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BEFORE WITFEB 28 P 319
THE PUBLIC UTILITIES COMMISSION OF OHIOW o
ERSE
In the Matter of the Application of The East )
Ohio Gas Company d/b/a Dominion East )
Ohio to Adjust its Pipeline Infrastructure ) Case No. 16-2205-GA-RDR
Replacement Cost Recovery Charge and )
Related Matters )

APPLICATION TO ADJUST THE
PIPELINE INFRASTRUCTURE REPLACEMENT COST RECOVERY CHARGE

In accordance with the Public Utilities Commission of Ohio’s (the Commission) October
15, 2008 Opinion and Order in Case No. 07-829-GA-AIR, the Commission’s August 3, 2011
Opinion and Order in Case No. 11-2401-GA-ALT, and the Commission’s September 14, 2016
Opinion and Order in Case No. 15-0362-GA-ALT, The East Ohio Gas Company d/b/a Dominion
East Ohio (DEO or the Company) respectfully requests that the Commission approve: (7) the
adjustment to DEQ’s Pipeline Infrastructure Replacement (PIR) Cost Recovery Charge set forth
in Attachment A, Schedule 1, to this Application, which reflects costs associated with capital
investments placed in service from January 1, 2016, through December 31, 2016, and
cumulatively; and (77) the revised PIR Cost Recovery Charge tariff sheet attached to this
Application as Attachment B. In support of its Application, DEO states as follows:

1. DEQ is an Ohio corporation engaged in the business of providing natural gas
service to approximately 1.2 million customers in northeast, western, and southeast Ohio and, as
such, is a public utility as defined by R.C. 4905.02, and a natural gas company as defined by
R.C. 4905.03(E).

2. On February 22, 2008, DEO filed an application to establish a PIR Cost Recovery
Charge via an automatic adjustment mechanism pursuant to R.C. 4929.11 in Case No. 08-169-
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GA-UNC. DEOQ’s application was consolidated with Case No. 07-829-GA-AIR, and the
Commission approved DEO’s use of an automatic adjustment mechanism to recover costs
associated with the PIR program. See 07-829 Order at 9—10. The Order contemplated periodic
filings of applications and adjustments of the rate for the PIR Cost Recovery Charge. See id.

3. Although the PIR Cost Recovery Charge mechanism was approved as an
alternative rate plan under R.C. 4929.05, DEO’s application to adjust the PIR Cost Recovery
Charge will constitute an application not for an increase in rates pursuant to R.C. 4909.18. See
Case No. 09-458-GA-RDR, Entry at 2 (July 8, 2009).

4. The current PIR Cost Recovery Charge was approved in the Commission’s April
20, 2016 Order in Case No. 15-1987-GA-RDR.

5. In Case No. 11-2401-GA-ALT, the Commission approved a Stipulation and
Recommendation that included a cost-sharing mechanism requiring that the PIR Cost Recovery
Charge reflect a minimum $1 million operations and maintenance (O&M) expense savings
credit, notwithstanding actual O&M expense savings achieved during the fiscal year. If actual
O&M expense savings are between $1 million and $1.5 million, DEO is not required to reflect
any additional credit. If O&M expense savings exceed $1.5 million, 50 percent of the excess
thereof shall be reflected as additional O&M expense savings credited to the PIR Cost Recovery
Charge revenue requirement. O&M expense savings have been calculated in accordance with the
Commission’s Opinion and Order in Case No. 09-458-GA-RDR. Because total actual O&M
expense savings in 2016 were $545,783.72, the minimum O&M savings have been credited as
set forth above resulting in a reduction in the revenue requirement of $1,000,000.00.

6. On November 30, 2016, DEO submitted its Pre-Filing Notice in this case,

including schedules reflecting estimated figures supporting a PIR Cost Recovery Charge.



7. In accordance with the Commission’s Orders, DEO hereby submits the following
schedules supporting its requested PIR Cost Recovery Charge, which are attached collectively as
Attachment A:

a. Schedule 1, which is a summary schedule reflecting the PIR revenue
requirement and the proposed PIR Cost Recovery Charge by rate schedule;

b. Schedule 2, which reflects the cumulative and incremental monthly capital
additions for pipeline replacement projects, associated main-to-curb service
line replacements, curb-to-meter service line replacements, and other
associated PIR Program investment for the period beginning January 1, 2016,
and ending December 31, 2016;

