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DIRECT TESTIMONY OF TIMOTHY S. LYONS
PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS,
My name is Timothy S. Lyons. I am a Partner at ScottMadden Inc. My business address
is 1900 West Park Road, Suite 250, Westborough, MA (1581.
ON WHOSE BEHBALF ARE YOU SUBMITTING THIS TESTIMONY?
I am submitting this testimony on behalf of Laclede Gas (“LAC”) and Missouri Gas
Energy (“MGE™), both of which are operating units of Laclede Gas Company (“Laclede”
or the “Company™).
PLEASE DESCRIBE YOUR PROFESSIONALEXPERIENCE.,
I have more than 30 years of experience in the energy industry. I started my career in
1985 at Boston Gas Company, eventually becoming Director of Rates and Revenue
Analysis. In 1993, I moved to Providence Gas Company, eventually becoming Vice
President of Marketing and Regulatory Affairs. Starting in 2001, T held several
management consulting positions in the energy industry, first at KEMA and then at
Quantec, LLC. In 2005, I became Vice President of Sales and Marketing at Vermont Gas
Systems, Inc. before joining Sussex Economic Advisors, LLC (“Sussex”) in 2013.
Sussex was acquired by ScottMadden in 2016.
WHAT IS YOUR EDUCATIONAL BACKGROUND?
I hold a Bachelor’s degree from St. Anselm College, a Master’s degree in Economics
from Penn State, and a Master’s degree in Business Administration from Babson College.
HAS THIS TESTIMONY BEEN PREPARED BY YOU OR UNDER YOUR
DIRECTION?

Yes, it has.
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HAVE YOU PREVIOUSLY PROVIDED TESTIMONY BEFORE A

REGULATORY COMMISSION?
Yes. Schedule TSL-D1 to my direct testimony contains a list of regulatory proceedings

in which I have sponsored testimony.

I. PURPOSE OF TESTIMONY

WIIAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of this testimony is to describe the approach used to design the proposed
delivery rates for LAC and MGE. The testimony includes: (a) a description of the current
and proposed rate classes for LAC and MGE; (b) development of the allocated Cost of
Service Studies (“C0SS8”) for LAC and MGE; and (¢) development of the proposed

revenue targets, rate design, and bill impact analysis for each rate class for LAC and

MGE.

II. OVERVIEW AND CURRENT RATE STRUCTURE

PLEASE DESCRIBE LAC’S CUSTOMER BASE.

LAC is an operating unit of Laclede Gas Company which, in turn, is a wholly-owned
subsidiary of Spire Inc. LAC provides service to communities in the St. Louis
metropolitan area as well as to communities located in surrounding counties throughout
eastern Missouri. It is headquartered in St. Louis, and presently serves 646,754
customers: 605,635 (93.6 percent) are residential. Customers are presently served under
one of ten rate classes based on type of service and load characteristics. Eight of the ten
rate classes are shown in Figure 1. The two remaining rate classes, Street Lighting and

Propane, were not evaluated as part of the COSS study given their unique characteristics



10

11

12

13

14

15

16

and minimal impact on the overall cost of service. However, the revenues generated by
those rate classes were credited to the cost of service based on current margins.

PLEASE DESCRIBE LAC’S CURRENT RATE STRUCTURE.

LAC’s current rate structure consists of both delivery rates and Purchase Gas Adjustment

(“PGA™) rates for gas sales. LAC’s current delivery rates were approved by the

- Commission in July 2013." ‘The delivery rates consist of a monthly customer charge and

consumption charges, as shown in Figure 1. The consumption charges generally consists
of declining step rates (or block rates) and seasonal rates; i.e., the rates are lower in the
off-peak period (May through October) than in the peak period (November through
April). LAC’s current rates were designed to recover all peak period revenues through
the customer charge and the first block (or head block) rate. This was done to help
mitigate the imp'act of weather on customer bills and LAC revenues. The current
delivery rates also include demand charges for the largest General Service (“GS”) or
Commercial and Industrial (“C&F”) customers.

The PGA rate recovers the cost of natural gas supplies purchased to meet the needs of its

sales customers.

' Case GR-2013-0171, In the Matter of Laclede Gas Company’s Filing of Revised Tariffs to Increase its
Annual Revenues for Natural Gas



Figure I: Current Major LAC Rate Classes

Residential ("RS")

Available to any residential customer

Customer charge: $19.50
Consumption charge {Nov-Apr}
130 therms: $0.91686
Over 30 therms: $0.00000
Consumption charge {May-Oct)
15 30 therms: $0.31290
Over 30 therms: $0.15297

C&I Class 1 (“C1")

Available to any C&I customer having
annual usage less than 5,000 therms

Customer charge: $25.50
Consumption charge (Nov-Apr)
1# 50 therms: $0.87711
“Over 50 therms: $0.00000
Consumption charge {(May-Oct)
1550 therms: $0.33832
Over 50 therms: $0.11492

C&J Class 2 {"C2")

Available to any C&I customer having
annual usage between 5,000 and 50,000
therms

Customer charge: $44.29
Consumption charge {Nov-Apr)
151500 therms: 50.61244
Over 500 therms: $0.00000
Consumption charge (May-Oct)
15t 500 therms: $0.15306
Over 500 therms: 50.12421

C&l Class 3 (“C3")

Available to any C&I customer having
annual usage more than 50,000 therms

Customer charge: $88.57
Consumption charge {Nov-Apr)
11 3000 therms: $0.85663
Over 3000 therms: 50.00000
Consumption charge {May-Oct)
15t 3000 therms: $0.15444
Over 3000 therms: $0.12457

Large Volume ("LV")

Available to any C&I customer having daily
billing demand of at least 250 therms and
annual usage more than 60,000 therms

Customer charge: $847.78
Consumption charge
1t 36,000 therms: $0.02502
Over 36,000 therms: $0.00701
Demand charge; $0,95000

Interruptible {“IN"}

Available to any C&I customer that agrees
to be subject to interruption.

Customer charge: $776.36
Consumption charge
1 100,000 therms: $0.10440
Over 100,000 therms: $0.08083

Vehicular Fuel ("VF”)

Avatlable to any station that sells natural
gas for vehicle fuel use

Customer charge: $22.09
All therms: 50.05332

Transportation (“TR™}

Available to any C&I customer with a
Billing Demand of at least 1500 therms,
and annual usage in excess of 300,000
therms that purchases natural gas from
third-party supplier

Customer charge: §2,069.94
Consumption charge
1% 36,000 therms: $0.02502
Over 36,000 therms; $0.00701
Reservation charge: 50.60000

Q. HOW DOES THE CURRENT RATE DESIGN MITIGATE THE IMPACT OF

WEATHER ON CUSTOMER BILLS AND LAC REVENUES?

2 The customer charges in Figure | excludes the Infrastructure System Replacement Surcharge (“ISRS™).
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A significant portion of LAC’s cost of service is recovered on the basis of customer
usage (or per therm) charges that reflect usage at the time rate are established (i.e., rates
are based on the level of usage in the historic test year, adjusted for normal weather).
Thus, to the extent that actual usage is significantly lower than the level assumed in rates,
then LAC’s rates recover less than the approved cost of service. Conversely, to the
extent that actual usage is siguificantly higher than the amount assumed in rates, then
LAC’s rates recover more than the approved cost of service.

