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PREPARED SUPPLEMENTAL DIRECT TESTIMONY OF LARRY W. MARTIN 

1 Q: Please state your name and business address. 

2 A: My name is Lany W. Martin and my business address is 200 Civic Center Drive, Colum-

3 bus, Ohio 43215. 

4 

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

6 A. I am employed by Columbia Gas of Ohio, Inc. ("Columbia")- My current titie is Director of 

7 Regulatory Planning. 

8 

9 Q, Are you the same Larry W. Martin who submitted Prepared Direct Testimony in this 

10 proceeding? 

11 A. Yes. 

12 

13 PURPOSE OF TESTIMONY 

14 Q. What is the purpose of your Supplemental Testimony in this proceeding? 

15 A. This testimony is being filed in support of the foliowing issues raised by Columbia in its Ob-

16 jections to the Staff Report of Investigation ("Staff Report") filed in this case: 

17 Objection number 1 - Staffs Recommended Revenue Requirement. 

18 Objection number 18 - Staffs Rate Design with respect to Columbia's Full Re-

19 quirements Cooperative Transportation Service ("FRCTS") rate schedule. 



1 Objection number 23 - Staffs recommendation for Columbia's submission of a 

2 study for continuation of Automatic Meter Reading Device ("AMRD") program de-

3 ployment to its full system. 

4 Objection number 24 - Staffs proposal to establish a cap on Annual Increase in 

5 Rider IRP. 

6 Objection number 26 - Staffs recommendation that Colimibia's Competitive Natu-

7 ral Gas Surcredit Rider be recalculated rather than removed. 

8 Objection number 28) - Staffs Recommended Rate Base. 

9 Objection number 29 - Staffs computation of interest in development of its Work-

10 ing Capital Component of Rate Base. 

11 Objection number 30 - Staffs treatment of Customer Deposits m its development of 

12 the Other Rate Base Component of Rate Base. 

13 

14 STAFF'S RECOMMENDED REVENUE REQUIREMENT 

15 Q. Why has Columbia objected to Staffs proposed revenue requirement (Columbia 

16 Objection 1)? 

17 A. This objection was made in recognition of the fact that Staffs recommended revenue 

18 range of $46,876,000 to $55,626,000 set forth on Schedule A-1 must be updated if the 

19 Commission accepts Columbia's Objections to Staff Report of Investigation ("Objec-

20 tions") that impact Adjusted Operating Income, Rate Base and Rate of Retum. Failure to 

21 update this schedule will result in an understatement of the amount for which Columbia is 

22 entitled based on the appropriate levels of operating income, rate base and rate of retum, 

23 as noted in Columbia's Objections. 



2 Q. Why would failure to update Schedule A-1 in recognition of these changes result in 

3 an understatement of the amount to which Columbia is entitled? 

4 A. Staffs Schedule A-1 provides for deteiTnination of the "Revenue Increase Required" 

5 through the multiplication of the "Income Deficiency" by the "Gross Revenue Conver-

6 sion Factor." The Income Deficiency is determined through a comparison of "Required 

7 Operating Income" and "Adjusted Operating Income" with Required Operating Income 

8 being determined through the multiplication of Rate Base by the Recommended Rate of 

9 Retum. Columbia has filed objections that will result in a change in Adjusted Operating 

10 Income, Rate Base, and Rate of Retum. The Commission's acceptance of these objec-

11 tions would result in a reduction in Adjusted Operating Revenue, an increase in Rate 

12 Base, an increase in the Recommend Rate of Retum, and an increase in Revenue Increase 

13 Required. Thus, Schedule A-1 must be updated to reflect any changes resulting fi*om the 

14 Commission's acceptance of any of Columbia's Objections that impact Adjusted Operat-

15 ing Income, Rate Base, or Rate of Retum to avoid an understatement of the amount to 

16 which Columbia is entitled. The Supplemental Direct Testimony of Columbia witness 

17 Noel has attached thereto an updated Supplemental Exhibit A-1 that sets forth the overall 

18 impact of Columbia's Objections. 

19 

20 STAFF'S RECOMMENDED RATE BASE 

21 Q. Why has Columbia objected to Staffs Recommended Rate Base of $1,041,787,000 

22 (Columbia Objection 28)? 



