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I. QUALIFICATIONS 1 

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 

A. My name is Jerrad S. Hammer.  My business address is 600 12th Street, Suite 300, 3 

Golden, Colorado 80401. 4 

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 5 

A. I am employed by SourceGas LLC (“SourceGas”) as Director – Rates and 6 

Regulatory.  I am employed in this capacity for SourceGas Distribution LLC 7 

(“SourceGas Distribution” or the “Company”), Rocky Mountain Natural Gas LLC 8 

(“Rocky Mountain”), and SourceGas Arkansas Inc. (“SGA”). 9 

Q. HOW LONG HAVE YOU BEEN EMPLOYED BY SOURCEGAS? 10 

A. I have been employed by SourceGas since April 2007. 11 

Q. WHAT ARE YOUR RESPONSIBILITIES AS DIRECTOR – RATES AND 12 

REGULATORY? 13 

A. As Director - Rates and Regulatory of SourceGas, my primary responsibility is to 14 

oversee the preparation of regulatory commission filings in Nebraska, Arkansas, 15 

Colorado and Wyoming.  I also oversee and perform other analyses and studies in 16 

connection with SourceGas’s financial performance and in evaluating various 17 

SourceGas projects.  In addition, I oversee and perform analyses supporting 18 

revenue requirements, cost allocation and rate design models.  19 

Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND 20 

EDUCATIONAL BACKGROUND. 21 

A. Prior to working at SourceGas, I was a Senior Associate at Black & Veatch 22 

Corporation from January 2002 through February 2007.  While at Black & Veatch, I 23 

was responsible for the preparation of numerous studies for natural gas and electric 24 

utilities.  Clients served include investor-owned utilities, publicly owned utilities and 25 

their customers.  The studies involved cost of service, cost allocation, rate design, 26 
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supply analysis, load forecasting, cost recovery mechanisms, and other economic 1 

matters. 2 

  I began my employment at SourceGas as a Senior Analyst.  In August 2008, 3 

I was promoted to Manager – Regulatory.  In January 2012, I was promoted to 4 

Senior Manager – Regulatory.  In September 2013, I was promoted to my current 5 

position as Director – Rates and Regulatory. 6 

  I hold a Bachelor of Science Degree in Finance from Washburn University 7 

and a Master of Business Administration Degree from the University of Missouri - 8 

Columbia. 9 

Q. HAVE YOU PREVIOUSLY APPEARED AS A WITNESS OR FILED TESTIMONY? 10 

A. Yes, I have.  In Nebraska, I filed testimony and appeared as a witness before the 11 

Nebraska Public Service Commission (the “Commission”) on behalf of SourceGas 12 

Distribution (i) in Docket No. FC-1327; (ii) in its 2009 and 2011 general rate cases, 13 

Docket Nos. NG-0060 and NG-0067, respectively; and (iii) in Docket No. NG-0072 14 

in support of the Company’s Application for an Infrastructure System Replacement 15 

(“ISR”) Cost Recovery Charge.   16 

  In Wyoming, I filed testimony and appeared before the Public Service 17 

Commission of Wyoming on behalf of SourceGas Distribution (i) regarding line 18 

extension matters in Docket No. 30022-106-GT-07; (ii) in support of the Company’s 19 

2010-2011 Wyoming rate case, Docket No. 30022-148-GR-10; (iii) in MGTC Inc.’s 20 

Application for a General Rate Increase in Docket No. 30003-52-GR-11; (iv) in 21 

support of the Company’s earnings levels in Docket No. 30022-192-GI-12; and (v) in 22 

support of the Company’s application for a certificate of public convenience and 23 

necessity to construct major utility facilities and implement certain tariff revisions to 24 

optimize its Casper Division transmission and storage assets in Docket No. 30022-25 

219-GA-13 (Record No. 13646). 26 
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  In Colorado, I filed testimony before the Public Utilities Commission of the 1 

State of Colorado (the “Colorado PUC”) on behalf of SourceGas Distribution in its 2 

2008 and 2010 general rate cases, Proceeding Nos. 08S-108G and 10AL-455G, 3 

respectively. 4 

  In Arkansas, I filed testimony before the Arkansas Public Service 5 

Commission on behalf of SGA (i) in its 2013 general rate case, Docket No. 13-079-6 

U; and (ii) in support of its application for approval of a special rate contract with Big 7 

River Steel LLC, Docket No. 14-014-P. 8 

II. OVERVIEW OF TESTIMONY AND EXHIBITS 9 

Q. WHAT AUTHORITY IS SOURCEGAS DISTRIBUTION SEEKING FROM THE 10 

COMMISSION? 11 

A. SourceGas Distribution respectfully requests a decision of the Commission 12 

authorizing the Company to put into effect the System Safety and Integrity Rider 13 

(“SSIR”) Tariff proposed in Exhibit I to this Application.  The Company also 14 

respectfully requests that the Commission, as part of its decision, authorize 15 

SourceGas Distribution’s initial System Safety and Integrity Rider Charges, as 16 

developed in Exhibit JSH-1 and set forth in Exhibit I to the Application on the 17 

Schedule of Rates and Other Charges, Sheet No. 7, of SourceGas Distribution’s 18 

Nebraska Gas Tariff No. 1 (the “Tariff”). 19 

Q. PLEASE SUMMARIZE YOUR DIRECT TESTIMONY IN THIS PROCEEDING. 20 

A. My Direct Testimony presents a Jurisdictional revenue deficiency analysis that 21 

reflects the impact of this Application and the Company’s pending applications in 22 

