,553 
12 480,000 $7,672 $185,600 
12 4,009,476 $7,672 $875,516 

7,144,418 $ 4,363,663 $ 10,079,300 
52151 $ 26.54 $ 1.41 

586 
8,027,956 

883,537 
1,246,489 

15,186,555 $ 364,601 $ 4,831,608 
131,580 $ 263.25 $ 0.32 

149,025 
17,200,000 

2,013,445 
$ 631,988 



Test Period Ending 12/31/14 
Case No. 167 

COLUMBIA KENTUCKY 
OTHER REVi IJUSTMENTS 

FWR-6B 

Forefeited DIscouunts Rent Unbilled Revenues 

Columbia (1) 

Forfeited 
Year Ofscounts 

2CWS 4132,713 
200S $209,255 
2010 $493,928 
20H $572,234 
2012 S406,1S7 

OAG Forecast - 3yT average (Avg. 2010-2012) 

Recommended incremental revenues 

$ 356,^5 

S 490,806 

Columtiia (2} 

OAG - Reflect latest rent amount of $7,798 per month (3) 93,576 

Recommended incremental revenues "$ 76,953 

Columbia (4) 

Unbilied 
Year Revenues 

2CTO $8,571,399 

2010 ($4,342,007) 

2011 $5,330,989 

2012 $92,995 
YTD $5,524,394 

OAG - Forecast to reflect some revnues in 
recognition of historic activity (5) 

RecommendDd Incremental rwenues $ 1.000.000 

(1) Response to AG question 1-166, Attachment A, page 1 of 5 
(2) Schedule D-1 

(3) Response to AG question 1-218 

(4) Response to Staff question 3-5 

(5) Response to AG questions 1-228 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
OTHER OPERATING E X P E N S E S 

Sch. FWR-7 

1. Other Operating Expenses Proposed by Columbia: $ 32,206,191 (1) 

AG-Recommended Expense Adjustments: 

2. Automated Metering Infrastructure (419,731) FWR-8 

4. Uncollectible Expense Adjustment (239,467) FWR-9 

6. NiSource Cost Allocation Adjustments (2,347,004) FWR-10 

8. Other Operating Expenses Recommended by AG $ 29,199,989 

(1) Schedule C-1, line 4 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
, AUTOMATED METER READING ADJUSTMENT 

Columbia Adjustment 
(1) 

1. Estimated Revenue Requirement AMR $ 419,731 $ (419,731) 

6. AMR Adjustment $ (419,731) 

(1) See Response to A G 1 -293, Attachment A, page 3 of 4, Section 1 (d) Rate Case Revenues 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
UNCOLLECTIBLE E X P E N S E S 

Sell. FWR-9 

Columbia Adjustment AG 

1. Base Year Uncollectibles $ 731,066 (i) $ 731,066 

4. Test Year Expennse $ 839,467 (2) $(239,467) $ 600,000 (3) 

5. Residential Uncollectible Expense Adjustment $ 108,401 $(239,467) $ (131,066) 

(1) Schedule D-2.1, S h e e t s 

(2) Per response to AG-1-166, Attachment 5, page 3 of 5, line 5 

Uncollectible 
Year Expense 

2 » S $2,451,089 

2(m $1,991,631 

2010 $1,230,283 
2011 

2012 $534,473 

(3) Per Responses to AG questions 2-16 and 2-17, Uncollectible expense for the twelve months ending June 
2013 was $397,531 and the uncollectible expense for the twelve months ending July 2013 was $691,364. Level 
seems to be gravitating around $600,000 per year and that is what is recommended 



Test Period Ending 12/31/14 
Case No. 2013-00167 

Sch. FWR-10 

COLUMBIA GAS OF KENTUCKY 
NISOURCE CORPORATE SERVICE COST ADJUSTMENT 

1. NiSource Sen/ice Costs Allocated to Columbia 

AG-Recommended Adiustments: 

2. Magement Fee From 2009 Case 

3. Inflation Adjustment 
CPI 

2009 643 
2012 688 
2013 708 
2014 730 

$ 12,733,636 (1) 

$ 9,148,390 (2) 

(3) 

(4) 

1.14 

7. Total AG-Recommended Adjustments $ 10,386,632 

8. AG-Recommended NiSource Costs Allocated to Columbia $ (2,347,004) 

(1) Schedule D-2.2, Sheet 2 of 3, Adjustment 9 

(2) Case 2009-00141, Scheduie D-2.8, Sheet 1, line 20 less line 3 

(3) CPI values for 2009 and 2012, response to AG 1-139 

(4) CPI values for 2013 and 2014, 2012 plus 3% per year 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 

Sch. FWR-11 

Columbia Adjustment AG 
Deoreciation Exoense Adiustment: (1) 

1. Annualized Plant Depreciation $ 11,548,354 $ (2,829,000) $ 8,719,354 

2. Annualized CWIP Depreciation - - -

3. Total Annualized Depreciation $ 11,548,354 $ (2,829,000) $ 8,719,354 

Deoreciation Reserve Adiustment: 

4. Annualized Depreciation Expense [L3] $ 11,548,354 $ (2,829,000) $ 8,719,354 

5. Test Year Per Books Depreciation Exp. 6,962,687 6,962,687 

6. Difference 4,585,667 1,756,667 

7. Pro forma Depreciation Reserve Adjustment $ - $ 1,756,667 

(1) Schedules D-2.3, Sheet 2 and D-2.1, Sheet 6 

(2) Exhibit FWR-11 A 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
DEPRECIATION EXPENSE ADJUSTMENT DETAIL 

Sch. FWR-11 A 

Allocated Future Annual 
Book Cost Resen/e Accruals Accrual 

Net Salvage ($000) ($000) ($000) R/L ($000) 
(a) (b) c) (d). |l-(i)l<|b)-cl e) (f) -(d)/e) 

Lower Net Salvage for Mains 
Depreciation Expense - ELG (1) 

Total Mains -15% $ 180,114 $ 54,042 $ 153,089 55 $ 2,776 

Depredation Expesne - Average Service Life Procedure (2) 
Mains - Cast Iron -15% $ 273 $ 260 $ 54 20 $ 3 
Mains - Bare Steel -15% $ 17,968 $ 16,608 $ 4,055 21 $ 197 
Mains - Coated Steel -15% $ 44,837 $ 12,626 $ 38,937 56 $ 692 
Mains - Plastic -15% $ 98,419 $ 22,114 $ 91,068 59 $ 1,541 
Total Mains S 161,497 $ 51,608 $ 134,114 55.14 $ 2,432 

Average Service Life With Lower Net Salvage 
Total Mains -10% $ 180,114 $ 54,042 $ 144,083 55 $ 2,613 

Adjustment 

Lowe Net Salvage for Services 
Depredation Expense - ELG (1) 

Services -60% $ 106,378 $ 57,925 $ 112,280 29.8 $ 3,768 

Depredation Expense - Average Service Life Procedure (2) 
Sen/ices -60% $ 95,861 $ 54,739 $ 98,639 29.8 $ 3,310 

Average Service Life With Lower Net Salvage 
Services -50% $ 106,378 $ 57,925 $ 101,642 29.8 $ 3,411 

Adjustment 

Reject E L G Procedure 

($000) 

(163) 

(357) 

Depredaiton Expense Using ELG (3) j 10,870 

Depredation Expense Using Braod Group Average Sen/ice Life (4) $ 8,561 

Adjustment ^ 2̂ 309) 

