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DIRECT TESTIMONY OF KEVIN C. HIGGINS 1 

INTRODUCTION 2 

Q. Please state your name and business address.  3 

A.  My name is Kevin C. Higgins.  My business address is 215 South State 4 

Street, Suite 200, Salt Lake City, Utah, 84111. 5 

Q. By whom are you employed and in what capacity? 6 

A.  I am a Principal in the firm of Energy Strategies, LLC.  Energy Strategies 7 

is a private consulting firm specializing in economic and policy analysis 8 

applicable to energy production, transportation, and consumption. 9 

Q. Are you the same Kevin C. Higgins who prefiled Phase I direct and 10 

surrebuttal testimony and Phase II direct testimony on behalf of the Utah 11 

Association of Energy Users Intervention Group (“UAE”) in this 12 

proceeding?  13 

A.  Yes, I am.  14 

 15 

OVERVIEW AND CONCLUSIONS 16 

Q. What is the purpose of your Phase II rebuttal testimony in this proceeding? 17 

A.  My testimony responds to the Phase II direct testimonies of American 18 

Natural Gas Council (“ANGC”) witness Mr. Bruce R. Oliver, Division of Public 19 

Utilities (“Division” or “DPU”) witness Mr. Howard E. Lubow, Federal 20 

Executive Agencies (“FEA”) witness Mr. Brian C. Collins, and Office of 21 

Consumer Services (“OCS”) witness Mr. James W. Daniel.   22 
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I also provide an update to my recommended class cost-of-service study 23 

results, rate spread, and Transportation Service (“TS”) rate design at the non-24 

confidential revenue requirement I recommend in my Phase I surrebuttal 25 

testimony.  26 

Q. Please summarize your conclusions and recommendations.  27 

A.  My testimony offers the following recommendations:  28 

 (1)  I recommend a 68% design-day / 32% throughput weighting for Allocation 29 

Factor 230.  Mr. Lubow’s proposed 50% / 50% weighting should be rejected 30 

because it is not founded on established cost allocation principles.  31 

 (2)  I recommend that Mr. Lubow’s proposal to use actual peak-day usage rather 32 

than design-day usage to allocate demand-related costs be rejected because it does 33 

not properly allocate cost responsibility for DEU’s system as designed. 34 

 (3)  I recommend that Mr. Lubow’s and Mr. Daniel’s proposals to allocate peak 35 

demand costs to interruptible usage be rejected because interruptible loads do not 36 

contribute to DEU’s design-day demand costs and would be curtailed on a design-37 

day.   Moreover, it is fundamentally inconsistent with the Peak and Average 38 

method being used by DEU to allocate Allocation Factor 230 costs to allocate 39 

peak demand costs to interruptible customers. 40 

 (4)   I recommend a three-step phase-in of the full cost-based increase to the TS 41 

class and the target increase to the Transportation Bypass Firm (“TBF”) class 42 

(March 1, 2020, March 1, 2021, and March 1, 2022).   43 
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 (5)  It is not necessary to split the TS class as this time.  However, I recommend 44 

that the TS rate design for Steps 2 and 3 of my proposed phase-in remain subject 45 

to further analysis through an extension of this docket to further examine the 46 

relationship between TS demand and volumetric charges, as well as to potentially 47 

spread the rate increase across the TS class for customers of various sizes more 48 

proportionately. 49 

 50 

CLASS COST-OF-SERVICE STUDY   51 

Design-Day / Throughput Weighting  52 

Q. Does DEU allocate certain costs using a weighted design-day / throughput 53 

allocator?  54 

A.  Yes.  DEU’s Allocation Factor 230 is designed to be a weighted blend of 55 

peak-day (design-day) and throughput factors, and is used to allocate feeder 56 

system, compressor station, and measuring and regulating station costs, 57 

presumably because these facilities are viewed as providing both peak-day and 58 

throughput-related services.1  The weighting proposed by DEU for Allocation 59 

Factor 230 is 60% design-day and 40% throughput.  DEU also uses Allocation 60 

Factor 230 to allocate the FT1-L (Lakeside) revenue credits to customer classes 61 

