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PUGET SOUND ENERGY, INC.

PREFILED DIRECT TESTIMONY OF
DONALD W. SCHOENBECK

I. INTRODUCTION AND SUMMARY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Donald W. Schoenbeck. I am a member of Regulatory &
Cogeneration Services, Inc. (“RCS”), a utility rate and economic consulting firm.

My business address is 900 Washington Street, Suite 780, Vancouver, WA 98660.

PLEASE DESCRIBE YOUR BACKGROUND AND EXPERIENCE.

I’ve been involved in the electric and gas utility industries for over 35 years. For
the majority of this time, I have provided consulting services for large industrial
customers addressing regulatory and contractual matters. I have appeared before
the Washington Utilities and Transportation Commission (“Commission”) on
many occasions, including several proceedings regarding the establishment of
charges for customers of Puget Sound Energy (“Company’). A further
description of my educational background and work experience can be found in
the testimony I am filing today on behalf of Industrial Customers of Northwest
Utilities in this proceeding. See ICNU Prefiled Direct Testimony of Don W.

Schoenbeck, Exhibit No. (DWS-2).
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ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?
I am testifying on behalf of the Northwest Industrial Gas Users (“NWIGU”).
NWIGU is a trade association whose members are large industrial customers
served by gas utilities throughout the Pacific Northwest, including Puget Sound
Energy.

WHAT TOPICS WILL YOUR TESTIMONY ADDRESS?

I will discuss PSE’s allocation of distribution mains, rate spread and industrial
rate design matters. My testimony will not address revenue requirement issues at
this time. This silence should not be construed as acceptance by NWIGU of the
Company’s proposed increase amount. NWIGU reserves the right to address
revenue requirement matters at the hearing and in its briefs.

PLEASE BRIEFLY SUMMARIZE YOUR FINDINGS AND
RECOMMENDATIONS ADDRESSED IN THIS TESTIMONY.

In determining the cost of serving each customer class of a gas distribution
company, one of the most critical factors is the classification and allocation of
distribution main investment. The Company’s allocation method in this case does
not segment mains by size or rely solely on a direct assignment of mains to large
users as it has done in past proceedings. As a result, the Company’s cost study
assigns far too much main investment to Schedule 85, 87, 57 and contract
customers (“Large Users”). NWIGU recommends that main investment be
allocated to large users in the same manner as the Company did in the 2004

general rate case. In that proceeding, PSE directly assigned distribution main
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investment to Large Users using a flow analysis and an average February
temperature. The following table compares the resulting revenue to cost ratio
(“parity ratio”) for select customer classes from the 2004 direct assignment
method for assigning main investment to Large Users with the Company’s flawed
approach in this proceeding. Both studies reflect the Company’s customer

migration proposal from phasing out Schedule 57.

Parity Ratio Comparison

PSE NWIGU

Class Study  Study
Residential 1.01 1.01
C&I(31,61) 0.89 0.88
Schedule 41 1.56 1.50
Schedule 85 1.72 1.54
Schedule 86 1.87 1.78
Schedule 87 0.92 1.25
Sch 57 & Contracts 1.22 1.34
Rentals 0.69 0.69
Total: 1.00 1.00

The Company’s rate spread attempts to move certain customer classes
closer to a cost-based rate level. While NWIGU appreciates the Company’s
acknowledgement of the current rate disparities, the Company’s proposal misses
its mark particularly with regard to the rental class. The NWIGU cost study
should be used to determine rate spread in this proceeding. The parity ratios from
the NWIGU study indicate the small commercial and industrial sales rate
schedules 31 and 61, and the rental schedules, should receive an above average
margin increase. The residential class should receive an average increase and the

remaining schedules should be assigned a below average increase, or a decrease.
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The following table summarizes and compares the NWIGU rate spread

recommendation with the Company’s proposal.

Rate Spread Comparison

PSE Proposal NWIGU Recommendation
Changein  Margin Change in  Margin Margin
Class Margin  Increase Margin Increase Difference
Residential $39,565 17.5% $38,914 17.2% -$651
C&I (31,61) $16,547  25.3% $16,762 25.6% $215
Schedule 41 $0 0.0% $0 0.0% $0
CNG (50) $5 17.9% $7 25.6% $2
Schedule 85 (50) 0.0% 30 0.0% $0
Schedule 86 (8309) -8.7% -$309 -8.7% 50
Schedule 87 $1,272  21.9% $496 8.5% -$776
Schedule 57 $571  24.6% $198 8.5% -$372
Rentals $414 5.3% $1,997 25.6% $1,583
Total: $58,065 17.1% $58,065 17.1% $0