Total Depredation Adjustment 

(1) Filing Requlmnent 12-s, pages 111 149 -111-153, and 111-157 
(2) Response to AG question 1-92 
(3) Filing Requimient 12-s, page 111-5 
(4) Response to AG queslton 1-92 



Test Period Ending 12/31/14 
Case No. 2013-00167 

COLUMBIA GAS OF KENTUCKY 
INCOME TAXES 

Sch. FWR-12 

Columbia Adjustment AG 
(1) 

1. Operating Income Before Income Tax $ 8,305,475 $ 10,140,264 $18,445,739 
2. Less: Pro Forma Interest Expenses (5,509,389) (5,509,389) 
3. Plus: Statutary Adjustments 47,441 47,441 
4. State Taxable Income 2,843,527 12,983,791 
5. State Income Taxes @ 6% 170,612 $ 608,417 779,029 
6. Amortization of Excess State ADIT (24,898) (24,898) 

7. Net State Income Taxes 145,714 $ 608,417 754,131 

8. Federal Taxable Income [L4-L5] 2,672,915 12,204,762 
9. Federal Income Taxes 908,791 (2) $ 3,362,876 4,271,667 
10. Amortization of Excess Federal ADIT (69,679) (69,679) 
11, Amortization of Investment Tax Credit (78,311) (78,311) 

12. Net Federal Income Taxes 760,801 3,362,876 4,123,677 

13. Total Income Taxes [L7 + L13] $ 906,515 $ 3,971,293 $ 4,877,808 

(1) Schedule E-1, Sheet 1 of 2 

(2) "Stand-alone" federal Income tax rate of 34% 

(3) Consolidated filing federal income tax rate of 35% 
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FRANK W. RADIGAN 

E D U C A T I O N 

B.S., Chemical Engineering ~ Clarkson University, Potsdam, New York (1981) 

Certificate in Regulatory Economics ~ State University of New York at Albany (1990) 

S U M M A R Y OF PROFESSIONAL EXPERIENCE 

1998-Present Principal, Hudson River Energy Group, Albany, NY ~ Provide research, 
technical evaluation, due diligence, reporting, and expert witness testimony on electric, 
steam, gas and water utilities. Provide expertise in electric supply planning, economics, 
regulation, wholesale supply and industry restructuring issues. Perform analysis of rate 
adequacy, rate unbundling, cost-of-service studies, rate design, rate structure and multi-
year rate agreements. Perform depreciation studies, conservation studies and proposes 
feasible conservation programs. 

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY - Advised 
clients on rate setting, rate design, rate unbundling and performance based ratemaking. 
Served a wide variety of clients in dealing with complexities of deregulation and 
restructuring, including OATT pricing, resource adequacy, asset valuation in divestiture 
auctions, transmission planning policies and power supply. 

1981-1997 Senior Valuation Engineer, New York State Public Service Commission, 
Albany, NY - Starting as a Junior Engineer and working progressively through the 
ranks, served on the Staff of the New York State Department of Public Service in the 
Rates and System Planning Sections of the Power Division and in the Rates Section of 
the Gas and Water Division. Responsibilities included the analysis of rates, rate design 
and tariffs of electric, gas, water and steam utilities in the State and performing embedded 
and marginal cost of service studies. Before leaving the Commission, was responsible 
for directing all engineering staff during major rate proceedings. 

FIELDS OF S P E C I A L I Z A T I O N 

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and 
market power, divestiture, generation planning, power supply agreements and expert witness 
testimony, retail access, cost of service studies, rate unbundling, rate design and depreciation 
studies. 
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P R O J E C T H I G H L I G H T S 

Wholesale Commodity Markets 

Transmission Expansion Planning - Various Utilities ~ Member of Transmission Expansion Advisory Committee 
in the New England Power Pool - the Committee is charged with the study of transmission expansion needs in the 
deregulated New England electric market. Ongoing 

Locational Based Pricing - Reading Municipal Light Department ~ Using GE multi-area production simulation 
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and 
load centers. 2003 

Merchant Plant Analysis - Confidential client - Using GE multi-area production simulation model (MAPS), 
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to 
market priced contract. 2002 

Market Price Forecasting - El Paso Merchant Energy - Analyzed New England power market using MAPS for 
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required 
under its gas supply contract. 2002 

Market Price Analysis - Novo Windpower - Analyzed hourly market price data in New York for each load zone in 
State in order to optimize location of new wind power projects. 2002 

Gas Aggregation - Village of llion - Advised client on costs/benefits of aggregating residential gas customers for 
purpose of gas purchasing. 2002 

Gas Procurement - Albany County, New York - Assisted client in analysis of economics of existing gas purchase 
contract; negotiated termination of contract; designing request for proposal for new natural gas supply. 2000 

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply 
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998 

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by 
complementing existing low cost power supplies in order to entice new industrial load to locate within Village. 
1997 

Analysis of Load Pockets and Market Power - Performed analysis of load pockets and market power in New 
York State; determined physical and financial measures that could mitigate market power. 1996 

Study of IPP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase 
contracts entered into by investor owned utilities and independent power producers (IPPs); separately measured rate 
impacts resulting fi-om statewide excess-capacity; determined level of non-optimal reserves for each utility. 1995 

Power Purchase Contract Policies and Procedures - Directed NYSPSC Staff teams in formulation of short- and 
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD); forecasted load and 
capacity requirements; developed utility buy-back rates; presented expert witness testimony on buy-back rate 
estimates and calculation methodologies, thereby implementing curtailment of IPPs as allowed under PURPA. 
1990-1994 

Integrated Resource Planning - Led NYSPSC Staff team's examination of each utility's IRP process and 
examination of impacts of processes and regulatory policies influencing the decision making process. 1994 

Intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman of NYSPSC Proceeding to 
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and 
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost 
methods. 1990 
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Rate Setting 

Rate Study - Atmos Energy - Docket No. 1 l-UN-184- On behalf of the Mississippi Public Service Commission, 
submitted report on reasonableness of Company's depreciation study. 2012 

Rate Study - Entergy Mississippi -Docket No. 11 -UA-83 ~ On behalf of the Mississippi Public Service 
Commission, prepared report on the reasonableness of Entergy Mississippi's depreciation study. 2012 

Rate Case Cost of Service Study - Mississippi Power Company - On behalf of the Mississippi Public Service 
Commission, prepared report on reasonableness of embedded cost of service study submitted by Mississippi Power 
Co. 2012 

Rate Case Cost of Service Study - Boonville, NY - Prepared class load study and embedded cost of service study 
to justify change in rate design for the purpose of conserving energy. 2010-2012 
Rate Setting - Alliance Energy Transmission - Case No. 12-G-0256 - Prepared rate fding before the New York 
Public Service Commission for Alliance Energy Transmission. 2012 

Rate Setting - Hamilton, NY - Case No. 12-E-0286 - Prepared rate filing before the New York Public Service 
Commission for the Village of Hamilton, NY to increase its annual electric revenues. 2012 

Rate Setting - Fairport, NY - Case No. 1 l-E-0357 - Prepared rate filing before the New York Public Service 
Commission for the Village of Fairport, NY to increase its annual electric revenues. 2011 

Jurisdictional Cost of Service - Mississippi Power Company - On behalf of the Staff of the Mississippi Public 
Utilities Staff prepared a report on the reasonableness of the Company's jurisdictional cost of service study. 2010 

Rate Analysis - Southwestern Power Company - On behalf of a coalition of retail customers analyzed 
reasonableness of utility's request to include the costs of Construction Work In Progress Expenditures in rates for a 
power plant known as the Turk Plant. 2010 