and to allocate the cost share of the TBF discount to other classes.2   62 

 
1 Throughout my testimony I refer to the facilities allocated on the basis of Allocation Factor 230 as 
“feeders and related facilities.” 
2  To allocate the TBF discount to the non-TBF classes, Allocation Factor 230 is modified to exclude the 
TBF class.  
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Q. Please explain your recommendation regarding the weighting of the design-63 

day and throughput components of Allocation Factor 230.  64 

A.  I recommend that the throughput weighting for Allocation Factor 230 be 65 

based on DEU’s system load factor of 32%.  This produces a weighting for 66 

Allocation Factor 230 of 68% design-day / 32% throughput.  This weighting is 67 

more consistent with the proper application of the Peak and Average method as 68 

described in the Gas Distribution Rate Design Manual (“NARUC Manual”) 69 

published by the National Association of Regulatory Utility Commissioners.3   70 

Q. Does any other party conclude that the throughput weighting for Allocation 71 

Factor 230 should be based on DEU’s load factor of 32%?  72 

A.  Yes.  In his Phase II direct testimony, ANGC witness Mr. Oliver also 73 

recommends a 68% design-day / 32% throughput weighting.4  Mr. Oliver and I 74 

independently determined that this is the appropriate weighting.  As Mr. Oliver 75 

points out, if DEU’s system were designed only to serve average daily throughput 76 

requirements, it would need only 32% of the capacity required to serve its design- 77 

day requirements.  78 

 
3 See the discussion of the Average and Peak Demand Method in the NARUC Manual (June 1989), pp. 27-
28, included in UAE Exhibit 2.2 provided with my Phase II Direct Testimony. The NARUC Manual 
specifies that the system’s load factor is used to determine the capacity costs associated with average use 
and apportioned to classes on an annual volumetric basis. 
4 Direct Testimony of Bruce R. Oliver (ANGC Exhibit 2), pp. 19-20.  
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Q. Have other parties proposed alternative weightings for Allocation Factor 79 

230?  80 

A.  Yes.   Division witness Mr. Lubow proposes a 50% / 50% weighting,5 81 

while FEA witness Mr. Collins proposes that high-pressure feeder-line mains 82 

(allocated using Allocation Factor 230) and large-diameter intermediate high-83 

pressure mains be allocated based on 100% design-day demand.6  84 

Q. What is your response to Mr. Lubow’s recommendation to utilize a 50% / 85 

50% weighting?  86 

A.  Mr. Lubow’s selection of the 50% / 50% weighting is arbitrary and is not 87 

based on any established cost allocation principle.  In using the Peak and Average 88 

method, the weighting assigned to the average, or “throughput,” component 89 

should be no greater than the system load factor.  This is because the throughput 90 

component is intended to allocate costs that are associated with base-load-type 91 

usage, and system load factor is a generally-accepted standard for measuring the 92 

portion of facilities associated with the provision of base load service.  The use of 93 

system load factor for this weighting is clearly prescribed in the NARUC Manual. 94 

  Mr. Lubow’s claim that “Utilities often propose a 50% / 50% assignment 95 

where such a factor is employed” should be disregarded, as he was unable to cite to 96 

any such utilities in response to discovery.7  Implementing Mr. Lubow’s proposal 97 

 
5 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), p. 7.  
6 Direct Testimony of Brian C. Collins (FEA Exhibt 2.0), p. 18.  
7 Division Response to Data Request UAE 1.01, provided in UAE 2.1R.  
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would increase the costs allocated to the TS class based only on Mr. Lubow’s 98 

subjective judgement.  His proposal should be rejected by the Commission.  99 

Q. What is the magnitude of the cost shift to the TS class that would result from 100 

Mr. Lubow’s proposed 50% / 50% weighting? 101 

A.  At DEU’s proposed revenue requirement, using the 50% / 50% weighting 102 

proposed by Mr. Lubow instead of DEU’s 60% design-day / 40% throughput 103 

weighting increases the costs allocated to the TS class by $2.9 million. This 104 

translates into an additional 10.3% increase to the TS class on top of the DEU-105 

proposed increase of 45.5%, exacerbating an already significant increase to the 106 