The Company’s large customer rate design proposals in this case include
phasing out the single transportation tariff (Schedule 57) by the end of 2012. The
Company’s proposal is to offer transportation service under its various and
otherwise applicable sale tariffs. Under the proposal, most of the existing
transportation customers would migrate to either Schedule 85 or 87. NWIGU
would support the complete elimination of Schedule 57 if and only if the terms
and conditions of service under Schedule 57 are fully incorporated into Schedules
85 and 87. That is, the alternate fuel requirement, minimum monthly volumetric
requirement and fuel exclusivity provisions must be deleted from the sales tariffs.
If these restrictions are not eliminated, NWIGU recommends retaining Schedule
57, it should not be phased out. In addition, the Company is proposing to increase
the revenue it recovers from fixed tariff charges. NWIGU oppose any increase in

the fixed prices of the Company’s Large User tariffs. The existing charges
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provide a substantial amount of fixed revenue. The margin increase assigned to
Schedules 85, 87 and 57 (if 57 is to be continued) should be recovered by

increasing the volumetric charges.

IL. ALLOCATION OF DISTRIBUTION MAIN COSTS

HAS THE COMPANY PREPARED A COST-OF-SERVICE STUDY FOR
THIS PROCEEDING?

Yes. As it has done in the last several proceedings, the Company has submitted
two cost studies in its prefiled exhibits. One study includes gas costs (see JKP-6)
while the second study excludes gas costs (see JKP-5). Both these studies have
most of the existing Schedule 57 customers migrated to the otherwise applicable
sales tariff. The Company has combined the few remaining Schedule 57
customers with the contract class in these studies. Also, in response to requests
from many parties, the Company prepared additional cost studies. Attached as
Exhibit No.  (DWS-3) are the summaries from two of these studies, both of
which exclude gas costs. As this case is addressing margin or non-gas costs, all
cost-of-service results presented in the remainder of my testimony will refer to

cost studies that have gas costs excluded.

Exhibit No.  (DWS-3), page 1, shows the cost of service results under
the Company’s allocation methods where the existing customer classifications are
retained. Exhibit No.  (DWS-3), page 2, shows the cost-of-service results
where the Company segregated sales and transportation service under its

migration proposal for Schedule 85 and 87. These models were most helpful to
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NWIGU in evaluating the Company’s proposal to phase out Schedule 57 as it

allowed for a “before” and “after” comparison by sub-class.

IN PERFORMING THESE COST STUDIES, DID PSE ALLOCATE
COSTS IN THE SAME MANNER AS THE LAST PROCEEDING?

No. The Company used many of the same approaches for classifying and
allocating its costs. However, there was a critical departure from past practice
with regard to the allocation of distribution mains to large users. For many years,
this Commission has recognized the need to segregate main investment by size in
recognition of the fact that many large users simply can not be served through
mains smaller than 4 inches in diameter. PSE has followed this method in the
cost of service studies it has presented to the Commission in the last several
proceedings. However, in this instant docket, the Company has not segregated
mains by size. This uncalled for departure from past practice is very
disappointing as the classification and allocation of distribution main costs is one

of the most critical aspects of any gas cost-of-service study.

HOW DID PSE CLASSIFY AND ALLOCATE DISTRIBUTION MAIN
INVESTMENT IN THIS PROCEEDING?

The Company started by classifying—or dividing-- the total distribution main
investment into demand-related and commodity-related portions based upon a
system load factor of 33%. As the Company has over $1.0 billion of distribution
main investment, $692.7 million was classified as being demand related and the
remaining $340.5 million was considered commodity-related. Next the Company

identified the distribution mains used to serve the Large Users using a gas flow
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model and assuming design day weather conditions. The design day weather
specification was most critical as it meant all interruptible customers were in fact
interrupted leaving the flow analysis to identify just $11.1 million of main
investment to serve the customers on these schedules. This was the only portion
of the demand-related main investment assigned to these customers. The
remaining demand-related investment of $681.6 million was allocated using a
design day peak factor of all other classes. The commodity related investment
was allocated based upon either annual throughput or the minimum monthly
volume (times 12) for the Large Users. The use of the “annual” minimum volume
for the Large Users was in recognition of the lower quality of service these
customers receive. The commodity-related main investment assigned to these
customers was $58.9 million. In toto, the Company’s approach results in the
Large Users being assigned almost $70 million of main investment. A summary

of the Company’s main allocation method is attached as Exhibit No. _ (DWS-

4), page 1.

IS THIS AN APPROPRIATE METHOD OF ASSIGNING MAIN
INVESTMENT TO LARGE USERS?