There are many causes for variations in usage, including the impact of weather, energy
conservation and installation of energy efficiency measures. For gas utilities, the impact
of weather is generally the cause for significant vaciations in usage. In colder-than-
normal weather, for example, customer usage generally increases, resulting in higher
customer bills and higher utility revenues. In warmer-than-normal weather, customer
usage generally decreases, resulting in lower customer bills and lower utility revenues.
LAC’s current rates were designed such that most of the weather sensitive usage, such as
heating usage, is billed at the second step or tail block rate. Conversely, most of the non-
weather sensitive usage, such as cooking or water hearing usage, is billed at the first step
or head block rate. By recovering peak period revenues through the customer charge and
the first block (or head block) rates, changes in customer usage due to variations in
weather would have the least amount of impact on LAC revenues.

WHY IS IT IMPORTANT TO MITIGATE THE IMPACT OF WEATHER ON
CUSTOMER BILLS AND LAC REVENUES??

It is important to mitigate the impact of weather on customer bills and LAC revenues to

reduce volatility in customer bills and utility revenues. The source of the volatility is that
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changes in revenues do not match changes in cost. Natural gas distribution costs are
largely fixed and change very little in the short run as usage levels change. However,
distribution rates generally have a significant variable or usage-based component that
changes revenues substantially as usage levels change. This is the case when weather is
colder- or warmer-than-normal. For example, warmer-than-normal temperatures in the
winter generally lead to lower customer bills and lower utility revenues without a
corresponding decrease in delivery costs.  Conversely, colder-than-normal winter
temperatures generally lead to higher customer bills and higher utility revenues without a
corresponding increase in delivery costs. Consequently, changes in weather tend to result
in fluctuations in both customer bills and company revenue. Since the marginal
components of the rate structure are not equal to cost, the changes in revenue are not
matched with changes in cost. This is a common concern in the natural gas industry, and
is not unique to LAC and MGE.

WHAT IS THE SOLUTION?

There are several approaches in the industry that have been used to address this issue.
One approach has been to increase customer charges. This approach improves fixed cost
recovery through a better alignment of rates and costs. The concern with this approach is
adverse customer bill impacts, particularly for low-use customers. Another approach has
been to implement revenue decoupling mechanisms. Revenue decoupling separates or
“decouples” the relationship between the amount of natural gas delivered by a utility and
the revenues it receives from such delivery. Revenue decoupling has generally been

considered by gas utilities in the context of stabilizing customer bills and utility revenues
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» Non-gas portion of customer bills that vary with weather and/or other changes in
use;
o Utility revenues that vary with customer use and remain dependent on weather
(despite LAC’s attempts to cure it);
o Low-use customers that pay relatively large bills;
¢  LAC’s financial disincentive to promote encrgy efficiency imeasures;
e Costs recovered through LAC’s PGA may be higher or lower than cost recovered
through a more traditional PGA; and
o Rate design that is highly complex, not easily understood and difficult to
administer.
IN WHAT WAY DOES LAC’S PGA DIFFER FROM MORE TRADITIONAL
PGA’S?
LAC’s PGA varies by head block and tail block consumption. Specifically, the PGA rate
is lower in the head block and higher in the tail block. This unique structure was put in
place to help mitigate customer bill impacts due to higher head block charges that recover
a substantial portion of peak period distribution revenues. However, the block break
structure in the PGA has an impact on the recovery of gas supply-related costs, especially
fixed costs such as pipeline and storage related demand charges. Since a higher
proportion of the PGA costs are recovered in the tail block under the block break
structure, variations in customer usage in the tail block create a higher proportion of
under-recovery of costs when weather is warmer-than-normal and over-recovery when
weather is colder-than-normal. While this is an issue that is common among most PGA’s

— i.e., under-recovery of costs in warmer weather and over-recovery in colder weather —
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the issue is magnified with LAC since most gas utilities have a single PGA that is billed
to all consumption. In addition, the higher'rate in the tail block reflects the customer
class’s most sensitive consunmption.

WHAT IS THE COMPANY’S PROPOSAL TO ADDRESS THESE PROBLEMS?
As discussed in the testimony of Laclede witnesses Lobser and Weitzel, LAC proposes to
address these problems thiough its proposed Revenuc Stabilization Mechanism (RSM),
which is a form of revenue decoupling. The RSM decouples the relationship between
customer usage and the revenue LAC ultimately receives from such usage. The proposed
RSM would apply to only Residential and Small General Service rate classes for LAC
and MGE. The proposed RSM enables the Company to better balance its rate design
objectives, including moderating customer bill impacts on low use customers and
adopting a simpler rate design.

Revenue decoupling mechanisms in general will stabilize the impact of weather on
customer bills and LAC revenues as well as stabilize the impact of customer conservation
and instaliation of energy efficiency measures on the Company while still providing a
meaningfu! incentive to the customer pursuing energy efficiency measures. Specifically,
revenue decoupling mechanisms have been adopted throughout the country to address a
utility’s financial disincentive in promoting conservation and energy efficiency measures
due to the adverse impact that such measures have on utility revenues (since revenues are
tied to customer use). Revenue decoupling mechanisms remove such disincentives by
decoupling utility revenues from customer use. The proposed RSM is not unique.
According to The American Council for an Energy-Efficiency Economy (ACEEE) 2016

Scorecard, twenty-three states have implemented revenue decoupling mechanisms for gas
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468,460 (93.4 percent) are residential. Customers are served under one of five rate
classes based on type of service and load characteristics. Four of the five rate classes are
shown in Figure 4. The remaining rate class, Street Lighting, was not evaluated as pait of
the COSS study given its unique characteristics and minimal impact on the overall cost of
service. However, the revenues generated by the Street Lighting rate class were credited

to the cost of service based on current margins.

PLEASE DESCRIBE MISSOURI GAS ENERGY’S CURRENT RATE
STRUCTURE.

MGE’s current rate structure consists of delivery rates and PGA rates. MGE’s current
delivery rates were approved by the Commission in May 20145 The delivery rates
consist of customer charges and consumption charges, as shown on Figure 4. For MGE’s
largest C&I customers, the consumption charges consist of declining step rates and
seasonal rates that are lower in the off-peak period (April through October) than the peak
period (November through March).

As noted previously, the PGA rates recover the cost of natural gas supplies purchased to

the meet the needs of its sales customers.

> Case GR-2014-0007, In the Matter of Missouri Gas Energy’s Filing of Revised Tariffs to Increase its Annual
Revenues for Natural Gas

i3
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Figure 4: Current Major MGE Rate Classes®

Residential

Customer charge: $23.00

Available to any residential customer
Consumption charge:

All therms: $0.07380

Smali General Service

Customer charge: $34.00

Available to any C&} customer having
Consumption charge:

annual usage less than 10,000 CCF
All therms: $0.05430

Large General Service

Customer charge: $115.40

Available to any C&{ customer having
Consumption charge (Nov-Mar):

annual usage greater than 10,000 CCF, but

monthly usage less than 30,000 CCF All therms: $0.13268

Consumption charge {Apr-Oct):
All therms: $0.07647

Large Volume

Customer charge: $904.56
Consumption charge (Nov-Mar):
130,000 therms: $0.05636
Over 30 therms: $0.04424
Consumption charge (Apr-Oct):
15 30,000 therms: $0.03565

Over 30 therms: 50.02352

Available to any C&I customer whose
usage exceeds 15,000 CCF in at least one
month per year

DOES THE PROPOSED RSM APPLY TO MGE AS WELL?