¢. Schedule 3, which reflects the cumulative and incremental monthly cost of
removal associated with pipeline replacement projects, associated main-to-
curb service line replacements, curb-to-meter service line replacements, and
other associated PIR Program investment for the period beginning January 1,
2016, and ending December 31, 2016;

d. Schedule 4, which reflects the cumulative and incremental monthly capital
retirements associated with pipeline replacement projects, associated main-to-
curb service line replacements, curb-to-meter service line replacements, and
other associated PIR Program investment for the period beginning January 1,
2016, and ending December 31, 2016;

e. Schedule 5, which reflects the incremental monthly and cumulative provision
for depreciatton of the capital additions;

f.  Schedule 5A, which reflects the incremental depreciation expense to be
deferred and amortized over the lives of the associated assets;

g. Schedule 6, which reflects the incremental monthly and cumulative post-in-
service carrying costs, amortization of prior year post-in-service carrying
costs, and the associated net regulatory asset;

h. Schedule 7, which reflects the incremental monthly and cumulative net
deferred tax balance related to post-in-service carrying costs;

i.  Schedule 8, which reflects deferred taxes on liberalized depreciation, taking
into account 50 percent bonus tax depreciation in effect for capital additions in
2016;

j- Schedule 9, which reflects annualized depreciation expense associated with
capital additions through December 31, 2016;

k. Schedule 10, which reflects annualized amortization of post-in-service



carrying costs;
1. Schedule 11, which reflects incremental and annualized property tax expense;

m. Schedule 12, which reflects the approved rate of return on rate base on a pre-
tax basis;

n. Schedule 13, which reflects the allocation of the PIR revenue requirement by
rate schedule on a cost of service basis;

0. Schedule 14, which reflects the number of bills issued to customers on
applicable rate schedules from January 1, 2016, through December 31, 2016,
and the volumes transported for DTS customers between the same dates;

p- Schedule 15, which reflects O&M expense savings directly associated with
the PIR program for the period January 1, 2016, through December 31, 2016;

q. Schedule 16, which provides a reconciliation of costs recoverable and costs
actually recovered in accordance with the Stipulation and Recommendation
approved in Case No. 11-2401-GA-ALT; and

r. Schedule 16A, which shows the determination of the true-up reflected on
Schedule 16 between estimates included in the reconciliation of costs

recoverable and costs actually recovered in Case No. 15-1987-GA-RDR and
actual PIR Cost Recovery Charge recoveries.

8. As reflected in Schedule 1:
a. The total rate base through December 31, 2016, is $883,223,306.30;
b. The annualized return on rate base is $100,334,167.60;
c. The annualized PIR-related revenue requirement is $156,744,963.29;

d. The resulting PIR Cost Recovery Charge by rate schedule is:

GSS/ECTS: $9.69 per month;

LVGSS/LVECTS: $61.02 per month;

GTS/TSS: $321.68 per month;

DTS: $0.0678 per Mcf, capped at $1,000 per month,
9. Schedule 1 also reflects a “Reconciliation Adjustment” to the revenue

requirement. This adjustment is the difference between costs recoverable and costs actually



recovered as determined on Schedule 16. Section 1.j of the Stipulation approved in Case No. 11-
2401-GA-ALT states, “The PIR Cost Recovery Charge shall include a reconciliation of costs
recoverable and costs actually recovered. Any resulting reconciliation adjustment, pius or minus,
shall be made to the revenue requirement of the subsequent PIR Cost Recovery Charge filing
only.” And Section 1.k states, “The [rate-increase] limitations to the PIR Cost Recovery Charge
do not include any adjustments attributable to the reconciliation of costs recoverable and costs
actually recovered.”

10.  The accompanying schedules also reflect the impact of bonus tax depreciation at a
rate of 50 percent of the cost of capital investments for calendar year 2016.

11.  Arevised version of DEO’s tarift sheet PIR No. 1, reflecting the proposed
adjustment to the PIR Cost Recovery Charge, and a scored version of this tariff sheet are
attached to this Application as Attachment B,

12.  The Direct Testimony of Vicki H. Friscic in support of this Application is
attached as Attachment C.

WHEREFORE, DEO respectfully requests that the Commission approve DEO’s
Application to Adjust the PTR Program Cost Recovery Charge; approve the revised PIR Cost
Recovery Charge tariff sheet attached as Application Attachment B; and order all other

necessary and proper relief.



Dated: Febmary 28, 2017

Respectfully submitied,

/s/ Andrew J. Campbell

Mark A. Whitt (0067996)

Andrew J. Campbell (0081485}
Rebekah J. Glover (0088798)
WHITT STURTEVANT LLP

The KeyBank Building, Suite 1590
88 East Broad Street

Columbus, Ohio 43215

Telephone: (614) 224-3946
Facsimile: (614)224-3960
whitt@whitt-sturtevant.com
campbell@whitt-sturtevant.com
glover@whitt-sturtevant.com
(Counsel are willing to accept service by email)

ATTORNEYS FOR THE EAST CHIO GAS
COMPANY D/B/A DOMINION EAST OHIO
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CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing Application was served by electronic mail to

the following on this 28th day of February, 2017:

Interstate Gas Supply, Inc.
Joseph Oliker

Matthew White

6100 Emerald Parkway
Dublin, Ohio 43016
joliker@igsenergy.com
mswhite@igsenergy.com

Office of the Ohio Consumers’ Counsel
Jodi Bair

Larry S. Sauer.