TS class without cost-based justification.   107 

  Putting the Division’s proposal further into context, consider that the 108 

overall revenue requirement change proposed by the Division and UAE are 109 

reasonably close in magnitude.  Then consider that using UAE’s cost allocation, 110 

setting rates exactly equal to cost (and funding the TBF discount) results in a 111 

2.9% reduction in rates for the GS class and a 30.8% increase in rates for the TS 112 

class.8  Yet, despite these significant and disparate class rate impacts, the Division 113 

proposes new changes in cost allocation that are designed to heap additional costs 114 

onto the TS class.       115 

 
8 See Table KCH-1R later in my testimony.  
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Q. What is your response to Mr. Collins’ proposal to allocate feeders and 116 

intermediate high-pressure mains based on 100% design-day demand?  117 

A.  Mr. Collins’ argument aligns well with planning criteria.  I agree with him 118 

that DEU’s feeders must be sized to meet design-day demands.  In that sense, 119 

using a 100% design-day allocator for feeders and intermediate high-pressure 120 

mains has merit. The practical difficulty with that approach, however, is that it 121 

would exempt interruptible volumes from any cost allocation for these facilities.   122 

And while I also agree with Mr. Collins that the Peak and Average method 123 

allocates a disproportionate share of costs to high-load factor (firm) classes, and is 124 

inappropriate in many contexts, its volumetric component at least provides a 125 

means for allocating a share of feeders and related equipment to interruptible 126 

customers.  Based on my experience, I have concluded this is a necessary 127 

ingredient for addressing cost allocation in this jurisdiction.   128 

Q. What weighting do you recommend for Allocation Factor 230?  129 

A.  I continue to recommend that the throughput weighting for Allocation 130 

Factor 230 be based on DEU’s system load factor of 32%.  This produces a 68% 131 

design-day / 32% throughput weighting and is consistent with the proper 132 

application of the Peak and Average method as described the NARUC Manual.   133 
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Actual Peak-Day Versus Design-Day Factor  134 

Q. Please explain Mr. Lubow’s proposal to use the actual peak-day rather than 135 

design-day for demand cost allocation.  136 

A.  Mr. Lubow opposes DEU’s development of the peak-day factor based on 137 

system design (design-day).  Instead, Mr. Lubow proposes to utilize actual peak-138 

day usage, but DEU was unable to provide actual peak-day usage by class.  Mr. 139 

Lubow therefore recommends that actual peak-day data be utilized in the next 140 

DEU filing.9    141 

Q. Do you agree with Mr. Lubow’s proposal to use actual peak-day usage rather 142 

than design-day usage to allocate demand-related costs?   143 

A.  No.   The peak-related infrastructure put in place by DEU is designed to 144 

ensure that firm customers can continue to receive service on an extremely cold 145 

day.  Given the essential nature of natural gas service – particularly during cold 146 

weather – it is critical that this amount of infrastructure, i.e., level of design-day 147 

capacity, be in place even if it is not utilized in a typical year, or even for many 148 

years in a row. Since the design-day capacity is built to meet firm requirements on 149 

extremely cold days, it is entirely appropriate that the peak-related costs of the 150 

system be allocated in a manner that reflects the expected usage on the design-151 

day, as DEU has done. 152 

Mr. Lubow’s alternative of using actual usage fails to capture properly the 153 

relationship between the design-day and expected customer class utilization.  154 

 
9 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), pp. 5-6.  
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According to Mr. Lubow, the actual peak-day demand in 2018 was 1,064,752 155 

