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GAS RATE PANEL - GAS

Would the members of the Gas Rate Panel (“Panel”) please
state your names and business address?

Alan M. Schain and Yan Flishenbaum, 4 Irving Place, New
York, New York 10003.

By whom are you employed, in what capacity, and what are
your professional backgrounds and qualifications?
(Schain) We are employed by Consolidated Edison of New York,
Inc. (“Con Edison” or “the Company”). I am Department
Manager of Gas Rate Design in the Rate Engineering
Department. I received a Bachelor of Science Degree in
Accounting from Lehman College of the City University of New
York in 1971 and a Master of Business Administration Degree
in Accounting from Pace University in 1979. I began my
employment with Con Edison in 1971 in the Methods and
Procedures Section of the General Accounting Department. I
remained in General Accounting until 1990, holding various
staff and supervisory positions in the Stores Accounting
Section, the Accounting Research and Procedures Section, the
Rate Matters Section, and the Contract Evaluation and Cost
Analysis Section. 1In 1990, I joined the Rate Engineering
Department as a Senior Analyst in the Rates and Tariffs
Section. In 1996, I moved to the Gas Rate Design Section.
In 2001, I was promoted to section manager in the Gas Rate

Design Section and in 2005, I was promoted to Department
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GAS RATE PANEL - GAS

Manager of the Gas Rate Design area. I previously testified
before the New York Public Service Commission in Con
Edison’s last gas rate case, Case 06-G-1332.

(Flishenbaum) I am a Senior Rate Analyst in the Rate
Engineering Department of Con Edison. I received a Bachelor
of Business Administration Degree in Economics from Pace
University in 2001 and a Master of Business Administration
Degree in Finance and Economics from New York University in
2008. In 2001, I began my employment with Con Edison in the
Cost Analysis Area of the Rate Engineering Department. In
2003, I was promoted to Analyst, mainly involved in the
development of the costing methodologies related to
unbundling. I was promoted to Senior Analyst in 2005. 1In
2008, I was promoted to my current position in which I am
responsible for developing the Company'’s cost-of-service
models. I previously testified before the New York Public
Service Commission in Con Edison’s last gas rate case, Case
06-G-1332, and Orange and Rockland Utilities’ recent gas
rate case, Case 08-G-1398.

Please summarize your testimony.

The Gas Rate Panel testimony is comprised of seven sections:
First, the Embedded Cost-of-Service (“ECOS”) and Unbundled
Cost Components Section of the testimony presents the

Company’s ECOS study for the calendar year 2008, which:
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GAS RATE PANEL - GAS

functionalizes and classifies various costs for the gas
system to their operating functions;

allocates these functionalized costs to the customer
classes;

demonstrates each ECOS study class’s surplus or
deficiency based on the application of a * 10% tolerance
band around the calculated total system rate of return of
7.97%;

shows that the firm classes have the following rates of
return: SC 1 - Residential and Religious (SC 1) - 8.68%,
SC 2 - General Service - Non Heating (SC 2NH) (including
customers served under SC 13) - 8.99%, SC 2 -

General Service - Heating (SC 2H) - 8.76%, and SC 3 -
Residential and Religious - Heating (SC 3) - 7.24%;
presents the development of unbundled functional costs
for competitive services consistent with the Commission’s

Statement of Policy on Unbundling and Order Directing

Tariff Filings, issued August 25, 2004, in Case

00-M-0504 (“Unbundling Policy Statement”); and

describes the development of the residential and non-
residential supply-related and credit & collection/theft-
related components of the merchant function, and the
development of the costs for the billing and payment

processing function.
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Second, the Revenue Allocation section of the testimony

proposes that:

the delivery revenue increase be adjusted to deduct gross
receipts taxes and to recognize the impact of an increase
in the number of customers participating in the Company's
low income rate;

class rate year delivery revenue be adjusted at the
current October 1, 2009 rate level to reflect the ECOS
surplus indication and prorated offsetting adjustments,
as adjusted to net to zero;

the delivery revenue increase be allocatedlto each class
by applying the overall rate year base delivery revenue
percentage increase to rate year delivery revenues as
adjusted for the surplus indication and offsetting
adjustments; and

the total rate year delivery revenue increase for each
class be determined by adding to the base delivery
revenue increase for each class the adjustments for each
class for either the revenue surplus or the offsetting

adjustments required to net to zero.

Third, the Rate Design sectioh of the testimony:

explains the determination of the amounts of the delivery
revenue increase applicable to the competitive charges,

specifically amounts applicable to the Merchant Function
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Charge (“"MFC”), the Billing and Payment Processing
(“BPP”) Charge, and the credit and collections component
of the Purchase of Receivables (“POR”) discount rate;
explains the determination of the revenue changes, by
class, applicable to non-competitive charges; and
describes the methodology for alloéating each class’'s
respective rate year delivery revenue increase associated
with non-competitive charges. For example, minimum
charges were increased to better reflect the cost of
providing service, and the per-therm charges were then
increased to recover the balance of each class’s
respective rate year delivery revenue requirement for

non-competitive services.

Fourth, the Bill Analysis section of the testimony

describes an exhibit that:

shows the gas sales and current and proposed revenues for
the rate year, i.e., the twelve months ending September
30, 2011, and the projected number of bill increases, by
class;

compares the current October 1, 2009 rates and charges
with the proposed rates and charges; and

presents monthly bill comparisons at present and proposed

rates.

Fifth, the Gas Rate Design and Analysis Systems section
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addresses the requirement to replace the current flat file

mainframe system for gas rate design and analysis with a

modern server-based relational database technology system.

Sixth, the Tariff Changes section of the testimony presents

proposed additional revisions to the gas tariff to:

¢ eliminate two balancing service options and change the
way the charge for the remaining balancing service is
calculated and applied;

¢ modify certain gas tariff provisions to conform to
similar provisions in the electric tariff, specifically
to allow incidental non-residential activities to be
served under SC 1 and SC 3 and employers to take
residential rate service for their employees;

e modify the methodology to determine the target line loss
factor to be used in the lost and unaccounted for
calculation;

¢ modify the definition of Adjusted Gas Revenue to indicate
that Adjusted Gas Revenue consists only of non-
competitive delivery revenues, exclusive of the minimum
charge; and

¢ make modifications of a housekeeping nature to extend
competitive charges and certain programs, such as low
income, o0il to gas conversion, and billing and payment

processing, through the rate year or through the end of
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the rate plan in the context of a multi-year rate plan,
to clarify the definition of net revenues derived from
capacity release, and to eliminate obsolete tariff
provisions as applicable.

Seventh, the Marginal Cost Study section of the testimony

presents the Marginal Cost Study, which compares the

proposed delivery rates with the marginal costs associated

with delivery service. The study indicates that, for the

forecast period of five years from January 1, 2010, through

December 31, 2014, the proposed delivery rates exceed the

marginal cost of transmission and distribution.

Is the panel sponsoring any exhibits?

Yes, we are sponsoring three exhibits. They are:

e Exhibit _ (GRP-1) - Embedded Cost-of-Service Study and
Unbundled Cost Components.

e Exhibit __ (GRP-2) - Rate Design, Tables 1 - 3.

e Exhibit __ (GRP-3) - Gas Marginal Transmission and
Distribution Cost Analysis.

We will describe these exhibits in the course of our

testimony.

EMBEDDED COST-OF-SERVICE STUDY AND UNBUNDLED COST COMPONENTS

Please begin with your presentation of the ECOS study.
The study to which you refer is contained in the document

entitled “CONSOLIDATED EDISON COMPANY OF NEW YORK, INC. -
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EMBEDDED COST-OF-SERVICE STUDY - GAS DEPARTMENT - YEAR 2008
- RATES IN EFFECT OCTOBER 1, 2009.” There are three
schedules.
Schedule 1 shows the results of the study. Schedule 2 shows
the MFC calculations, and Schedule 3 shows the unbundled
costs for printing and mailing a bill and receipts processing
functions.
Was this ECOS study prepared by you?
Yes.

MARK FOR IDENTIFICATION AS EXHIBIT __ (GRP-1)
Starting with Schedule 1, what time period does the ECOS
study cover?
It covers Con Edison’s gas operations for the calendar year
2008.
What gas revenues are reflected in the ECOS study?
Gas revenues reflect rates effective October 1, 2009,
excluding Gas Cost Factor (“GCF”) and Monthly Rate
Adjustment (“MRA”) revenues. Also included are the MFC
revenues associated with commodity procurement and credit
and collections, as well as BPP revenues. Revenues
associated with the uncollectible component of the MFC and
corresponding expenses have been excluded from the study.
Revenues and gas costs are presented as if there were no

interruptible customers, and firm transportation customers
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have been priced as sales customers.

What customer classes are analyzed in the ECOS study?

The ECOS study analyzes Con Edison’s four firm classes: SC
1, SC 2NH (including customers served under SC 13), SC 2H,
and SC 3. A description of the type of customers served
under each service classification is set forth on Page 14 of
the ECOS explanatory notes.

How are the results of the ECOS study expressed?

The results of the ECOS study are expressed as Total Company
(“total system”) and class-by-class rates of return.

What is the total system rate of return shown in the ECOS
study?