Yes. The proposed RSM described above would also apply to MGE’s Residential and
Small General Service rate classes.

IS THE COMPANY PROPOSING ANY CHANGES TO MGE’S EXISTING RATE
CLASSES?

Yes. As discussed in the testimony of Laclede witnesses Lobser and Weitzel, the
Company proposes to standardize how landlords in LAC and MGE’s service area are
charged when the rental unit is vacant. In LAC’s service area, landlords continue to i)e
billed at the Residential rates ~ including both customer charge and consumption charges
— when the rental unit is vacant. ITn MGE’s service area, landlords are billed at the SGS
rates — which are higher than the residential rates — when the rental unit is vacant. This

approach has caused dissatisfaction among MGE’s [andlords, who believe it is unfair. In

¢ For MGE, the Street Lighting rate class is not included in the Cost of Service Study and Rate Design,
" The customer charges in Figure 4 excludes the Infrastructure System Replacement Surcharge (“ISRS”).

14
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developed by identifying the relationship between the service requirements for each rate
class and the cost drivers for those requirements. This approach is well established in
industry literature® and is consistent with past cost of service studies filed by the
Company.® Specifically, the cost of service studies sponsored in this testimony were
generally based on the methodology filed in Case No. GR-2009-0355.

PLEASE DESCRIBE THE APPROACH USED TO DEVELOP THE COSS,

The approach used to develop the COSS in this testimony consisted of three steps: (1)
functionalization, or cost assignment into functional categories, largely related to
production, transmission and distribution; (2) classification, or cost assignment according
to whether costs are related to serving peak demands, customer service requirements, or
energy demands; and (3) allocation, or cost assignment to rate classes consistent with the
functionalization and classification steps described above.

HOW DOES THE FUNCTIONALIZATION STEP OF THIS PROCESS WORK?
The functionalization process involves separating rate base and expense items into
operational cmﬁponénts.that include .pl'oduc.tion,..stOL'agé, trén..sm'issioﬁ and distribution.
Gas costs, which include production, pipeline and storage charges and related costs, as
well as commodity costs, are generally recovered through the Companies’ PGA and
therefore not a component of the cost of service study.'

HOW DOES THE CLASSIFICATION STEP OF THE PROCESS WORK?

The classification process involves separating rate base and expense items into

classifications that relate to cost drivers. Distribution-related costs are generally

& See Principles of Public Utility Rates by James C. Bonbright

? Case No. GR-2009-0355, In the Matter of Missouri Gas Energy and Its Tariff Filing to Implement a
General Rate Increase for Natural Gas Service

19 Certain LAC production and storage and facility costs are recovered in LAC’s base rates.
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18.8 percent, 90.5 percent, 17.6 percent, and 14.3 percent, respectively, all of which are
above the system ROR of 4.9 percent.

It is important to note that the COSS produces a significantly higher rate of return for
customers in the Interruptible rate class, which is attributable to significantly less
demand-related costs allocated to the Interruptible rate class because of LAC’s ability to
interrupt these customers on the design day. Since LAC is not obligated to meet the
design day needs of Interruptible customers, demand-related costs are not allocated to
this rate class.

WHAT DOES IT MEAN WHEN A CLASS IS EARNING A HIGHER OR LOWER
ROR THAN THE SYSTEM ROR?

If the ROR earned by the rate class .i__s lower than the system ROR it means that the class
at existing rates is not recovering i:t_s_fully allocated share of the utility’s cost of service.
Conversely, if a rate class is eamih_g.'_a higher ROR than the system ROR, it means that
the class, at existing rates, is recovérh;g more than its fully allocated share of such costs.
As discussed below, the results of :th__e COSS were used as a guide to establish revenue
targets that move LAC’S rates in aggfegate closer to equalized rates of return and help to
improve equity across customer classes.

IS THERE VARIATION IN THE COST OF SERVICE ACROSS LAC’S RATE
CLASSES?

Yes, there is significant variation in the cost of service across LAC’s rate classes. Figure

9 shows variation in umit tevenue requirements on a per customer and per therm basis.

20
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advances. Finally, the financial data includes expense items, including production,
storage, distribution, customer service, customer account, sales, and administrative and
general expenses as well as taxes other than income, su.ch as payroll and property taxes,
and income taxes.
PLEASE DESCRIBE IN GREATER DETAIL THE FUNCTIONALIZATION
PROCESS IN DEVELOPIN G THE COST OF SERVICE STUDY.
The cost of selvlcels fundibnélized into one of the following categoriés:
e Production - costs associated with the gas supply, interstate pipeline
transportation capacity, and upstream storage facilities;
¢ Storage — costs associated with on-system storage facilities;
s Transmission - costs associated with high pressure facilities that deliver gas to
distribution facilities;
» Distribution — costs associated with delivering natural gas to customets, including
distribution main facilities and services, meters and regulators,
Production costs are generally recovered through the PGA while the transmission and
distribution costs are recovered through the base rates.
PLEASE DESCRIBE IN GREATER DETAIL THE CLASSIFICATION PRQCESS
IN DEVELOPING THE COST OF SERVICE STUDY.
The cost of service is classified into one of the following categories:
o Customer-related — costs associated with providing customer access to the natural
gas system as well as providing on-going customer services, including meter

reading and billing services.

24
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e Demand-related — costs associated with meeting customer peak demand
requirements
e Commodity-related — costs associated with the quantity of gas purchased or

transported
In some cases, costs were classified into only one of the three categories. The cost of
meter reading, for example, was classified as custojner _;f_elatc__d._ In other cases, costs were
classified into more than one category. The cost of distribution mains, for example, was
classified as both customer- and demand-related.
PLEASE EXPLAIN THE CLASSIFICATION OF DISTRIBUTION MAINS.
Distribution mains typically represents the largest plant investment for a gas utility. For
LAC and MGE, distribution mains comprise 43 percent and 46 percent of utility plant
investment, respectively. The classification of distribution mains reflects two cost drivers.
The first driver is the number of customers. Distribution mains are designed to provide
customer access to the natural gas system. The second driver is peak or design day
demand. Distribution mains are designed to meet customer demands on the design day.'!