Dth, while the demand used to determine the design-day factor computed by DEU 156 

is 1,442,192 Dth.10   On the actual peak-day, DEU still had capacity available – 157 

i.e., the system was not at its design-day level of utilization. In contrast, on the 158 

design-day, interruptible service would be curtailed.   159 

 The difference between the actual 2018 peak-day demand and the design-160 

day demand used by DEU is 377,440 Dth, or 26% of the design-day demand.  161 

Significantly, the Division has not proposed in this case to disallow DEU cost 162 

recovery for 26% of feeders and related facilities on the basis that it is not needed 163 

to meet actual peak demand.  Yet Mr. Lubow proposes to ignore design-day 164 

demand for the purpose of cost allocation.   165 

The Division’s position is logically inconsistent.  The 26% of design-day 166 

demand that Mr. Lubow ignores for cost allocation purposes is either (a) plant that 167 

is not used and useful and therefore should be disallowed from cost recovery, or 168 

(b) plant that is necessary to ensure delivery of gas to firm customers during 169 

design-day conditions and therefore should be allocated to the temperature-170 

sensitive firm customers for whom this extra capacity was built.  Since the 171 

Division is not recommending that 26% of feeders and related equipment be 172 

disallowed, the costs associated with these facilities should properly be allocated 173 

on the basis of design-day usage. 174 

 
10 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), p. 5. As described below, Mr. Lubow 
also proposes to include interruptible usage in the peak-day factor, bringing the firm design-day Dth plus 
interruptible Dth to 1,486,982 Dth. See DPU Exhibit 6.2. 
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 I recommend that Mr. Lubow’s proposal to use actual peak-day usage 175 

rather than design-day usage to allocate demand-related costs be rejected because 176 

it does not properly allocate cost responsibility for DEU’s system as designed.  177 

 178 

Including Interruptible Usage in the Peak-Day Factor  179 

Q. What position has DEU taken regarding the inclusion of interruptible usage 180 

in the peak-day factor?  181 

A.  DEU does not believe that interruptible customers should be assigned peak 182 

demand cost responsibility.  As explained by DEU witness Mr. Summers:  183 

[I]n an actual peak-day event, the interruptible customer will be curtailed 184 
and will not be contributing to the costs incurred on the peak day. If the 185 
interruptible customer chooses not to curtail, they will be assessed 186 
penalties that will be credited back to firm customers. If interruptible loads 187 
are included in the Design-Day Factor Study, there is a risk that an 188 
excessive level of cost will be allocated to interruptible customers.11 189 

  Therefore, DEU includes only firm demand in its design-day factor.  For 190 

the transportation classes TS and TBF, the demand included in this allocator is 191 

based on the firm contract demand.   192 

Q. Do you agree with DEU that interruptible usage should not be included in 193 

the design-day factor?  194 

A.  Yes.  Interruptible usage should not be assigned peak demand cost 195 

responsibility because interruptible usage does not contribute to DEU’s design-196 

day demand costs and would be curtailed on a design-day.   197 

 
11 Direct Testimony of Austin C. Summers (DEU Exhibit 4.0), p. 9.  
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Q. Please provide some background on the history of this issue in Utah.   198 

A.  In its 2007 rate case, Docket No. 07-057-13, the Company did not allocate 199 

peak-day costs to interruptible loads.  In that case, Division witness Mr. Glen 200 

Gregory proposed to include interruptible loads in the peak-day factor based on 201 

average daily interruptible usage.12  The Company maintained in its rebuttal 202 

testimony that interruptible loads do not add anything to the peak requirement and 203 

did not modify its class cost-of-service study in response to the Division’s 204 

proposal in its rebuttal.13 I also opposed Mr. Gregory’s proposal to include 205 

interruptible loads in the peak-day factor in my rebuttal testimony, noting that 206 

Allocation Factor 230 already contains a throughput component including 207 

interruptible volumes.14  However, the Commission agreed with the Division’s 208 

proposal, stating:  209 

[W]e are persuaded by the Division that interruptible customers contribute 210 
to peak demand and therefore these customers should receive some 211 
allocation of peak demand in the Company’s next cost-of-service study.15 212 

In the following rate case, Docket No. 09-057-16, the Company continued 213 

to disagree that interruptible customers contribute to the design peak-day demand 214 

but complied with the Commission’s order by proposing that a portion of peak-215 

day costs be allocated to interruptible loads based on the amount that the design 216 