No. It can be easily shown that the amount of main investment assigned to large
users under this approach is too high. As I noted earlier, the Large Users are
primarily served through mains that are at least 4 inches in diameter. The
following table shows that only about 6% of the total annual throughput delivered

to Schedule 85, 87 and 57 customers goes through mains that are less than 4

Prefiled Direct Testimony Exhibit No. _ (DWS-1T)
of Donald W. Schoenbeck Page 7 of 23



\O (o JE No WV, I SNU USRI \O)

—_—
[ )

12

27

28

29

30

31

32

33

inches in diameter.

Delivery Comparison

Annual

< 4 Inch Volume Therms
Schedule 85 8,208,825
Schedule 87 0
Schedule 57 5,419,988
Total: 13,628,813

Total Volume: 227,018,740

<4 Inch Percentage: 6.0%

However, a substantial portion of PSE’s main investment--$470 million or 44.4%-

-is for mains with a diameter less than 4 inches as shown by the following table.

PSE Main Investment by Size

($Millions)

Main Accumlated
Diameter Investment Percent Percent
<2 $231.2 21.9% 21.9%
2 $235.0 22.2% 44.1%
3 $3.4 0.3% 44.4%
4.5 $145.6 13.8% 58.1%
6 $154.8 14.6% 72.8%
8-10 $89.7 8.5% 81.3%
12 $92.3 8.7% 90.0%
14+ $105.9 10.0% 100.0%

Total: $1,058.0 100.0%

PSE’s allocation approach has implicitly allocated a substantial portion of these
smaller main costs to the Large Users. This can be illustrated by first segregating
PSE’s mains into those that are less than 4 inches in diameter and those that are
greater than 4 inches in diameter. For the test period, the normalized volumes or
throughput for the Large Users is 262 million therms. However, only about 13.6
million therms are delivered through mains less than 4 inches in diameter.

Applying PSE’s main classification and allocation method to the two groupings of
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main investment assigns just $45.5 million to the Large Users as summarized in
the following table and Exhibit No. _ (DWS-4), page 2. This is $24.4 million

less than the amount assigned under the Company’s “single size” main allocation.

Main Investment Allocation Comparison
PSE Method - $ Millions

PSE Segmented

Class Allocation Allocation Delta
Residential $668.1 $684.0 $15.8
C&I (31,36,51,61) $243.9 $250.0 $6.1
Schedule 41 $44.5 $46.5 $2.0
Schedule 85 $16.7 $11.5 -$5.2
Schedule 86 $6.8 $7.3 $0.5
Schedule 87 $36.8 $21.7 -$15.2
57 & Special Contracts $16.4 $12.3 -$4.1
Subtotal Large Users: $69.9 $45.5 -$24.4
CNG (50) $0.1 $0.1 $0.0
Total: $1,033.3 $1,033.3 $0.0

Q. ARE YOU RECOMMENDING THAT THIS METHOD BE USED FOR

ASSIGNING MAIN INVESTMENT TO LARGE USERS?

A. No. While the above result corrects for the over allocation of smaller sized mains

to large customers, it does not recognize the fact that Large Users should be
assigned an above average allocation of the larger more costly mains. The
following tables illustrates how the installed cost of distribution mains
substantially increases with the diameter (and material—PE: plastic; ST: steel) of

the pipe.
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2007 Per Unit Cost

Size/Type $/Ft
1.25PE $19.82
2PE $18.49

.75-2.58T $23.89

3PE $42.07
4 PE $32.21
6 PE $66.11
8 PE $96.83
28T $26.90
48T $85.81
6 ST $71.46
8 ST $147.94
12 ST $202.13
14-16ST $151.82
20ST $272.51

A uniform allocation of larger mains based simply on demand or volumes would

not take into account the non-uniform cost of larger mains.

Q. CAN THIS COST CAUSATION FACTOR BE TAKEN INTO ACCOUNT?

A. Yes. The direct assignment method used in the Company’s 2004 general rate case
recognized and accounted for this important factor. As in the current case, a gas
flow model was used to identify the mains used to deliver the gas supply to the
Large Users from the city gate to the customer’s service. However, the gas flow
was based on an average February winter day temperature of 41 degrees. Being
much warmer than a design day peak temperature, there was full service to all
interruptible customers under these conditions. Thus at this temperature, every
main serving the Large Users---by size and type---is identified. The following
table presents a summary of the equivalent feet identified under the Company’s
peak design day temperature in this proceeding with the mains identified under

the 2004 average winter day method for the Large Users for the test year. Asis
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readily apparent from the table, the 2004 method identifies an additional 993,000

feet of main to deliver the average winter’s day demand for all the Large Users.