Docket Nos. NG-0072.1 and NG-0079, and supports the proposed SSIR Tariff from 23 

a policy perspective.  I also describe the Company’s proposed SSIR Tariff and the 24 

initial System Safety and Integrity Rider Charges, as developed in Exhibit JSH-1 25 

and set forth on the Schedule of Rates and Other Charges, Tariff Sheet No. 7, and 26 
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explain why the Commission should approve the SSIR Tariff and Charges as being 1 

just and reasonable and in the public interest. 2 

Q. HOW IS YOUR DIRECT TESTIMONY PRESENTED IN THIS PROCEEDING? 3 

A. After this overview section, my Direct Testimony is divided into the following four 4 

sections. 5 

Section III –  Jurisdictional Revenue Deficiency Analysis 6 

Section IV –  Policy Support for the Proposed SSIR Tariff 7 

Section V –   Mechanics of the Proposed SSIR Tariff 8 

Section VI –  Derivation of the Proposed System Safety and Integrity Rider 9 
Charges 10 

Q. ARE YOU PRESENTING ANY EXHIBITS IN CONNECTION WITH YOUR DIRECT 11 

TESTIMONY IN THIS PROCEEDING? 12 

A. Yes.  I will present the following two exhibits, which I prepared or compiled or 13 

caused to be prepared or compiled under my supervision. 14 

Exhibit JSH-1 –  Derivation of the Proposed System Safety and 15 
Integrity Rider Charges 16 

 17 
Exhibit JSH-2 –  Jurisdictional Revenue Deficiency 18 
 19 

Q. WILL YOU PRESENT ANY COMPANY EXHIBITS, IN WHOLE OR IN PART? 20 

A. Yes.  I will discuss SourceGas Distribution’s proposed SSIR Tariff to be added to 21 

the Company’s Tariff.  The Company’s proposed SSIR Tariff is provided as Exhibit I 22 

to the Company’s Application. 23 

Q. IS SOURCEGAS DISTRIBUTION PRESENTING DIRECT TESTIMONY OF ANY 24 

OTHER WITNESS IN SUPPORT OF ITS APPLICATION IN THIS PROCEEDING? 25 

A. Yes.  Company witness Mr. Charles A. Bayles, Director – Engineering and 26 

Regulatory Operations, is presenting Direct Testimony in this proceeding that 27 

describes the Company’s proposed SSIR Tariff and explains why it should be 28 

approved by the Commission as being just and reasonable and in the public 29 
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interest.  In his Direct Testimony, Mr. Bayles provides an overview of SourceGas 1 

Distribution’s natural gas pipeline system in Nebraska, describes the federal 2 

regulatory environment that causes the need for the proposed SSIR Tariff, 3 

describes the projects and initiatives that are to be covered under the proposed 4 

SSIR Tariff, and details SourceGas’s projected capital costs and operating 5 

expenses for 2014 for those projects and initiatives. 6 

III. JURISDICTIONAL REVENUE DEFICIENCY ANALYSIS 7 

Q. DO SOURCEGAS DISTRIBUTION’S EXISTING RATES GENERATE A 8 

JURISDICTIONAL REVENUE DEFICIENCY COMPARED WITH ITS CURRENT 9 

REVENUE REQUIREMENT?  10 

A. Yes.  Under its existing rates, SourceGas Distribution experiences a jurisdictional 11 

revenue deficiency compared with its current revenue requirement. 12 

Q. HAVE YOU PREPARED A JURISDICTIONAL REVENUE DEFICIENCY 13 

ANALYSIS? 14 

A. Yes.  Exhibit JSH-2 consists of six tables which show the Company’s revenue 15 

deficiency for its Nebraska Jurisdictional customers for calendar year 2014 (the 16 

“Test Year”) at the rates currently authorized by the Commission.  As shown in 17 

Exhibit JSH-2, Table 1, Line 5, the Company has calculated a revenue deficiency for 18 

calendar year 2014 from its Nebraska Jurisdictional customers of approximately 19 

$4.5 million.  The revenue deficiency calculations in Exhibit JSH-2 are based on:  (i) 20 

the 9.60% return on equity approved by the Commission in Docket No. NG-0067; (ii) 21 

the Company’s current cost of debt and current capital structure (which lower the 22 

Commission-approved weighted cost of capital to 7.30% from 7.67%, as shown in 23 

Exhibit JSH-2, Table 3); (iii) Test Year rate base expenses and Jurisdictional 24 

revenues; (iv) the Commission-approved cost of service study allocations from 25 

Docket No. NG-0067; and (v) no rate case expenses. 26 
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Because of this significant revenue deficiency, the Company planned to file a 1 

general rate case on or about April 1, 2014.  Rate cases are costly, resource 2 

intensive and time consuming endeavors.  The approximately $4.5 million revenue 3 

deficiency shown in Exhibit JSH-2 does not include rate case expense or any 4 

potential increase in the authorized return on equity.  In Docket No. NG-0067, the 5 

Commission approved the Company’s total rate case expense of $800,450, 6 

amortized over three years at $266,817 per year.  Including the Company’s rate 7 

case expense, therefore, would increase the revenue deficiency to more than $4.75 8 

million, at the Company’s currently authorized return on equity of 9.60%.  In 9 

addition, the Company collected from its Jurisdictional customers through the State 10 

Regulatory Assessment Surcharge approximately $560,000 of rate case expense in 11 

Docket No. NG-0067 for the charges of the Public Advocate and his consultants and 12 

the Commission’s consultants.  Reflecting that additional cost, the total amount that 13 

the Company would be requesting jurisdictional customers to pay for through a 14 

general rate case proceeding would have been more than $5.25 million in the first 15 

year of new rates. 16 

Through discussions with the Public Advocate and Commission Staff, the 17 

Company explored creative solutions to avoid having to file the planned general rate 18 

case at this time.  This Application, the Company’s application filed in accordance 19 

with Sections 66-1865 and 66-1866 of the Act (Docket No. NG-0072.1) and its 20 

application for an order authorizing it to reflect prospectively changed depreciation 21 

rates on its Nebraska books of account (Docket No. NG-0079) are the three 22 

essential components of the creative solution that, if approved, will enable the 23 