 
12 Docket No. 07-057-13, Direct Testimony of Glen Gregory (Division Exhibit 7.0), p. 8.  
13 Docket No. 07-057-13, Rebuttal Testimony of Steven R. Bateson (QGC Exhibit 8.0R), pp. 5-6. 
14 Docket No. 07-057-13, Rebuttal Testimony of Kevin C. Higgins (UAE Exhibit COS 1R), pp. 6-7.  
15 Docket No. 07-057-13, Questar Gas Company 2007 General Rate Case Phase II Order on Cost of Service 
and Rate Design (Issued: December 22, 2008), p. 31. 
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peak-day exceeds the average peak requirements of firm customers.16  Docket No. 217 

09-057-16 was resolved through a settlement stipulation that spread the revenue 218 

requirement to all service schedules except for FT-1 through a uniform percentage 219 

increase without adopting any specific cost-of-service approach.17 220 

In its 2013 rate case filing, Docket No. 13-057-05, the Company reiterated 221 

that interruptible customers should not be assigned peak demand responsibility 222 

and did not include interruptible usage in its peak-day factor.18  That case was 223 

resolved through a partial settlement stipulation that included movement of the TS 224 

class toward cost, based on a class cost-of-service study that did not include 225 

interruptible load in the peak-day factor.19 According to the Commission, 226 

approval of the Revenue Stipulation was not intended to alter existing 227 

Commission policy or to establish Commission precedent.20   228 

In its 2016 rate case filing, Docket No. 16-057-13, DEU again did not 229 

allocate peak-day costs to interruptible loads.21 That case was subsequently 230 

withdrawn.   231 

 
16 Docket No. 09-057-16, Direct Testimony of Steven R. Bateson (QGC Exhibit 4.0), pp. 9-10. 
17 Docket No. 09-057-16, Report and Order (Issued June 3, 2010).  
18 Docket No. 13-057-05, Direct Testimony of Austin C. Summers, pp. 7-8.  
19 Docket No. 13-057-05, Report and Order (Issued February 21, 2014), p. 7.  Partial Settlement Stipulation 
filed December 13, 2013, Exhibit B (Settlement Stipulation Model). 
20 Docket No. 13-057-05, Report and Order (Issued February 21, 2014), p. 17.   
21 Docket No. 16-057-13, Direct Testimony of Austin C. Summers (QGC Exhibit 4.0), pp. 8-9.  
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Q. Have parties to this case proposed that interruptible usage be included in the 232 

peak-day factor?  233 

A.  Yes.  Both Mr. Lubow22 and OCS witness Mr. James W. Daniel23 propose 234 

that interruptible loads be included in the peak-day factor based on interruptible 235 

usage on the actual peak-day.  Mr. Daniel argues the DEU has not adequately 236 

supported departing from the Commission’s order in Docket No. 07-057-13 237 

regarding the allocation of costs to interruptible customers, and notes that 238 

interruptible customers have infrequently been required to interrupt during peak 239 

demand periods.24  Mr. Lubow (incorrectly) asserts that DEU has deviated from 240 

its prior study by excluding interruptible volumes in the peak demand allocation 241 

factor.  He argues that interruptible customers have historically had gas deliveries 242 

during actual peak day conditions.25 243 

Q. Did DEU’s most recent cost-of-service studies allocate peak-day costs to 244 

interruptible volumes?  245 

A.  No.  As I explained above, DEU did not include interruptible loads in its 246 

peak-day factor in Docket No. 16-057-13, which was withdrawn, or Docket No. 247 

13-057-05, which was resolved through a partial settlement stipulation.  248 

 
22 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), pp. 6-7.  
23 Direct Testimony of James W. Daniel (OCS-4D), pp. 7-9.  
24 Id.  
25 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), p. 3, p. 6.  
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Q. What about Mr. Lubow’s  and Mr. Daniel’s argument that there have been 249 

years in which interruptible customers were not interrupted on the peak-250 

day? 251 

A.  This argument is beside the point.  If the peak-day turns out to be 252 

significantly milder than the design-day, there is no reason to interrupt customers 253 

gratuitously.  Interruptible service allows DEU to construct a system that is 254 

smaller than would otherwise be required to serve customers on the design-day. 255 