10 West Broad Street, Suite 1800
Columbus, OH 43215-3485
Jodi.Bair@occ.state.oh.us

Larry. Sauer@occ.state.oh.us

Ohio Partners for Affordable Energy
Colleen Mooney, Esq.

P.0O. Box 1793

Findlay, OH 45839-1793
cmooney2@columbus.rr.com

UWUA Local G555

Todd M. Smith, Esq.
Schwarzwald & McNair LLP
616 Penton Media Building
1300 East Ninth Street
Cleveland, OH 44114
tsmith@smenlaw.com

The Neighborhood Environmental Coalition,
The Empowerment Center of Greater
Cleveland, The Cleveland Housing Network
and The Consumers for Fair Utility Rates
Julie K. Robie

Consumer Law Practice Group

The Legal Aid Society of Cleveland

1223 West Sixth Street

Cleveland, Ohio 44113
julie.robie@lasclev.org

Dominion Retail

Barth E. Royer, Esq.

Bell & Royer Co., LPA

33 South Grant Avenue
Columbus, OH 43215-3927
barthroyer@aol.com

Stand Energy Corporation
John M. Dosker, Esq.

1077 Celestial Street, Suite 110
Cincinnati, OH 45202-1629
jdosker@stand-energy.com

Constellation Energy Services
Michael J. Settineri

Vorys, Sater, Seymour & Pease LLP
52 East Gay Street

P.O. Box 1008

Columbus, OH 43216-1008
myjsettineri@vorys.com


mailto:joliker@igsenergy.com
mailto:mswhite@igsenergy.com
mailto:Sauer@occ.state.oh.us
mailto:julie.robie@lasclev.org
mailto:barthroyer@aol.com
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The Ohio Oil & Gas Association
Michael J. Settineri

Vorys, Sater, Seymour & Pease LLP
52 East Gay Street

P.O. Box 1008

Columbus, OH 43216-1008
mijsettineri@vorys.com

Steven L. Beeler, Esq

Office of the Ohio Attorney General
Public Utilities Section

180 East Broad Street, 9™ Floor
Columbus, Ohio 43215
Steven.Beeler@puc.state.oh.us

Barbara Langhenry City of Cleveland
Cleveland City Hall

601 Lakeside Avenue, Room 106
Cleveland, Ohio 44114-1077
blanghenry@city.cleveland.oh.us

fs/ Rebekah J. Glover

One of the Attorneys for The East Ohio Gas
Company d/b/a Dominion East Ohio
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ATTACHMENT A
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ATTACHMENT B




THE EAST OHIO GAS COMPANY Tenth Revised Sheet No. PIR 1
Superseding Ninth Revised Sheet No, PIR 1

PIPELINE INFRASTRUCTURE REPLACEMENT (PIR)
COST RECOVERY CHARGE

APPLICABILITY
Applicable to all customers receiving service under the East Ohio’s sales and
transportation rate schedules.

PIR COST RECOVERY CHARGE

All customers receiving service under the following rate schedules shall be assessed a
monthly charge, regardless of gas consumed, in addition to the otherwise applicable
monthly service charge to recover the revenue requirement associated with East
Ohio’s pipeline infrastructure replacement program:

General Sales Service — Residential (“GSS-R”)

General Sales Service — Nonresidential (“GSS-NR”)

Energy Choice Transportation Service — Residential (“ECTS-R”)

Energy Choice Transportation Service — Nonresidential (“ECTS-NR™)

Large Volume General Sales Service (“LVGSS”)

Large Volumes Energy Choice Transportation Service (“LVECTS”)

General Transportation Service (“GTS™)

Transportation Service for Schools (“TSS”)

Customers receiving service under the Daily Transportation Service (“DTS”) rate
schedule shall be assessed a volumetric charge in addition to their volumetric delivery
charge for that purpose. The maximum monthly PIR Cost Recovery Charge for any
DTS customer shall be $1,000.00 per account.

The PIR Cost Recovery Charge shall be updated annually to reflect pipeline
infrastructure replacement expenditures during the most recent calendar year. East
Ohio shall submit a prefiling notice by November 30 each year, and an updated filing
with actual data by February 28, with the revised PIR Cost Recovery Charge
becoming effective as of the first billing cycle in May.