Comparison of Equivalent Feet of Main for
Large Users

Total Design  Avg Winer AWDas%

Diameter System Day Day of System
<2 34,161,463 569 4,948 0.0%
2 17,902,792 26,641 210,096 1.2%
3 108,071 710 1,683 1.6%
4-5 8,753,942 80,925 319,909 3.7%
6 4,259,830 50,856 261,066 6.1%
8-10 1,351,305 40,551 159,592 11.8%
12 830,829 22,784 137,808 16.6%
14+ 715,973 15,401 136,068 19.0%
Total: 68,084,205 238,438 1,231,172 1.8%

Having identified the size and type of main, the Company’s 2004 direct
assignment approach then applied the current per unit installation cost in order to
arrive at a main investment allocation that directly accounts for the mix of mains

used to serve these Large Users and the associated cost.

SHOULD THE 2004 METHOD BE USED TO DIRECTLY ASSIGN MAIN
INVESTMENT TO THE LARGE USERS IN THIS PROCEEDING?

Yes. The 2004 method is the most equitable method as it allows for a precise
identification of the mains used to deliver gas to these customers. It is superior to
the Company’s approach as it corrects for the over allocation of investment
associated with smaller mains and the under allocation of larger mains.
Application of this approach for the Large Users in this proceeding is summarized

in the following table and Exhibit No.  (DWS-4), page 3.
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Direct Assignment to Large Users

Avg Winter Day
Main Cost Percent
Diameter %) of Total
<2 $52,081 0.1%
2 $2,320,231 3.9%
3 $35,375 0.1%
4-5 $10,764,075 18.2%
6 $9,109,737 15.4%
8-10 $11,500,489 19.4%
12 $13,913,802 23.5%
14+ $11,449,741 19.4%
Total: $59,145,531  100.0%

For the remaining customer classes, the Company’s classification and allocation
approach to distribution mains can still be done as indicated in Exhibit No.
(DWS-4), page 3.

HAVE YOU INCORPORATED THIS ALLOCATION METHOD INTO
THE COMPANY’S COST OF SERVICE MODEL?

Yes. Exhibit No.  (DWS-5) contains the summary from two cost of service
studies where main investment was directly assigned to Large Users. Exhibit No.
____(DWS-5), page 1, is comparable to Exhibit No. __ (DWS-3), page 1 in that
PSE’s customers are on their existing rate schedule. Similarly, Exhibit No.
(DWS-5), page 2, is comparable to Exhibit No. _ (DWS-3) page 2 with most
Schedule 57 customers migrated to the otherwise applicable sales tariff. The
following table compares the revenue to cost ratio or parity ratio for select
customer classes based upon the cost studies I performed. The parity ratio is the
most appropriate yardstick for determining whether the rate schedule charges are

equitable to each customer class. A ratio less than 1.0 or 100% indicates a class is
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not paying its fair share of costs. Conversely, a ratio greater than 100% indicates

the class is paying charges in excess of its cost responsibility.

Cost of Service Results
Comparison of Select Customer Parity Ratios

PSE's Main Allocation NWIGU Main Allocation
Migrated Existing Migrated Existing
Customers  Customers  Customers  Customers

Residential 1.01 1.01 1.01 1.00
C&I (31, 61) 0.89 0.89 0.88 0.88
85 Sales 1.72 1.72 1.34 1.34
87 Sales 1.25 1.25 1.26 1.26
57/SC

Possible 85 1.72 1.97 1.63 1.87

Possible 87 0.81 0.80 1.24 1.24

Remaining 57/SC 1.22 1.22 1.34 1.33
57/SC 1.17 1.23 1.40 1.48
Rentals 0.69 0.69 0.69 0.69

A review of the above table shows the change in main allocation methods
has virtually no impact on the parity ratios of the Residential, small commercial
and industrial and rental classes. It is only the Large User schedules that are
affected as the parity ratio of Schedule 85 customers is lower, while for Schedules
87, 57, and for customers taking service under special contracts, the ratio is higher
than under the Company’s studies. However, all the Large User parity ratios are
substantially greater than 1.0, indicating that customers taking service under
Schedules 85, 87, 57 and special contracts are paying too much for delivery

service.
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III. RATE SPREAD

Q. HAS THE COMPANY ADDRESSED RATE INEQUITIES IN ITS RATE
SPREAD PROPOSAL?
A. For the most part, the Company has proposed class specific increases based upon

its cost of service results. The Company states its intent to assign ““a relatively

large portion of the revenue increase to those classes with current parity ratios

below 100%” (see JKP-1T, page 44, lines 1-3). However, this does not appear to

be the case with regard to the rental class. This class has a parity ratio of just 69%

under the Company’s cost study which is the lowest of any major class. For this

class, the Company has proposed an increase of just 5.3% while the average

margin increase is over 17%. In other words, the PSE increase is less than one-

third of the average percentage increase. This very modest increase for the rental

class can not be justified given the cost study result.