Rate Study - Stowe Electric Department, VT - Docket No. 8169 - For small municipal electric utility, filed rate 
case before the Vermont Public Service Board. 2010 

Docket No. 10-10-03 - Assisted in the CT OCC's review and development of recommendations for the Review of 
the 2011 Conservation and Load Management Plan. 2010 

Rate Setting - Endicott, NY - Case No. lO-E-0588 - Prepared rate filing before the New York Public Service 
Commission for the Village of Endicott, NY to increase its annual electric revenues. 2010 

Rate Case Cost of Service Study - Heritage Hills Water Works - For small water company, performing cost of 
service study for the preparation of a f i i l l cost of service study before the New York Public Service Commission. 
2009 

Rate Case Cost of Service Study - Stowe Electric Department, NY - For small municipal electric utility, assisted 
in the preparation full cost of service study before the Vermont Public Service Board. 2009 

Rate Setting Training - MMWEC - Assisted in training MMWEC staff on rate setting process so that they could 
provide service to members. 2009 

Rate Setting - Connecticut Natural Gas ~ Docket No. 08-12-06 - Assisted the Connecticut Office of Consumer 
Counsel on the analysis of the reasonableness of the of the Company's proposed revenue requirement. 2009 

Rate Filing - Heritage Hills Water Works - Case No. 08-W-1201 - Prepared rate filing before the New York PSC 
for the Heritage Hills Water Works Corporation to increase its annual water revenues. 2008 



Rate Study - Hudson River Black River Regulating District ~ For regulating body performed detailed cost of 
service allocation in order to allocate costs among beneficiaries of water regulation. 2008 

Rate Case Cost of Service Study - Village of Greene, NY - For small municipal electric utility, assisted in the 
preparation fiiU cost of service study before the New York Public Service Commission. 2008 

Rate Case Cost of Service Study - Village of Bath, NY - For small municipal electric utility, assisted in the 
preparation full cost of service study before the New York Public Service Commission. 2008 

Rate Case Cost of Service Study - Village of Richmondville, NY - For small municipal electric utility, assisted in 
the preparation fi i l l cost of service study before the New York Public Service Commission. 2008 

Economic Development Rate - Massena Electric Department - For municipal electric utility, developed tariffs for 
economic development rates for new or expanded load. 

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full 
cost of service study before the New York Public Service Commission. 2004 

Rate Study - Pascoag Utility District - Reviewed the application of the Power Authority of the State of New York 
to increase rates to its wholesale power customers. 2003 

Rate Study - Kennebunk Power and Light Department - Performed rate study of new multi-year wholesale power 
contract against existing rates to determine impact on overall revenue recovery and cash flows of utility. 2003 

Rate Case Cost of Service Study - Village of Arcade, NY - For small municipal electric utility, assisted in the 
preparation fiill cost of service study before the New York Public Service Commission. 2003 

Rate Case Cost of Service Study - Village of Philadelphia, NY - For small municipal electric utility, assisted in 
the preparation ftill cost of service study before the New York Public Service Commission. 2003 

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full 
cost of service study before the New York Public Service Commission. 2004 

Rate Case Cost of Service Study - Fillmore Gas Company - For small natural gas local distribution company, 
performing cost of service study for internal budget controls and formal rate case before the New York Public 
Service Commission. 2003 

Rate Case Cost of Service Study - Rowlands Hollow Water Works - For small water company, performing cost of 
service study for internal budget controls and formal rate case before the New York Public Service Commission. 
2003 

Standby Rates - Independent Power Producers of New York - Analyzed reasonableness of proposed standby rates 
of Niagara Mohawk Power Corporation; proposed alternate rate designs; participated in settlement negotiations for 
new rates. 2002 

Economic Development Rates - Pascoag Utility District - Designed new cost based economic development rates 
charged to large industrial customer contemplating locating within the municipality. 2002 

Municipalization Study - Kennebunk Power and Light Department - Performed economic analysis of municipal 
utility serving remaining portions of Village not already served; performed valuation of the plant currently owned by 
Central Maine Power. 2001 

Water Rate Study - Pascoag Utility District - Performed cost of service study for water utility; presented alternate 
methods of funding revenue requirement. 2001 

Pole Attachment Rates - Middleborough Gas and Electric Department - Designed cost based pole attachment rates 
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charged to CATV customers. 2000 

ISO Service Tariff ~ On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISO 
Service Tariffs. 2000 

Pole Attachment Rates - City of Farmington, New Mexico municipal electric department - Designed cost based 
pole attachment rates for CATV customers. 1999 

OATT Rates - On behalf of four municipal utilities in New England - Developed cost based annual revenue 
requirements for regional network transmission rates; represent utilities before ISO New England committees on 
transmission rate setting issues. 1998-2004 

Consolidated Edison Restructuring - Member NYPSC Staff team - Negotiated major restructuring settlement 
with Consolidated Edison, which decreased utility's rates by $700 million over five years; implemented retail access 
program; performed rate unbundling; divestiture of utility generation and the allowance of the formation of a 
holding company; accelerated depreciation of generation; established customer education programs on restructuring; 
established service quality and service reliability incentive to ensure that provision of electric service will diminish 
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997 

Cost-of-service Review and Rate Unbundling - Performed rate unbundling of retail rates of Orange & Rockland 
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange & 
Rockland's service territory. 1992 

Vintage Year Salvage and Study - Managed joint study of staff fi-om Rochester Gas and Electric Corporation and 
NYSPSC to determine feasibility of using vintage year salvage accounting for determining fiiture salvage rates. 
1985 

Environmental Issues 

Energy Conservation Study - Pascoag Utility District - Designed energy conservation rebate program based on 
cost benefit study of various alternatives. Program funded through State mandated collection of energy 
conservation monies from ratepayers. 2002 

Clean Air Act Lawsuit - New York State Attorney General - Investigated modifications made at coal fired 
generating units of New York utilities to determine whether major modifications were made with obtaining pre-
construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999-
2002. 

Environmental Impact Study and Simulation Modeling Analysis - Analyzed potential environmental impacts of 
restructuring electric industry in NY using production simulation model PROMOD. 1996 

Renewable Resources - Project Leader in NYSPSC proceeding regarding development and implementation of 
utility plans to promote use of renewable resources. 1995 

Environmental and Economic Impacts Study - Directed study of pool-wide power plant dispatch with 
environmental adders to determine environmental and economic effects of dispatching electric power plants with 
monetized environmental adders. 1994 

Clean Air Impact Study - Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings 
i f catalytic reduction control facilities were elected to comply with 1990 Clean Air Act Amendments; installed 
components on units in metropolitan NY region. 1994 

Environmental Externalities and Socioeconomic Impacts Study - Managed NYSPSC proceeding to determine 
whether to incorporate environmental costs into Long-Run Avoided Costs for the State's electric utilities. Study 
purposes: explore the socioeconomic impacts of electric production as compared with DSM; monetize 
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environmental impacts of electricity. 1993 

E . X P E R T W I T N E S S T E S T I M O N V 

Case No. FC 1093 - Washington Gas and Light - On behalf of the People's Counsel of the District of Columbia, 
testified on the reasonableness of the Company's proposal to replace and/or remediate certain gas distribution 
facilities that are subject of this case, 2012. 