The charges for the respective gas service schedules are:

Rate Schedules GSS-R and GSS-NR $9.69/month
Rate Schedules ECTS-R and ECTS-NR $9.69/month
Rate Schedules LVGSS and LVECTS $61.02/month

Rate Schedules GTS and TSS $321.68/month
Rate Schedule DTS $0.0678/Mcf
Issued: Effective: With bills rendered on or after

Filed under authority of The Public Utilities Commission of Ohio in Case No. 16-2205-GA-RDR
Jeffrey A. Murphy, Vice President and General Manager
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Q2.
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Q4.

II.

Qs.

Direct Testimony of
Vicki H. Friscic

INTRODUCTION

Please state your name, occupation and business address.

My name is Vicki H. Friscic. I am employed by The East Ohio Gas Company d/b/a
Dominion East Ohio (DEQ) as Director Regulatory & Pricing. My business address is
1201 East 55th Street, Cleveland, Ohio 44103-1028.

In your capacity as Director Regulatory & Pricing, are you generally familiar with
DEO’s books and records?

Yes. I am responsible for preparing and making a variety of regulatory filings that
include financial information derived from DEQ’s financial records, including the
general ledger, annual reports, income statements, and balance sheets.

Are you familiar with DEO’s Application to adjust its Pipeline Infrastructure
Replacement (PIR) Cost Recovery Charge?

Yes. I supervised and coordinated the preparation of DEO’s Pre-Filing Notice and
Application, including the collection of the data and assembly of the schedules
supporting the PIR Cost Recovery Charge (PIR Charge), which were submitted as part of
DEO’s PIR filings.

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to explain the adjustment to the PIR Charge set forth in
DEQ’s Application in this case.

BACKGROUND

What is the PIR Program?

The PIR Program, approved by the Commission for an initial period of five years in Case

No. 08-169-GA-ALT, facilitates the accelerated replacement, maintenance and repair of



Q6.

aging pipelines and related infrastructure. It also permits DEO to recover the costs
associated with replacement, maintenance and repair of such infrastructure through the
PIR Charge. In its August 3, 2011 Opinion and Order in Case No. 11-2401-GA-ALT, the
Commission approved a Stipulation and Recommendation modifying certain aspects of
the PIR Program and the calculation of the PIR Charge and extending the program for an
additional five years or until DEO files its next base rate case, whichever comes first.
Among the modifications approved was the transition from a fiscal period ending June 30
of each year to an annual filing based on each calendar year.

In its September 14, 2016 Opinion and Order in Case No. 15-0362-GA-ALT, the
Commission approved a Stipulation and Recommendation extending the PIR Program for
an additional five-year term through December 31, 2021, with revised rate increase caps,
which also provided, among other things, that the full calendar year 2016 PIR
investments should be recovered under the procedures, terms, and conditions adopted in
the 11-2401 case.

Does the PIR Program benefit customers?

Yes. DEO’s customers are realizing several benefits from the PIR Program including: (i)
enhanced service reliability and safety well into the future resulting from the replacement
of aging infrastructure; (ii) reduced operations and maintenance (O&M) costs that have
occurred to date and will continue to occur over time resulting from a lower leak repair
rate as compared to the O&M costs that would have been incurred if DEQ had not
accelerated the replacement of its pipelines; and (i7i) lower service line costs because
DEO now installs and maintains the curb-to-meter service lines that were previously the

responsibility of customers.
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Q8.

What is the significance of the PIR Charge to DEQ?
The PIR Program involves a significant capital investment. Timely recovery of associated
costs and a return on its investment is necessary for DEO to secure the capital funds
necessary to address its infrastructure needs within 25 years rather than the approximately
89 years it would otherwise take to complete the pipeline replacements through DEO’s
normal capital budgeting process. The combination of the 25-year replacement time-
frame and a book depreciation rate of 1.71 percent on the largest portion of the required
investment allows the costs of the program to be spread over a very long period of time,
which ensures that customers will not be burdened by substantial annual cost increases.

What is the established process to obtain the Commission approvals necessary for
DEO to adjust its PIR Charge?

DEQ’s current Application to adjust the PIR Charge is part of an established process
before the Commission, with certain modifications approved in Case No. 11-2401-GA-
ALT. The Commission approved the cost recovery mechanism in its October 15, 2008
Opinion and Order in Case No. 08-169-GA-ALT. The Commission approved the initial
PIR Charge on December 16, 2009, in Case No. 09-458-GA-RDR. Subsequent
adjustments were approved as follows:

* On November 3, 2010, in Case No. 10-733-GA-RDR,;

*  On October 26, 2011, in Case No. 11-3238-GA-RDR;

*  On April 25,2012, in Case No. 12-812-GA-RDR;

* On April 24, 2013, in Case No. 12-3125-GA-RDR;

*  On April 23, 2014 in Case No. 13-2320-GA-RDR;

* On April 22, 2015, in Case No. 14-2134-GA-RDR;
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+ On April 20, 2016, in Case No. 15-1987-GA-RDR regarding the current PIR
Charge.