The classification of distribution mains between customer- and demand-related
was determined through a zero-inch or zero-intercept analysis. It is one of the methods
recognized by NARUC in classifying distribution main costs.'> NARUC states,

“One argument for inclusion of distribution related items in the

customer cost classification is the ‘zero or minimize size main

theory.” This theory assumes that there is a zero or minimum size

main necessary (o comiect the customer to the system and thus

affords the customer an opportunity to take service as he so
desires...The zero-inch main method would allocate the cost of a

1 Design day demand is the highest estimated gas demand for a 24-hour period, and is used as a basis for
designing the capacity of the transmission and distribution system.
12 National Association of Regulatory Utility Commissioners (“NARUC"), Staff Subcommittee on Gas

“Gas Distribution Rate Design Manua!l” June 1989. Pg, 22-23,

25
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theoretical main of zero-inch diameter to the customer function,
and allocate the remaining costs associated with mains to
demand”"?
The zero-intercept method as applied to the electric system is described in the NARUC
electric manual.!
“The minimum-intercept method seeks to identify that portion of plant
related to a hypothetical no-load or zero-intercept situation....The
technique is related to installed cost to current carrying capacity or
demand rating, creating a curve for various sizes of the ‘equipment
involved, using regression techniques, and extend the curve to a no-load
intercept.  The cost related to the zero-intercept is the customer
component.”!?
The classification of distribution mains was based on a regression analysis that measures
the relationship between the cost per foot of mains in the system and the size of the
mains. The analysis was based on historical cost data of various sizes and compositions
of distribution mains, adjusted to current costs utilizing the Handy-Whitman Index of
Public Utility Construction Costs (“Handy-Whitman),
HOW WAS THE ESTIMATED COST OF A ZERO-INCH MAIN DETERMINED?
The estimated cost of a zero-inch main was determined by using a zero value for the size
variable in the regression equaition. Mutltiplying the estimated cost of a zero-inch main by
the actual number of feet in the system yields the theoretical cost of a system comprised

of zero-inch mains. The customer-related portion of distribution mains was calculated as

the ratio of the cost of a zero-inch mains system to the total cost of the mains system.

Q. PLEASE DISCUSS THE RESULTS OF THE ZERO-INCH ANALYSES.

3 NARUC Gas Distribution Rate Design Manual. Pg, 22-23
4 NARUC Electric Utility Cost Allocation Manual. Pg. 92.
15 1d. Pg. 92.
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889 Main. of Measuring & Reg,. Measuring & Reg. Station Exp.-
Station Exp.- General General (378)

891 Main, of Méasuring & Reg. Measuring & Reg. Station Exp.-
Station Exp.- City Gate City Gate (379)

892 Maintenance of Services Services (380)

893 Mains of Meters & House Meters (381) and House
Regulators Regulators (383) combined

O.&M expense items not directly asédciétéd wﬁh bne bf ﬁ1e classification categories, such
as administrative and general expenses, were classified based on related costs through a
composite classifier. Schedule TSL-D4 provides a full description of O&M expense
classifications.
PLEASE DESCRIBE IN GREATER DETAIL THE ALLOCATION PROCESS
USED IN DEVELOPING THE COST OF SERVICE STUDY.
Costs were allocated to each rate class based on each class’s responsibility for the costs
that are incurred to serve that class., In short, cost allocation follows cost causation. This
approach is well established in industry literature and is consistent with past cost of
service studies approved by the Commission.'® The approach requires development of
cost allocators that reflect the design of the natural gas system.
WHAT ALLOCATORS WERE USED IN YOUR COSS?
The COSS sponsored in this tesﬂﬁﬁniy was. developed bééed on three types of allocators

[. Class determinants — class characteristics, such as number of customers,

consumption and revenues by rate class;
2. Special studies -- detailed analysis of specific plant or expense ‘items, such as

meters and uncollectible expenses; and

16 Re: MGE, Case No. GR-2009-0355
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3. Internal — composite of how other costs are allocated, such as general plant.

Schedule TSL.-D4 contains a description of each allocator used in the COSS, including
what costs are allocated, how each allocator was derived, and the rationale for utilizing
the allocator. For example, the ‘customers’ allocator is used to allocate meter reading
expenses based on the number of customers in each rate class. The rationale is that meter
reading expenses are driven by the number of customer meters that are read monthly.
PLEASE. DESCRIBE THE PROCESS TO DEVELOP THE DEMAND
ALLOCATOR.
The demand allocator is based on the Coincident Demand or Peak Responsibility method.
It is one of the methods recognized by NARUC in allocating demand costs.!” The
allocator reflects each rate classes’ responsibility to the peak day demands of the system.
This approach to developing the demand allocator is consistent with the approach
followed in Case No. GR-2009-0355, MGE’s recent rate case proceeding.

The derivation of the allocator is included in Schedule TSL-D8 and consists of
four steps. First, heat use per degree day per customer was derived based on the results
of a regression analysis for each rate class of heat use per degree day per customer as a
function of billing heating degree days. The regression analysis produced a sttong R-
squared, which measures how much variation in a dependent variable (in this case heat
use per customer) can be explained by an independent variable (in this case heating
degree days). Data for the heat use per customer variable was calculated as the difference
between actual use per customer and base use per customer, where base use per customer

was the lowest average use of two consecutive months during July through September.

Y NARUC Gas Distribution Rate Design Manual. Pg. 27
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The second involved applying heat use per degree per customer to the design day
degree days of 73 and 78 for LAC and MGE, respectively, to derive design day heating
use per customer. For the third step, the design day heating use per customer derived in
the previous step is added to base use per customer to calculate total design day use per
customer, The final step was to multiply the number of customers for each class in the
month of the design day by the design day use per customer for each class to calculate
total design day use by class. The results are shown on Schedule TSL-DS.

PLEASE DESCRIBE THE PROCESS USED TO DEVELOP THE SPECIAL
STUDY ALLOCATORS.

There were five special studies developed to allocate meter investments, meter
installations, service investments, regulators, and industrial customer investments. In
aggregate, these investments account for 46 percent and 36 percent of total utility plant
for LAC and MGE, respectively.

o Meter invesiment was allocated based on estimated curtent or replacement cost of

meters by customer in each rate class weighted by the estimated number of
customers. Current costs were used since historic records of such costs are not
maintained by individual meter, customer or rate class. The calculation
tecognizes there are certain types of meter costs specific to each rate class and
establishes a weighting based on current records.

o Meter installation was allocated based on the estimated current or replacement

cost of meter instaliations by customer in each rate class weighted by the
estimated number of customers, Current costs were used for the same reason

previously noted. The calculation recognizes there are certain types of meter
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installation costs specific to each rate class and establishes a weighting based on
current records.

e Service investment was allocated based on the estimated current or replacement

cost of service installations by customer in each rate class weighted by the
estimated number of customers. Current costs were used for the same reason
previously noted. The calculation recognizes therc ate certain types of service
installation costs specific to each rate class and establishes a weighting based on
current records.

e Regulators were allocated based on the estimated current.or replacement cost of
regulators by customer in each rate class weighted by the estimated number of
customers. Current costs were used for the same reason previously noted. The
calculation recognizes there are certain types of regulator costs specific to each
rate class and establishes a weighting based on current records.

» Industrial customer investment was allocated based on the investment in services,

meters and regulators to serve the largest customers on the system.

The derivation of the meter, meter installation, service investment and regulator aflocator
is shown in Schedule TSL-D9.

PLEASE DESCRIBE THE PROCESS USED TO DEVELOP THE COMPOSITE
ALLOCATORS.