Docket No. C-2011-2226096 — Pennsylvania American Water Co. - In a class-action lawsuit, testified before the 
PA PUC on behalf of C. Leslie Pettko on the reasonableness of the surcharges imposed by Pennsylvania American 
Water Company. 2012 

Docket No. 11-06007 - Nevada Power Company - On behalf of the Nevada Public Service Commission, testified 
on the reasonableness of the Company electric depreciation study on Nevada Power Co. 2011 

MEUA -On behalf of the Municipal Electric Utilities Association, filed testimony with the New York Power 
Authority (NYPA) on the reasonableness of the Authority's 2011 Rate Modification Plan for the Niagara Power 
Project. 2011 

Case No. 9283 - Green Ridge Ufilities, Inc. - On behalf of Maryland Office of People's Counsel testified on the 
reasonableness of the water utility's proposed revenue requirement. 2011 

Case No. 1 l-G-0280 - Coming Natural Gas - On behalf of the Village of Bath, NY, analyzed the construction 
program, revenue requirement, and rate design proposed by the gas distribution company serving the Village. 2011 

Case No. lO-G-0598 - Bath Electiic Gas and Water Systems - Testified as to the reasonableness ofthe Village of 
Bath's request for a refund relating to overcharges for gas purchased from the Coming Natural Gas Co. 2011 

Case No. U-16472 - Detroit Edison ~ On behalf of four large hospitals - Detroit Medical Center, Henry Ford 
Health Systems, William Beaumont Hospital, and Trinity Health Michigan - testified on the reasonableness of the 
continuation of a service class for large customers with special contracts. 2011 

Case No. 9252 - Artesian Water Maryland, Inc. - On behalf of the Maryland Office of People's Counsel, analyzed 
proposed revenue requirement of Artesian Water Maryland, Inc. 2011. 

Case No. lO-E-0362 - Orange and Rockland Utilities, Inc. - On behalf of a coalition of municipalities, testified on 
the reasonableness of the proposed revenue requirement of Company. 2010. 

Docket No. 05-10-RE04 - Connecticut Light and Power Co. - On behalf of the Connecticut Office of Consumer 
Counsel, testified on the reasonableness of the assist in its review of the application of Company for approval of full 
deployment of its Advance Metering Infrastioicture ("AMI"). 2010 

Docket Nos. 10-06003 and 10-06004 - Sierra Power Company - On behalf of the Nevada Public Service 
Commission, testified on the reasonableness of Company's proposed depreciation rates. 2010. 

Case No. lO-E-0050 - Niagara Mohawk Power Corporation ~ On behalf of a coalition of municipalities, testified on 
the reasonableness of utility's proposal to eliminate contracts to provide street lighting service. 2010 

Case No. 9248 - Maryland Water Services - On behalf of the Maryland Office ofthe People's Counsel, testified on 
the reasonableness of the proposed revenue requirement of Maryland Water Services, Inc. 2011 

Docket No. 10-12-02 - Yankee Gas Services Company ~ On behalf of the Connecticut Office of Consumer 
Counsel, testified on the reasonableness of the Company's proposed depreciation rates. 2010 

Case 09-E-0715 - New York State Electric and Gas Corporation - On behalf of Nucor Steel, Auburn, Inc. examined 
the reasonableness ofthe utility's proposed construction program, revenue allocation, rate design and decoupling 
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mechanism. 2010 

Case 09-S-0029 - Consolidated Edison - On behalf of the County of Westchester testified to the reasonableness o f a 
Report Regarding Steam Price Elasticity and Long Term Steam Revenue Requirement Forecast 2010 

Docket No. 09-01299 - Utilities, Inc. of Central Nevada - On behalf of the Nevada Attorney General's Bureau of 
Consumer Protection testified on the overall revenue requirement, the appropriate level of rate case expense, and 
allocation of corporate salaries. 2010 

Docket No. 09-12-11 - Connecticut Water Company - On behalf of the Connecticut Office of Consumer's Counsel 
examined the reasonableness of the proposed Water Conservation Adjustment Mechanism. 2010 

Case 9217 - Potomac Electric Power Company - On behalf of the Maryland Office of People's Counsel examined 
the reasonableness of the utility's proposed jurisdictional cost of service study, revenue allocation and rate design. 
2010 

Docket No. 09-12-05 - Connecticut Light & Power Company - On behalf of the Connecticut Office of Consumer's 
Counsel examined the reasonableness of the proposed depreciation rates, revenue allocation and rate design. 2010 

Case 09-S-0794 - Consolidated Edison - Steam Rates ~ On behalf of County of Westchester testified to the 
reasonableness of the Company's proposal to increase retail rates. 2010 

Case 09-G-0795 - Consolidated Edison - Gas Rates ~ On behalf of County of Westchester testified to the 
reasonableness of the Company's proposal to increase retail rates. 2010 

Case 10-S-OOOl - Project Orange Associates, LLC ~ On behalf of Project Orange Associates testified to the 
reasonableness of whether the steam customers of Syracuse University could benefit i f a steam transportation tariff 
were adopted by the New York Public Service Commission. 2009 

Docket No. E-7, Sub 900 - Duke Energy Carolinas, LLC - On behalf of the Sierra Club, Southern Alliance for 
Clean Energy testified on the reasonableness of the Company's request to recover construction work in progress in 
rate base and to comment on whether the costs incurred by the Company for the supercritical coal plant Cliffside 
Unit 6 are reasonable and prudent. 2009 

D.P.U. 8-64 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the 
reasonableness ofthe accuracy of the Company's accounting data as it related to affiliate transaction with the parent 
Company. 2009 

Formal Case No. 1027 - Washington Gas Light Company - On behalf of the Office of People's Counsel ofthe 
District of Columbia testified to the reasonableness of the Company's use of mechanical couplings and problems 
related thereto. 2009 

Docket No. G-04204A-08-0571 ~ UNS Gas, INC. ~ On behalf of the on behalf of the Arizona Residential Utility 
Consumer Office examined the reasonableness of the Company's embedded cost of service study, proposed revenue 
allocation, and proposed rate design. 2009 

Case 09-S-0029 - Consolidated Edison - On behalf of the County of Westchester testified to the reasonableness of 
the method of allocating costs between the utility's steam system and its electric system. 2009 

Docket No. 09-0407 - Commonwealth Edison - On behalf of the People ofthe State of Illinois testified to the 
reasonableness of Company's Chicago Area smart Grid Initiative. 2009 

Docket No. E-01345A-08-0172 - Arizona Public Service - On behalf of the on behalf of the Arizona Corporation 
Commission examined the reasonableness of the Company's embedded cost of service study, proposed revenue 
allocation, proposed rate design and proposal regarding demand side management cost recovery. 2009 



Case 9182 - Maryland Water Service, Inc. - On behalf of the Maryland Office of People's Counsel examined the 
reasonableness of the utility's proposed bulk purchased water rate increase. 2009 

Case 9182 - Artesian Water Maryland, Inc. - On behalf ofthe Maryland Office of People's Counsel examined the 
reasonableness ofthe utility's proposed advance fees to connect new water customers in the Whitaker Woods 
subdivision. 2009 

Case 08-E-0539 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the 
reasonableness ofthe Company's proposal to increase retail electric rates by $854 million. 2008 

Docket No. 08-07-04 - United Illuminating - On behalf of the Connecticut Office of Consumer's Counsel examined 
the reasonableness of the Company's proposed construction budget. 2008 

Docket No. 08-06036 - Spring Creek Utilities - On behalf of the Nevada Attorney General's Bureau of Consumer 
Protection testified on the overall revenue requirement, the cost allocation and amortization of a new financial 
accounting system, the appropriate level of rate case expense, allocation of corporate salaries, recovery of property 
taxes, and rate design. 2008 