Q. HOW SHOULD THE COMMISSION ASSIGN ANY REVNEUE
INCREASE AMONG THE CUSTOMER CLASSES IN THIS

PROCEEDING?

The Company’s stated intent of moving toward a cost-based level should be the

guiding goal line. However, it should apply to all classes and be based upon the

cost study results as shown by Exhibit No.  (DWS-5). The results of the

Company cost study and the NWIGU cost study are very similar for many of the

major classes. Consequently, the NWIGU rate spread recommendation essentially

adopts the PSE proposal for the residential, small commercial and industrial,

Schedule 41, Schedule 50, Schedule 85 and Schedule 86 customer groups.
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However, the NWIGU cost study shows a below average increase is warranted for
Schedules 87 and 57 and as previously noted, the rental class should be assigned
an above average margin increase. For the rental class, NWIGU recommends an
increase that is 150% of the average margin increase as PSE proposed for the
small commercial and industrial customers. For Schedule 87 and 57, NWIGU
recommend these classes receive one-half the average margin increase. The
following table illustrates and compares the PSE and NWIGU rate spread

proposals for PSE’s claimed margin increase.

Rate Spread Comparison

PSE Proposal NWIGU Recommendation
Change in ~ Margin Change in  Margin Margin
Class Margin  Increase Margin Increase Difference
Residential $39,565 17.5% $38,914 17.2% -$651
C&I(31,61) $16,547  25.3% $16,762 25.6% 3215
Schedule 41 $0 0.0% $0 0.0% 30
CNG (50) $5 17.9% $7 25.6% $2
Schedule 85 (%0) 0.0% $0 0.0% 30
Schedule 86 ($309) -8.7% -$309 -8.7% 30
Schedule 87 $1,272  21.9% $496 8.5% -$776
Schedule 57 $571  24.6% $198 8.5% -$372
Rentals 3414 5.3% 31,997 25.6% $1,583
Total: $£58,065 17.1% $58,065 17.1% $0

In the likely event that PSE is granted less than the amount of margin
revenue being sought, the rate spread should be based on the above NWIGU
recommendation. The residential class should be assigned the average margin
increase percentage. The small commercial and industrial, CNG and rental
classes should be assigned 150% of the overall margin increase. Schedule 86
customers should receive a decrease determined as one-half of the margin

increase. The Schedule 85 revenue level should not be changed and Schedules 87
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and 57 (if Schedule 57 is to be retained) should be assigned one-half the overall

margin increase.

IV. INDUSTRIAL RATE DESIGN

HAVE YOU REVIEWED THE COMPANY’S PROPOSED INDUSTRIAL

RATE DESIGN?

Yes, I have reviewed the Company’s rate design proposals for Schedule 85, 87
and 57. Of most importance, the Company is seeking Commission authority to
close Schedule 57 to new customers at the end of this proceeding and end the rate
to all existing customers in 2012. PSE is proposing that transportation service be
offered to all customers under the otherwise applicable sale schedule such as 85
and 87. With regard to specific pricing elements, the Company is proposing
substantial increases to the fixed customer and demand charges of these
schedules. Any remaining margin increase or decrease is assigned to and

recovered from the volumetric charges.

DOES NWIGU SUPPORT THE FREEZING AND PHASING OUT OF
SCHEDULE 57?

NWIGU would support the complete elimination of Schedule 57 at the conclusion
of this proceeding only under certain very specific conditions. Otherwise,
NWIGU recommends retaining the current tariff as the single rate schedule for

transporting customer-owned gas supplies.
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WHAT CONDITIONS ARE NEEDED TO GAIN NWIGU’S SUPPORT
FOR THE ELIMINATION OF SCHEDULE 57?

The PSE otherwise applicable sale schedules under which the former Schedule 57
customers would be receiving service have different terms and conditions than
Schedule 57. In particular, there are fuel exclusivity clauses, alternate fuel
capability requirements and monthly minimum volumetric obligations. None of
these requirements are included as a condition of service under Schedule 57.
NWIGU would support the elimination of Schedule 57 if these restrictions were

eliminated from Schedules 85 and 87.

PLEASE EXPLAIN WHAT YOU MEAN BY A FUEL EXCLUSIVITY
CLAUSE.