As approved in Case No. 11-2401-GA-ALT, DEO transitioned the program from
use of a fiscal year ending June 30 to a calendar year; accordingly, DEO is reflecting the
twelve-month period from January 1 through December 31, 2016, in the Application in
this case. A Pre-Filing Notice was filed on November 30, 2016, in this case, with the
Application to be filed no later than February 28, 2017. Staff is to conduct an
investigation of DEO’s filing and determine whether the filing might be unjust or
unreasonable. If Staff does not find DEO’s filing to be unjust or unreasonable and no
other party files an objection, the PIR Charge is to be effective as of the first billing cycle
in May 2017. If Staff finds DEQ’s filing may be unjust or unreasonable, or another party
that filed for intervention objects and DEO is unable to resolve the objection by April 1,
the Commission will schedule an expedited hearing to resolve any remaining issues.
DEO’S PIR COST RECOVERY CHARGE
Please describe DEO’s proposed PIR Charge by rate schedule.

The proposed PIR Charge by rate schedule, based on the cost of service used in DEO’s
last rate case, is set forth at Application Attachment A, Schedule 1 at lines 31 through 34.

The PIR Charges by rate schedule are listed below.

Rate Schedule PIR Charge
GSS/ECTS: $9.69 per month

LVGSS/LVECTS:  $61.02 per month
GTS/TSS: $321.68 per month

DTS: $0.0678 per Mcf, capped at $1,000 per month



These rates were determined by spreading the revenue requirement shown on
Schedule 1 at line 29 to rate schedules based on the class cost of service study submitted
in DEO’s last rate case, as shown on Schedule 13, except for the Rate Cap Adjustment on
Schedule 1 at line 26. In accordance with the Stipulation approved in Case No. 11-2401-
GA-ALT, this adjustment would be allocated solely to the GSS/ECTS class of customers
to ensure that the revised rate does not exceed the maximum increase allowed. Because
DEO did not exceed the maximum increase of $1.58 (the annual rate increase cap of
$1.40 plus $0.18, the amount by which the rate approved in Case No. 15-1987-GA-RDR
was less than the maximum rate increase cap permitted by the Stipulation approved in
Case No. 11-2401-GA-ALT) based on capital additions and associated costs in 2016, this
Application does not include a Rate Cap Adjustment.

Having made these allocations, the net rate base by type of PIR investment was
determined using the data shown on Schedules 2 through 6 and 8, with deferred tax on
Post-in-Service Carrying Costs (PISCC) determined by multiplying the effective income
tax rate of 35 percent times the PISCC by investment type, which agrees in total to
Schedule 7. The return on investment was calculated for each investment type in the
same manner shown for total rate base on Schedule | at lines 16 through 18. Operating
expenses were allocated to each investment type based on total plant in service for each
investment type. The resulting revenue requirement for each investment type was then
allocated to the rate classes using the allocators from DEO’s rate case cost of service
study to determine the rates for each rate class before application of the Reconciliation

Adjustment. As noted above, there was no Rate Cap Adjustment.
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The revenue requirement by rate class for GSS/ECTS, LVGSS/LVECTS, and
GTS/TSS determined before applying the Reconciliation Adjustment was divided by the
total number of actual bills issued for each rate class, respectively, for the twelve-month
period ended December 31, 2016, from Schedule 14 fo arrive at the monthly PIR Charge.
The resulting GSS/ECTS rate calculated before the Reconciliation Adjustment is $9.39,
which is $0.10 less than the maximum rate allowed of $9.49 ($7.91 before the
Reconciliation Adjustment approved in last year’s PIR case plus the rate increase cap for
2016 of $1.58, determined as described above). The total revenue requirement for the
DTS rate class was divided by the total DTS volumes for the twelve-month period ended
December 31, 2016, from Schedule 14 to arrive at the PIR Charge per Mcf.

The Reconciliation Adjustment, discussed later in this testimony, was also
allocated to the rate classes using the allocators from the rate case cost of service study.
The final rates for each rate class were then calculated based on the total revenue
requirement by rate class, including the Reconciliation Adjustment, as described above.
The allocations and rate calculations are shown on Schedule 13.

Please describe the components used to calculate the PIR Program revenue
requirement.