D.P.U. 8-35 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the 
reasonableness ofthe Company's request to increase rates in light ofthe terms o fa previous settlement, the level of 
expenses being charged from the parent Company to the affiliate, the proposed increase in depreciation expense and 
the proposed revenue allocation and rate design. 2008 

Docket No. 08-96 - Artesian Water Company - on behalf of the Staff of the Delaware Public Service Commission 
examined the reasonableness of the Company's cost of service study and proposed revenue allocation and rate 
design. 2008 

Docket No. 05-03-17PH02 - Southern Connecticut Gas Company - on behalf of the Connecticut Office of 
Consumer's Counsel examined the reasonableness of the Company's embedded costs of service study and proposed 
revenue allocation and rate design. 2008 

Docket No. 06-03-04PH02 - Connecticut Natural Gas Corporation - on behalf of the Connecticut Office of 
Consumer's Counsel examined the reasonableness of the Company's embedded cost of service study and proposed 
revenue allocation and rate design. 2008 

Docket No. G-01551A-07-0504 - Southwest Gas Corporation - on behalf of the Arizona Corporation Commission 
examined the reasonableness of the Company's embedded cost of service study, proposed revenue allocation, 
proposed rate design and proposals regarding revenue decoupling. 2008 

Docket No. E-01933A-07-0402 ~ Tucson Electric Power Company - on behalf of the Arizona Corporation 
Commission examined the reasonableness of the Company's embedded cost of service study, proposed revenue 
allocation, proposed rate design and proposals regarding mandatory time of use rates. 2008 

Docket No. 07-09030 - Southwest Gas Corporation - on behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility's proposed depreciation rates. 2008 

Civil Action 05-C-457-1 - Dominion Hope - on behalf of former employee ofthe utility examined the utility's 
hedging and sales for resale practices between affiliates. 2008 

Case 07-829-GA-AIR - Dominion East Ohio - on behalf of the Office ofthe Ohio Consumer's Counsel examined 
the reasonableness of the Company's embedded cost of service study, proposed revenue allocation and rate design 
and examined the reasonableness of proposals on revenue decoupling and straight fixed variable rate design. 2008 

Case 07-S-1315 - Consolidated Edison Steam Rates ~ On behalf of County of Westchester testified to the 
reasonableness ofthe method of allocating costs between the utility's steam system and its electric system. 2008 
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Case No. 9134 - Green Ridge Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the 
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization 
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting 
system project), the appropriate level of rate case expense, the requested rate of retum and the appropriate level and 
allocation for common expenses from the parent company. 2008 

Case No. 9135 — Provinces Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the 
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization 
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting 
system project), the appropriate level of rate case expense, the requested rate of retum and the appropriate level and 
allocation for common expenses from the parent company. 2008 

Case 07-M-0906 - Energy East and Iberdrola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness 
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008 

Case 07-E-0523 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the 
reasonableness of the Company's proposal to increase retail electric rates by over $1.2 billion or 33%. 2007 

Docket Nos. ER07-459-002, ER07-513-002, and EL07-11-002 - Vermont Transco - on behalf of the Vermont 
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether the direct 
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy 
Regulatory Commission 2007 

Docket No. 07-05-19 - Aquarion Water Company - On behalf of the Connecticut Office of Peoples Counsel 
examined the reasonableness of the utility's proposed revenue allocation, rate design, weather normalization and 
depreciation rates 2007 

Docket No. E-04204A-06-0783 - UNS Electric - On behalf of the Arizona Corporation Commission testified on the 
reasonableness of the utility's proposed revenue allocation and rate design. 2007 

Docket Nos. 06-11022 and 06-11023 - Nevada Power Company - On behalf of the Staff of the Nevada Public 
Utilities Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 
2007 

Case 06-G-l 186 - KeySpan Delivery Long Island - on behalf of the Counties of Nassau and Suffolk analyzed the 
Company's proposed rate design for amortization of costs for expenditures relating to Manufactured Gas Plants. 
2007 

Case 06-M-0878 - National Grid and KeySpan Corporation ~ on behalf of the Counties of Nassau and Suffolk 
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate 
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long 
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007 

Docket No. 06-07-08 - Connecticut Water Company - On behalf of the Connecticut Department of Utility Control 
examined the reasonableness of the utility's proposed depreciation rates, revenue allocation and rate design. 2006 

Docket No. EL07-11-000 - Vermont Transco ~ on behalf of the Vermont Towns of Stowe and Hardwick, and the 
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned 
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate 
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission. 
2006 

Case 05-S-1376 - Consolidated Edison - Steam Rates ~ On behalf of County of Westchester testified to the 
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2006 

Docket No. 06-48-000 - Braintree Electric Light Department - On behalf of the municipal utility presented an cost 



of service study used to calculate the annual revenue requirement for a generating station that was deemed to be 
required for reliability purposes. 2006 

Case 05-E-1222-New York State Electric and Gas Corporation - On behalf of Nucor Steel, Auburn, Inc. examined 
the reasonableness of the utility's proposed average service lives, forecast net salvage figures, and proposal to 
switch from whole life to remaining life method. 2006 

Docket No. 05-10004 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility's proposed electric depreciation rates and expense levels. 
2006 

Docket No. 05-10006 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility's proposed gas depreciation rates and expense levels. 2006 

Docket No. ER06-17-000 - ISO New England, Inc. - On behalf of a group of municipal utilities in Massachusetts 
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission 
revenue requirements rate setting formula. 2005 

Case 04-E-0572 - Consolidated Edison - Electric Rate - On behalf of the County of Westchester testified to the 
reasonableness of the Company's revenue allocation amongst service classes and the company's fiilly allocated 
embedded cost of service study. 2004 

Docket No. 04-02-14 - Aquarion Water Company - On behalf of the Connecticut Department of Utility Control 
examined the reasonableness of the utility's proposed depreciation rates, weather normalization proposal and certain 
operation and maintenance expense forecasts. 2004 

Docket No. U-13691 - Detroit Thermal, LLC - On behalf of the Henry Ford Health Systems testified on the 
reasonableness of the utility's proposed default tariffs for steam service. 2004 

Docket No. 04-3011 - Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004 

Docket No. ER03-563-030 ~ Devon Power, LLC, et al. - On behalf of the Wellesley Municipal Light Plant filed a 
prepared affidavit with FERC whh respect the proposal of ISO New England, Inc. to establish a locational Installed 
Capability market in New England. 2004 

Docket No. 03-10002 -Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness ofthe utility's proposed depreciation rates and expense levels. 2004 

Case 03-E-0765 - Rochester Gas and Electric Corporation - Before the New York Public Service Commission 
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and 
ratemaking treatment of proceeds from the sale of a nuclear generating plant. 2003 

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Partners -
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas 
used to produce electricity. Testimony focused on ratemaking policies and practices in New York State. 2003 

Docket No. 2930 - Narragansett Electric - Before the Rhode Island Public Utilities Commission submitted 
testimony on the reasonableness of the utility's proposed shared savings filing and its implications for the overall 
reasonableness of the Company's distribution rates. 2003 

Docket No. 03-07-01 - Connecticut Light and Power Company - Before the Connecticut Department of Public 
Utility Conh-ol testified to the recovery of "federally mandated" wholesale power costs. 2003 