The total system rate of return is 7.97% as shown on Table
1, Page 1, Column (1), Line 17 of the ECOS study.

What are the class rates of return shown in the ECOS study?
The following class rates of return are shown on Table 1,

Page 1, Line 17 of the ECOS study:

SC 1: 8.68%
SC 2NH: 8.99%
SC 2H: 8.76%
SC 3: 7.24%

Based on the application of a +10 % tolerance band
around the calculated total system rate of return of 7.97%,

what are the results of the ECOS study?
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SC 1, SC 2H and SC 3 show average returns. SC 2NH shows a
revenue surplus of approximately $1.2 million.

Does the ECOS study contain an analysis of customer costs by
class of service?

Yes. Please refer to Table 6, Page 1, Line 14 of the ECOS

study. The monthly customer costs by class are as follows:

SC 1: $18.23
SC 2NH: $80.98
SC 2H: $78.37
SC 3: $68.89

What do customer costs include?

Customer costs include: a distribution-customer component,
services, meter and house regulators, customer installation,
payment processing, printing & mailing a bill, customer
accounting, uncollectibles and customer service.

Let us now turn to the methodology used in developing the
ECOS study.

There are two main steps in the preparation of the ECOS
study: (1) functionalization and classification of costs to
operating functions, such as gas supply, distribution,
customer accounting and customer service (with further
division into sub-functions, such as distribution-demand
component (mains) and distribution-services), and (2)

allocation of these functionalized costs to customer

-10-
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classes.

Please describe the functionalization and classification
step.

The functionalization and classification step assigns the
broad accounting-based cost categories to the more detailed
categories used in the ECOS study. This breakdown is
required, for example, to differentiate distributioh—demand
related costs from distribution-customer related costs.
During the process of functionalization, all costs are
classified as being demand-related, commodity-related, or
customer-related. Demand-related costs are fixed costs
created by the on-peak hourly loads placed on the various
components of the gas system. Commodity-related costs are
variable costs caused by the total quantities of gas
delivered during the year. Customer-related costs are fixed
costs caused by the presence of customers connected to the
system, regardless of any customer’s particular level of
usage.

Please describe the allocation step.

The allocation step allocates the functionalized and
classified costs to the customer classes based on the
appropriate demand, commodity (sales), customer or revenue
allocation factors, which are shown on Table 7 of the ECOS

study.

-11-
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Please explain the general organization of the ECOS study.
The ECOS study begins with explanatory notes detailing
sources of data and methods used in the preparation of the.
study followed by seven tables of cost data.

Does the ECOS study present unbundled functional costs for
competitive services as set forth in the Unbundling Policy
Statement?

Yes. The ECOS study separately identifies the following
competitive functions: gas merchant function, receipts
processing, and printing and mailing a bill.

What costs are included in the gas merchant function?

The gas merchant function contains costs associated with
procuring the gas commodity, including an allocation of
customer care-related activities, customer service-related
activities and information resources (“IR").

What costs are included in the allocation of customer care
and customer service-related activities?

The customer care allocation includes costs associated with
the Company’s Call Centers, Service Centers, and credit and
collection/theft activities. The customer service allocation
also includeé an assignment of education and outreach costs.
How were these costs allocated to the gas merchant function?
Pursuant to the Unbundling Policy Statement, customer care

and customer service-related costs were allocated to the gas

-12-
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merchant function on the basis of total revenues (i.e.,
including commodity revenues) .

How were IR costs allocated to the gas merchant function?
Pursuant to the Unbundling Policy Statement, IR costs were
allocated on the basis of total revenues with 50 percent of
the resultant allocation included in the gas merchant
function.

Have you further unbundled the gas merchant function for

use in developing rate components of the MFC for residential
and non-residential customers?

Yes. The MFC is made up of two components as follows:

(1) the costs associated with commodity procurement,. IR and
education and outreach, and (2) the costs associated with
credit and collection/theft. Only full service customers
will pay for these MFC components. The costs for credit and
collection services associated with the Purchase of
Receivables (“POR") program havé been identified separately
and will be reflected in a component of the POR discount
applicable to marketers serving firm transportation customers
receiving utility consolidated bills.

How are these components allocated to the service
classifications within the study?

100% of gas procurement activity costs and 25% of credit and

collection/theft, IR, and education and outreach costs were

-13-
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allocated on a per therm basis. The remaining 75% of credit
and collection/theft, IR, and education and outreach costs
were allocated on a per customer basis.

Why were the customer care-type costs, such as credit and
collection/theft, allocated predominantly on the basis of
numbef of customers, while the gas procurement activity was
allocated entirely on a volumetric (i.e., therm consumption)
basis?

The Company followed basic cost causation principles and
determined that customer care-type activities are
predominantly driven by the existence of customers on the
system as opposed to their usage characteristics. On the
other hand, the functional cost of purchasing commodity is
aligned with sales volumes. This allocation is consistent

with the Order Adopting Unbundled Rates and Backout Credits

and Specifying Terms for the Recovery of Revenues Lost As a

Result of Such Rates and Credits, issued April 15, 2005, in

Case 04-E-0572, approving Con Edison’s unbundled rates.

Is the allocation of the MFC components to various groups of
customers shown in Exhibit  (GRP-1)7?

Yes. Schedule 2 of Exhibit  (GRP-1), pages 1 and 2, shows
the allocation of the supply-related portion of the MFC and
the credit and collection/theft portion of the MFC to the

residential and non-residential categories of customers. The

-14-
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exhibit presents these two components as percentages of the
revenue requirement used in the ECOS. Separate percentages
are shown for the residential and non-residential groups of
customers for use in the development of the MFC, as detailed
below. |

Is the allocation of unbundled costs for the printing and
mailing a bill and receipts processing functions shoWn on
Exhibit  (GRP-1)?

Yes. Schedule 3 of Exhibit  (GRP-1) shows the unbundled
costs for printing and mailing a bill and receipts processing
functions. The costs of these functions consist of the
customer accounting expense of accepting customer payments
and billing customers, including both direct costs and an
allocation for Call Center and Service Center operations
based on a detailed study of those activities. Credit and
collection, education and outreach, and uncollectibles
expenses were allocated to these functions on the basis of
functional revenues. The unbundled average unit cost for
receipts processing is 55 cents per bill. The average unit
cost for printing and mailing a bill is 54 cents per bill.
The costs for these two functions combined yield $1.09 in
unbundled costs associated with billing and payment
processing. The costs associated with billing and payment

processing do not vary by service classification, and, thus,

-15-
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the system-wide $1.09 in unbundled costs is applicable to all

service classifications.

REVENUE ALLOCATION

Did the Accounting Panel provide you with the increased

delivery revenue requirement for the rate year, i.e., the 12

months ending September 30, 2011°?

Yes, the increased delivery revenue requirement for the rate

year, which is proposed to be obtained from firm sales and

firm transportation customers in Service Classifications 1,

2, 3, 9 and 13, amounted to $160,822,000, including gross

receipts taxes.

Please describe how you determined the rate year

delivery revenue increase applicable to each class.

We performed the following steps in allocating the increased

delivery reveﬁue requirement:

e Gross receipts taxes of $4,680,000 were deducted from the
total rate year increased delivery revenue requirement of
$160,822,000 to derive the delivery rate increase in the
rate year of $156,142,000. This amount was further
adjusted by $1.9 million to recognize an increase in the
number of customers participating in the Company's low
income rate. As explained in the Customer Operations
Panel testimony, the number of customers participating in

the low income rate has increased and this will result in

-16-
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a need to fund an additional $1.9 million in low income
rate discounts.

The SC 2 NH class rate.year delivery revenue was adjusted
to reflect the ECOS surplus indication.

The rate year delivery revenues for the SC 1 and SC 3
classes were adjusted to eliminate the net system surplus
that resulted from the application of a 10 percent
tolerance band around the system rate of return. This
ensures that the use of the ECOS study indications is
revenue neutral to the Company. After application of
this adjustment, the SC 1 and SC 2 rates of return
remained average. No adjustment was made for the SC 2H
class since any adjustment would cause the class's rate
of return to be outside of the tolerance

band around the system rate of return.

The rate-year delivery revenue increase was then
allocated to each class by applying the overall rate year
base rate percentage increase to rate year delivery
revenues as realigned for the ECOS study surplus
indication and to net to zero. The rate year delivery
revenue percentage increase of 22.14% was developed by
dividing the proposed delivery rate increase by the total
rate year delivery revenues.

Finally, we determined the total rate year delivery

-17-
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revenue increase for each class by adding the delivery
revenue increase for each class and the ECOS study
indications and adjustments necessitated by use of a
tolerance band as described above.
RATE DESIGN
Please explain how you designed firm gas delivery rates for
each service class.
The rate design process consisted of the following steps:
e determining the amounts of the rate increase applicable
to the competitive charges;
* determining the remaining amount of the rate increase to
be applied to non-competitive charges; and
¢ designing rates for non-competitive charges.
Please describe the competitive service rates that are
unbundled.
The competitive service rates consist of an MFC, a credit
and collections component of the POR discount rate, and a
BPP Charge.
Please describe the MFC.
The MFC is applicable only to full service customers and
consists of fixed components and a variable component. As
previously described, the fixed components of the MFC are:
(1) a supply-related component, which includes the costs

associated with commodity procurement, IR and education and

-18-
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outreach; and (2) a credit and collections/theft component,
which includes the costs associated with credit and
collection/theft. An additional fixed component, gas in
storage working capital, is also included in the MFC and is
updated annually based upon the level of gas in storage.