Q. What is the magnitude of the impact of including interruptible loads in the 256 

peak-day factor?   257 

A.  Based on DEU’s proposed revenue requirement and cost-of-service model 258 

(using the 60% design-day / 40% throughput weighting for Allocation Factor 259 

230), including interruptible loads in the peak-day factor increases the costs 260 

allocated to the TS class by $2.4 million.  Mr. Lubow depicts the increase to the 261 

TS class as $2.2 million, calculated at a lower overall revenue requirement 262 

including certain Division adjustments.26   263 

  Mr. Daniel’s depiction of the impact as a $54,000 decrease to GS costs is 264 

understated because his peak-day factor, presumably inadvertently, excludes TS 265 

interruptible loads.27  266 

 
26 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), p. 7.  
27 Direct Testimony of James W. Daniel (OCS-4D), p. 9; OCS Exhibit 4.2D.  
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Q. Do you continue to recommend that interruptible loads not be included in 267 

the peak-day factor?  268 

A.  Yes.  Although some parties maintain that interruption events have 269 

occurred relatively infrequently, they nonetheless occur.  Moreover, irrespective 270 

of the relative frequency of interruption, the fact is that DEU does not include 271 

interruptible loads in its design-day for planning purposes, and thus does not size 272 

its system to serve these loads on the design-day.  Doing so would require a much 273 

larger system than the one that has been built, with consequent higher system 274 

costs and economic inefficiency. Since interruptible loads do not cause DEU’s 275 

peak demand-related costs, they should not be allocated a share of these costs.   276 

  Moreover, as I discussed above, the very selection of the Peak and 277 

Average method in the first place represents a determination that the share of 278 

feeders and related facilities that is properly allocable to interruptible load is the 279 

group’s share of throughput weighted by the system load factor.  “Doubling 280 

down” by also allocating a share of design-day costs to interruptible load is 281 

inconsistent with the logical basis of the method and is essentially a 282 

misapplication of it.  Moreover, “doubling down” in this way, as Mr. Lubow and 283 

Mr. Daniel propose, allocates costs to interruptible TS service in a manner that is 284 

nearly indistinguishable from the allocation of costs to firm TS service.  It 285 

effectively defeats the purpose of utilizing interruptible service to optimize system 286 

design.    287 



UAE Exhibit 2.0R 
Rebuttal Testimony of Kevin C. Higgins  

UPSC Docket 19-057-02 
Page 16 of 21 

 

 

Class Cost-of-Service Study Results  288 

Q. In your Phase II direct testimony, you presented the class cost-of-service 289 

study results at the non-confidential revenue requirement from your Phase I 290 

direct testimony.  Have you updated these results to reflect UAE’s non-291 

confidential revenue requirement from your Phase I surrebuttal testimony?  292 

A.  Yes.  In my Phase I surrebuttal testimony, I reduce my recommended 293 

revenue requirement reduction by approximately $4.2 million.  Table KCH-1R, 294 

below, is an update to Table KCH-2 presented in my Phase II direct testimony. 295 

Columns (c) and (d) present the DNG rate revenue change by class that would be 296 

necessary for each class to earn an equalized rate of return at the revenue 297 

requirement incorporating the non-confidential adjustments I recommend in my 298 

Phase I surrebuttal testimony. Columns (e) and (f) include the impact of the TBF 299 

discount. 300 

Table KCH-1R 301 
Cost-of-Service Study Results  302 

With UAE Recommended Allocation Factor 230 Weighting  303 
At UAE Non-Confidential Phase I Surrebuttal Revenue Requirement  304 

Class  
Current DNG 

Revenue 

DNG Revenue Change to 
Achieve Equalized ROR 

DNG Revenue Change Plus 
TBF Discount 

$ Increase/ 
(Decrease) 