Docket No. ER03-1274-000 - Boston Edison Company - Before the Federal Energy Regulatory Commission 
submitted affidavit on the reasonableness of the utility's proposed depreciation rates and expense levels. 2003 
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Case 210293 - Coming Incorporated - Before the New York Public Service Commission submitted an affidavit on 
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York 
and the utility's billing practices as they relate to flex rate contracts. 2003 

Case 332311 - Nucor Steel Auburn, Inc. - Before the New York State Public Service Commission submitted an 
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in 
New York and the utility's billing practices as they relate to flex rate contracts. 2003 

Case 6455/03 - Prepared affidavit for consideration by the Supreme Court of the State of New York as to the 
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning 
practice for meeting the energy needs of utility customers. 2003 

Case OO-M-0504 - New York State Electric and Gas Corporation - Reviewed reasonableness of utility's fully 
allocated embedded cost of service study and proposed unbundled delivery rates. 2002 

Docket No. TX96-4-001 - On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost 
rates for wheeling of wholesale power across distribution facilities. 2002 

Case OO-E-1208 - Consolidated Edison: Electric Rate Restructuring - On behalf of Westchester County, addressed 
reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001 

Case Ol-E-0359 - Petition of New York State Electric & Gas - Multi-Year Electric Price Protection Plan -
Addressed reasonableness of Price Protection Plan (PPP); presented alternative rate plan that called for 20% 
decrease in utility's base rates. 2001 

Case 01-E-OOl 1 - Joint Petition of Co-Owners of Nine Mile Nuclear Station - Addressed the reasonableness of the 
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 2001 

Docket No. ELOO-62-005 - ISO New England Inc. - Submitted affidavit on reasonableness of ISO's proposed 
S4.75/kW/month Installed Capability Deficiency Charge. June 2001 

Docket No. ELOO-62-005 - ISO New England Inc. - Submitted affidavit on reasonableness of proposed 
$0.17/kW/month Installed Capability Deficiency Charge. January 2001 

Docket No. 2861 - Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge -
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed 
rates. 2001 

Case 96-E-0891 - New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial 
customer, testified on cost of service considerations regarding NYSEG's earnings performance under the terms of a 
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking altemate service from 
alternate suppliers. 2000 

Docket No. ER99-978-000 - Boston Edison Company: Open Access Transmission Tariff - Testified on design, 
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for 
calculating charges for local network transmission service under open access tariff 1999 

Docket Nos. OA97-237-000, et. al. - New England Power Pool: OATT - Testified on design, revenue requirement, 
and reasonableness of proposed fomiula rate for transmission service; testified to proposed rates, charges, terms and 
conditions for ancillary services. 1999 

Docket No. 2688 - Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from 
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of 
base rate increase. 1998 
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New York State Department of Taxation and Finance Versus Zapco Energy Tactics Corporation - Testified on 
behalf of independent power producer in income tax case regarding tax payments associated with electric 
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York 
State. 1998 

Docket No. 2516 - Pascoag Fire District: Utility Restructuring - Testified on manner and means for utility's 
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a 
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services 
in deregulated environment. 1997 

Case 94-E-0334 - Consolidated Edison: Electric Rates - Led Staff team in review of utility's multi-year rate filing 
seeking increased rates of $400 million. Directed team in review of resource planning, power purchase contract 
administration, and fuel and purchased power expenses and testified on reasonableness of company's actions 
regarding buy-out of contract with an independent power producer and renegotiation of contract with another 
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaking 
package that resulted in a three-year rate ft-eeze. 1994 

Case 93-G-0996 - Consolidated Edison: Gas Rates - Testified on reasonableness of utility's proposed depreciation 
rates. 1994 j f f i-

Case 93-S-0997 - Consolidated Edison: Steam Rates - Testified on reasonableness of utility's resource planning for 
steam utility system. 1994 

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates - Testified on reasonableness of multi-year 
rate plan proposed by the utility. 1994 

Case 94-E-0098 - Niagara Mohawk: Electric Rates - Reviewed utility's management of its portfolio of power 
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates 
1994 

Case 93-E-0807 - Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated 
with termination of five contracts with independent power producers. 1993 

Case 92-E-0814 - Petition for Approval of Curtailment Procedures - Testified on methodology for estimating 
amount of power required to be curtailed and stafPs estimate of curtailment. 1992 

Case 90-S-0938 - Consolidated Edison: Steam Rates - Testified on reasonableness of utility's embedded cost of 
service study, and proposed revenue re-allocation and rate design. 1991 

Case 91-E-0462 - Consolidated Edison: Electric Rates - Implementation of partial pass-through fuel adjustment 
incentive clause. 1991 

Case 90-E-0647 - Rochester Gas and Electric: Electric Rates - Analysis and estimation of monthly fuel and 
purchased power costs for use in utility's performance based partial pass-through fiiel adjustinent clause. 1990 

Case 29433 - Central Hudson Gas and Electric: Elech-ic Rates - Analysis of utility's construction budgeting 
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits fi-om 
sales of wholesale power and estimation of fiiel and purchased power expenses for use in the utility's partial pass-
through fuel adjustment clause. 1987 

Case 29674 - Rochester Gas and Electric: Electric Rates - Review of utility's historic and forecast O&M 
expenditure levels forecast and rate h-eatment of profits fi-om wholesale power, and estimation of fuel and purchased 
power expenses, and price out of incremental revenues fi-om increased retail sales. 1987 

Case 29195 - Cenh-al Hudson Gas and Electric: Elech-ic Rates - Review of utility's construction budgeting process, 
analysis of rate year electric plant in service, forecast and rate treatment of profits fi-om sales of wholesale power. 
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and esrimation of fuel and purchased power expenses. 1986 

Case 29046 - Orange and Rockland Utilities: Electric Rates - Testified on the reasonableness of the utility's 
proposed depreciation rates and expense levels. 1985 

Case 28313 - Central Hudson Gas and Electric: Electric Rates - Review of utility's construction budgeting process; 
analysis of rate year electric plant in service forecast; review of rate year operations and maintenance expense 
forecast; forecast and rate treatment of profits from sales of wholesale power; estimation of fuel and purchased 
power expenses. 1984 

Case 28316 - Rochester Gas and Electric: Steam Rates - Price out of steam sales including the review of historic 
sales growth, usage patterns and forecast number of customers. 1984 

P R E S E N T A T I O N S 

National Association of State Utility Consumer Advocates Annual Conference, 2008 - Speaker on a case study of 
"Smart Metering" 

Multiple Intervenors Annual Conference - What Will Impact Market Prices? 1998, Syracuse, New York - Speaker 
on the impact that deregulation would have on market prices for large industrial customers. 

IBC Conference - Successful Sfrategies for Negotiating Purchased Power Confracts, 1997, Washington, DC -
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on 
recovery of buyout costs. 

Gas Daily Conference - Fueling the Future: Gas' Role in Private Power Projects, 1992, Houston, Texas - Panel 
member addressing changing power supply requirements of elecfric utilities. 

M E M B E R S H I P . S / A S S O C I A T I O N S 

Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO. 
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P L E A S E S T A T E Y O U R F U L L NAME, A D D R E S S , AND 

O C C U P A T I O N . 

My name is J. Randall Woolridge. M y business address is 120 Haymaker 

Circle, State College, PA 16801. I am a Professor of Finance and the 

Goldman, Sachs & Co. and Frank P. Smeal Endowed University Fellow in 

Business Administration at the University Park Campus of fhe Pennsylvania 

State University. I am also the Director of the Smeal College Trading Room 

and President of the Nittany Lion Fund, LLC. A summary of my educational 

background, research, and related business experience is provided i n 

Appendix A. 