The variable component of the MFC consists of uncollectibles
associated with commodity sales.

Please continue your description of the MFC.

Separate MFCs were calculated for SC 1 customers, SC 3
customers, SC 2NH and SC 13 customers, SC 2H customers, and
SC 2 and 3 Air Conditioning customers. The fixed components
of the MFC are set for the rate year, or, in the case of a
proposed multi-year rate plan, at the beginning of each rate
year, but the variable component is re-set monthly to
account for changes in that component.

How were the fixed components of the Merchant Function
Charge developed?

As shown on Exhibit __ (GRP-1), Schedule 2, the costs
associated with procurement (i.e., the Supply-Related
Charges) are 0.77286% of total delivery revenues for SC 1
and SC 3 customers and 0.24765% of total delivery revenues
for SC 2H, SC 2NH, and SC 13 customers. To determine the
rate year revenue requirement associated with this charge,

these percentages were multiplied by the total rate year

-19-
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revenue requirement. The SC 1 and SC 3 rate year revenue
requirement and the SC 2H, SC 2NH, and SC 13 rate year
delivery revenue requirement for the supply-related portion
of the fixed MFC were then divided by the combined rate year
sales for SC 1 and SC 3 full service customers and the
combined rate year sales for SC 2H, SC 2NH and SC 13 full
service customers, respectively, to determine the $/therm
associated with the supply-related component of the fixed
MFC for each service class.

Please continue.

As shown on Exhibit __ (GRP-1), Schedule 2, the costs
associlated with credit and collections (i.e., the credit and
collections charges) are 0.91194% of total delivery revenues
for sC 1 and SC 3 customers and 0.19821% of total delivery
revenues for SC 2H, SC 2NH and SC 13 customers. To
determine the rate year revenue requirement associated with
this charge, these percentages were multiplied by the total
rate year delivery revenue requirement. The SC 1 and 3 rate
year revenue requirement and the SC 2H, SC 2NH, and SC 13
rate year revenue requirement for the credit and

collections portion of the fixed MFC were then divided by
the combined rate year sales for SC 1 and SC 3 full service
customers and the combined rate year sales for SC 2H, SC 2NH

and SC 13 full service customers, respectively, to determine

-20-~
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the $/therm credit and collections portion of the fixed MFC
for each service class.

Please describe the development of the uncollectible
component of the Merchant Function Charge.

The uncollectible component of the MFC will continue to be
determined monthly by applying the uncollectible percentage
associated with SC 1 and SC 3 and with SC 2H, SC 2NH and
SC1l3, to their respective GCFs, including any prior period
reconciliation component, and then adjusting each result to
the overall uncollectible percentage. The Accounting Panel
proposes that the uncollectibles percentage be set at 0.81%
for the rate year.

Please explain the uncollectible component of the Monthly
Rate Adjustment (“MRA”).

The uncollectible component of the MRA is developed monthly
using a methodology similar to the one used to calculate the
uncollectible component of the MFC except that the
uncollectible percentages are applied to the MRA, rather
than to the GCF.

Will ESCOs serving firm transportation customers be subject
to a charge for the unbundled competitive service of credit
and collections/theft?

To the extent that credit and collections/theft (“C&C”)

costs are attributable to firm transportation customers

-21-
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whose ESCOs participate in the Company’s POR program, those
C&C costs will be used to calculate the C&C factor of the
POR discount rate. The factor will be set for the rate year
and will reflect the calculated portion of total C&C costs
attributable to POR customers, the estimated rate year firm
transportation therms applicable to the POR program, and the
forecasted level of gas supply costs in the rate year. 1In
the case of a proposed multi-year rate plan, the factor will
be revised each rate year to reflect adjustments to the POR
portion of C&C costs based upon the relationship of
forecasted POR-related therms to total billed therms, and
forecasted gas supply costs for each rate year.

How do you propose the Billing and Payment Processing Charge
be set?

As noted previously, the BPP Charge resulting from the
Company'’s cost of service study is $1.09 per bill. Since
the currently proposed electric Billing and Payment
Processing charge is $1.04, in order to avoid customer
confusion, we propose to set the unbundled BPP charge for
gas at $1.04. Single service gas customers purchasing both
commodity and delivery from the Company and single service
retail access customers receiving separate bills from the
Company and the Marketer will pay $1.04 per bill.

Will dual service customers pay the same BPP charge as

-22-
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single service customers?

Yes, but half of the charge is treated as an electric charge
under the Company’s electric rate schedule.

Please describe the next step in the rate design process.
The increase to be applied to the non-competitive charges in
each class was determined by calculating rate year revenue
attributed to each competitive charge by class, as
previously discussed, comparing the results to the rate year
revenue attributed to the competitive charges by class at
current rates, and then adding or subtracting the
difference, as applicable, to/from the rate year increase
allocated to each class.

Please describe the rate design for the non-competitive
charges.

The proposed rate year delivery revenue increases applicable
to non-competitive charges were allocated within each class
as follows:

The minimum charge in each service classification to recover
the Company’s cost to provide service, which includes
delivery of the first three therms of gas, was increased to
reflect the indications of the ECOS study. In SC 1, the
minimum charge was increased from $15.28 to $18.23. The
minimum charge for SC 2H was increased from $20.05 to

$30.00, and the minimum charge for SC 2NH was

-23-
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increased from $20.06 to $28.00. The minimum charge for SC
3 was increased from $15.38 to $23.00 to better reflect the
actual cost of service.

How do the SC 2 and SC 3 proposed minimum charges compare to
the average customer costs for these classes shown in the
ECOS study?

As reflected in the gas ECOS study, the SC 2 and SC 3
average customer costs range from $68.89 to $80.98. Given
the disparity between embedded costs and current rates, the
proposed increases move these minimum charges toward the
cost of service without adversely affecting the majority of
customers. The SC 13 minimum charge and the corresponding
SC 9 firm transportation rate, which are based upon the
minimum charge for SC 2NH, and which collects minimum
charges over seven months rather than twelve months, were
increased from $34.37 to $51.43.

Please continue to describe the rate design for non-
competitive charges.

After considering the amount of thé delivery revenue
increase attributable to increases in the minimum charges,
the remaining non-competitive delivery revenue increase
within each class was allocated as follows:

e The charge for the remaining rate block for SC 1.(for all

usage over 3 therms per month) was designed to collect
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the balance of the revenue increase assigned to SC 1.

The charges for the remaining three rate blocks within SC
2 and SC 3 (for usage between 4 and 90 therms, for usage
between 90 and 3,000 therms and for usage greater than
3,000 therms) were increased, on a uniform percentage
basis, based upon each class’s remaining revenue increase
after deducting the increase in annual revenues
attributable to each class’s minimum charge and to the
air conditioning rates (as explained below) .

After accounting for the increased revenues to be
collected through the SC 13 minimum charge, the two
remaining SC 13 rate blocks were assigned the balance of
the rate increase assigned to SC 13 on an equal
percentage basis. Consistent with our current rate
design, the SC2 and SC 3 air-conditioning rates were set
equal to the proposed block rates in SC 13, because the
air-conditioning rates apply to seasonal off-peak firm
gas usage, like SC 13 rates.

Consistent with current rate design, Rider G (Economic
Development Zone rates) and Rider I (Manufacturers
Incentive Rate) rates were set equal to the applicable SC
2 rates for the first 250 therms per month of usage. The
delivery rates for usage in excess of 3,000 therms (the

“terminal rate”) were set at 50% of the corresponding SC
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2 delivery rates. The rates for usage between 250-3,000
therms (the “penultimate rate”) were set at the increased
terminal rates plus the difference between the proposed
SC 2 terminal rates and the proposed SC 2 penultimate
rates, thereby maintaining the existing differential
between the SC 2 penultimate and terminal rates.
Please describe the increases assigned to gas rates for Con
Edison’s residential and non-residential distributed
generation ("DG”) customers (Riders J and H).
Residential DG customers were assigned the average rate
increase (net of the effect of competitive charges) for
their respective otherwise applicable classes. Non-
residential DG customers were assigned a portion of the
delivery rate increase allocated to SC 2NH.
Was the increase in the number of customers participating in
the low income program addressed in the SC 1 and SC3 rate
designs for non-competitive charges?
Yes. 1In developing the SC 1 and SC 3 proposed rates, the
billing determinants in these classes were then adjusted to
reflect the increase in low income customers. The Company’s
proposal does not assume any change to the existing low
income rate differential (i.e., $0.2029 per therm to the
over-three therm block for SC 1 and to the 4-90 therm block

for SC 3, and a $0.10 differential in the SC 3 minimum
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charge) .
Why didn’t you allocate any of the delivery revenue increase
to SC 14 and Firm Bypass customers in SC 97
SC 14, the rate for natural gas used in vehicles, was not
allocated any portion of the rate increase because SC 14
customers are charged either fixed rates set by contract or
market-based rates reflecting the competitive price of
gasoline. Firm Bypass customers in SC 9 were not allocated
any portion of the rate increase because bypass rates are
set by contract.