% Increase/ 
-Decrease 

$ Increase/ 
(Decrease) 

% Increase/ 
-Decrease 

(a)  (b)  (c)  (d) (e)  (f)  
GS $343,208,444  ($12,051,414) -3.5% ($10,103,170) -2.9% 
FS $2,669,970  ($32,024) -1.2% $1,633  0.1% 
IS $185,961  ($48,113) -25.9% ($47,468) -25.5% 
TS $28,164,455  $8,149,018  28.9% $8,679,524  30.8% 
TBF $1,513,475  $3,424,064  226.2% $908,836  60.0% 
NGV $2,633,852  $79,563  3.0% $81,740  3.1% 
Total $378,376,157  ($478,906) -0.1% ($478,906) -0.1% 
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RATE SPREAD  305 

Q. What does Mr. Lubow propose with regard to rate spread?  306 

A.  Mr. Lubow discusses his rate spread recommendation by referencing what 307 

he calls the “Overland Base Case,” which includes some (though not all)  308 

Division revenue requirement adjustments and does not include his recommended 309 

cost-of-service adjustments.28  Based on these results, Mr. Lubow recommends a 310 

$10,141,180 increase to the TS class and a $559,131 increase to the TBF class at 311 

this time, which he depicts as 35% increases.  Mr. Lubow recommends a 312 

$9,437,984 decrease to the General Service (“GS”) class, which he depicts as a 313 

2.67% decrease.29  He recommends no change in rates for the Firm Sales, 314 

Interruptible Sales, or Natural Gas Vehicle rate classes.   315 

Q. What does Mr. Daniel propose with regard to rate spread?  316 

A.  Mr. Daniel recommends that customer class revenue levels be set equal to 317 

their allocated cost of service.  Based on the OCS revenue requirement and Mr. 318 

Daniel’s class cost-of-service results (which understates the costs that would be 319 

shifted to TS under his recommendations), his proposal results in a $9,293,026, or 320 

 
28 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), p. 11.  
29 I am unable to determine how Mr. Lubow calculated the 35% increases to TS and TBF and the 2.67% 
decrease to GS based on his proposed revenue changes.  DPU did not provide me with complete 
workpapers supporting Mr. Lubow’s calculations despite several informal requests.  I estimate that his 
proposed rate changes represent a 36.0% increase to TS, a 37.1% increase to TBF, and a 2.8% decrease to 
GS, based on current revenue calculated using DEU Exhibit 4.18-Summers-Rate Case Model, as adjusted 
for Division’s recommended lead-lag factor of (0.828) and ROE of 9.25%.  
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33.0%, increase to the TS class, a $640,687, or 42.5%, increase to the TBF class, 321 

and a $25,008,602, or 7.3%, decrease to the GS class. 30 322 

Q. What is your response to Mr. Lubow’s and Mr. Daniel’s rate spread 323 

proposals?  324 

A.  The rate spreads proposed by Mr. Lubow and Mr. Daniel should not be 325 

adopted.  Instead, I continue to recommend that class costs be determined using 326 

my recommended Allocation Factor 230 weighting and DEU’s design-day factor 327 

which does not include interruptible usage.  Further, I recommend implementing 328 

the full cost-based increase to the TS class (plus TS’s cost-share of the TBF 329 

discount) and the target increase to the TBF class in three annual steps.   330 

  Since the rate effective date of this case is anticipated to be March 1, 2020, 331 