L S U B J E C T O F T E S T I M O N Y AND S U M M A R Y O F 

R E C O M M E N D A T I O N S 

W H A T IS T H E P U R P O S E O F Y O U R T E S T I M O N Y IN T H I S 

P R O C E E D I N G ? 

1 have been asked by the Kentucky OfiRce of Attorney General ("OAG") to 

provide an opinion as to the overall fair rate of retum or cost of capital for 

Kentucky American Water Company ("KAWC" or "Company") and to evaluate 

KAWC's rate of retum testimony in this proceeding. 

HOW IS Y O U R T E S T I M O N Y O R G A N I Z E D ? 

First I wi l l review my cost of capital recommendation for KAWC, and detail the 



primary areas of contention between KAWC's rate of retum position and the 

OAG's. Second, I provide an assessment of coi ta l costs in today's capital 

markets. Third, I discuss my proxy groups of water utility and gas distribution 

companies for estimating the cost of capital for KAWC. Fourth, I present my 

recommendations for the Company's capital structure and debt cost rate. Fifth, I 

discuss the concept ofthe cost of equity capital and then estimate the equity cost 

rate for KAWC. Finally, I critique the Company's rate of return analysis and 

testimony. I have included a table of contents which provides a more detailed 

outline. 

P L E A S E R E V I E W Y O U R R E C O M M E N D A T I O N S R E G A R D I N G T H E 

A P P R O P R I A T E R A T E O F R E T U R N F O R K A W C . 

I have employed the Company's proposed capital structure. I have adjusted 

the Company's short-term and long-term debt cost rates to reflect current 

market interest rates. I have applied the Discounted Cash Flow Model 

("DCF") and tiie Capital Asset Pricing Model ("CAPM") to two proxy groups 

of pubHcly-held water utility ("Water Proxy Group") and gas distribution 

companies ("Gas Proxy Group"). M y analysis indicates an equity cost rate in 

fhe range of 7.3% to 8.6%. Within tiiis range, I have used 8.50% as my equity 

cost rate for KAWC. I provide evidence in my testimony that this 

recommendation is consistent with the authorized retums on equity ("ROEs") 

for water companies. 



Using my capital stmclme and debt and equity cost rates, I am 

recommending an overall rate of retum of 7.07% for KAWC. TTiese findings 

are summarized in Exhibit JRW-l . 

P L E A S E S U M M A R I Z E T H E P R I M A R Y I S S U E S R E G A R D I N G R A T E 

O F R E T U R N IN T H I S P R O C E E D I N G . 

The Company's rate of retum testimony is offered by Mr. Scott W. Rungren and 

Dr. James H. Vander Weide. Mr. Rungren provides a recommended capital 

stinacture, senior capital cost rates, and overall rate of return. Dr. Vander Weide 

provides a recommended retum on equity. The Company's proposed rate o f 

retum is inflated due to overstated debt and equity cost rates. Mr. Rungren 

short-term debt cost rate is excessive because he has used a projected LIBOR 

rate that is above current market rates, h i his long-tenn debt cost rate, Mr.' 

Rungen has employed interest rates on pro forma financings that are above 

current market interest rates. 

Dr. James A . Vander Weide provides the Company's equity cost rate. 

Dr. Vander Weide's estimated common equity cost rate is in the range o f 

10.4% -11.4%. Within this range, the Company has requested an equity cost 

rate o f 10.9%. We have both used DCF and CAPM approaches in estimating 

an equity cost rate for the Company. Dr. Vander Weide has also used a Risk 

Premium ("RP") approach to estimate an equity cost rate for KAWC. Dr. 

Vander Weide has applied these approaches to proxy groups of water utihty 

and gas distribution companies. 



I n terms ofthe DCF approach, the two major areas of disagreement are 

(1) the appropriate adjustment to the DCF dividend yield and (2) most 

significantly, the estimation of the expected g r o v ^ rate. With respect to the 

dividend yield adjustment. Dr. Vander Weide has made an inappropriate 

adjustment to reflect the quarterly payment of dividends. For a DCF growth 

rate. Dr. Vander Weide has relied exclusively on the forecasted eamings per 

share ("EPS") growth rates of Wall Street analysts and Value Line. I provide 

empirical evidence fi-om new studies that demonstrate the long-term earnings 

growth rates of Wall Street analysts are overly opthnistic and upwardly-

biased. I also show that the estimated long-temi EPS growth rates o f Value 

Line are overstated. Consequently, in developing a DCF grovrth rate, I have 

used both historic and projected growth rate measures and have evaluated 

growth in dividends, book value, and eamings per share. 

The RP and CAPM approaches require an estimate of the base interest 

rate and the market or equity risk premium. In both approaches, Dr. Vander 

Weide's base interest rate is above current market rates. However, the major 

area of disagreement involves our significantly different views on the 

alternative approaches to measuring the market risk premium as well as the 

magnitude o f equity risk premium. Dr. Vander Weide's maiket risk premiums 

are excessive and do not reflect current market fundamentals. As I highlight 

in my testimony, there are three procedures for estimating a market risk 

premium - historic retums, surveys, and expected retum models. Dr. Vander 

Weide uses a historical market risk premium which is based on historic stock 



and bond retums. He also calculates an expected market risk premium in 

which he appHes fhe DCF approach to fhe S&P 500 and public utility stocks. 

I provide evidence fhat risk premiums based on historic stock and bond 

returns are subject to empirical errors which result in upwardly biased 

measures o f expected market risk premiums. I also demonstrate that Dr. 

Vander Weide's projected market risk premium, which uses analysts' EPS 

growth rate projections, includes unreahstic assumptions regarding future 

economic and eamings growth and stock retums. In addition. Dr. Vander. 

Weide makes an unwarranted adjustinent to his equity cost rate estimates for 

flotation costs which inflate his equity cost rate estimates. 

In the end, the most significant areas of disagreement in measuring 

KAWC's cost of capital are: (1) the appropriate short-term and long-term debt 

cost rates; (3) the use of the eamings per share growth rates of Wall Street 

analysts and Value Line to measure expected DCF growth; (4) the base 

interest rate in tiie CAPM and RP approaches; (5) the measurement and 

magnitude o f tiie market risk premium used m CAPM and RP approaches; and 

(6) whether or not equity cost rate adjustments are needed to account for 

flotation costs. 

U . C A P I T A L C O S T S EN TODAY'S M A R K E T S 

Q. P L E A S E D I S C U S S C A P I T A L C O S T S IN U.S. M A R K E T S . 
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Long-term capital cost rates for U.S. corporations are a fimction of fhe 

required retums on risk-free securities plus a risk premium. The risk-free rate 

of interest is the yield on long-term U.S Treasury yields. The yields on ten-

year U.S. Treasury bonds from 1953 to fhe present are provided on page 1 o f 

Exhibit JRW-2. These yields peaked m the early 1980s and have generally 

declined since that time. These yields have fallen to historically low levels i n 

recent years due to the financial crisis. In 2008 Treasury yields declined to 

below 3.0% as a result ofthe mortgage and subprime market credit crisis, the 

turmoil in the financial sector, the monetary stimulus provided by the Federal 

Reserve, and fhe slowdown in the economy. From 2008 until 2011, these rates 

fluctuated between 2.5%i and 3.5%. Over the past year, the yields on ten-year 

Treasuries have decHned from 2.5% to below 2.0% as the Federal Reserve has 

continued to support a low interest rate environment and economic 

uncertainties have persisted. 