Company to not file its planned general rate case at this time. 24 

Q. IF THE COMMISSION APPROVES THIS APPLICATION AND THE 25 

APPLICATIONS THAT IT IS CONSIDERING IN DOCKET NOS. NG-0072.1 AND 26 



Prefiled Direct Testimony of Jerrad S. Hammer – Docket No. NG-0078 

7 

NG-0079, WOULD THE COMPANY STILL HAVE A JURISDICTIONAL REVENUE 1 

DEFICIENCY COMPARED WITH ITS CURRENT REVENUE REQUIREMENT? 2 

A. Yes.  Exhibit JSH-2 incorporates into the jurisdictional revenue deficiency 3 

calculation the Company’s revenue proposals in Docket Nos. NG-0072.1 and NG-4 

0078 and a reduction in depreciation expense in Docket No. NG-0079. 5 

As shown on Line 8 of Exhibit JSH-2, Table 1, even if the Commission 6 

approves this Application and the Company’s application in Docket No. NG-0072.1, 7 

the Company still would have a Test Year revenue deficiency for its Jurisdictional 8 

customers of approximately $2.56 million at the currently authorized 9.60% return 9 

on equity and prior to reflecting rate case expenses.  The approximately $2.56 10 

million revenue deficiency is substantial – it represents approximately 6.55% of the 11 

Company’s Jurisdictional net cost of service ($2,561,576 divided by the $39,130,250 12 

shown on Line 3 of Exhibit JSH-2, Table 1).  The Company would have to address 13 

this revenue deficiency in a general rate case filing. 14 

  As shown on Line 10 of Exhibit JSH-2, Table 1, even if the Commission 15 

approves this Application and the Company’s applications in both Docket Nos. NG-16 

0072.1 and Docket No. NG-0079, SourceGas Distribution still would have a Test 17 

Year revenue deficiency for its Jurisdictional customers of approximately $0.94 18 

million at the currently authorized 9.60% return on equity and prior to reflecting rate 19 

case expenses.  This analysis demonstrates that the Commission’s approval of this 20 

Application and the Company’s applications in Docket Nos. NG-0072.1 and NG-21 

0079 would not cause the Company to exceed its authorized rate of return.  At the 22 

same time, the Commission’s approval of the three applications will reduce the 23 

Company’s revenue deficiency to a level that will allow the Company to avoid its 24 

planned general rate case at this time. 25 

Q. PLEASE BRIEFLY DESCRIBE TABLES 2-6 OF EXHIBIT JSH-2. 26 



Prefiled Direct Testimony of Jerrad S. Hammer – Docket No. NG-0078 

8 

A. Exhibit JSH-2, Table 2, consists of Schedules A through E and contains the detailed 1 

calculation of the Nebraska Total State and Jurisdictional revenue requirement for 2 

the Test Year.  Schedule A is the revenue requirement summary schedule, and 3 

does not factor into the calculation rate case expense or any potential increase in 4 

the Company’s currently authorized return on equity.  Schedule B shows the 5 

derivation of rate base used in the revenue requirement calculation.  Schedule C 6 

shows the operating expenses used in the revenue requirement calculation.  7 

Schedule D shows the calculation of depreciation and amortization expense used in 8 

the revenue requirement calculation.  Schedule E shows the calculation of income 9 

taxes used in the revenue requirement calculation. 10 

  Exhibit JSH-2, Table 3, consists of Schedules A through C and contains the 11 

detailed calculation of the weighted cost of capital used by the Company in the 12 

revenue requirement calculation.  Schedule A shows that the overall weighted cost 13 

of capital for the Company, using the current SourceGas capital structure and cost 14 

of debt and the Commission-approved return on equity of 9.60%, is 7.30%.  15 

Schedule B shows the detailed calculation of the Company’s current weighted 16 

average cost of debt.  Schedule C shows the derivation of the capital structure that 17 

the Company used in the revenue requirement analysis. 18 

  Exhibit JSH-2, Table 4, shows the revenue requirement and net cost of 19 

service as determined by the class cost of service model.  All of the allocation 20 

factors used in the class cost of service model were approved by the Commission in 21 

Docket No. NG-0067.  My workpapers contain the detailed class cost of service 22 

schedules supporting Exhibit JSH-2, Table 4. 23 

  Exhibit JSH-2, Table 5, consists of Schedules A through D and contains the 24 

calculation of the total Jurisdictional Test Year revenues used in the development of 25 

the revenue deficiency presented in Exhibit JSH-2, Table 1.  Schedule A shows the 26 
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development of the unadjusted Jurisdictional base year revenues (twelve months 1 

ended December 31, 2013) using the currently authorized Commission rates.  2 

Schedule B shows the development of Test Year revenues using the currently 3 

authorized Commission rates.  The only adjustments to the base year that are 4 

reflected in Schedule B are an adjustment for weather normalization and an 5 

adjustment to reflect a full year impact of the Company’s Pipeline Replacement 6 

Charge.  Schedule C summarizes the two adjustments to the base year revenues 7 

the Company made when calculating the Test Year revenues.  Schedule D shows 8 

the calculation of other operating revenues the Company used in the development 9 

of the revenue deficiency. 10 

  Exhibit JSH-2, Table 6, shows the impact of the Company’s proposed 11 

depreciation rates in Docket No. NG-0079 for both Nebraska Total State and for 12 

Jurisdictional customers.  Lines 1 through 7 of Table 6 show the impact of the 13 

change in depreciation rates based on plant in service as of December 31, 2013, 14 

and Lines 8 through 14 of Table 6 show the impact for the projected December 31, 15 