Certainly. Schedule 85, Section 5, paragraph 1 requires customer’s to use gas as
the exclusive or only fuel if it is available. In other words, only during periods of
curtailment by PSE may the customer use an alternate fuel such as oil. By
contrast, Schedule 87 Section 5, paragraph 5 states: “The customer may, at its
option, utilize substitute fuels during periods of non-curtailment.” The current
interruptible sales tariffs of Avista, Cascade Natural Gas and NW Natural do not
have a fuel exclusivity provision. Customers should be allowed to elect to use the
most economical fuel in their operations. Schedule 85 should contain the optional
fuel language of Schedule 87. The existing restrictive fuel exclusivity language of

Schedule 85 should be deleted.
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IS AN ALTERNATE FUEL CAPABILITY REQUIREMENT
NECESSARY?

No. Alternate fuel requirements have been dropped from the terms and conditions
of service under the Commission regulated transportation tariffs for some time in
recognition of the fact that they are unnecessary. In so doing, the Commission has
allowed the customer to elect the economic choice of having and maintaining the
capability to use an alternate fuel if gas service is interrupted, or accepting the
service interruption by curtailing operations. In the most recent complete re-
design of sales and transportation tariffs approved by this Commission, NW
Natural no longer requires alternate fuel capability as a condition of interruptible
sales (or transportation) service. In this instant restructuring of PSE’s tariff, it is
an appropriate time to delete this requirement from the terms and conditions of

Schedule 85 ands 87. The tariff should simply state:

If the Customer does not have or maintain standby
facilities, and curtails or suspends operations because of a partial or
total curtailment of interruptible gas supply, Customer agrees and
acknowledges that such curtailment of operations results solely
from its election not to install and maintain standby facilities and
fuel and does not in any way constitute a breach of contract on the
part of the Company.

PLEASE EXPLAIN THE MINIMUM MONTHLY VOLUMETRIC
PROVISIONS OF SCHEDULE 85 AND 87.

Schedule 85 imposes an additional charge if a minimum monthly volumetric
quantity is not achieved. The minimum quantity is defined as the greater of 50%
of the highest monthly quantity in the last twelve months or 15,000 therms. For

Schedule 87, the minimum obligation is couched in terms of a monthly deficiency
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volume defined as the monthly contract volume minus the interruptible gas that
was delivered. The monthly contract volume is defined as one-twelfth the annual
contract volume (absent any exceptions) with the annual volume defined as 75%

of the deliveries from the prior year but not less than 750,000 therms.

DO ANY OF THE OTHER WASHINGTON GAS DISTRIBUTION
COMPANIES (LDCs) IMPOSE MONTHLY VOLUMETRIC MINIMUMS?

No. None of the other LDCs have a minimum monthly volumetric tariff provision
that is an eligibility requirement to qualify for interruptible service. However, two
of the Washington LDCs do have annual minimum volumetric obligations.
Annual volumetric obligations are not unusual as such requirements are a simple
but direct way to segment customers on different tariffs. Once similar customers
are grouped on the most appropriate tariff, however, monthly volumetric

minimums are not needed.

SHOULD PSE’S MONTHLY VOLUMETRIC MINIMUMS BE
ELIMINATED?

Yes. The monthly volumetric minimums should be replaced with annual
volumetric minimums to appropriately classify interruptible customers by size.
For Schedule 85, the annual minimum volume should be 180,000 therms (the
current monthly minimum of 15,000 x 12 = 180,000). For Schedule 87, the
annual minimum should be the current minimum value of 750,000 therms. For
each rate schedule, the pricing of the deficiency volumes can be retained. The
calculation will just be made once a year as opposed to the current monthly

calculation.
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WHAT IS THE NWIGU POSITION IF THESE THREE
RECOMMENDATIONS ARE NOT ADOPTED BY THE COMMISSION?

In that event, NWIGU strongly urges the Commission to retain Schedule 57 for
both existing transportation customers and new transportation customers. It
should not be phased out or terminated. The tariff provisions of Schedule 57 have
been in place for some time. They are well understood and in line with
progressive rate designs. PSE’s outdated sales conditions should not be imposed

on current or future transportation customers.

WON’T PSE’S PROPOSAL TO “GRANDFATHER” THE SCHEDULE 57
TERMS AND CONDITIONS FOR THE MIGRATED CUSTOMERS
ADDRESS YOUR CONCERNS?

No. Over the years, customers have had and should continue to have the option to
move between sales and transportation service. Having different terms and
conditions depending upon the service election really makes no sense. Further, it
would appear if an existing transportation customer were to elect sales service, it
would lose the grandfathered rights. For both these reasons, I would urge the
Commission to approve the NWIGU recommendations with regard to updating
PSE’s sale schedule provisions to match other LDCs in this state. Ifnot, asa

second best alternative, NWIGU recommend retaining Schedule 57.