There are several composite allocators developed intermally based on the alfocation of
various plant investments and expenses. These are used to allocate cost items that cannot
be readily categorized as either customer-, demand-, or commodity-related. For éxampfe,

general plant is classified and allocated based on the composite allocation of all
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production, transmission, storage, and distribution plant. This approach is well
established in industry literature'® and is consistent with the COSS methodology filed in
Case No. GR-2009-0355.

PLEASE DESCRIBE THE PROCESS USED TO ALLOCATE RATE BASE
ITEMS TO THE CUSTOMER CLASSES.

'The process used to allocate rate base to customer classes is included in Schedules TSL-
D5 and TSL-D6 and consists of the following four steps. First, gross plant investment by
individual FERC account is allocated to each rate class based on an allocator that most
closely reflects the underlying cost driver. Second, accumulated depreciation by
individual FERC account is allocated to each rate class based on the same allocator as the
gross plant investment for that account. Third, net plant investment by individual FERC
account is calculated as the difference between gross plant investment and accumulated
depreciation by individual FERC account. Lastly, additions and deletions to net plant
investment are allocated to each rate class on the basis of an allocator that most closely
reflects the underlying cost driver to form rate base. Total rate base is shown on
Schedules TSL-D5 and TSL-D6.

In general, gross plant investment that is designed to meet the demands of the
Company’s customers was allocated to each rate class based on the demand allocator.
Gross plant investment that is designed to connect customers to the system and meet their
service requirements was allocated to each rate class based on various allocators that are
related to nuinbers of customers.

PLEASE DESCRIBE THE ALLOCATION OF O&M EXPENSES TO THE

CUSTOMER CLASSES.

18 NARUC Gas Distribution Rate Design Manual. Pg. 26
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The process used to allocate O&M expenses to customer classes is included in Schedules
TSL-D5 and TSL-D6. As discussed earlier, special studies were conducted to develop
allocators that are based on actual assigntent of data to customer classes.
¢ Customer Accounts and Collections Expense {Account 903) is separated into
customer service- and collections-related expenses. The customer service-related
expenses were allocated based on the number of customer bills, while collections-
related expenses were allocated based on the uncollectible expense allocator
described below.
s Uncollectible Expense (Account 904) is based on a direct assignment of net write-
offs by class.
e Demonstrating and Selling (Account 912) expense is based on a direct assignment
of actual expenses by class.
¢ Interest on Customer Deposits is based on a direct assignment of actual deposits

1o the residential and Cé&l classes.

IV.  OVERVIEW OF RATE DESIGN

PLEASE DESCRIBE THE PRINCIPLES USED TO GUIDE THE PROPOSED
RATE DESIGN.

The proposed rate design was guided by several principles common throughout the
industry, including: (a) rates should recover the overall cost of providing service; (b) rates
should be fair, minimizing inter- and intra-class inequities, to the extent possibie; and (c)
rate changes should be tempered by rate continuity concerns.'® In addition, the proposed

rate design was guided by several Company-specific objectives, including: (a) movement

" See Bonbright, James, Danielsen, Albert, and Kamerschen, David. “Principles of Public Utility Rates.”
Public Utilities Reports, Inc. pp. 377-407 (2™ Ed. 1988).
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to a more simplified rate design; (b) alignment with the proposed RSM; and (b) increased
consistency in rate design between LAC and MGE.

Because these principles can conflict, the rate design process also includes a level of
judgment to balance these principles.

HOW WERE THESE PRINCIPLES APPLIED IN THIS PROCEEDING?

First, rates were designed to recover the overall cost of service. This was done by
developing customer and consumption charges based on test year bills and usage. In
addition, rates were designed to be fair and equitable. This was done by setting revenue
targets at a level in aggregate closer to the system ROR, As discussed earlier, the results
of the COSS show that some rate classes earn less than the overall ROR. The proposed
rate design reduces that deficiency. Another rate design objective is to maintain pricing
stability by minimizing the impact of changes in rates on customers. This objective was
considered during both the setting of revenue targets, and again in reviewing the impact
of proposed rates on customers’ bills at various usage levels within customer classes.
PLEASE DESCRIBE HOW THE PROPOSED RATE DESIGN ALIGNS WITH
THE COMPANY’S RSM PROPOSAL;?

The proposed rate design aligns with the RSM proposal through a meaningful reduction
in Residential and SGS customer charges, as well as elimination of LAC’s complicated
block break structure for both base rates and PGA,

PLEASE DESCRIBE HOW THE PROPOSED RATE DESIGN INCREASES
CONSISTENCY BETWEEN LAC AND MGE RATE STRUCTURES.

The proposed rate design increases consistency between LAC and MGE’s rate structures

in the following ways:
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e Similarity in residential customer charges;
e Similarity in residential consumption charges ($ per therm for all customer
usage);

s Consistent treatment of landlords; and

e Similarity in General Service classifications.
In addition, the Company proposes to assess MGE consumption on a “per therm” basis
rather than the current “per cof” basis, as discussed by Laclede witness Weitzel.
PLEASE SUMMARIZE THE STEPS TAKEN TO DERIVE THE PROPOSED
RATES.
The first step to derive the proposed rates was to establish the overall revenue
requirement to be recovered from base rates, The next step was to set revenue targets for
each rate class based on the results of the COSS, as shown on Schedule TSL-D10. Rates
within each customer class were then designed to recover the revenue requirements based
on test year customer and usage data,
WHAT IS THE TOTAL REVENUE REQUIREMENT THAT YOU USED AS A
STARTING POINT?
To determine the total revenue requirement for each operating unit, 1 relied on
information from the overall cost of service presented in the testimony and accounting
schedules of Laclede witness Noack. As shown on Schedule TSL-D5, LAC’s total
revenue requireiment was then reduced by revenues related to the Street Lighting and
Propane customer classes and other revenues to calculate revenue requirements. Schedule

TSL-D6 shows MGE’s total revenue requirement was reduced by the revenues related to
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Street Lighting customer class and other revenues to calculate revenue requirements for
tile MGE rate classes.

PLEASE DESCRIBE THE PROCESS USED TO SET THE REVENUE
REQUIREMENT TARGETS FOR EACH RATE CLASS.

Since each rate class presently earns a ROR that is different than the overall system ROR
(as shown in Figure 8 and Figure 10), the starting point for ;et_ting the revenue targets for
each rate class was based on their revenues at equalized rates of return.

IN GENERAL, HOW DID YOU DETERMINE THE APPROPRIATE RATE
DESIGN WITHIN EACH RATE CLASS?

The proposed rates were designed to recover 100 percent of the proposed revenue
requirement. Specifically, rates were designed by first reviewing the customer charge to
evaluate what level of fixed cost is reasonable to be recovered through customer charges
consistent with rate design objectives identified above. This step included evaluating the
existing customer and ISRS charges, as well as the results of the COSS. As discussed
eatlier, the customer charges were designed to be meaningfully lower in alignment with
the Company’s RSM proposal. The charges were also designed to increase consistency
between LAC’s and MGE’s Residential and SGS rate classes, respectively.