Panel B on Exhibit JRW-2 shows the differences in yields between 

ten-year Treasuries and Moody's Baa rated bonds since the year 2000. This 

differential primarily reflects the additional risk required by bond investors for 

the risk associated with investing in corporate bonds. The difference also 

reflects, to some degree, yield curve changes over time. The Baa rating is the 

lowest of the investment grade bond ratings for corporate bonds. The yield 

differential hovered in the 2.0% to 3.5% range until 2005, declmed to 1.5% 

until late 2007, and then increased significantiy in response to the financial 

crisis. This differential peaked at 6.0% at the height of the financial crisis in 



early 2009, due to tightening in credit markets, which increased corporate 

, bond yields and the "flight to quality," which decreased treasury yields. The 

differential subsequently declined and. has been in the 2.5% to 3.5% range 

over the past three years. 

As previously noted, the risk premium is fhe retum premium required 

by investors to purchase riskier securities. The risk premium required by 

mvestors to buy corporate bonds is observable based on yield differentials in 

the markets. The market risk premium is the retum premium required to 

purchase stocks as opposed to bonds. The market or equity risk premium is -

not readily observable in the markets (as are bond risk premiums) since 

expected stock market retums are not readily observable. As a result, equity 

risk premiums must be estimated using market data. There are alternative 

methodologies to estimate the equity risk premium, and these alternative 

approaches and equity risk premium results are subject to much debate. One 

way to estimate the equity risk premium is to compare the mean retums on 

bonds and stocks over long historical periods. Measured in this maimer, the 

equity risk premium has been in the 5% to 7% range. However, studies by 

leading academics indicate the forward-looking equity risk premium is 

actually in the 4.0% to 5.0% range. These lower equity risk premimn results 

are m Une with the findings of equity risk premium surveys of CFOs, 

academics, analysts, companies, and financial forecasters. 

Q. P L E A S E DISCUSS I N T E R E S T R A T E S AND T H E F I N A N C I A L 

7 



C R I S I S . 

The yields on Treasury securities decreased significantly at the onset of the 

financial crisis and have remained at historically low levels. Ia fact, these 

yields have dechned to levels not seen since the 1940s. The decline in interest 

rates reflects several factors, including: (1) the "flight to quality" in the credit 

markets as investors sought out low risk investments during the financial 

crisis; (2) the very aggressive monetary actions o f the Federal Reserve, which 

have been aimed at .restoring hquidity and faith in the financial system as well 

as maintaining low interest rates to boost economic growdi; and (3) the 

continuing slow recovery from the recession. 

The credit market for corporate and utility debt experienced higher 

rates due to the credit crisis. The long-term corporate credit markets tightened 

during the financial crisis, but have improved significantly since 2009. 

Interest rates on utility and corporate debt have dechned to historically low 

levels. These low rates reflect the monetary poUcy actions of the Federal 

Reserve and the weak economy. 

Panel A of page 1 o f Exhibit JRW-3 provides the yields on ' A ' rated 

pubUc utiUty bonds. These yields peaked in November 2008 at 7.75% and 

have since declined to about 4.2% as of February 2013. Panel B of page 1 o f 

Exhibit JRW-3 provides the yield spreads between long-term ' A ' rated public 

utiUty bonds relative to the yields on 20-year Treasury bonds. These yield 

spreads increased dramatically in the third quarter of 2008 during the peak o f 

the financial crisis and have decreased sigmficantiy since that tune. For 



1 example, the yield spreads between 20-year U.S. Treasury bonds and ' A ' 

2 rated utUity bonds peaked at 3.40% in November of 2008, declined to about 

3 1.5% in the summer of 2012, and have since remained in that range, 

4 In sum, while the economy continues to face significant problems, the 

5 actions o f the government and Federal Reserve had a large effect on the credit 

6 markets. The capital costs for utilities, as measured by the yields on 30-year 

7 utihty bonds, have declined to historically low levels. 
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9 Q. A R E I N T E R E S T R A T E S L I K E L Y T O R E M A I N L O W F O R S O M E 

10 , T I M E ? 

11 A. Yes. On September 13, 2012, fhe Federal Reserve released its policy 

12 statement relating to Quantitative Easing III ("QE3"). In the statement, the 

13 Federal Reserve announced the following:^ 

14 To sxipport a stronger economic recovery and to help ensure 

15 that inflation, over time, is at the rate most consistent with its 
16 dual mandate, the Committee agreed today to increase poUcy 
17 accommodation by purchasing additional agency mortgage-
18 backed securities at a pace of $40 bilUon per month. The 
19 Committee also wiU continue through the end o f the year its 
20 program to extend the average maturity o f its holdings o f 
21 securities as announced in June, and it is maintaining its 
22 existing poUcy of reinvesting principal payments ftom its 
23 holdings of agency debt and agency mortgage-backed 
24 securities in agency mortgage-backed securities. These 
25 actions, which together w i l l increase the Committee's 
26 holdings o f longer-term securities by about $85 bil l ion each 
27 month through the end of the year, should put downward 
28 pressure on longer-term mterest rates, support mortgage 
29 markets, and help to make broader financial conditions more 
30 accommodative. 

' Board of Governors ofthe Federal Reserve Systeni, "Statement Regarding Transactions in Agency Mortgage-
Backed Securities and Treasury SecurMes," September 13, 2012. 
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2 The Federal Reserve also indicated tihat it intends to keep the target 

3 rate for the federal fiinds rate between 0 to Va percent through at least mid-

4 2015. These monetary policy actions of the Federal Reserve, coupled with 

5 U.S. economic conditions of slow economic growth, high imemployment, and 

6 low inflation, should keep U.S. interest rates and capital costs low for several 

7 years. The likelihood that these conditions w i l l keep interest rates and capital 

8 costs low for U.S. businesses is reinforced by the economic and political 

9 problems in Europe, as the U.S. is viewed as a safe haven for investment 

10 capital around the world, 

11 

12 Q. P L E A S E A L S O DISCUSS T H E F E D ' S D E C E M B E R 12, 2012 P R E S S 

13 R E L E A S E R E G A R D I N G AN EXPANSION OF T H E Q E 3 P R O G R A M . 

14 A. On December 12, 2012, the Federal Reserve expanded its hond buying 

15 program and tied future monetary policy moves to unemployment rates and 

16 the level of interest rates. In the release, the Federal Reserve Board indicated 

17 the following:'^ 

18 Consistent with its statutory mandate, the Committee seeks to 
19 foster maximum employment and price stability. The 
20 Committee remains concerned that, without sufficient pohcy 
21 accommodation, economic growth might not be strong enough 
22 to generate sustained improvement in labor market conditions. 
23 Furthermore, strains in global financial markets continue to pose 
24 significant downside risks to the economic outlook. The ; 
25 Committee also anticipates that inflation over the medium term 
26 likely w i l l run at or below its 2 percent objective. 

27 To support a stronger economic recovery and to help ensure that 
28 inflation, over time, is at the rate most consistent with its dual 
29 mandate, the Committee wi l l continue pirrchasing additional 
30 agency mortgage-backed securities at a pace o f $40 bilhon per 
31 month. The Committee also w i l l purchase longer-term Treasury ; 
32 securities after its program to extend the average maturity o f its 

^ Board of Governors of l ie Federal Reserve System, FOMC Statement," December 12,2012.. 

10 