2014 plant balances. 16 

IV. POLICY SUPPORT FOR THE PROPOSED SSIR TARIFF 17 

Q. WHAT IS THE PURPOSE OF THE PROPOSED SSIR TARIFF? 18 

A. The proposed SSIR Tariff is designed to collect Eligible System Safety and Integrity 19 

Costs associated with System Safety and Integrity Projects (“Projects”). 20 

Q. HOW DOES THE PROPOSED SSIR TARIFF DEFINE THE TERM “ELIGIBLE 21 

SYSTEM SAFETY AND INTEGRITY COSTS?” 22 

A. The proposed SSIR Tariff defines Eligible System Safety and Integrity Costs to 23 

mean (i) a return, at a percentage equal to the Company’s currently authorized 24 

weighted average cost of capital grossed up for taxes, on the projected increase in 25 

the jurisdictional component of the month ending net plant in-service balances 26 
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associated with the Projects for the particular calendar year in which the System 1 

Safety and Integrity Rider Charge will be in effect, exclusive of all plant in-service 2 

included in the determination of the revenue requirements approved in the 3 

Company’s last general rate case; (ii) the plant-related ownership costs associated 4 

with such incremental plant investment, including depreciation, accumulated 5 

deferred income taxes (“ADIT”), and all taxes including income taxes and property 6 

taxes; and (iii) the projected jurisdictional component of the operation and 7 

maintenance (“O&M”) expenses related to the Projects for the particular calendar 8 

year in which the System Safety and Integrity Rider Charge will be in effect.   9 

Q. HOW IS THE TERM “SYSTEM SAFETY AND INTEGRITY PROJECTS” DEFINED 10 

IN THE PROPOSED SSIR TARIFF? 11 

A. The proposed SSIR Tariff defines System Safety and Integrity Projects to mean one 12 

or more of the following four types of Projects: 13 

1. Projects to comply with Code of Federal Regulations Title 49 14 
(Transportation), Part 192 (Transportation of Natural and Other Gas 15 
by Pipeline:  Minimum Federal Safety Standards), Subpart O (Gas 16 
Transmission Pipeline Integrity Management), including projects in 17 
accordance with the Company’s transmission integrity management 18 
program (“TIMP”) and projects in accordance with State enforcement 19 
of Subpart O and the Company’s TIMP; 20 

2. Projects to comply with Code of Federal Regulations Title 49 21 
(Transportation), Part 192 (Transportation of Natural and Other Gas 22 
by Pipeline:  Minimum Federal Safety Standards), Subpart P (Gas 23 
Distribution Pipeline Integrity Management), including projects in 24 
accordance with the Company’s distribution integrity management 25 
program (“DIMP”) and projects in accordance with State enforcement 26 
of Subpart P and the Company’s DIMP; 27 

3. Projects to comply with final rules and regulations of the U.S. 28 
Department of Transportation’s Pipeline and Hazardous Materials 29 
Safety Administration (“PHMSA”) that become effective on or after 30 
the filing date of this Application requesting approval of the SSIR 31 
Tariff; and 32 

4. Facility relocation projects with a per-project total cost of $20,000 or 33 
more, exclusive of all costs that have been, are being, or will be 34 
reimbursed otherwise, that are required due to construction or 35 
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improvement of a highway, road, street, public way or other public 1 
work by or on behalf of the United States, the State of Nebraska, a 2 
political subdivision of the State of Nebraska or another entity having 3 
the power of eminent domain. 4 

 Mr. Bayles addresses these four types of Projects in his Direct Testimony. 5 

Q. ARE JURISDICTIONAL UTILITIES IN NEBRASKA AUTHORIZED TO RECOVER 6 

ELIGIBLE INFRASTRUCTURE SYSTEM REPLACEMENT, OR ISR, COSTS OF 7 

JURISDICTIONAL UTILITY PLANT PROJECTS? 8 

A. Yes.  Section 66-1865(1) of the State Natural Gas Regulation Act (the “Act”) states, 9 

in part, that “[b]eginning January 1, 2010, a jurisdictional utility may file an 10 

application and proposed rate schedules with the commission to establish or change 11 

infrastructure system replacement cost recovery charge rate schedules that will 12 

allow for the adjustment of the jurisdictional utility’s rates and charges to provide for 13 

the recovery of costs for eligible infrastructure system replacements.” 14 

Section 66-1802(6) of the Act defines “eligible infrastructure system 15 

replacement” to mean “jurisdictional utility plant projects that:  (a) Do not increase 16 

revenue by directly connecting the infrastructure system replacement to new 17 

customers; (b) Are in service and used and required to be used; (c) Were not 18 

included in the jurisdictional utility’s rate base in its most recent general rate 19 

proceeding; and (d) May enhance the capacity of the system but are only eligible for 20 

infrastructure system replacement cost recovery to the extent the jurisdictional utility 21 

plant project constitutes a replacement of existing infrastructure.” 22 

Section 66-1802(14) of the Act defines “jurisdictional utility plant projects” to 23 

mean:  “(a) Mains, valves, service lines, regulator stations, vaults, and other pipeline 24 

system components installed to comply with state or federal safety requirements as 25 

replacements for existing facilities; (b) Main relining projects, service line insertion 26 

projects, joint encapsulation projects, and other similar projects extending the useful 27 
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life or enhancing the integrity of the pipeline system components undertaken to 1 

comply with state or federal safety requirements; and (c) Facility relocations 2 

required due to construction or improvement of a highway, road, street, public way, 3 

or other public work by or on behalf of the United States, this state, a political 4 

subdivision of this state, or another entity having the power of eminent domain, if the 5 

costs related to such relocations have not been reimbursed to the jurisdictional 6 

utility.” 7 

Q. HAS SOURCEGAS DISTRIBUTION FILED ANY APPLICATIONS AND 8 

PROPOSED RATE SCHEDULES WITH THE COMMISSION TO ESTABLISH OR 9 

CHANGE AN ISR COST RECOVERY CHARGE? 10 

A. Yes.  On March 15, 2013, SourceGas Distribution filed an application with the 11 

Commission requesting authorization to establish an ISR cost recovery charge that 12 

adjusts Customer Charges.  By its Order Approving Infrastructure System 13 

Replacement Recovery Charge, issued in Docket No. NG-0072 on June 25, 2013, 14 

the Commission approved an ISR cost recovery charge for SourceGas Distribution, 15 

effective July 1, 2013, that appears on customers’ bills as the “Pipeline 16 

Replacement Charge.”  The Pipeline Replacement Charge recovers the cost of 17 

eligible jurisdictional utility plant projects that were closed to plant on or before 18 