Once customer charge levels were established, the remaining revenue requirement for
each class was recovered via the consumption charges, as shown in Schedules TSL-D1!
for LAC and TSL-DI12 for MGE. As discussed earlier, the objective in setting customer
charges for LAC’s Residential, SGS, and 1.GS rate ciaéses was to increase consistency
with MGE’s corresponding rate classes. The process to set consumption charges was

iterative and balanced several rate design considerations, including revenue recovery,
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fairness, bill continuity, and to increase the consistency between LAC and MGE. The
proposed RSM enabled the Company to by and large eliminate the current blocked rate
structure, including the PGA structure at LAC, The rate design for each rate class of

LAC and MGE are discussed in Section VI and Section VIL.

V. LAC RATE DESIGN AND BILL IMPACT ANALYSES

PLEASE DESCRIBE THE PROCESS USED 1O SET THE REVENUE
REQUIREMENT TARGETS FOR EACH RATE CLASS.

First, the process began with those LAC rate classes that are earning below their
equalized rates of return; i.e., the Residential and SGS rate classes:

The Residential class presently generates revenues equal to only 81 percent of what is
needed to achieve the system rate of return. Based on this deficiency, the revenue target
for the Residential class was set based on approximately 40 percent movement toward
revenues needed to achieve the system rate of retum.

The SGS class presently generates revenues equal to only 78 percent of what is needed to
achieve the system rate of return. Based on this deficiency, the revenue target for the
SGS class was set based on a 40 percent movement toward revenues needed to achieve
the system rate of return.

The revenue targets for the other rate classes were based on the revenues needed to
achieve the system rate of return, adjusted for the revenue shorifall from the Residential
and SGS rate classes as discussed above. The revenue shdrtfall was allocated to the other
rate classes in a manner to produce no revenue increase over the current revenues,

inclusive of ISRS revenues.
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The Interruptible class generates a rate of return of approximately 90 percent, well above
the system average and all other rate classes. The reason for their high rate of return is
that the COSS aliocates signiﬁcanﬂy less demand related costs to this rate class than
other rate classes because LAC has the ability to curtail Interruptible customers on the
design day, thus system planners do not need to take the customer demands of this class
info account when constructing new mains.. _.At the same ﬂm_e, .El.lﬁ.l_'(.) is__.l.'E;c_o.gl}.i.tion tE}at
existing facilities are utilized.by. Interruptible customers. These considerations, together
with the rate design principle of gradualism, lead LAC to conclude that the proposed
revenue targets should reflect the current revenues, inclusive of ISRS revenues.

IN GENERAL, HOW DID YOU DETERMINE THE APPROPRIATE RATE
DESIGN WITHIN EACH OF LAC’S RATE CLASSES?

Rates were designed by first examining the customer charge for a given customer class to
determine what level of fixed costs may be recovered through customer charges
consistent with rate design objectives identified above, including increased consistency
between LAC and MGE, This involved evaluating the existing customer charges by rate
class, current ISRS charges, and comparing those amounts to the results of the COSS.
LAC proposes to moderate the impact of its customer charges on low-use customers by
reducing customer charges, The current customer charges were designed to recover
customer-rejated costs as well as mitigate the impact of weather on customer biils and
utility revenues. However, with adoption of the RSM, such customer charge levels are
tess necessary to mitigate the impact of weather, enabling LAC to adopt a lower customer

charge.
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Once customer charge levels were set, the remaining revenue requirements for each class
were recovered via the consumption charges, as shown in Schedule TSL-DI11. The
Company proposes to simplify LAC’s consumption charges by eliminating the cutrent
seasonal and block break structures. The current block rate consumption charges were
designed to mitigate the impact of weather on customer bills and utility revenues.
However, with adoption of the RSM such complex rate design is less necessary enabling
the Company to adopt a more simplified rate design.

The rate design process was an iterative process that balanced several rate design
considerations, including revenue recoverty, fairness, and bill continuity.

WERE THERE ANY TIMING CONSIDERATIONS RELATED TO THE
PROPOSED RESIDENTIAL RATE DESIGN CHANGES?

Yes. The proposed Residential rate design changes effectively shift cost recovery from
customer-refated charges to consumption-related charges. The Company is concerned
that such shift could result in an under-recovery of costs within the fiscal year of the shift.
Revenues from customer-related charges are evenly distributed throughout the year;
whereas, revenues from consumption-related charges are proportionately higher in the
winter months and lower in the summer months. The shift from customer-related
revenues to consumption-related revenues hinders LAC’s ability to recover its cost of
service within the fiscal year of the shift since the proposed rate design changes will
occur during the summer months. To address this under-recovery of costs, LAC
proposes to implement the Residential customer charge decrease in October 2018, In
effect, LAC is proposing two sefs of residential rate designs: (a) a fransitional rate design

prior to October 2018 that reflects customer charges at the current [evel plus ISRS
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charges; and (b) the new rate design beginning October 2018 that reflects a lower
customer charge and correspondingly higher consumption charges. October 2018 also
reflects when the RSM would be implemented.

PLEASE DESCRIBE THE PROPOSED RATE DESIGN FOR FACH RATE
CLASS.

The proposed rate design for each rate class is described below,

Residential

The proposed rates were based on a revenue requirement target of $308.8 million, annual
customer bills of 7,267,620 and annual usage of 488,185,483 therms. LAC proposes to
increase the monthly customer charge from $19.50 to $23.50 for the transition period
ending in September 2018. The proposed customer charge is based on the current
customer charge, adjusted for the ISRS charge. Beginning in October 2018, the
Company proposes to reduce LLAC’s Residential customer charge to $17.00, while
correspondingly increasing the consumption charge to recover the remaining class
revenue requirement. It is important to note that the proposed reduction in the
Residential customer charge is made possible through implementation of the RSM.
Absent the RSM or a similar mechanism that mitigates the impact of weather on
customer bills and utility revenues, the Company would not propose to reduce
Residential customer charges.

The revenue requirement not recovered through the customer charge is then recovered
through a single volumetric charge of $0.28286 per therm during the transition period
ending in September 2018. The proposed consumption charge has been simplified to be

a single charge for all consumption. This approach is consistent with MGE’s residential
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consumption charge. Beginning in October 2018, the Company proposes to increase
LAC’s consumption charge to $0.37962 per therm concurrent with the reduction in
LAC’s Residential customer charge. The proposed rate design and bill impact analysis

are included in Schedule TSL-D11.

Small General Service

The ﬁroposed rates were based on a revenue requirement target of $31.3 million, annual
customer bills of 444,484 and annual usage of 77,590,502 therms. As discussed earlier,
the proposed SGS class includes customers presently in the Cl rate class and C2 rate
class, for those who consume 10,000 therms or less per year. The proposed SGS
availability of 10,000 therms or less per year is consistent with MGE’s cutrent SGS rate
class. The Company proposes a customer charge of $35.00, representing a change in the
cutrent Cl and C2 customer charge of $25.50 and $44.29, respectively.

It is important to note that the proposed SGS customer charge reflects implementation of
the RSM, which address the impact of weather on customer bills and utility revenues.
Absent the RSM or a similar mechanism that mitigates the impact of weather on
customer bills and utility revenues, the Company would propose higher SGS customer
charges.

The revenue requirement not recovered through the customer charge is then recovered
through a single consumption charge of $0.20318 per therm. The proposed consumption
charge has been simplified to be a single charge for all consumption. This approach is
consistent with MGE’s SGS consumption charge. The proposed rate design and biil

impact analysis are included in Schedule TSL-D11.