BILL ANALYSIS
Having computed revised rates for each service class, have
you prepared exhibits showing the estimated annual impact on
customers’ bills under the proposed rates?
Yes. We show you a document, the first page of which is
entitled “CONSOLIDATED EDISON COMPANY OF NEW YORK, INC.
ESTIMATED EFFECT ON GAS CUSTOMERS’ BILLS AND COMPANY
REVENUES RESULTING FROM PROPOSED GAS RATES BASED ON
FORECASTED SALES AND REVENUES FOR THE TWELVE MONTHS ENDED
SEPTEMBER 30, 2011 FOR SERVICE CLASSIFICATION NOs. 1, 2, 3,
13 AND 14 AND THE CORRESPONDING SC 9 FIRM TRANSPORTATION
SUB-CLASSES.”
Was this document prepared under your direction and

supervision?
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Yes, it was.

MARK FOR IDENTIFICATION AS EXHIBIT _ (GRP-2)
Please continue.
Exhibit _ (GRP-2) includes three tables that show the
estimated annual impact on customers’ bills resulting from
the proposed rates.
Please explain each table.
Exhibit  (GRP-2), Table 1, shows, by service
classification, the rate year annual service class revenues
at current October 1, 2009 rates, the rate year annual
service class revenues at the proposed rates, the resulting
increase in rate year service class revenues, and the number
of customer bills that would have been increased in the 12
month period ended December 31, 2008. The current and
proposed annual revenues include the effect of the rate year
forecasted GCF and MRA, MFC, System Benefits Charge and the
Temporary State Assessment Charge, and also include
appropriate gross receipts tax factors for both firm sales
and firm transportation customers.
Exhibit  (GRP 2), Table 2, shows a comparison of the
current firm rates and charges, effective October 1, 2009,
with the proposed firm rates and charges, for SC 1, 2, 3, 9,
and 13.

Exhibit  (GRP 2), Table 3, shows monthly bill comparisons
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by service class, at the October 1, 2009 rates and at the
proposed rates.

GAS RATE DESIGN AND ANALYSIS SYSTEMS
Is the Gas Rate Panel proposing any rate case support
systems initiatives?
Yes. We are proposing a support initiative titled Gas Rate
Design and Analysis Systems that is included in the Finance
Department's Five Year Capital Forecast. This initiative
includes a rewrite of the gas Rate Engineering and System
Planning Integrated System (“RESPIN” or “the current
system”). The RESPIN system is a database used for rate
design and class usage analysis, as well as for use in the
load research process.
We are proposing to replace this flat file mainframe system
with server-based relational database technology. The new
system includes a front-end rate impact and analysis tool
and addresses the need for software upgrades to support the
load research function, as approved in Case 06-G-1332.
Why are you proposing this change?
At this time the existing flat file system is outdated and
does not provide the analytical tools used and relied on in
today’'s environment.
Please explain the work involved for the development of the

new system.
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The work will require the following multi-stage approach:

¢ First, analysis of data requirements for the new system;

e Second, creation of a rate impact and design analysis
tool specifically for the gas system that utilizes the
same front-end systems employed for electric rate
analysis and rate design, expanding their functionality
to accommodate specific gas rate impact analyses and
reporting requirements; and

¢ Finally, creation of computerized links from a gas
relational database and a gas interval data warehouse to
the Dynamic Load Shaping system, demand analysis and load
shaping software. This will enhance data validation to
include comparisons between gas billing data and gas
interval data.

Please discuss the timeline and funding request associated

with this project.

The new system is budgeted as a software-related capital

project with total expected expenditures of $1,104,000.
Assuming a multi-year rate plan, the expected expenditures
are $75,000, $528,000 and $501,000, in rate years one, two
and three, respectively. The actual software development is
scheduled to be completed by approximately year end 2012,
with the system roll-out expected to be completed in

2013.
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TARIFF CHANGES
Are you proposing any other tariff changes?
Yes. First, the Company is proposing to simplify the
balancing service charges assessed on firm transportation
customers and to change the way firm sales customeré pay for
the cost of the assets associated with balancing. A similar
change for Orange and Rockland's gas operations has recently
been approved by the Commission in Case 08-G-1398.
What are balancing services?
Balancing services are commodity-related and are provided by
the Company to all firm customers, regardless of whether
they are firm full service or firm transportation customers.
Balancing services help to provide safe and reliable service
to all firm customers and are provided to recognize that
actual daily customer usage varies from gas deliveries by
gas suppliers, which are designed to meet projected customer
usage.
Please explain how the charges for balancing services are
being changed.
There are currently three balancing service options
available to firm transportation customers. They are Load
Following, Daily Delivery (prior day and same day service,
including a Market Area Standby charge) and Daily Cashout.

Most customers, representing approximately 97% of average
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day peak load, are currently being served under the Load
Following service, and approximately 3% of the average day
peak load is served under the Daily Delivery service. No
customers are being served under the Daily Cashout service.
Since there is no participation in the Daily Cashout service
option and de minimis participation in the Daily Delivery
service option, retaining these options poses an undue
administrative burden on the Company. Therefore, we are
proposing to eliminate the Daily Cashout and Daily Delivery
service options and retain only the Load Following service.
Please continue.

The second change is to the methodology for calculating and
assessing the Load Following charge. Under the current
methodology, the rates for Load Following are applied to
each customer’s “balancing use” in the representative
historical period, which is historical usage excluding the
customer’s historical base summer usage, or, if “balancing
use” is less than 20% of the customer’s actual historical
usage, the rate is applied to 20% of that usage. This
methodology has been a source of customer confusion in the
past. Therefore, under our proposal, the calculation of the
Load Following charges will be simplified.

Please explain.

We have developed an equal cents-per-therm rate for Load
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Following service that will be applied to each customer’s
actual total usage in the current period, rather than
"balancing use" for the representative historic period,
i.e., every customer will be assessed the same rate: per
therm for Load Following service based on their actual total
usage during each billing period. The Load Following charge
will be set each month based on the Company's projected
annualized costs to provide this service and projected
annual volumes for delivery to firm sales and firm
transportation customers. Actual Load Following costs and
recoveries will be feconciled each year and any over- or
under-recovery will be refunded or recovered through the
Load Following charge during the following year.

How will firm transportation customers be affected by this
change?

Since the usage to which the Load Following charge will be
applied is changing from "balancing use" for the relevant
historic period to actual total usage, the impact of the
Company's proposal will be customer-specific. The amount
assessed for Load Following will increase for some customers
and decrease for others.

How will sales customers be affected by this change?
Currently, firm sales customers pay for the cost of all

assets associated with balancing through the GCF and are
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credited with balancing service revenues charged to firm
transportation customers in any month. Under this proposal,
the balancing component will be eliminated from the GCF.
Instead, all firm full service and firm transportation
customers will pay a Load Following charge, at the same
rate, through their respective Monthly Rate Adjustments.
Are you proposing any more tariff changes?

Yes. The Company is proposing tariff changes to conform the
Company’s gas tariff to certain provisions in the Company’s
electric tariff, PSC No. 9 - Electricity. Specifically, a
provision will be added to the “Service is Not Available
Under This Service Classification” section of SC 1 and SC 3
of the gas tariff to allow incidental non-residential
activities to be served under SC 1 and SC 3 under specified
conditions and customers that are entities, rather than
persons, to take service for their employees who reside in
the premises served.

Please explain what these changes will accomplish.

First, the gas tariff disqualifies a customer from taking
service under the residential gas rates of SC 1 and SC 3 if
any non-residential activity is conducted on the premises.
The electric tariff contained a similar restriction until
1992 when, through the settlement of the Company’s 1991

electric rate case, Case 91-E-0462, the Commission approved,
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in Opinion No. 92-8, issued April 14, 1992, new criteria for
residential eligibility that permitted carefully defined
incidental non-residential use. Thus, a customer carrying
on a home business that meets these criteria (no change in
the outward appearance of the premises, the use is performed
only by occupant(s), and the use does not require more than
25 percent of the floor space or one room in a multi-room
residence) may take service at residential rates. The same
criteria should apply to gas customers. The criteria were
refined later in 1992 in the Company’s compliance filing to
address the related issue of the permissible identity of a
residential customer.

Please explain.

Prior to the Commission’s 1992 rate order, the Company had
taken the position in customer complaint matters that non-
humans, such as diplomatic missions, corporations and other
entities, could not “reside” in premises described as the
“sleeping place” of a person (part of the definition of the
applicability of the electric residential rates SC 1 and SC
7). In conjunction with the adoption of criteria for
allowing incidental non-residential use in residential
premises, the Company also filed for and received approval
of changes to its electric tariff to allow employers to take

service for premises occupied by their employees. This
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resolved the other aspect of the longstanding dispute with

Commission staff about the definition of and rates

applicable to residential use.’ The most typical example of

these issues is the resident superintendant in a multiple
dwelling, where the landlord provides living accommodations
as part of the superintendant’s compensation and the
superintendant may perform some of the landlord’s work in
his dwelling unit; other examples are service for use in
homes and apartments held by diplomatic missions for their
ambassador and consular officials who may conduct diplomatic
functions on the premises or by an out-of-city employer for
the temporary occupancy of visiting employees. The same
eligibility standard should be applicable to residential gas
service.