February 28, 2013. 19 

On May 1, 2014, SourceGas Distribution filed an application with the 20 

Commission requesting authorization to change the ISR cost recovery charge.  The 21 

proposed changed ISR cost recovery charge also will recover the cost of eligible 22 

jurisdictional utility plant projects that were closed to plant from March 1, 2013 23 

through April 30, 2014.  The Commission is considering that application in Docket 24 

No. NG-0072.1. 25 
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Q. DID THE COMPANY DEVELOP ITS PROPOSED SSIR TARIFF BASED UPON 1 

THE ISR COST RECOVERY CHARGE RATE SCHEDULES THAT THE 2 

COMPANY IS AUTHORIZED TO FILE UNDER SECTIONS 66-1865 AND 66-1866 3 

OF THE ACT? 4 

A. No.  The Company developed its proposed SSIR Tariff based upon the System 5 

Safety and Integrity Rider that the Colorado PUC approved for SourceGas 6 

Distribution’s affiliate, Rocky Mountain, in Decision No. R14-0114 mailed on January 7 

30, 2014, in consolidated Proceeding Nos. 13A-0046G et al.  Rocky Mountain’s 8 

System Safety and Integrity Rider has been in effect as of March 1, 2014. 9 

Although certain “jurisdictional utility plant projects” under the Act might be 10 

“Projects” under the Company’s proposed SSIR Tariff, and vice versa, SourceGas 11 

Distribution did not develop its proposed SSIR Tariff based upon the ISR cost 12 

recovery charge rate schedules that the Company is authorized to file under the Act.  13 

There are several fundamental differences between the Company’s proposed SSIR 14 

Tariff and the ISR cost recovery charge rate schedules that the Company is 15 

authorized to file under the Act. 16 

Q. WHAT ARE THE FUNDAMENTAL DIFFERENCES BETWEEN THE COMPANY’S 17 

PROPOSED SSIR TARIFF AND THE ISR COST RECOVERY CHARGE RATE 18 

SCHEDULES THAT THE COMPANY IS AUTHORIZED TO FILE UNDER THE 19 

ACT? 20 

A. The differences are:  (i) the timing of cost recovery, (ii) the ability to timely recover 21 

all eligible costs, (iii) the types of costs eligible for recovery, and (iv) the timing of 22 

the regulatory process and stakeholder knowledge. 23 

Q. PLEASE DESCRIBE THE DIFFERENCE IN THE TIMING OF COST RECOVERY 24 

BETWEEN THE PROPOSED SSIR TARIFF AND THE ISR COST RECOVERY 25 

CHARGE RATE SCHEDULES UNDER THE ACT. 26 
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A. The timing of the Company’s recovery of costs is the most important fundamental 1 

difference between the Company’s proposed SSIR Tariff and the ISR cost recovery 2 

charge rate schedules under the Act.  There is substantial lag time under the Act 3 

between the time the Company incurs a cost of a jurisdictional utility plant project 4 

and the time the Company can start recovering that cost after Commission approval.  5 

Under the Company’s proposed SSIR Tariff, it may recover a cost of a Project 6 

concurrent with its incurrence of that cost. 7 

Section 66-1802(6)(b) of the Act states that the Company may recover a 8 

cost of a jurisdictional utility plant project that is “in service.”  Section 66-1866(4) of 9 

the Act states that a jurisdictional utility “may apply for a change in any infrastructure 10 

system replacement cost recovery charge rate schedules approved pursuant to this 11 

section no more than once in any twelve-month period.”  Section 66-1866(3)(c) 12 

states that the Commission “shall issue an order to become effective not later than 13 

one hundred twenty days after the application is filed, except that the commission 14 

may, for good cause, extend such period for an additional thirty days.”  15 

Consequently, the time between when the Company incurs the cost of a 16 

jurisdictional utility plant project and the time the Company can start recovering that 17 

cost may be up to one and one-half years. 18 

To address this substantial lag time, SourceGas Distribution seeks 19 

authorization to recover costs associated with the defined Projects concurrent with 20 

the incurrence of those costs.  The recovery of capital Eligible System Safety and 21 

Integrity Costs is based upon the timing of the “month ending net plant in-service 22 

balances associated with the Projects for the particular calendar year in which the 23 

SSIR rates shall be in effect.”  Thus, the timing of the Company’s recovery of capital 24 

Eligible System Safety and Integrity Costs through the System Safety and Integrity 25 

Rider Charge will track the timing of the Company’s incurrence of those costs. 26 
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Q. PLEASE DESCRIBE THE DIFFERENCE IN THE COMPANY’S ABILITY TO 1 

TIMELY RECOVER ALL ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS 2 

UNDER THE PROPOSED SSIR TARIFF AND ELIGIBLE ISR COSTS UNDER 3 

THE ACT. 4 

A. The Act places a cap on a jurisdictional utility’s ability to timely recover eligible ISR 5 

costs.  The Company’s proposed SSIR Tariff does not include such a cap. 6 

  Section 66-1866(6)(b) of the Act states that the monthly ISR cost recovery 7 

charge rate “shall not increase more than fifty cents per residential customer over 8 

the base rates in effect at the time of the initial filing for any infrastructure system 9 

replacement cost recovery charge rate schedules.”  Consequently, if a jurisdictional 10 

utility identifies eligible ISR costs that would increase the monthly ISR cost recovery 11 

charge rate by more than 50 cents, the utility cannot timely recover any eligible ISR 12 

costs that cause the monthly ISR cost recovery charge rate to exceed the 50-cent 13 