HOW IS PSE PROPOSING TO RECOVER THE MARGIN REVENUE
FROM SCHEDULES 85, 87 AND 57?

The Company’s testimony addresses the matter of proposing increases to the
customer charges of these rate schedules. The Company’s testimony is silent with

regard to the proposed increase to the demand charge, the decrease in the
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Schedule 85 procurement charge, the elimination of the transportation balancing
service charge, the substantial decrease to the volumetric charges of Schedule 85
and the uniform percentage increase to the volumetric charges of Schedules 87
and 57. Exhibit No.  (DWS-6) presents the current and PSE proposed charges

for each of these three rate schedules.

WHAT HAVE YOU CONCLUDED FROM YOUR REVIEW OF PSE’S
PROPOSED RATE CHARGES FOR THESE SHCEDULES?

PSE is proposing a substantial increase in the fixed charges for these customers
and modest increases or decreases to the volumetric charges. The best illustration
of this rate design emphasis is Schedule 85. PSE has proposed that no margin
increase be assigned to this class. Yet, as shown by Exhibit No.  (DWS-6),
the fixed margin revenue increases by $550,000 or 40% while the volumetric
margin revenue decreases by a similar amount with an overall 12% decrease. A
comparison of the PSE proposed fixed price increases with their proposed overall

margin increase for all three schedules is presented in the following table.

Percent Increases
Overall Fixed
Schedule Increase Prices

85 0.0% 40.0%
87 21.8% 45.6%
57 23.9% 41.5%

IS THIS RATE DESIGN EMPHASIS JUSTIFIED?

I don’t believe so. It must be acknowledged that the vast majority of the
Company’s costs are fixed in the short term. This does not necessarily mean--as

the Company is arguing-- that greater fixed cost recovery is required. This
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Commission long ago soundly rejected the fixed-variable costing method. Yet it

appears the Company is seeking this approach for revenue recovery:

For example, in the residential class prior to any rate changes, 71
percent of margin revenue is derived from volumetric, or per

therm, charges. In contrast, less than one percent of the

Company’s distribution cost is related to the volume of gas the
Company sells or transports. Yet most revenue is derived from
volumetric rates. Because of this, the Company’s revenue stream
is vulnerable to changes in customer usage patterns, weather, and
conservation efforts. A major concern of the Company is this
continuing practice of recovering fixed costs through volumetric

rates — not only customer costs but demand costs as well.

Increasing the basic charge starts to address the need to recover

fixed costs through fixed charges. Even with the proposed

increases in customer charges, a large portion of fixed costs will
continue to be recovered through volumetric rates. The proposed
basic charges reflect the need to make the Company’s rate structure
more consistent with its cost structure. (Exhibit _ (JKP-1T, pp

46-47)

Q. DO SCHEDULES 85 AND 87 HAVE A SIMILAR LEVEL OF FIXED

COST RECOVERY AS THE RESIDENTIAL CLASS?

A. Yes. To make the analysis “an apples-to-apples” comparison, Schedule 85 and 87

customers were selected based upon firmness of service and load factor to be

comparable to the firm service provided residential customers. As shown by the

following table, the Company’s fixed cost recovery percentage from large firm

users is greater than the residential class.

Fixed Cost Recovery

Sch 85

Customer 10.4%
Demand 25.9%
Subtotal: 36.2%
Volumetric 63.8%
Total: 100.0%

Sch 87
2.2%
35.2%
37.4%
62.6%
100.0%

Residential
29.4%
0.0%
29.4%
70.6%
100.0%
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The NWIGU believe Schedules 85 and 87 customers should not be required to
contribute a disproportionate share of revenue through fixed charges. As shown
by the above table, PSE’s rate design proposal would result in just such a

disproportionate imposition of fixed charges on Schedule 85 and 87 customers.

HOW DO YOU RECOMMEND ANY INCREASE IN MARGIN REVENUE
BE RECOVERED FROM SCHEDULE 85, 87 AND 57 (IF IT IS TO BE
CONTINUED)?