DEQ has calculated the PIR Program revenue requirement in a manner consistent with
the revenue requirement calculation in the last PIR Charge case. The formula, shown on
Application Attachment A at Schedule 1, is rate base times rate of return plus operating
expenses, plus or minus the Rate Cap Adjustment and plus or minus the Reconciliation

Adjustment. Each component of the formula is supported by a schedule or schedules.
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Please identify the rate components and schedules that support the calculation of
rate base shown on Application Attachment A at Schedule 1.

Rate base consists of the following components: Total Capital Additions shown on
Schedule 2; net of Cost of Removal and Retirements shown on Schedules 3 and 4;
Accumulated Provision for Depreciation shown on Schedule 5; net of Cost of Removal
and Retirements shown on Schedules 3 and 4; the Net Regulatory Asset - PISCC shown
on Schedule 6; Net Deferred Taxes on PISCC shown on Schedule 7; and Deferred Taxes
on Liberalized Depreciation shown on Schedule 8.

Please explain the information set forth on Schedules 2, 3, and 4 and how that
information is shown on Schedule 1.

Schedule 2 shows the Capital Additions associated with the PIR Program cumulatively
and for the year ended December 31, 2016. These Capital Additions represent capital
investments by DEO in pipelines, associated infrastructure, and computer software.
Capital Additions from Schedule 2 appear on Schedule 1 at line 3.

Schedule 3 shows the Cost of Removal associated with the PIR Program
cumulatively and for the year ended December 31, 2016. Cost of Removal represents the
expense incurred in dismantling and removing an asset from its original location or the
cost of activities necessary to abandon a pipeline in place. Cost of Removal from
Schedule 3 appears on Schedule 1 at lines 4 and 9.

Schedule 4 shows the capital Retirements associated with the PIR Program
cumulatively and for the year ended December 31, 2016. Retirements represent the
removal of an asset from service after replacement. Retirements from Schedule 4 appear

on Schedule 1 at lines 5 and 10.
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Q14.

Please explain the information set forth on Schedule 5 and how that information is
shown on Schedule 1.

Schedule 5 shows the Provision for Depreciation associated with the PIR Program
cumulatively and for the year ended December 31, 2016. The Provision for Depreciation,
sometimes known as “Accumulated Depreciation,” represents the depreciation expense
accumulated since inception of the PIR Program and during the year ended December 31,
2016, on the PIR Program Capital Additions shown on Schedule 2, net of Cost of
Removal shown on Schedule 3. The accumulated Provision for Depreciation from
Schedule 5 appears on Schedule 1 at line 8.

Please explain the information set forth on Schedules 6, 7, and 8 and how that
information is shown on Schedule 1.

Schedule 6 shows the Net Regulatory Asset - PISCC associated with the PIR Program
cumulatively and for the year ended December 31, 2016. PISCC represents carrying
charges calculated at 6.5 percent on cumulative PIR Capital Additions, net of Cost of
Removal, for which the Commission has authorized cost recovery through the PIR
Charge, but for which cost recovery has not yet begun. The 6.5 percent rate is DEO’s cost
of long-term debt from the last rate case. The Net Regulatory Asset - PISCC represents
accumulated PISCC net of the amortization of PISCC amounts deferred in prior years.
The Net Regulatory Asset - PISCC from Schedule 6 appears on Schedule 1 at line 13.
Schedule 7 shows the Net Deferred Tax Balance - PISCC associated with the PIR
Program cumulatively and for the year ended December 31, 2016. The Net Deferred Tax
Balance - PISCC represents a tax liability resulting from a book versus tax timing
difference associated with the recognition of PISCC on PIR Capital Additions, net of
Cost of Removal. The Net Deferred Tax Balance - PISCC from Schedule 7 appears on

Schedule 1 at line 14.



Schedule 8 shows Deferred Taxes on Liberalized Depreciation associated with the
PIR Program cumulatively and for the year ended December 31, 2016. The Deferred
Taxes on Liberalized Depreciation represent the federal income tax liability associated
with the difference between depreciation allowed for income tax purposes, which is
determined in accordance with tax rules, compared with depreciation calculated for book
purposes, which is determined in accordance with accounting rules. Such taxes are
calculated based on PIR Capital Additions, net of Cost of Removal. The calculation of
Deferred Taxes on Liberalized Depreciation on Schedule 8 of this filing includes bonus
tax depreciation allowed for capital additions in 2008 through 2016. Deferred Taxes on
Liberalized Depreciation from Schedule 8 appears on Schedule | at line 15.

Q15. What is bonus tax depreciation and how has it impacted the PIR Charge?