increase, regardless of the nature of the jurisdictional utility plant project that causes 14 

such ISR costs.  15 

  Under the proposed SSIR Tariff, the Company will be able to recover all 16 

Eligible System Safety and Integrity Costs concurrent with its incurrence of those 17 

costs.  All Projects are important to assure pipeline system safety and integrity.  The 18 

timely recovery of the costs of such Projects supports the continued improvement of 19 

the safety and integrity of the Company’s jurisdictional gas system.  It also means 20 

that the Company will avoid having its earned return eroded by the delayed recovery 21 

of those costs. 22 

Q. PLEASE PUT INTO CONTEXT THE POTENTIAL EFFECT OF THE LACK OF A 23 

CAP ON THE COMPANY’S ABILITY TO TIMELY RECOVER ELIGIBLE SYSTEM 24 

SAFETY AND INTEGRITY COSTS UNDER THE PROPOSED SSIR TARIFF. 25 
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A. In this Application, the Company is proposing a System Safety and Integrity Rider 1 

Charge applicable to Residential Service of $0.93 per month, or $11.16 a year.  The 2 

proposed $0.93 per month represents a 1.375% increase in a Residential 3 

customer’s total average monthly bill, as shown in Exhibit JSH-1, Table 1.  This 4 

adjustment means that the costs of ensuring the safety and integrity of the 5 

Company’s pipeline system will be recovered concurrent with the implementation of 6 

the Projects that secure the safety and integrity of the system.  This adjustment also 7 

means that the costs of ensuring the safety and integrity of the Company’s pipeline 8 

system are recovered gradually over time rather than through a larger adjustment 9 

over a shorter period of time if the recovery of those costs had to be delayed until a 10 

general rate case filing. 11 

Q. PLEASE DESCRIBE THE DIFFERENCE BETWEEN THE TYPES OF COSTS 12 

ELIGIBLE TO BE RECOVERED UNDER THE PROPOSED SSIR TARIFF AND 13 

THE TYPES OF COSTS ELIGIBLE TO BE RECOVERED UNDER THE ACT. 14 

A. The Act authorizes jurisdictional utilities to recover capital-related costs but not O&M 15 

expenses.  The Company’s proposed SSIR Tariff will allow the Company to recover 16 

both capital costs and O&M expenses of System Safety and Integrity Projects. 17 

  Section 66-1866(3)(c) states that the Commission, upon finding that an 18 

application complies with the requirements of the Act, “shall enter an order 19 

authorizing the jurisdictional utility to impose an infrastructure system replacement 20 

cost recovery charge rate that is sufficient to recover appropriate pretax revenue.”  21 

Section 66-1802(2) defines “appropriate pretax revenue” to mean “the revenue 22 

necessary to produce net operating income equal to:  (a) The jurisdictional utility's 23 

weighted cost of capital multiplied by the net original cost of eligible infrastructure 24 

system replacements, including recognition of accumulated deferred income taxes 25 

and accumulated depreciation associated with eligible infrastructure system 26 
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replacements which are included in an infrastructure system replacement cost 1 

recovery charge; (b) Recovery of state, federal, and local income or excise taxes 2 

applicable to such income; and (c) Recovery of depreciation expenses.”  O&M 3 

expenses are not reflected in “appropriate pretax revenue.” 4 

  The Company’s proposed SSIR Tariff, in contrast, includes in the definition 5 

of Eligible System Safety and Integrity Costs “the projected jurisdictional component 6 

of the operation and maintenance expenses related to the Projects for the particular 7 

calendar year in which the System Safety and Integrity Rider Charge shall be in 8 

effect” as well as the impact of property taxes. 9 

Q. WHY DOES THE COMPANY’S PROPOSED SSIR TARIFF INCLUDE O&M 10 

EXPENSES AS A TYPE OF ELIGIBLE SYSTEM SAFETY AND INTEGRITY 11 

COSTS? 12 

A. Not all System Safety and Integrity Projects qualify to be capital projects.  13 

Accounting standards dictate that some types of System Safety and Integrity 14 

Projects must be recorded on the Company’s books as O&M expenses.  If a System 15 

Safety and Integrity Project does not extend the life of the pipeline, then the costs of 16 

that Project are O&M expenses.  One example of an O&M System Safety and 17 

Integrity Project is the hydrostatic testing that SourceGas Distribution is conducting 18 

on the McCook Lateral to verify the maximum allowable operating pressure (MAOP) 19 

of that pipeline.  Mr. Bayles describes this Project in Section II.I.4 of his Exhibit 20 

CAB-17.  Another example is the repair of a pipeline anomaly (e.g., a dent) that 21 

does not extend the life of the pipeline but is essential to the continued safety and 22 

integrity of the pipeline.  A Project that has to be recorded as an O&M expense is no 23 

less important for ensuring pipeline system safety and integrity than if it is recorded 24 

as a capitalized cost.  The Company’s proposed SSIR Tariff does not base cost 25 
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recovery eligibility on the type of cost, but rather on whether the activity generating 1 

the cost qualifies as a System Safety and Integrity Project. 2 

Q. PLEASE DESCRIBE THE DIFFERENCE IN THE TIMING OF THE REGULATORY 3 

PROCESS AND STAKEHOLDER KNOWLEDGE BETWEEN THE PROPOSED 4 

SSIR TARIFF AND THE ISR COST RECOVERY CHARGE RATE SCHEDULES 5 

UNDER THE ACT. 6 

A. ISR cost recovery under the Act is reactive.  The process under the Company’s 7 

proposed SSIR Tariff is proactive. 8 

Under the ISR cost recovery process in Section 66-1866 of the Act, a 9 

jurisdictional utility files an application reporting on its jurisdictional utility plant 10 

projects that already have been completed.  The focus of the Public Advocate’s 11 

involvement with the application filing is to “confirm that the underlying costs are in 12 

accordance with the State Natural Gas Regulation Act and to confirm proper 13 

calculation of the proposed infrastructure system replacement cost recovery charge 14 

rates and rate schedules.”  Act, Section 66-1866(3)(b).  The focus of the 15 

Commission’s involvement with the application filing is to determine whether the 16 