Please describe the remaining tariff changes you are

proposing.

We are proposing the following tariff changes:

e As explained in witness Olmsted’s testimony, certain
changes are being proposed to the method of determining
the target line loss factor to be used in the lost and
unaccounted for calculation.

¢ The definition of Adjusted Gas Revenue in General
Information Section II, is being modified to include only

non-competitive delivery rates, exclusive of the minimum
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charge. This change is being made to exclude charges and
adjustments that did not exist when this definition was
written. This change is necessary so that revenues
associated with the mains and services surcharge
calculation are correctly computed.

Housekeeping changes are being made, primarily in General
Information Sections III, VII, and IX, to update tariff
leaves to extend through the rate year certain tariff
provisions, including, among other provisions, those
related to the MFC, the oil-to-gas conversion charge, the
factor of adjustment, and the BPP charge, and to delete
obsolete tariff provisions as necessary.

A housekeeping change is being made to General
Information Section VII.(A)1l.(a) (v) to clarify that net
revenues derived from capacity release include capacity
released to firm customers or to ESCOs serving firm

customers under the Company'’s capacity release program.

Are you proposing any changes to the Rate Adjustment Clause

(*RAC”) mechanism in the Company’s tariffs associated with

the portion of the Company’s current revenue requirement

that is currently under review by the Commission as set

forth in Case 09-M-01147?

No.

We would make any necessary changes to the

RAC at the conclusion of this proceeding as required.
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MARGINAL COST STUDY

Have you compared the proposed delivery rates with the
marginal costs associated with delivery service in an
exhibit entitled “CONSOLIDATED EDISON COMPANY OF NEW YORK,
INC. - GAS MARGINAL TRANSMISSION AND DISTRIBUTION COST
ANALYSTIS~?
Yes.
Was this exhibit prepared by you?
Yes.

MARK FOR IDENTIFICATION EXHIBIT __ (GRP-3)
Please describe the exhibit.
Exhibit __ (GRP-3) indicates that, in general, the proposed
delivery rates exceed the marginal cost of transmission and
distribution.
What was the period used to calculate marginal costs?
We used the forecast period of five years from January 1,
2010, through December 31, 2014. This period includes the
rate year.
What is the definition of marginal cost?
Marginal cost is the cost of producing, transmitting, and
distributing an additional unit of gas.
Please define marginal T&D costs.
Marginal T&D costs are the costs associated with additions

and modifications to the T&D system infrastructure that
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result from increased throughput due to increased sales.
This does not include costs associated with service piping
or any equipment inside the customer’s premises.

How did you estimate the marginal T&D costs for this study?
First, we identified capital costs incurred for the T&D
system to maintain reliable service under peak design
conditions as a result of increased sales. Line 1 in
Exhibit _ (GRP-3) shows the projected average annual
capital investment in the T&D system for the years 2010-2014
that results from increased sales. Next, we calculated the
annualized costs associated with the average annual capital
costs by applying a carrying charge of 13%, plus an.
additional 2.57% in annual O&M, to line 1. The final step
in our analysis was to compute the average T&D capital costs
per unit of increased sales by dividing the incremental
annualized capital costs by the projected increase in annual
firm sales. Lines 6 and 7 of Exhibit ___ (GRP-3) show the
computed projected increase in firm sales (in therms) and
the resultant total average marginal T&D cost per unit of
increased sales.

Does this conclude your testimony?

Yes.
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CONSOLIDATED EDISON COMPANY OF NEW YORK, INC.
EMBEDDED COST OF SERVICE STUDY
GAS DEPARTMENT
YEAR 2008

I - SUMMARY

This Embedded Cost of Service (ECOS) study allocates Consolidated Edison's Gas Department
costs among service classifications (SC), SC 1-Residential and Religious, SC 2NH-General
Service Non-Heating, SC 2HTG-General Service Heating and SC 3-Residential and Religious
Heating based on an analysis of the rate base, including book cost of plant, and the operating
expenses, including operation and maintenance for the Gas Department for the calendar year 2008.

The ECOS study methodology is based on a two-step procedure. First, the costs are functionalized

and classified to Operating Functions, as shown on Tables 2 through 5. Along with the
traditional functions, the study also includes fully unbundled competitive functions, i.e., Merchant
Function and Billing and Payment Processing. The costs within each function are then allocated to

Customer Classes based on appropriate physical quantities, such as therms of gas sold, or other

appropriate bases of allocation, such as book cost of meters and customer bills. The bases of cost

allocation are shown in detail on Table 7 as Allocation Factors and are further described below.
The details of allocations by customer class are shown on Tables 2 through 5. The results of the

cost allocation study are combined with class revenues to yield the Rate of Return Statement by

class shown on Table 1. The monthly average Customer Costs by class are shown on Table 6.

The costs allocated in this study were adjusted for the following items:



(1) The revenues reflect current rates, i.e., rates effective October 1, 2009. This adjustment is
needed to ensure that the study reflects current rate levels and shows the correct relationship among
the service classifications; (2) the cost of gas and the corresponding gas revenues have been
excluded from the study; (3) revenues and gas costs are presented as if there are no interruptible
customers; (4) firm transportation customers have been priced as sales customers and included in
their appropriate service classifications and (5) for purposes of unbundling, total revenues were
used to allocate customer-care related expenses, i.e., credit & collection to competitive functions as

determined by the Public Service Commission and explained further.

II - DESCRIPTION OF OPERATING FUNCTIONS — TABLES 2, 3 and §

Thé operating functions are shown on Table 2, Rate Base, Table 3, Operating Expenses, and
Table §, Income Taxes (State and Federal) as described below. Where applicable, these functions
include associated operating expenses, administrative & general expenses, state income taxes (SIT)
and federal income taxes (FIT).

Lines 1 through 3, Gas Supply

The Gas Supply function is divided into the following sub-functions:

Line 1, Gas Supplyv-Demand

All costs for the Gas Supply-Demand function and corresponding revenues have been excluded
from this study.

Line 2, G>as Supply-Commodity

All costs for the Gas Supply-Commodity function and corresponding revenues have been excluded



from this study.

Line 3, Merchant Function

The Merchant Function (Procurement) function includes the costs associated with energy
purchasing, scheduling, hedging, market analysis, transportation, planning, and energy accounting.
AiSo included is a revenue based allocation of credit & collection, theft, IR, and education &
promotional advertising. This function is allocated to classes based on a hybrid allocator, which
includes procurement costs being allocated 100% on annual sales (therms), while the revenue
based adders of credit & collection, theft, IR and education & promotional advertising are allocated
25% on annual sales and 75% on number of customers.

Line 4, Storage

The Storage function includes all storage related plant costs and O&M expenses.

Line 5, Transmission

The Transmission function represents Con Edison’s portion of the New York Facilities System as
stipulated in the N.Y. Facilities Agreement. This system consists of compressor station equipment,
a portion of telemetric equipment, tunnels and high—pressure mains with interconnections to
National Grid New York and National Grid Long Island.

Lines 6 through 10, Distribution

The Distribution function is divided into the following sub-functions:

Line 6, Distribution-Demand

The Distribution Demand (“Demand Component™) consists of the balance of the

distribution mains system not allocated to the customer component, and represents fixed costs



related primarily to mains. It also includes fixed costs related to distribution pressure governors
and regulating equipment, used in distributing gas from the New York Facilities System to the
customer. These costs are allocated to the classes in proportion to their maximum one-hour non-
coincident use on a zero degree day.

Line 7, Distribution-Customer

The Distribution Customer (“Customer Component”) consists of the distribution mains system that
would be required to connect gas customers with a minimum predominant size pipe, regardless of
their demand for gas. It is apportioned to the classes based on a study of the length of mains per
service connection and the number of services for each class.

Line 8, Services

The Services function consists of the fixed costs of connecting customers to the distribution
system. These costs are considered to be customer-related costs and have been apportioned, by
class, based on the class allocation of the book cost of services. This allocation was based on a
sample of services costs in each customer class.

Line 9, Meters & House Regulators

The Meters & House Regulators function consists of the costs of meters, including house
regulators and installations. These customer costs have been allocated to classes based on the
the book cost of the meters, house regulators and installations. The book cost allocation was based

on a detailed study of customers’ meters for Con Edison’s gas firm service classifications.

Line 10, Customer Installation

The Customer Installation function consists of the costs of investigating gas leaks and



inspecting and maintaining installations. These costs have been apportioned among all classes on
the basis of the total number of meters in service.

Line 11, Payment Processing

The Payment Processing function consists of the customer accounting expense of

ac;epting customer payments including direct costs. It also includes allocations of call center and
service center operations and information resources, all based on a detailed study of those
activities. Also included is a revenue based allocation of credit & collection, theft, education &
promotional advertising and uncollectibles. Payment Processing, a direct customer cost, includes
an allocation of other operating expense, A&G expenses, common plant, payroll taxes, state and
federal income taxes. This function is allocated to classes based on the number of bills.