A. Various federal laws passed over the course of DEO’s PIR program have enacted
provisions for bonus tax depreciation on certain eligible capital investments. Bonus tax
depreciation at a rate of 50 percent of the cost of capital investments placed in service
was permitted for capital investments from 2008 through September 8, 2010. The bonus
tax depreciation rate was increased to 100 percent of the cost of capital investments for
the period after September 8, 2010, through December 31, 2011. For capital investments
placed in service in 2012 through 2016, the bonus depreciation is 50 percent of the cost
of capital investments.

Bonus tax depreciation increases accumulated deferred taxes, thereby reducing
the PIR Program rate base. This reduction is significant and will remain through future
years, to the benefit of DEO’s customers.

The inclusion of bonus depreciation in DEQ’s Application in this case had the

effect of reducing the PIR Charge for the GSS/ECTS rate class by approximately $0.22.
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Because the availability of bonus tax depreciation for 2016 was known, however, DEO
was able to increase PIR investment during 2016 to offset a portion of the decrease such
that a shortfall of only $0.10 from the maximum allowance rate increase for the
GSS/ECTS class resulted.

Please identify the schedule that supports the Approved Pre-Tax Rate of Return
that DEO applies to the PIR Program rate base shown on Application Attachment
A at Schedule 1.

Schedule 12 shows the Approved Rate of Return on Rate Base as determined by the
Commission in its December 19, 2008 Entry on Rehearing in Case No. 07-829-GA-AIR
and the associated pre-tax rate. The Pre-Tax Return on Rate Base is shown as the

‘Approved Pre-Tax Rate of Return on Schedule 1 at line 17.

Please identify the rate components and schedules that support the calculation of
Operating Expense shown on Application Attachment A at Schedule 1.

Operating Expense consists of six rate components: Incremental Depreciation Expense
shown on Schedule 5A; Annualized Depreciation shown on Schedule 9; Annualized
Amortization of PISCC shown on Schedule 10; Incremental Property Tax Expense and
Annualized Property Tax Expense shown on Schedule 11; and O&M Expense Savings
shown on Schedule 15.

Please explain the information set forth on Schedule SA and how that information is
shown on Schedule 1.

Schedule SA sets forth the incremental depreciation expense actually incurred during the
year ended December 31, 2016, and deferred for subsequent recovery through the PIR
Charge. Incremental depreciation includes two components: (/) actual depreciation
expense incurred on PIR plant additions in the preceding year up to the point the
associated cost recovery charge is put into effect, and (2) depreciation expense actually

incurred on new plant additions during the year covered by the current Application.

10
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Schedule 5A also shows the calculation of the annual amortization of each PIR fiscal
period’s deferred incremental depreciation expense over the lives of the associated capital
additions. The sum of the annual amortization for each program fiscal period is shown as
Incremental Depreciation Expense on Schedule 1 at line 20.

How does the information shown on Schedule 5A differ from the information shown
on Schedule 5?

Schedule 5 shows the Provision for Depreciation that is included on Schedule | as a
component of rate base. The Provision for Depreciation includes the accumulation of
actual monthly depreciation expense calculated on all PIR Capital Additions, net of Cost
of Removal, since inception of the PIR Program and during the year ended December 31,
2016. The monthly incremental depreciation expense calculation on Schedule SA
excludes all prior year PIR net Capital Additions for which an approved recovery rate
was put into effect. Accordingly, the incremental depreciation expense on which annual
amortization is calculated is less than the total amount of accumulated depreciation for
the year ended December 31, 2016, included in the Provision for Depreciation on
Schedule 5.

Please explain the information set forth on Schedule 9 and how that information is
shown on Schedule 1.

Schedule 9 sets forth the Annualized Depreciation Associated With Capital Additions as
of December 31, 2016. The Annualized Depreciation Expense Associated With Capital
Additions represents the depreciation expense on cumulative Capital Additions, net of
Cost of Removal, as of December 31, 2016, for the twelve-month period that the adjusted
PIR Charge will be in effect. This expense allows DEO to reduce regulatory lag by
matching revenues received through the PIR Charge with depreciation expense being

incurred in the same twelve-month period. The Annualized Depreciation Expense

11
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Associated With Additions is shown on Schedule 1 at line 21 as Annualized Depreciation
on Assets through December 31, 2016.

Please explain the information set forth on Schedule 10 and how that information is
shown on Schedule 1.

Schedule 10 sets forth the Annualized Amortization of PISCC deferred for recovery in
prior years and during the year ended December 31, 2016. The Annualized Amortization
of PISCC represents the amortization during the twelve-month period the adjusted PIR
Charge will be in effect of PISCC accumulated during each fiscal period of the PIR
Program through December 31, 2016. This amortization spreads each year’s accumulated
PISCC to expense over the lives of the related assets. The Annualized Amortization of
PISCC is shown on Schedule 1 at line 22.