1 A. Columbia's review of Staff Report Schedule B-1 has resulted in the determination that 

2 Staffs calculations reflect errors that result in an understatement of the investment upon 

3 which Columbia is entitied to eam, which fiarther results in an understatement of the 

4 revenue increase required. This understatement in Rate Base results from: (1) Staffs 

5 overstatement of the Working Capital Allowance carried forward fi-om Schedule B-5; and 

6 (2) Staffs overstatement of its Other Rate Base Items credit carried forward from Sched-

7 ule B-6. 

8 

9 STAFF'S PROPOSED WORKING CAPITAL REQUIREMENT 

10 Q. Please explain Staffs error with respect Staffs proposed Working Capital Require-

11 ment set forth on Schedule B-5 of the Staff Report (Columbia Objection 29)? 

12 A. On Schedule B-5, Staff has incorrectiy reflected interest expense as a credit or negative 

13 number on line 25, column (a). Interest expense is typically reflected as a debit or positive 

14 number and when applied to the interest expense lag days results in a source of cash work-

15 ing capital. By reflecting interest expense as a negative instead of a positive, the calculation 

16 shows a working capital requirement and not a source of working capital. The amount on 

17 line 25, column (d) should be a positive $7,423 resulting in the Expense Lag Allowance 

18 shown on Line 27, Column (d) totaluig $172,278 and the Calculated Working Capital Al-

19 lowance shown on line 30, Column (d) totaling $205,823. It should be noted that the amount 

20 of this source of working capital is dependent upon total Rate Base and weighted cost of 

21 debt adopted by the Commission in this case and thus wiU change based upon the Commis-

22 sion's final determination of these items. 

23 



1 STAFF'S PROPOSED OTHER RATE BASE ITEMS 

2 Q. Please identify the error made by Staff in its recognition of the Customer Deposits 

3 component of Other Rate Base Items (Columbia Objection 30)? 

4 A. Staffs Other Rate Base Items reflects an overstatement of the level of Customer Deposits 

5 available to Columbia as a non-investor source of fionds used to finance rate base due to 

6 what appears to be an inadvertent input error in the development of its Other Rate Base 

7 Items component of Rate Base. Staffs Schedule B-6 refiects a negative $114,108,000 for 

8 Customer Deposits when it should have only reflected the $14,108,000 level projected by 

9 Columbia on Schedule B-5 of its Application. My conclusion that this is an error is further 

10 supported by Staffs use of a Customer Deposits level of $14,108,000 for computation of In-

11 terest on Customer Deposits on Schedule C-3.12 of the Staff Report. The overstatement of 

12 this non-investor source of funds results in an understatement of Rate Base upon which 

13 the Revenue Requirement should be determined. 

14 

15 STAFF'S PROPOSED RATE DESIGN 

16 Q. What is Columbia's objection to Staffs rate design with respect to Columbia's Full 

17 Requirements Cooperative Transportation Service ("FRCTS") rate schedule (Co-

18 lumbia Objection 18)? 

19 A. The basis of Columbia's objection is that the Staff Report on Page 19 properly reflects 

20 the need for an increase in rates of $2,953 for customers served under the FRCTS rate 

21 schedule, but Staff failed to design a new rate for the FRCTS class. Similarly, on Page 

22 128 of the Staff Report, the Typical Bill Comparison for the FRCTS rate class showed no 

23 increase in rates. This failure to design new rates for the FRCTS rate class results in an 



1 understatement of the amount to which Columbia is entitled from these customers in this 

2 rate proceeding and the cross subsidization of this class by other customers served by Co-

3 lumbia. The Commission should design new rates for FRCTS rate class, consistent with 

4 Staffs findings on page 19 of the Staff Report. 

5 

6 NET COST OF CONTINUTATION OF AMRD PROGRAM 

7 Q. What did Staff recommend with respect to Columbia's proposed deployment of 

8 automatic meter reading devices? (Objection 23) 

9 A. The Staff supported Columbia's partial AMRD deployment plan, but recommended that 

10 the Commission order Columbia to submit a study detailing Columbia's net cost of con-

11 tinning the AMRD deployment to Columbia's full system, but on a less aggressive time-

12 fi'ame than Columbia proposed in its partial deployment plan. 

13 

14 Q. What is Columbia's response to this Staff recommendation? 

15 A. Columbia is willing to deploy automatic meter reading devices throughout its entire sys-

16 tem, consistent with Staffs suggestion. Therefore, Columbia is submitting the recom-

17 mended study as Attachment LWM-1 to this testimony. 