Line 12, Printing & Mailing a Bill

The Printing & Mailing a Bill function consists of the customer accounting expense of billing
customers, including direct costs as well as allocations for call center and service center operations
and information resources, all based on a detailed study of those activities. Also included is a
revenue based allocation of credit & collection, theft, education & promotional advertising and
uncollectibles. Printing & Mailing a Bill, a direct customer cost, includes an allocation of other
operating expenses, A&G expenses, common plant, payroll taxes, state and federal income taxes.
This function is allocated to classes based on the number of bills.

Line 13, Customer Accounting

The Customer Accounting & Collection function consists of direct customer costs for meter

reading and customer records and collection expenses including other applicable operating



expenses, A&G expenses, common plant, payroll taxes, state and federal income taxes. The
function was reduced for the costs associated with the Payment Processing and Printing & Mailing
a Bill activities , as these costs were assigned directly to their respective functions. Also, costs
related to the credit & collection/theft functions were reallocated to competitive functions based
ona revenue allocation. The remaining costs were assigned to customer classes based on a
composite allocation factor consisting of meter reading expenses and customer records and
collection expenses.

Line 14, Customer Service

The Customer Service function consists of customer assistance expenses, informational advertising
expenses, miscellaneous customer service expense, demonstrating and selling expenses (including
gas rebates), promotional advertising expense and miscellaneous sales promotion expenses.

A portion of educational customer advertising costs were allocated to competitive functions based
on a revenue allocation. The remaining costs were allocated to the customer classes based on the
number of customers.

Line 15, Uncollectibles

The Uncollectibles function includes the operation and maintenance expenses for uncollectibles
accounts. Uncollectibles associated with commodity have been adjusted out of the study.
Uncollectibles are allocated to the firm classes to reflect the comparative relationship between the
uﬁcollectible characteristics of residential classes (0.88%) and non-residential classes (0.38%). A
portion of uncollectibles was allocated on a revenue basis to the billing and payment proéessing

function. The remaining uncollectible costs are shown on Line 15.



Line 16, Revenues

The Revenues function will be zero for this study.

III - DESCRIPTION OF ALLOCATION FACTORS IN TABLE 7, PAGE 1

Factor Line No. Description and Source

D01 2 Max. Demand 24-Hour Use

Maximum Demand 24-Hour Use on a zero degree day, by
class, from the class demand analysis. Used to allocate Gas

Supply-Demand, Storage, and Transmission functions.

D02 5 Max. Demand 1 Hr. Non-Coinc.

Maximum 1-hour non-coincident demand on a zero degree day,

by class, for allocation of the Distribution-Demand function.

E03 8 Annual Therm Sales

Total Annual Therm sales, by class used to allocate the Gas

Supply — Commodity function.



Co1

C02

Co4

Co05

Cco7

11

14

17

20

23

Customer Footage of Mains

Customer footage of mains is used to allocate the Distribution

Customer Component.

Book Cost - Services

Year-end book cost of services used for connecting customers
to the distribution system. This allocation was based on a

sample of service costs in each customer class.

Book Cost of Meters

Year-end book cost of meters, regulators and installations used
to measure gas usage. The book cost was based on a

detailed study of meters by gas service classification.

Pmt Process’g, Mailing, Billing

The allocation factor for the payment processing and printing &

mailing a bill functions is based on the number of bills by class.

Customer Accounting Exp

The C07, Customer Accounting Exp., allocation factor was

developed by allocating the PSC accounts that comprise the
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Cc09

CIL

C10

26

29

32

total customer accounting expenses. The allocation factor
consists of PSC Account 902, Meter Reading allocated to the
service classes based on the number of meters, PSC Account
903, Customer Records allocated based on the number of
customers, PSC Account 901, Supervision and PSC Account
905, Miscellaneous allocated based on the sum of allocations

of PSC Account 902 and PSC Account 903.

Customer Service Exp.

Annual customer service expenses, based on number of

customers by class.

Customer Installation Exp.

Annual customer installations expenses, based on the total

number of meters.

Uncollectible Accounts

Annual uncollectible accounts expenses, based on uncollectible

characteristics of residential and non-residential classes.
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RO1

R02

RO3

R04

ROS

35

38

41

44

47

Revenues from Sales

Total Base Revenues, excluding associated revenue taxes and
state income tax.

MEFKC - Supply Related Revenues

The R02, Competitive Revenues allocation factor is comprised

of the annual MFC Supply Related revenues.

MFC — Collections Related Revenues

The R0O3, Competitive Revenues allocation factor is comprised

of the annual MFC Collections Related revenues.

BPP Revenues

The R04, BPP Revenues allocation factor is comprised of the
annual Billing and Payment Processing revenues received from

customers.

Other Operating Revenues

Other Operating Revenues allocated to classes based on

revenues from sales.
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ROSA

R99

uo1

K02

K03

S0

53

56

58

60

Revenue Adjustment

Revenue Adjustment allocation factor is used for adjusting

the study for Allowable Rate of Return (not used in this study).

Null Revenue Factor

Unbundled Allocator

The Unbundled Allocator is used to allocate the unbundled Gas
Merchant function. It is composed of gas procurement costs
(allocated to service classes based on annual therm sales); and
commodity-related credit & collection/theft, information
resources and education & promotional advertising costs (all

allocated to classes based on 25% sales/75% customers).

Annual Therm Sales

Total annual therm sales by service class.

Number of Customers

Annual number of customers by service class.
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IV - DESCRIPTION OF CUSTOMER CLASSES:

The customer classes or service classifications consist of:

S.C. No. 1 Residential and Religious - firm sales, excluding space heating,

supplied to individual homes, apartments or other dwelling units.

S.C. No.2 NH General Service Non-Heating - comprising any use of firm gas

by any customer except when the customer is eligible for service

under Service Classification Nos. 1, 2 Heating or 3.

S.C. No.2 HTG General Service Heating - applicable to use of non-residential

firm gas for space heating.

S.C.No. 3 Residential and Religious Heating - firm sales where gas is

used for residential space heating.

YV - RATE OF RETURN STATEMENT - TABLE 1, PAGE 1

The class allocations of the functional elements shown on Table 2, Pages 1 through 8 Total Rate
Base; Table 3, Pages 1 through §, Total Operating Expenses; Table 4, Page 1, Operating

Revenues; and Table 5, Pages 1 through 4, Income Taxes (State and Federal) were consolidated
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and tabulated in summary form on the Rate of Return Statement, Table 1, Page 1 detailed

below:

Line 1, Total Operating Revenues

Total Operating Revenues are from Table 4, Page 1, Line 8.

Line 4, Operation & Maintenance

Total Operation & Maintenance expenses are from Table 3, Page 1, Line 23.

Line S, Depreciation

Total Depreciation & Amortization expenses are from Table 3, Page 2, Line 23.

Line 6, Property Taxes

Total Property Taxes are from Table 3, Page 3, Line 23.

Line 7, Payroll & Misc. Taxes

Total Payroll & Miscellaneous Taxes are from Table 3, Page 4, Line 23.

Line 8, State Income Tax

Total State Income Taxes are from Table 5, Page 2, Line 23.

Line 9, Federal Income Tax

Total Federal Income Taxes are from Table 5, Page 4, Line 23.

Line 11, Total Operating Expenses

Total Operating Expenses is the sum of Lines 4 through 9.

Line 13, Utility Operating Income

Total Utility Operating Income (return) is Total Revenues on Line 1 less Total Operating Expenses

on Line 11.
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Line 15, Utility Rate Base

Total Utility Rate Base (Total Rate Base) is from Table 2, Page 8, Line 23.

Line 17, Rate of Return (7.97%)

The Rate of Return on Utility Rate Base (system rate of return) shown on Line 17 is calculated by
dividing Utility Operating Income on Line 13 by Utility Rate Base on Line 15.

Line 19, Index

The Index or Relative Rate of Return, Line 19, is the ratio of the class return to the system rate of
return 7.97%.

Line 21, Deviation

The Deviation is the extent (in percentage points) by which the actual rate of return for each
customer class deviates from the system rate of return.

Lines 23 and 24, + 10% Tolerance Bands

A £ 10% tolerance band has been computed around the system rate of return, and appears on Lines
23 and 24, respectively.

Lines 26 and 27, Revenue Surplus and Revenue Deficiency

The revenue surplus or deficiency for the returns that fall outside of the tolerance band is shown on

Lines 26 and 27, respectively.

VI -RATE BASE - TABLE 2 - PAGES 1 through 8

Total Rate Base, Table 2, Page 8 summarizes the allocation of rate base to the classes for the

following components included in Table 2: Plant in Service, Page 1, Common Plant, Page 2,
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Depreciation Reserve (Accumulated Reserve for Depreciation), Page 3, Non—Interest Bearing
CWIP, Page 4, Net Plant, Page 5, Total Rate Base Adjustments, Page 6 and Working Capital,

Page 7. The Line Numbers listed below refer to the work paper Book Cost of Plant.

Plant in Service, Table 2, Page 1

Common Plant, Table 2, Page 2

The total gas book costs are shown by function by class in Table 2, Page 1, Plant in Service. The
Plant in Service is comprised of the Storage, Transmission and Distribution Plant book cost. The
functionalized book costs of Common Plant are shown on Table 2, Page 2.