The NWIGU recommendation is presented in Exhibit No.  (DWS-6) next to
the PSE proposal. NWIGU recommend the existing fixed charge prices—the
customer charge and the demand charge--be maintained at the current level. For
Schedule 85, the revenue lost from the elimination of the monthly minimum
should be recovered by increasing the volumetric charges. For Schedules 87 and
57, the entire increase assigned to these customers should be recovered by

applying an equal percentage increase to each volumetric charge.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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Puget Sound Energy
2007 Gas General Rate Casgeo

Test Year Ended Septambar 2007

Comparison of PSE and NWIGU Rates for 85, 87 & 57

Exhlpit __ (DWS-8)

PSE Present  PSE Proposed  NWIGU Proposed NWIGU Dasign

Description Units Rales Rates Rates Difference PSE Difference Difference
Schedule 85/35T
Basic Charge - Sales Bills $500.00 $750.00 $500.00 0 $85,750  ($85.750)
Basic Charge - Transportation Bills $800.00 $1,050.00 $800.00 $0 $222.000 ($222,004)
Demand Chamge Demand $1.02 §1.50 $1.02 80 $202 836 ($282.836)
Sates Procurement Charge Therms $0.00650 30 00500 $0.00850 {$0) ($23,260) $23.266
Trans Batancing Sarvice Charge $0.00070 $CG DDOGO 0.00000 {$33,211) ($33.211) 30
Mimurn Bills $320.874 $320,874 $0 {$320,874) $0 ($320,874)
Delivery Charge:
Flrst 25,000 Thenms Therms $0.10000 §0.08111 $0.10449 $127.,736 (§537 400) $665,135
Next 25,000 Themms Therms 80.05127 $0.05751 $0.08230 $187,766 $106,225  $81,541
All over 50,000 Therms Therms $0.04921 $0.04217 $0.05142 $38,637 ($423,080) $161,717
Calsulated Total $354.138 {$554,255) $908.394
Trans Gas Balancing Service Charge Therms %0 00070 $0.00070 %0 0DOTO 80 g0 30
Total Revenues 854 {$146} $200
Schadule 87/B7T
Basic Charge - Sales Bilis $500.00 $750 00 8500.00 50 $47.250  (847,250)
Basic Charge - Transportation Bills $800.00 $1.050.00 $600.00 $0 §33.000 ($33,000)
Dremand Chargs Demand $102 $1.50 4102 $0 $343,438 (§343.438)
Procurement Charge $0.00500 $0.60500 $0 00500 0 $0 $0
Trans Balancing Service Charge $0.00070 $0.00000 $0.00 ($70,285) {570,283) $0
Minimum Bills g 2?37 $0.00 et 6 7
Dalivary Charge-
Flrst 25,000 Themms Therms $0.1248% 5014883 $0.14033 $120,891 $186,877  ($68,185)
Next 25,000 Therms Tharms $D.07621 $0.09087 $0.08567 §71,560 $110.880 ($38,330)
Next 50,000 Themms Therms $0.04921 $0.05867 $0.05532 $79,376 $122.897 (543,521)
Next 100,000 therms Therms $0.08228 $0.03848 $0.03827 $75.711 $117.050 (341.348)
Next 300,000 therms Therms $0.02376 5002833 $0.82671 $35,017 $147,197 (352,179
All over 500,000 therms Thams $0 01878 $0.02237 30 02109 $132.032 5$204.564 (372,532}
Total Volume Thesms $574,378 5889474 ($315,098}
Trans Gas Salancing Service Charge Themms $0.00070 $0 00070 $0.00070 50 30 $0
Tolal Reverues $504,083 $4.242.877 {3738,784)
Schadula 57
Basic Charge Bills $400.00 $1.050.00 $800.00 $0 366,500 ($66,500)
Demand Charge Demand $1.02000 §$1.50 $1.02 $0 $t87.006 {$187.006)
Delivery Charge:
First 25,000 Tharmns Thems $0.12483 $0.14883 $0.14033 $93,389 3144580 {$51,209)
Next 25,000 Thems Thems $0.07821 $0.09087 $0.09567 341,678 $684,587 ($22,910)
Nest 50,000 Thorms Therms $0.04921 $0.05887 $0.05532 $35,672 $55.230  ($19.558)
Next 100,000 Themms Therms $0.03226 $0.03846 $0.03627 $22 588 $34,824  {$12,336)
Noxt 3004,00¢ Themns Therms $0.02376 $0.02833 §0.02671 $11.317 $17.552  (36,215)
All aver 500,0D0 Therms Therms 50.01876 $0.02237 $0.02109 $5.193 $8.046  ($2,853)
Tetal Volume Tharms $200.829 $324.810 (3115,081)
Balancing Service Charge Therms $0.00070 $0 00000 0.00000 {319,577) ($12.577) $0
Calculated Total \ $180,253 $305,333 ($115081}
Gas Balancing Service Charge Thermns $0.00070 $0 00070 $0 DOOT0 $0 §0 $a
Tetal Revenues $190,253 $558,83¢ ($368,586)
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