Large General Service
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The proposed rates were based on a revenue requirement target of $24.9 million, annual
customer bills of 44,644 and annual usage of 132,304,153 therms. As discussed earlier,
the proposed LGS class includes customers presently in the C3 rate class and C2 rate
class, for those who consume more than 10,000 therms per year. The proposed LGS
availability of more than 10,000 therms per year is generally consistent with MGE’s
current LGS rate class. The Company proposes a customer charge of 125 OO per month,
representing a change in the curﬁ;:nt C2 and C3 customer charges of $44.29 and $88.57,
respectively. The revenue requirement not recovered through the customer charge is then
recovered through a single consumption charge of $0.14625 per therm. The proposed
consumption charge has been simplified to be a single charge for all consumption. The

proposed rate design and bill impact analysis are included in Schedule TSL-D11.

Large Volume Service

The proposed rates were based on a revenue requirement target of $1.9 million, annual
customer bills of 818 and annual usage of 10,059,571 therms. The Company proposes to
increase the monthly customer charge from $874.78 to $1,000.00 for the LV class to
recover a larger portion of the revenue requirements through fixed charges. The revenue
requirement not recovered through the customer charge is then recovered through a single
volumetric charge of $0.02641 per therm. The proposed consumption charge has been
simplified to be a single charge for all consumption. The proposed demand charge is
$1.00635 per therm. The consumption and demand charges were designed to recover the
same percentage of the non-customer charge revenues as the current rates. The proposed

rate design and bill impact analysis are included in Schedule TSL-DI1.

Interruptible Service
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The proposed rates were based on a revenue requirement target of $0.9 million, annual
customer bills of 249 and annual usage of 7,107,794 therms. The Company proposes to
increase the monthly customer charge from $776.36 to $935.00 to recover a larger
portion of the revenue requirements through fixed charges. The revenue requirement not
recovered through the customer charge is then recovered through a single volumetric
charge of $0.1042 per therm. The proposed consumption charge has been simplified to
be a single charge for all consumption. The proposed rate design and bill impact analysis

are included in Schedute TSL-D11.

Vehicular Fuel

The proposed rates were based on a revenue requirement target of $0.2 million, annual
customer bills of 95 and annual usage of 3,193,198 therms. LAC proposes to increase the
monthly customer charge frtom $22.09 to $50.00 to recover a larger portion of the
revenue requirements through fixed charges. The revenue requirement not recovered
through the customer charge is then recovered through a volumetric charge of $0.05295

per therm. The proposed rate design and bili impact analysis ave included in Schedule

TSL-DI11.

Transportation

The proposed rates were based on a revenue requirement target of $14.1 million, annual
customer bills of 1,700 and annual usage of 183,302,053 therms. LAC proposes to
increase the monthly customer charge from $2,069.94 to $2,500.00 to recover a larger
portion of the revenue requirements. The revenue requirement not recovered through the
customer charge is then recovered through volumetric charges of $0.02533 per therm for

the first 100,000 therms usage and $0.01060 per therm for all additional usage. The
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volumetric charges were designed to recover the same percentage of first block/ second
block revenues as the current rates. The proposed reservation charge for Transportation
customers is $0.60575 per therm. The proposed rate design and bill impact analysis are
included in Schedule TSL-D11.

HAVE YOU EXAMINED THE IMPACT OF YOUR PROPOSED CHANGE IN
RATES ON CUSTOMERS WITHIN EACH RATE CLASS?

Yes. As shown in Scheduie TSL-D11, the Company evaluated the bill impacts of the
proposed changes on customers based on a range of annual usage within each rate class.
The range of annual usage represents a distribution across the rate classes. The proposed
annual bill is based on the proposed base rates. The current annual bill is based on the
current base rates plus the current ISRS rates. The bill impact analysis was calculated
using two approaches: (a) without a PGA charge, to evaluate only the change in the
delivery portion of the customer bill; and (b) with a PGA charge, to evaluate the change
in the total customer bill.

DOES THE COMPANY HAVE ANY CONCERNS RELATED TO THE
PROPOSED LAC RATE DESIGN?

Yes. The Company’s concern is related to the impact on weather. As discussed earlier,
the proposed rate design assumes adoption of the RSM, which addresses the Company’s
concerns related to the impact of weather on customer bills and utility revenues. To the
extent that the RSM is not adopted, then the Company would need to revise the proposed
rate design in a manner that mitigates the impact of weather on customer bills and utility
revenues, consistent with the current rate design. Such revision would include higher

customer charges and continuation of the seasonal and blocked rate structure.
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VI. MGE RATE DESIGN AND BILL IMPACT ANALYSES

PLEASE DESCRIBE THE PROCESS USED TO SET THE REVENUE
REQUIREMENT TARGETS FOR EACH RATE CLASS.

First, MGE began with those rate classes that are earning below their equalized rates of
return; i.e., the Residential and SGS rate classes.

The Residential class presently geneiates revenues equal to 78 percent of what is needed
to achieve the system rate of return. Based on this deficiency, the revenue target for the
Residential class was set based on the revenues needed to achieve the system rate of
returh,

‘The SGS class presently generates revenues equal to only 67 percent of what is needed to
achieve the system rate of return. Based on this deficiency, the revenue target for the
SGS class was set based on a 50 percent movement toward revenues needed to achieve
the system rate of return.

The revenue targets for the other rate classes were based on the revenues need to achieve
the system rate of return, adjusted for the revenue shortfall from the SGS class as
discussed above. The revenue shortfall was allocated to the other rate classes to achieve
a uniform increase over the current revenues.

IN GENERAL, HOW DID YOU DETERMINE THE APPROPRIATE RATE
DESIGN WITHIN EACH OF MGE’S RATE CLASSES?

Consistent with the approach taken to design LAC’s rates, MGE’s rates were designed by
first examining the customer charge for a given customer class to determine what fcvel of
fixed costs may be recovered through customer charges consistent with rate design

objectives identified above, including increased consistency between LAC and MGE.
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This involved evaluating the existing customer charges by rate class, current ISRS
charges, and comparing those amounts to the results of the COSS.

The Company proposes to moderate the impact of its customer charges on low-use
customers by reducing customer charges. The current customer charges were designed
recover customer-related costs as well as mitigate the impact of weather on customer bills
and utility revenues. However, with adoption of the RSM, such customer charges arve
less necessary enabling the Company to adopt lower customer charges.

Once customer charge levels were set, the remaining revenue requirements for each class
were recovered via the consumption charges, as shown in Schedule TSL-D12.

WERE THERE ANY TIMING CONCERNS RELATED TO THE PROPOSED
RESIDENTIAL RATE DESIGN CHANGES?

Yes. As discussed earlier, the proposed residential rate design effeétively shifts cost
recovery from customer-related charges to consumption-related charges. The Company’s
proposed solution is to implement two sets of residential rate designs: (a) a transitional
rate design prior to October 2018 that reflects customer charges at the current level plus
ISRS charges; and (b) a new rate design beginning October 2018 that reflects lower
customer charges. October 2018 also reflects when the RSM would be implemented.
Once customer charge levels were set, the remaining revenue requirements for each class
were recovered via the consumption charges, as shown in Schedule TSL-D12. The rate
design process was an iterative process that balanced several rate design considerations,
including revenuc recovery, fairness, and bill continuity. Below is a description of the

rate design for each rate class.