“application complies with the requirements of the act.”  Act, Section 66-1866(3)(d). 17 

  The Company’s proposed SSIR Tariff enables the Company to recover its 18 

Eligible System Safety and Integrity Costs concurrent with the Company’s 19 

incurrence of those costs.  It also is designed to heighten and enhance the focus on 20 

pipeline system safety and integrity by making the Company’s upcoming System 21 

Safety and Integrity Projects transparent to regulatory stakeholders.  Under the 22 

proposed SSIR Tariff, SourceGas Distribution will file with the Commission each 23 

year by November 1st, and simultaneously provide to the Public Advocate, an 24 

application that describes in detail all of the System Safety and Integrity Projects 25 

that the Company has identified for the following calendar year (the “Annual 26 
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Application”).  The Company, the Public Advocate and Commission Staff then could 1 

meet with the Company to obtain further information on the Company’s Projects for 2 

the upcoming calendar year and for the Company to answer any questions about 3 

those Projects.  After SourceGas Distribution has conducted its Projects for a 4 

particular year, the Company will make a filing by April 1st of the following year that 5 

reports on the implementation of those Projects and explains how the Project costs 6 

were managed and any deviations between budgeted and actual costs (the “Annual 7 

Report”).  Thus, the proposed SSIR Tariff provides the Commission and the Public 8 

Advocate with a look forward to the Company’s efforts to ensure system safety and 9 

integrity and a look backward to ensure that the Company implemented those 10 

efforts appropriately, timely and on budget. 11 

Q. WHY DID THE COMPANY FILE AN APPLICATION IN ACCORDANCE WITH THE 12 

ACT TO CHANGE ITS ISR COST RECOVERY CHARGE WHEN IT ALSO FILED 13 

THIS APPLICATION TO IMPLEMENT A SYSTEM SAFETY AND INTEGRITY 14 

RIDER CHARGE? 15 

A. The ISR cost recovery charge captures eligible ISR costs that already have been 16 

incurred but not recovered.  The System Safety and Integrity Rider Charge recovers 17 

Eligible System Safety and Integrity Costs as they are being incurred.  The ISR cost 18 

recovery charge that the Commission authorized in Docket No. NG-0072 is 19 

recovering eligible ISR costs associated with projects that were closed to plant on or 20 

before February 28, 2013.  The System Safety and Integrity Rider Charge that the 21 

Company is requesting by this Application addresses Eligible System Safety and 22 

Integrity Costs to be incurred for the period May 1, 2014 through December 31, 23 

2014.  On May 1, 2014, the Company filed an application to change the ISR cost 24 

recovery charge to also recover the cost of jurisdictional utility plant projects that 25 

were closed to plant from March 1, 2013 through April 30, 2014 (see Docket No. 26 
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NG-0072.1).  Without the approval of that application, the Company will not be able 1 

to recover the cost of jurisdictional utility plant projects closed to plant during that 2 

time period until its next general rate case.  3 

Q. IF THE COMMISSION APPROVES THIS APPLICATION AND THE COMPANY’S 4 

APPLICATION TO CHANGE ITS ISR COST RECOVERY CHARGE (DOCKET NO. 5 

NG-0072.1), DOES THE COMPANY EXPECT THAT IT WOULD MAKE ANY 6 

ADDITIONAL FILINGS UNDER SECTIONS 66-1865 AND 66-1866 OF THE ACT? 7 

A. No.  Even though the Company did not develop its proposed SSIR Tariff upon the 8 

ISR cost recovery charge rate schedules that the Company is authorized to file 9 

under the Act, and even though not all “jurisdictional utility plant projects” under the 10 

Act might qualify as “Projects” under the Company’s proposed SSIR Tariff, and vice 11 

versa, the Company expects that it would not make any additional filings under 12 

Sections 66-1865 and 66-1866 of the Act if the Commission approves this 13 

Application and the Company’s application filed in Docket No. NG-0072.1.  There 14 

will be no need to do so.  Instead, the Company will make annual filings under the 15 

then-effective SSIR Tariff to change its System Safety and Integrity Rider Charge. 16 

V. MECHANICS OF THE PROPOSED SSIR TARIFF 17 

Q. HOW WILL SOURCEGAS DISTRIBUTION DETERMINE THE JURISDICTIONAL 18 

COMPONENT OF THE REVENUE REQUIREMENT? 19 

A. The Company will determine the jurisdictional component of the revenue 20 

requirement by using the cost allocation principles adopted by the Commission in 21 

SourceGas Distribution’s most recent general rate case, Docket No. NG-0067. 22 

Q. DOES THE DEFINITION OF ELIGIBLE SYSTEM SAFETY AND INTEGRITY 23 

COSTS IDENTIFY CERTAIN COSTS THAT ARE EXCLUDED FROM THAT 24 

DEFINITION? 25 
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A. Yes.  The definition of Eligible System Safety and Integrity Costs states that the 1 

return and income taxes and plant-related costs associated with improvements or 2 

upgrades to facilities, made at the discretion of the Company to extend service or for 3 

future growth that is not specifically required by a statute or regulation, will be 4 

excluded from Eligible System Safety and Integrity Costs.  Such discretionary 5 

improvements or upgrades to facilities are sometimes referred to as “betterments,” 6 

and would include extensions of main beyond the length of the existing facilities to 7 

extend service and increases in pipe size for customer growth.  The Company will 8 

calculate the value of any betterments and deduct that cost from the total cost of the 9 