I propose that the subsequent two increases to the TS and TBF classes (and 332 

concurrent decreases to other classes) occur on March 1, 2021, and March 1, 333 

2022.   334 

   While the differing overall revenue requirements used by the parties make 335 

comparability difficult, the cost-based increase to the TS class and the target 336 

increase to TBF class are significant.  My proposal will move TS to its full cost of 337 

service and TBF to its target revenue requirement by March 1, 2022, but will 338 

mitigate the immediate impact to these classes that would occur if the increases 339 

were implemented in a single step.  340 

 
30 Direct Testimony of James W. Daniel (OCS-4D), p. 13. These numbers do not reflect any adjustment to 
the TBF discount.   
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Q. Have you updated your three-step phase-in proposal based on your Phase I 341 

surrebuttal revenue requirement?  342 

A.  Yes.  Table KCH-2R, below, is an update to Table KCH-5 presented in 343 

my Phase II direct testimony.  Table KCH-2R reflects the non-confidential 344 

revenue requirement adjustments I recommend in my Phase I surrebuttal 345 

testimony.  As in my Phase II direct testimony, I am proposing a slightly smaller 346 

first step increase (25% of the total increase) to TS and TBF in order to provide 347 

some time to address rate design issues within the TS class for implementation in 348 

Steps 2 and 3, which I discuss further below.   349 

Table KCH-2R 350 
UAE Recommended Three-Step Phase-In  351 

With UAE Recommended Allocation Factor 230 Weighting  352 
At UAE Non-Confidential Phase I Surrebuttal Revenue Requirement  353 

Class  
Current DNG 

Revenue 

Step 1 DNG Rev. Change 
Step 2 DNG Rev.  

Change from Step 1 
Step 3 DNG Rev.  

Change from Step 2 

$ Increase/ 
(Decrease) 

% Increase/ 
-Decrease 

$ Increase/ 
(Decrease) 

% Increase/ 
-Decrease 

$ Increase/ 
(Decrease) 

% Increase/ 
-Decrease 

GS $343,208,444  ($3,044,075) -0.9% ($3,529,548) -1.0% ($3,529,548) -1.0% 
FS $2,669,970  $123,583  4.6% ($60,975) -2.2% ($60,975) -2.2% 
IS $185,961  ($45,131) -24.3% ($1,169) -0.8% ($1,169) -0.8% 
TS $28,164,455  $2,169,881  7.7% $3,254,822  10.7% $3,254,822  9.7% 
TBF $1,513,475  $227,209  15.0% $340,813  19.6% $340,813  16.4% 
NGV $2,633,852  $89,626  3.4% ($3,943) -0.1% ($3,943) -0.1% 
Total $378,376,157  ($478,906) -0.1% $0  0.0% $0  0.0% 

  354 
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TS RATE DESIGN 355 

Q. Have you updated your recommend TS rate design to reflect your Phase I 356 

surrebuttal revenue requirement?  357 

  Yes.  UAE Exhibit 2.2R is an update to UAE Exhibit 2.4 provided with 358 

my Phase II direct testimony.  In this exhibit, I present the Step 1 rate design I 359 

recommend for TS at the UAE revenue requirement including my non-360 

confidential Phase I surrebuttal adjustments, as well as placeholder rates for Step 361 

2 and Step 3 using the same equal percentage increase across the volumetric 362 

blocks.     363 

Q. Multiple parties to this case suggest that the TS class should be split into  364 

smaller-customer and larger-customer groups, either now or in the next rate 365 

case.31 What is your response to these proposals?  366 

A.  It is not necessary to split the TS class as this time.  However, I 367 

recommend that the TS rate design for Steps 2 and 3 of my proposed phase-in  368 

remain subject to further analysis through an extension of this docket to further 369 

examine the relationship between TS demand and volumetric charges, as well as 370 

to potentially spread the rate increase across the TS class for customers of various 371 

sizes more proportionately.  It should be recognized that under both DEU’s 372 

proposed rate design and the first step of my proposed rate design, smaller TS 373 

customers will receive a smaller percentage increase than larger customers, all 374 

 
31 Direct Testimony of Howard E. Lubow (DPU Exhibit 6.0 DIR), p. 10; Direct Testimony of James W. 
Daniel (OCS-4D), p. 22; Direct Testimony of Bruce R. Oliver (ANGC Exhibit 2), p. 67.  
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things being equal, in light of the significant reduction in the administration 375 

charge from $4,500 per year to $3,000 per year.   376 

Q. Does this conclude your Phase II rebuttal testimony? 377 

A.  Yes, it does. 378 