Description of Book Cost Functionalization from work paper Book Cost of Plant

Lines 1 ~ 3, PSC Account 301 to PSC Account 303, Intangible Plant

The total costs for PSC Account 301 to PSC Account 303 were functionalized based on total
common plant.

Line 4, Total Intangible Plant

Total Intangible Plant is equal to the sum of PSC Accounts 301 through 303.

Lines 9 — 17, PSC Accounts 360 through 363.5 Natural Gas Storage and Processing Plant

The total costs for PSC Account 360 through 363.5 represent the book cost for gas holders and
liquefaction equipment were functionalized directly to the Storage function.

Line 18, Total Natural Gas Storage and Processing Plant

Total Natural Gas Storage and Processing Plant is equal to the sum of PSC Accounts 360 through

363.5
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Transmission Plant:

Line 22, PSC Account 365.1, Land and Land Rights

This account was reduced to exclude the costs related to Coordinate Departments. The remaining
plant was functionalized to the Transmission function.

Line 23, PSC Account 366, Structures and Improvements

This account was reduced to exclude the costs related to Coordinate Departments. The remaining
plant was functionalized to the Transmission function.

Line 24, PSC Account 367, Mains

This account was reduced to exclude the costs related to Coordinate Departments. Costs related to
transmission mains that are not part of the New York Facilities System were reallocated to
distribution mains. The remainder of the account was functionalized to the Transmission function.

Lihe 25, PSC Account 368, Compressor Station Equipment

This account was functionalized directly to the Transmission function.

Line 26, PSC Account 369, Measuring and Regulating Station Equipment

This account was functionalized to Transmission and Distribution-Demand functions based on the
functionalization of Transmission Plant work paper.

Line 27, Total Transmission Plant

Total Transmission Plant is equal to the sum of PSC Accounts 365.1 through 369.

Distribution Plant:

Line 31, PSC Account 376, Mains

This account was reduced to exclude the costs related to Coordinate Departments.
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This account was functionalized to the Distribution-Demand (“Demand Component”) and
Distribution-Customer (“Customer Component”™) functions based on the development of the
Minimum System for Gas Mains.

Line 32, PSC Account 380, Services

The total book cost of Services was directly assigned to the Services function.

Lines 33 through 36, PSC Accounts 381 Meters, 382 Meter Installations, 383 House

Regulators and 384 House Regulator Installations

The total book cost of Meters, Meter Installations, House Regulators and House Regulator
Installations were functionalized directly to the Meters and House Regulators function.

Line 37, Total Distribution Plant

Total Distribution Plant is equal to the sum of PSC Accounts 376 through 384.

Line 40, Total Plant

Total Plant, Line 40 equals the sum of Line 4, Line 18, Line 27 and Line 37. This total
represents the total book cost of plant by function.

Lines 44 through 55, PSC Accounts 303 through 399, Common Plant

The book cost of Common Plant was functionalized on labor expenses. The distribution function
of Common Plant was further broken down based on operation and maintenance expenses
excluding rents.

Line 56, Total Common Plant

Tdtal Common Plant is equal to the sum of PSC Accounts 303 through 399. The functionalized

results are shown on Table 2, Page 2.
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Line 64, Total Book Cost of Plant (Gross Plant)

The total book cost of Gross Plant, Line 64 equals the sum of Line 40 and Line 56. This total
represents the total gross plant by function.

Depreciation Reserve — Table 2, Page 3

The total Depreciation Reserve or Accumulated Reserve for Depreciation is shown on Line 23 of
Table 2, Page 3. This amount was functionalized based on the book cost of plant including
common plant shown on Table 2, Pages 1 and 2 respectively.

Non-Interest Bearing CWIP - Table 2. Page 4

The average cost of Non Interest Bearing CWIP (construction work in progress) on which interest
was not capitalized, is shown in total on Line 23 of Page 4 in Column (1) of Table 2. This
amount was functionalized based on the book cost of plant, shown on Table 2, Page 1.

Net Plant- Table 2, Page §

Net Plant shown on Table 2, Page 5 by function, by class is the sum of Table 2, Page 1, Plant in
Service, plus Table 2, Page 2, Common Plant less Table 2, Page 3, Depreciation Reserve, plus
Table 2, Page 4, Non-Interest Bearing CWIP.

Total Rate Base Adjustments - Table 2. Page 6

The year end balances of Rate Base Adjustments is shown in total on Line 23, of Table 2, Page 6.

Working Capital - Table 2, Page 7

The working capital component of Rate Base is shown on Table 2, Page 7. It is developed from
the cost of materials and supplies on hand, prepayments of operating taxes, insurance, €tc., and a

cash allowance for operation and maintenance expenses representing a lag of revenue collections
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over payments for the costs incurred. The cost of materials and supplies was assigned to the storage
function, as well as allocated to other functions based on the common book cost of plant
allocations. Prepayments Wére apportioned to the functions based on individual cost causation.
The cash allowance for operation and maintenance expenses, excluding the purchased gas
expenses and uncollectibles, was functionalized based on the corresponding operation and
maintenance expenses. Finally, a credit adjustment for Excess Rate Base Capitalization has been
added to the gross working capital and functionalized on subtotal rate base, resulting in the Total
Working Capital shown on Table 2, Page 7, Line 23.

Total Rate Base — Table 2, Page 8

The sum of Net Plant, Page 5, Rate Base Adjustments, Page 6 and Working

Capital, Page 7, comprises the Total Rate Base, and is shown on Page 8 of Table 2.

VI1I - OPERATING EXPENSES, TABLE 3 - PAGES 1 through 5

Operating Expenses are shown on Table 3, Pages 1 through 5. Total Operating Expenses, Page S
represents the sum of the expenses by function, by class of Operation & Maintenance, Table 3,
Page 1 and Total Other Expenses shown on Table 3 (Depreciation & Amortization, Page 2,
Property Taxes, Page 3 and Payroll & Misc. Taxes, Page 4). The major operation and
maintenance expenses are for Gas Supply and Production, (adjusted to zero as well as their
aséociated revenues for this study), Storage, Transmission, Distribution, Payment Processing,
Printing & Mailing a Bill, Customer Accounting, Uncbllectibles, Customer Service and

Administrative and General including Miscellaneous Revenue Credits.
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Operation and Maintenance Expenses

Table 3, Page 1, Operation & Maintenance costs are derived from the Company’s accounting
data organized by PSC Account. The Line Numbers listed below refer to the work paper Total
Operating Expenses.

Lines 1 through 6, PSC Accounts 804 through 813 Gas Supply & Production

Total gas supply and production expenses, Lines 1 through 6 are adjusted to zero since the cost of
gas is not being shown in this study.

Lines 11 through 25, PSC Accounts 840 through 843.9 Storage Expenses

These costs, relating to the Astoria LNG facility were functionalized directly to the Storage

function.

Line 31 through Line 42, PSC Accounts 850 through 865, Transmission Expenses

Line 31, PSC Account 850, Supervision and Engineering

The supervision and engineering expense related to Operation was reallocated to Operation PSC

Accounts 851 through 857.

Line 32, PSC 851, System Control and Load Dispatching

These costs were functionalized to the Transmission and Distribution-Demand functions based on

the book cost of Transmission Plant, Line 27 in the Book Cost of Plant work paper.
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Line 33, PSC 853, Compressor Station Labor and Expense

These costs were functionalized to the Transmission function based on the book cost of PSC
Account 368, Compressor Station Equipment, Line 25 in the Book Cost of Plant work paper.

Line 34, PSC 856, Mains Expenses

PSC Account 856, mains expense was adjusted for the following: 1) reclassifying non-New York
Facilities System mains to distribution expense, PSC Account 874 and 2) the reduction of the
associated expenses related to the Coordinate Departments. The remaining costs were
functionalized to the Transmission function based on book cost of PSC Account 367, Mains, Line
24 in the Book Cost of Plant work paper.

Line 35, PSC 857, Measuring and Regulating Station Expenses

These costs were functionalized to the Transmission and Distribution-Demand functions
based on the book cost of PSC Account 369, Measuring and Regulating Station Equipment, Line

26 in the Book Cost of Plant work paper.

Line 36, PSC 859, Other Expenses
These costs relating to the New York Facilities System were directly assigned to the Transmission
function,

Line 37, PSC 860, Rents

These costs were functionalized to the Transmission and Distribution-Demand functions based on

the book cost of Transmission Plant, Line 27 in the Book Cost of Plant work paper.
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Line 38, PSC Account 861, Maintenance Supervision and Engineering_

The supervision and engineering expense related to Maintenance was reallocated to Maintenance
PSC Accounts 862 through 865.

Line 39, PSC Account 862, Maintenance of Structures and Improvements

Structures and Improvements, PSC Account 862 was reduced for the associated expenses relating
to the Coordinate Departments. The remaining costs were functionalized to the Transmission
function based on book cost of PSC Account 366, Line 23, Structures and Improvements in the
Book Cost of Plant work paper.

Line 40, PSC Account 863, Maintenance of Mains

Maintenance of mains expense was adjusted by the following: 1) reclassifying non New York
Facilities System mains to distribution expensé, PSC Account 887 and 2) was reduced for the
expenses related to the Coordinate Departments. The remaining costs were functionalized to the
Transmission function based on book cost of PSC Account 367, Mains, Line 24 in the Book Cost
of Plant work paper.