Residential
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The proposed rates were based on a revenue requirement target of $198.6 million, annual
customer bills of 5,621,516 and annual usage of 366,148,361therms. The Company
proposes to increase the monthly customer charge from $23.00 to $25.50 for the
transition period ending in September 2018. The proposed customer charge is based on
the current customer charge, adjusted for the current ISRS charge. Beginning in October

2018, the Company proposes to reduce MGE’s residential customer charge to $20.00,

while correspondingly adjusting the consumption charge to recover the Residential class

revenue requirement. it is important to note that the proposed reduction in the residential
customer charge is made possible through implementation of the RSM, which addresses
the impact of weather on customer biffs and utility revenues. Absent the RSM or a
similar mechanism that mitigates the impact of weather on customer bills and utility

revenues, the Company would not propose such reduction in residential customer

_charges.

The revenue requirement not recovered through the customer charge is then recovered
through a single consumption charge of $0.15055 per therm during the transition period
ending in September 2018. Beginning in October 2018, the Company proposed to
increase MGE’s consumption charge to $0.23500 per therm concurrent with the reduction
in MGE’s residential customer charge. The proposed rate design and bill impact analysis

are included in Schedule TSL-D12,

Small Genera! Service

The proposed rates were based on a revenue requirement target of $20.7 million, annuaj

customer bills of 355,642 and amnual usage of 56,239,220 thetmns. The Company
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proposes tQ increase the monthly customer cliarge from $34.00 to $40.00 to recover a
larger portion of the revenue requirements through fixed charges.

It is important to note that the proposed SGS customer charge reflects implementation of
the RSM, which addresses the impact of weather on customer bills and utility revenues.
Absent the RSM or a similar mechanism that mitigates the impact of weather on
customer bills and utility revenues, the Companiy would propose higher SGS custoimer
charges.

The revenue requirement not recovered through the customer charge is then recovered
through a single consumption charge of $0.11169 per therm. The proposed rate design

and bill impact analysis are included in Schedule TSL-D12.

Large General Service

The proposed rates were based on a revenue requirement target of $14.0 million, annual
customer bills of 39,157 and annual usage of 74,357,619 therms. MGE proposes to
increase the month!y customer charge from $115.40 to 125.00 to recover a larger portion
of the revenue requirements through fixed charges. The revenue requirement not
recovered through the customer charge is then recovered through a consumption charge
$0.14819 per therm for peak winter period (November to March), and through a
consumption charge of $0.08541 per therm for off-peak summer period (April to
October). The consumption charges were designed to recover the same percentage of
consumption revenues in the peak and off-peak periods as the current rates. The

proposed rate design and bill impact analysis are included in Schedule TSL-DI2,

Large Volume Service

48



10

1)

i3

14

15

i6

17

The proposed rates were based on a revenue requirement target of $15.3 million, annual
customer bills of 4,745 and annual usage of 266,738,665 therms. MGE proposes to
increase the monthly customer charge from $904.56 to $1,275.00 to recover a larger
portion of the revenue requirements through fixed charges. The revenue requirement not
recovered through the customer charge is then recovered through consumption charges in
the peak period of $0.04485 per therm for the first 30,000 therms usage and $0.03520 per
therm for all additional usage, and in the off-peak period of $0.02837 per therm for the
first 30,000 therms usage and $0.01872 per therm for all additional usage. The
consumption charges were designed to recover the same percentage of revenues in the
peak and off-peak periods, and head block and tail block rates, respectively, as the
current rates. The proposed rate design and bill impact analysis are included in Schedule
TSL-DI12.

HAVE YOU EXAMINED THE IMPACT OF THE PROPOSED CHANGE IN
RATES ON CUSTOMERS WITHIN EACH RATE CLASS?

Yes. As shown in Schedule TSL-D12, the Company evaluated the bilf impacts of the
proposed changes on customers based on a range of annual usage within each rate class,
The range of annual usage represents a distrtbution across the rate classes. The proposed
rates were based on the rate design discussed above. The current annual bill is based on
the current base rates plus the current ISRS rates. The bill impact analysis was calculated
using two approaches: (a) without a PGA charge, to evaluate the change in the delivery
pottion of the customer bill; and (b) with a PGA charge, to evaluate the change in the

total customer bill,
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DOES THE COMPANY HAVE ANY CONCERNS RELATED TO THE
PROPOSED MGE RATE DESIGN?

Yes. The Company has two concerns. The first concern is related to the impact of
weather on customer bills and utility revenues. As discussed earlier, the proposed rate
design assumes adoption of the RSM, which addresses the Company’s concetns related
to the impact of weather on customer bills and utility revenues. To the :c;(tellt that the
RSM is not adopted, then the Company would need to revise the proposed rate design in
a manner that mitigates the impact of weather on customer bills and utility revenues,
consistent with the current rate design. Such revision would include higher customer
charges. The Company believes that the proposed RSM or some form of revenue
decoupling is a much better alternative.

WHAT IS THE COMPANY’S SECOND CONCERN RELATED TO MGE’s
PROPOSED RATE DESIGN? |

The Company is concerned about potential revenue erosion related to the relationship
between the current LGS and LV tariffs. Presently, certain customers are eligible for
both tariffs and as a result may decide to migrate from one rate class to another
depending on which class offers the lowest rates. Such migration could lead to a
significant loss in revenues. While such migration is possible today, the Company is
concerned that the proposed rate design changes may increase the incentive for customers
to migrate in the future. There are several possible solutions to address the potential
revenue erosion from such possible migration, including {a) a resiriction on the
availability of each tariff, (b) modifications to the proposed customer charges, and/or (c)

deveiopment of a rider to track and recover such revenue erosion. The Company
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Q.
A,

recognizes the potential customer impacts associated with each of these solutions as well

as other alternatives. Rather than make a specific proposal in this filing, the Company

proposes to establish a process with the parties in this proceeding on approaches that

would best meet customer needs.

HOW DOES THE PROPOSED RATE DESIGN ADDRESS THE PROBLEMS

THAT ARISE FROM THE CURRENT RATE DESIGN?

The proposed rate design addresses the problems that arise from the current rate design

because it

Stabilizes the non-gas portion of customer bills, minimizing variations with
weather and/or other changes in use;

Provides the Company with a more stable stream of revenues and helps prevent
an over-collection and under-collection of costs as actual use varies from test year
use due to weather and/other changes in customer use;

Helps ensure recovery of fixed costs;

Addresses the relative large bills paid by low-use customers;

Eliminates the Company’s financial disincentive to promote energy efficiency
measures; and

Simplifies the PGA rate by eliminating the head block/ tail block rate design,
belping to reduce the over/ under collection of gas costs based on variations in

usage.

DOES THIS COMPLETE YOUR DIRECT TESTIMONY? |

Yes.
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Laclade Gas Company
Allocation of Depreciation and

Amortization
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