18 

19 Q. Did you prepare the AMRD study in response to Staffs recommendation that the 

20 Commission order Columbia to submit an AMRD study that details Columbia's net 

21 cost of deployment of the AMRD program to Columbia's entire system? 

22 A. Yes. The results of that study are set forth on Attachment LWM-1. The attached study 

23 was developed in the same manner as was the analysis originally submitted to the Com-



1 mission on Exhibit G-7, with the exception that this study includes projected operation 

2 and maintenance expense savings and reflects the full deployment of AMRDs during the 

3 calendar years 2009 through 2013. The projected investment and operation and mainte-

4 nance savings used in the development of the study were provided by Columbia witness 

5 Bohrer. 

6 

7 Q. Did you also prepare a schedule similar to Schedule G-7, Section 14 that sets forth 

8 the impact per month for the expanded program? 

9 A. Yes. Attacliment LWM-2 shows by rate schedule the impact on rates if a full deployment 

10 AMRD program during the calendar years 2009 through 2013 were to be approved by the 

11 Commission. 

12 

13 Q. Have you prepared a revised study similar to Exhibit G-7 that reflects the imple-

14 mentation of AMRDs on inside locations only during the years 2009 and 2010 with 

15 projected operation and maintenance expense savings? 

16 A. Yes. Attachment LWM-3 hereto is being provided to facilitate the comparison of Colum-

17 bia's proposed installation of AMRDs as originally proposed with the AMRD study that 

18 details Columbia's cost of continuation of the AMRD deployment to its full system. The 

19 preparation of this study was necessary since the study filed with the Application did not 

20 reflect projected operation and maintenance expense savings. Consistent with the full de-

21 ployment study, the projected investment and operation and maintenance expense savings 

22 used in the development of the study were provided by Columbia witness Bohrer. 

23 



1 Q. Did you also prepare a Revised Schedule G-7, Section 14 that sets forth the impact 

2 per month? 

3 A. Yes. Attachment LWM-4 shows by rate schedule the impact on rates if the program is 

4 limited to AMRDs as originally proposed. 

5 

6 Q. Have you compared the results of the studies to determine the net impact? 

7 A. Yes. Attachments LWM-5 and LWM-6 compare the results of the partial AMRD de-

8 ployment progi'am with a total AMRD deployment program for customers served under 

9 Columbia's Small General Service rate schedules. Attachments LWM-5 and LWM 6 

10 show that, over the period reviewed, the impact of a total deployment program ranges 

11 from a low of approximately $.10 per customer per month to a high of less than $.51 

12 cents per customer per month and then decreases to a level of approximately $.21 per 

13 customer per month during the calendar year 2024. Columbia selected this period to 

14 measure the incremental impact of a total deployment program because the investment in 

15 either program will be recovered over the expected life of the asset which is estimated to 

16 be approximately 15 years. The selection of this period further demonstrates the decrease 

17 in rates estimated to occur each year subsequent to completion of the program. This de-

18 crease occurs due to the reduction in rate base used to calculate the revenue requirement 

19 and impact of related savings being passed through to customers. In addition the use the 

20 asset life further illustrates the fact the peak variance of approximately $.51 per customer 

21 per month is reduced as the investment in the total deployment program is recovered. 

22 



1 STAFF'S RECOMMENDATION TO CAP ANNUAL INCREASES IN IRP RIDER 

2 Q. Staff has recommended that annual increases to the IRP Rider be capped for years 

3 two and three such that the annual increase for residential customers not exceed 

4 $1.00 per month, including gross receipts taxes. Does Columbia agree with this Staff 

5 recommendation? (Columbia Objection 24) 

6 A. No. The reasons for this disagreement are discussed in the testimony of Columbia witness 

7 Roy. 

8 

9 Q. Do you have an alternative proposal that would permit Columbia to roll out its pro-

10 gram at planned levels and maintain Staffs proposed cap of $1.00 per month, in-

11 eluding gross receipts tax, for residential customers? 