Line 41, PSC Account 864, Maintenance of Compressor Equipment

These costs were functionalized to the Transmission function based on the book cost of PSC

Account 368, Compressor Station Equipment, Line 25 in the Book Cost of Plant work paper.
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Line 42, PSC Account 865, Maintenance of Measuring and Regulating Station Equipment

These costs were functionalized to the Transmission and Distribution-Demand functions
based on the book cost of PSC Account 369, Measuring and Regulating Station Equipment, Line
26 in the Book Cost of Plant work paper.

Line 43, Total Transmission Operating and Maintenance Expenses

Total transmission O & M expense is equal to the sum of Line 31 through Line 42.

Lines 48 through 58, PSC Accounts 870 through 893 - Distribution Expenses

Line 48, PSC Account 870, Supervision and Engineering

The expenses related to procurement and associated information resources costs, from PSC
Account 870, were directly assigned to the Merchant function. The supervision and engineering
expense related to Operations was reallocated to operatioh expenseé PSC Accounts 874 through
880.

Line 49, PSC Account 874, Mains and Services

These costs were functionalized to the Distribution-Demand, Distribution-Customer and Services
functions based on book cost for Line 31, PSC Account 376, Mains and Line 32, PSC Account
380, Services from the Book Cost of Plant work paper. It also iﬁcludes the reallocated portion of
PSC Account 856, Transmission Mains that represents the mains other than the New York
Facilities.

Line 50, PSC Account 878, Meters and House Regulators

These costs were functionalized directly to the Meters & House Regulators function.
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Line 51, PSC Account 879, Customer Installations

These costs were functionalized directly to the Customer Installation function.

Line 52, PSC Account 880, Other Expenses

These costs were functionalized to the Distribution-Demand, Distribution-Customer, Services and
the Meter & House Regulators functions based on Total Distribution Plant from the Book Cost of
Plant work paper, as well as to the Printing & Mailing a Bill function.

Line 53, PSC Account 885, Maintenance Supervision and Engineering

The supervision and engineering expense related to Maintenance was reallocated to maintenance

expenses PSC Accounts 886 through 893.

Line 54, PSC 886, Maintenance of Structures and Improvements

These costs were functionalized directly to the Distribution-Demand function.

Line 55, PSC Account 887, Maintenance of Mains

These costs include the reallocated portion of PSC Account 863, Transmission Mains that
represents the mains other than the New York Facilities System. A portion of these costs related to
Gas Interference expenses was functionalized to the Distribution-Demand, Distribution-Customer
and Services functions based on the book cost of PSC Account 376, Mains and PSC Account 380
Services, Lines 31 and 32 respectively in the Book Cost of Plant work paper. The remaining part
of this account was functionalized to the Distribution-Demand and Distribution-Customer
functions based on the book cost of PSC Account 376, Mains.

Line 56, PSC Accoimt 889, Maintenance of Measuring and Regulating Station Equipment

These costs were functionalized directly to the Distribution-Demand function.
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Line 57, PSC Account 892, Maintenance of Services

These costs were functionalized directly to the Services function,

Line 58, PSC Account 893, Maintenance of Meters and House Regulators

These costs were functionalized directly to the Meters & House Regulators function.

Line 59, Total Distribution Og‘ eration and Maintenance Expenses excluding Rents |

Total Distribution O & M Expenses excluding rents are equal to the sum of Line 48 through Line
58.

Lines 62, PSC Account 881, Rents

These costs are functionalized to the Distribution-Demand and Distribution-Customer, Services
and Meters & House Regulators functions based on the book cost of Distribution Plant.

Line 65, Total Distribution Expensés

Total Distribution Expenses, Line 65 equals the sum of Line 59 and Line 62.

Lines 69 through 73, PSC Accounts 901 through 905 — Customer Accounting / Uncollectibles
The total annual expenses for customer accounting and collecting including uncollectibles are
shown on Lines 69 through 73. The costs related to Payment Processing and Printing & Mailing a
Bill are allocated directly to their specific functions. The remaining costs consisting of meter
reading, and other accounting operations expenses were functionalized to the Customer
Accounting function. Costs related to the credit & collection function were

reallocated to competitive functions based on a revenue‘allocation. The Uncollectible expenses,

were reduced to exclude the commodity-related portion. Also, excluded was a portion that was
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allocated on a revenue basis to the Billing and Payment Processing functions. The remainder was
functionalized directly to the Uncollectibles function.

Line 77, PSC Accounts 907 through 916 — Total Customer Service

Customer Service expenses, excluding costs related to educational customer advertising that were
allocated to competitive functions based on a revenue allocation, were functionalized directly to
the Customer Service function.

Line 79, Total O & M Expenses

Total O & M Expenses, Line 79 is equal to the sum of Lines 7, 26, 43, 65, 74 and 77 in the
Total Operating Expense work sheet.

Line 82, PSC Accounts 920 through 931 Administrative and General Expenses

Company labor was used as the basis of functionalization for PSC Accounts 920, 921, 922, 923,
926, 929 and 931. PSC Account 924, 925, 928 and 930 were functionalized based on storage,
transmission and distribution (excluding rents) total O & M expenses.

Line 85 Unadjusted Total O& M

Unadjusted Total O & M, Line 85 equals the sum of Line 79 and Line 82.

Line 88, Miscellaneous Revenue Credits

The functionalized miscellaneous revenue credits on Line 88 represent the sum of PSC Account
488-Miscellaneous Service Revenues, PSC Account 489-Transportation of Gas Others (adjusted to
zero), PSC Account 493-Rent from Gas Property, PSC Account 494-Interdepartmental Rents and

PSC Account 495-Other Gas Revenues.
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Line 91, Total Adjusted O& M

Total Adjusted O & M, Line 91 is the sum of Line 85 and Line 88.

Lines 95 through 97 Other Expenses

Line 95, Depreciation & Amortization - Table 3, Page 2

Depreciation & Amortization expenses shown on Table 3, Page 2 were identified with each
reserve for depreciation account or group of accounts and functionalized, as well as adjusted, in
proportion to the corresponding reserve for depreciation accounts.

Line 96, Property Taxes - Table 3, Page 3

Property Taxes shown on Table 3, Page 3 were functionalized, based on the book cost of plant
excluding meters. The Common Plant portion of property taxes was functionalized on book cost of
common plant. The property taxes were also adjusted to include the property tax Reconciliation
Deferral included on the books of the Company in taxes other than FIT/SIT.

Line 97, Payroll & Misc. Taxes - Table 3, Page 4

Payroll & Miscellaneous Taxes shown on Table 3, Page 4 includes Federal and State
Unemployment Insurance Taxes and Federal Social Security Tax, and were functionalized on a
labor basis. Other state and local taxes were functionalized directly to Storage as they represented

taxes on the storage of gas in states outside of New York.

Line 98, Total Other Expenses
Total Other Expenses is the sum of Line 95-Depreciation & Amortization Expenses, Line 96-

Property Taxes and Line 97-Payroll & Miscellancous Taxes.
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Line 101, Total Operating Expenses — Table 3, Page 5

The Grand Total tabulated on Table 3, Page 5, Total Operating Expenses, is the sum of Line 91,

Total Adjusted O & M and Line 98, Total Other Expenses.

VIII - OPERATING REVENUES - TABLE 4, PAGE 1

Operating Revenues are tabulated on Table 4, Page 1. The Total Operating Revenues on Line 8
are calculated by the sum of Lines 1 through 6 as shown below.

Line 1, Revenues From Sales

The Base Revenues from Sales, shown on Line 1, reflect current rates, i.¢., rates effective October
1, 2009. This adjustment is needed to ensure that the study reflects current rate levels and shows
the correct relationship among the service classifications. The revenues associated with the cost of
gas have been excluded. In addition, revenues and gas costs are presented as if there are no
interruptible customers, while firm transportation customers have been priced as sales customers
and included in their appropriate service classifications.

Line 2, MFC — Supply Related Revenues

The MFC — Supply Related revenues shown on Line 2 are comprised of the annual MFC Supply
Related revenues.

Line 3, MFC — Collections Related Revenues

The Collections related revenues shown on Line 3 are comprised of the annual MFC Collections

Related revenues.
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Line 4, BPP Revenues

The BPP Revenues shown on Line 4 are comprised of the annual Billing and Payment Processing

revenues received from customers.

Line 5, Other Operating Revenues

Revenues from Other Operating Revenues work paper are shown on Line §.

Line 6, Revenue Adjustment

The Revenue Adjustment to adjust the study for the allowable Rate of Return is not used in this
study.

Line 8, Total Operating Revenues

Total Operating Revenues is the sum of Lines 1 through 6.

IX - STATE AND FEDERAL INCOME TAXES — TABLE S, PAGES 1 through 4

State Income Taxes are shown on Table 5, Pages 1 and 2. The State Income Tax Computation
shown on Table 5, Page 2 is 7.10% of taxable income plus SIT Adjustments, Table 5, Page 1.
Federal Income Taxes are shown on Table 5, Pages 3 and 4. The Federal Income Tax
Computation shown on Table 5, Page 4 is 35% of taxable income (less SIT) plus FIT
Adjustments, Table S, Page 3. SIT and 