Please explain the information set forth on Schedule 11 and how that information is
shown on Schedule 1.

Schedule 11 sets forth the Incremental and Annualized Property Tax Expense, including
the Incremental Property Tax Expense for the year ended December 31, 2016, and the
Annualized Property Tax Expense on Assets through December 31, 2016. The
Incrementa! Property Tax Expense is property tax expense for PIR-related assets
recognized on DEQ’s books in the year ended December 31, 2016, and deferred for
recovery through the PIR Charge, less the amount of prior year Annualized Property Tax
Expense recovered through rates during 2016. Property tax expense recognized in any
calendar year is based on plant assets as of the preceding year end. As a result, property
tax expense incurred during 2016 reflects a year’s tax on cumulative PIR Capital
Additions, net of Cost of Removal and Retirements, as of December 31, 2015. Schedule

11 also shows the calculation of the annual amortization of each year’s deferred

12
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Incremental Property Tax Expense over the lives of the associated capital additions. The
amortization of Incremental Property Tax Expense is shown on Schedule 1 at line 23,

The Annualized Property Tax Expense represents the property tax expense
calculated on cumulative PIR Capital Additions, net of Cost of Removal and Retirements,
as of December 31, 2016, which will be recognized on DEO’s books during the twelve-
month period the adjusted PIR Charge will be in effect. This expense allows DEO to
reduce regulatory lag by matching revenues received through the PIR Charge with
property tax expense being incurred in the same twelve-month period. The Annualized
Property Tax Expense on Assets through December 31, 2016, is shown on Schedule 1 at
line 24.

Please explain the information set forth on Schedule 15 and how that information is
shown on Schedule 1.

Schedule 15 sets forth the O&M Expense Savings calculation for the year ended
December 31, 2016. The O&M Expense Savings amount reflects the cost-sharing
mechanism approved by the Commission in Case No. 11-2401-GA-ALT. The actual
O&M Expense Savings associated with the PIR Program for the year ended December
31, 2016, was determined by measuring the reduction in expenses incurred during 2016
for leak surveillance and repair and corrosion monitoring and remediation as compared
with the same expenses in the baseline year, which is the twelve-month period from July
1, 2007, through June 30, 2008. The actmal O&M Expense Savings also includes any
reduction in costs associated with Department of Transportation inspections on inside
meters relocated to outside. The O&M Expense Savings amount determined in this

manner is shown on Schedule 1 at line 25.
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Q24.

Q25.

Q26.

Does the proposed PIR Charge include any O&M Expense Savings?

Yes. The calculation of the PIR Charge proposed in the Application includes a reduction
in the PIR Program revenue requirement for O&M Expense Savings of $1,000,000.00,
which represents the guaranteed minimum savings in accordance with the cost-sharing
mechanism.

How does the proposed increase in the PIR Charge compare with the maximum
allowable increase for 2016 costs, which was reflected in the PIR Pre-Filing Notice?

As previously described, the maximum allowable increase in the PIR Charge for the
GSS/ECTS rate class for 2016 was $1.58 per customer per month, which is the sum of
the annual rate increase cap of $1.40 plus $0.18, the amount by which the rate approved
in Case No. 15-1987-GA-RDR was reduced by 2015 bonus tax depreciation enacted in
December 2015. DEO would note that it put sufficient capital investment in service in
2016 to meet the entire amount of investment permitted under the annual rate increase
cap for 2016 of $1.40, the 2015 shortfall of $0.18, and $0.12 of the $0.22 impact of 2016
bonus tax depreciation enacted in December 2015.

Please explain the information set forth on Schedules 16 and 16A and how that
information is shown on Schedule 1.

Schedule 16 sets forth the Reconciliation Adjustment that results from the reconciliation
of costs recoverable (as determined in the preceding PIR Charge adjustment case, Case
No. 15-1987-GA-RDR) and costs actually recovered during the twelve-month period that
the current PIR charge is in effect. Accordingly, Schedule 16 includes estimates of the
amounts to be recovered from February through April 2017 plus a true-up of estimates
for the period February through April 2016 compared with actual recoveries as shown on
Schedule 16A. The Reconciliation Adjustment determined in this manner is shown on

Schedule 1 at line 28.
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Q27.

IVv.

Q28.

Has DEO afforded Staff and other parties the opportunity to review the PIR Charge
proposal set forth in DEQO’s Application?

Yes. Staff performed an investigation of DEQ’s Pre-Filing Notice that has included
numerous data requests served upon DEO, which responded to each request in a timely
manner, While other parties were notified of the proceeding and have the opportunity to
intervene and serve discovery, no other party has yet intervened.

CONCLUSION

Does this conclude your testimony?

Yes.
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