12 A. Yes. Columbia's proposed IRP Rider includes a true-up provision to ensure that program 

13 costs are only recovered on a dollar-per-dollar basis with all imbalances being deferred 

14 on Columbia's books for pass back or recovery at a later date. This true-up mechanism 

15 will provide the ability to cap program costs at Staffs proposed level and to recover any 

16 unrecovered amounts at some later date, without inhibiting Columbia's ability to expend 

17 the funds necessary to implement the AMRP program in any given year. In order to ad-

18 dress Staffs concem, Columbia proposes an alternative. As an altemative, Columbia 

19 proposes that the Commission: (1) authorize Columbia to invest in its ]RP at levels con-

20 sistent with those described in Columbia's Application; (2) if the IRP expenditures in any 

21 given year would produce a Rider IRP revenue requirement that exceeds Staffs proposed 

22 cap, authorize Columbia to defer for recovery any Rider IRP excess revenue requirement 

23 produced by the investment in its IRP at level that results in rates that would exceed the 



1 cap; and, (3) grant accounting authority to recover through subsequent Rider IRP filings 

2 any such defen^ed amounts over a period beyond twelve months. 

3 

4 Q. Why does Columbia believe that it will be able to be able to recover these deferred 

5 amounts in subsequent years and stay under Staffs proposed cap? 

6 A. This opportunity exists due to the fact that Columbia expects to complete its riser re-

7 placement program during the first three and one-half years of the program. The comple-

8 tion of this component of the IRP program wfll result in a significant opportunity to com-

9 pensate for the cap since annual increases in Columbia's IRP are not expected to ap-

10 proach the cap after the riser replacement program is completed. 

11 

12 STAFF'S PROPOSAL TO RECALCULATE THE SURCREDIT RIDER 

13 Q. What is the purpose of the Competitive Natural Gas Surcredit Rider (Columbia Ob-

14 jection26)? 

15 A. The purpose of the Competitive Natural Gas Surcredit Rider is to eliminate CHOICE® 

16 program customers' duplicate payment of (PUCO and OCC) regulatory assessment fees 

17 related to the cost of gas. 

18 At the inception of the CHOICE program, Columbia paid the regulatory assess-

19 ments on all of its revenue ~ for both commodity sales revenue and for delivery service 

20 revenue. Thus, Columbia's base rates included a provision for recovery of these assess-

21 ments from all customers. Subsequently, Retail Natural Gas Suppliers became responsi-

22 ble for the payment of the assessments on their commodity sales under the CHOICE® 

23 program. To avoid having CHOICE® customers pay for these assessments twice ~ 

10 



1 through Columbia's base rates and through the rates of Retail Natural Gas Suppliers ~ 

2 Columbia's Competitive Natural Gas Surcredit Rider was established. This Rider credits 

3 back to CHOICE® customers the assessment associated with the commodity sale of gas, 

4 in recognition of the fact that Retail Natural Gas Suppliers are also collecting for this as-

5 sessment from CHOICE® customers. 

6 

7 Q. Why did Columbia propose elimination of the Surcredit Rider as part of this case? 

8 A. In this case Columbia's Application no longer includes regulatory assessments on gas 

costs revenues billed by Retail Natural Gas Suppliers participating in the CHOICE® Pro­

gram. Elimination of the Surcredit recognizes that the rates resulting from this Applica­

tion will no longer include assessments on gas costs revenues billed by Retail Natural 

Gas Suppliers, thus, eliminating the need for recalculation and continuation of the Sur­

credit Rider. 

How did Columbia propose to recover these regulatory assessments? 

Columbia proposed to eliminate the rider and recover these regulatory assessments 

tiirough its base rates. 

What did Staff recommend with regard to Columbia's proposed treatment of Co­

lumbia's Competitive Natural Gas Surcredit Rider? 

The Staff recommended the rider be recalculated and continued. 

What is your understanding of the reason for Staffs recommendation the Surcredit 

23 Rider be recalculated instead of removed? 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

A. 

Q. 

11 



1 A. Staff properly recognizes that a significant portion of these regulatory assessments are 

2 directly related to gas cost revenue. Attachment LWM-7, Page 1 of 2, shows that ap-

3 proximately $1,456,900 of the $2,333,000 regulatory assessments contained in the reve-

4 nue requirement are related to gas cost revenue. This occurs due to the fact that these as-

5 sessments are allocated to companies based on gross revenue. It my understanding that 

6 Staffs recommendation results from the fact that some duplication of payment of these 

7 regulatory assessments by customers participating in the CHOICE Program will occur 

8 because a portion of these regulatory assessments related to gas costs will be recovered 

9 from customers participating in the CHOICE® Program if not removed from base rates. 

10 

11 Q. Why does Columbia object to Staffs recommendation that the Surcredit Rider be 

12 recalculated instead of removed? 

13 A. The reason for this objection is that Staffs recommendation would result in an under-

14 collection of the portion of Columbia's regulatory assessment incurred on gas cost reve-

15 nues. Test year expenses include the portion of regulatory assessments incurred on the 

16 gas cost in sales revenues. The regulatory assessments incurred on the gas cost portion of 

17 CHOICE® program revenues is no longer included in test year expense because it is 

18 billed to Retail Natural Gas Suppliers. As a result. Retail Natural Gas Suppliers bill their 

19 customers for this assessment. If CHOICE® customers continue to receive a Surcredit, 

20 Columbia will under-collect the regulatory assessments incurred on the gas cost in sales 

21 revenues by the amount credited to CHOICE customers. This is because there is no 

22 commensurate charge to sales customers to recover the shortfall produced by the Sur-

12 



1 credit. Staffs proposal fails to fiilly compensate Columbia for full recovery of its assess-

2 ment. 

3 

4 Q. What would be the impact on Columbia if Staff s recommendation is adopted by the 

5 Commission? 

6 A. The Commission's adoption of Staffs recommendation would result in an under collec-

7 tion of these assessments of approximately $640,800. The computation of this impact is 

8 shown on Attachment LWM-7, Page 1 of 2 which sets forth the calculation of the portion 

9 of these taxes related to gas cost recovery revenue. 

10 

11 Q. What is Columbia's alternative recommendation to address this problem? 

12 A. Columbia continues to recommend approval of its original proposal. However, as an al-

13 temative, Columbia recommends that the regulatory assessments related to gas costs be 

14 removed from the revenue requirement for establishment of base rates and a Regulatory 

15 Assessment Tax Rider be established to be billed to sales customers. Attachment LWM-

16 7, Page 2 of 2, sets forth the identification of the $1,456,900 assessments to be removed 

17 fi'om the revenue requirement and computation of the Regulatory Assessment Tax Rider 

18 Rate of $0.0177 per Mcf This recommendation further provides for recognition of the 

19 fact recovery of these assessments will better track Columbia's payment of these assess-

20 ments as customers transfer between sales service and the CHOICE Program. This oc-

21 curs due the fact these assessments will increase or decrease as customers move between 

22 the CHOICE® program and sales service. 

23 

13 



1 Q. Does this conclude your Prepared Supplemental Direct Testimony? 

2 A. Yes, it does. 

14 
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Attechment LWM-S 

Columbia Gas of Ohio, inc. 
Comparison of AtVIRD Programs on SGS Customers 

Year 

Cummulative Impact 
Inside Total 
Only Deployment Increase 

2010 
2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 

0.1006 
0.1769 
0.1291 
0.1208 
0.1007 
0.0930 
0.0856 
0.0647 
0,0574 
0.0449 
0.0279 
0.0204 
0.0128 
(0.0105) 
(0.0484) 

0.2021 
0.3805 
0.4811 
0.5680 
0.6070 
0.5603 
0.5305 
0.4683 
0.4446 
0.3801 
0.3516 
0.3230 
0.2647 
0.2259 
0.1651 

0.1015 
0.2036 
0.3520 
0.4472 
0.5063 
0.4673 
0.4449 
0.4036 
0.3872 
0.3352 
0.3237 
0.3026 
0.2419 
0.2364 
0.2135 
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Attachment LWM-7 
Page 1 of 2 

Columbia Gas of Otiio, Inc. 
Computation of Impact of Continuation of Surcredit 

Line 

No. Description Total 

1 Total Regulatory Assessment Tax 2,333 

2 Total Revenue 1,439,145 

3 Gas Cost Revenue 898,716 

4 Percent of Revenue - Gas Cost (Line 3/Line 2) 62.45% 

5 Portion of Assessment Resulting From Gas Cost 1,456.9 

8 Sales/CHOICE Throughput - Mcf 146,870.8 

9 Rate impact Per Mcf 0.0099 

10 Transportation Deliveries - Mcf 64,601.1 

11 Total Impact of Continuation of Surcredit (640.8) 



Attachment LWM^7 
Page 2 of 2 

Columbia Gas of Ohio, Inc. 
Computation of Regulatory Assessment Tax Rate 

Line 
No, Description Total 

1 Total Regulatory Assessment Tax 2,333 

2 Total Revenue 1,439,145 

3 Gas Cost Revenue 898,716 

4 Percent of Revenue - Gas Cost (Line 3/Line 2) 62.45% 

5 Portion of Assessment Resulting From Gas Cost 1,456.9 

6 Total Sales Volume 82,300 

6 Regulatory Assessment Tax Rate 0.0177 
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