Project to be included in the SSIR Tariff. 10 

Q. DOES SOURCEGAS DISTRIBUTION’S DEFINITION OF SYSTEM SAFETY AND 11 

INTEGRITY PROJECTS ADDRESS HOW THE COMPANY IS TO ANALYZE 12 

PROJECTS? 13 

A. Yes.  The definition of System Safety and Integrity Projects states that the Company 14 

will analyze Projects based upon objective criteria.  Such objective criteria include, 15 

but are not necessarily limited to:  specific regulatory requirements, threat 16 

assessment, corrosion control analysis, pipeline vintage, pipeline material, pipeline 17 

design and class location, pipeline configuration and segmentation, pipeline system 18 

constraints, pipeline replacement history, population density, pipeline maintenance 19 

and internal inspection history, pipeline piggability, existence and reliability of 20 

pipeline asset and testing records, pipeline leakage and other incident history, 21 

subject matter expert knowledge, Project timeframe, weather and climate 22 

constraints on the construction season, permitting constraints, probability of pipeline 23 

testing failures and dewatering constraints, service outage management, and 24 

pipeline source of supply and availability of alternate gas supply.  As part of its 25 

analysis, the Company also will identify and describe the proposed Projects that are 26 
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for high-risk gas infrastructure by providing its risk assessment for each such Project 1 

including, if applicable, the probability of failure, the consequences of failure for the 2 

Project and how it prioritized the Project for which it seeks recovery. 3 

Q. DID ROCKY MOUNTAIN IDENTIFY SUCH OBJECTIVE CRITERIA IN THE 4 

VERSION OF THE SYSTEM SAFETY AND INTEGRITY RIDER FILED WITH ITS 5 

APPLICATION? 6 

A. No.  At the request of the Colorado Office of Consumer Counsel, Rocky Mountain 7 

agreed to include such objective criteria in the version of the System Safety and 8 

Integrity Rider ultimately approved by the Colorado PUC.  SourceGas Distribution 9 

proposes to use the same type of objective criteria in its proposed SSIR Tariff in 10 

Nebraska. 11 

Q. HOW WILL SOURCEGAS DISTRIBUTION IMPLEMENT ITS SYSTEM SAFETY 12 

AND INTEGRITY RIDER CHARGES? 13 

A. As I discussed in the previous section of my Direct Testimony, each proposed 14 

revision in the System Safety and Integrity Rider Charges will be accomplished by 15 

the Company filing the Annual Application by November 1st to take effect on the 16 

following January 1st.  The Company will include in its Annual Application all 17 

pertinent information and supporting data related to Eligible System Safety and 18 

Integrity Costs, including, at a minimum, Project description and scope, Project 19 

costs and in-service date.  The Company will file the first Annual Application by 20 

November 1, 2014, to take effect on January 1, 2015, to recover projected 2015 21 

Eligible System Safety and Integrity Costs and to continue recovering projected 22 

2014 Eligible System Safety and Integrity Costs. 23 

In addition, the Company is willing to meet with the Public Advocate and 24 

Commission Staff each year after the Annual Application is filed to explain the 25 
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Company’s plans for the upcoming calendar year and answer questions about the 1 

Annual Application. 2 

Q. BECAUSE THIS APPLICATION IS BEING FILED IN THE MIDDLE OF A 3 

CALENDAR YEAR RATHER THAN ON OR ABOUT NOVEMBER 1ST, IS THE 4 

COMPANY PROPOSING A PARTICULAR APPROACH TO RECOVER 2014 5 

ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS?  6 

A. Yes.  The Company is proposing to collect Eligible System Safety and Integrity 7 

Costs projected for the period May 1, 2014 through December 31, 2014 through the 8 

System Safety and Integrity Rider Charge based on the revenue requirement of 9 

those Eligible System Safety and Integrity Costs over the period November 1, 2014, 10 

through December 31, 2015, divided by the number of customer bills for that 14-11 

month period. 12 

Q. WHY IS THE COMPANY PROPOSING THIS APPROACH TO RECOVER 2014 13 

ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS? 14 

A. The Company is proposing this approach because of the timing of this Application 15 

and the likely effective date of the rates proposed in this Application.  If the 16 

Application is approved as proposed, the normal filing date would be November 1st 17 

of each year.  In the November 1st filings, the Company would calculate the current 18 

revenue requirement of all past Projects approved under the SSIR Tariff as well as 19 

the revenue requirement of the additional Projects for the filing year. 20 

For example, if the Company had the proposed SSIR Tariff in place prior to 21 

2014, then the Company would have collected the 2014 revenue requirement 22 

associated with these Projects in 2014.  Then, on November 1, 2014, the Company 23 

would have filed for recovery of the 2015 revenue requirement related to the 2014 24 

Projects as well as the 2015 revenue requirement related to any 2015 Projects.  25 

Because of the timing of this Application and the likely effective date of the rates 26 
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proposed, the Company is trying to avoid changing the proposed rates for the 2014 1 

SSIR Projects on January 1, 2015, only a few months after the SSIR Tariff and the 2 

initial rates have been approved.  This approach lessens the magnitude of rate 3 

changes that customers will see on their bills. 4 

Q. WHY IS SOURCEGAS DISTRIBUTION PROPOSING TO FILE ITS ANNUAL 5 

APPLICATION BY NOVEMBER 1ST? 6 

A. The Company believes that two months should be sufficient for the Public Advocate 7 

and Commission Staff to review the Annual Application and supporting 8 

documentation and, if requested, to meet with the Company to discuss the 9 

Company’s plans for the upcoming year and to ask questions about the Annual 10 

Application.  If the Commission approves this Application by the end of September 11 

2014, the Company is willing to move this annual filing date to October 1st to provide 12 

three months to review the Annual Application and supporting documentation prior 13 

to the January 1st implementation date of the System Safety and Integrity Rider 14 

Charges. 15 

Q. WILL THERE BE AN OPPORTUNITY TO REVIEW ACTUAL COST DATA AFTER 16 

THE END OF A PARTICULAR CALENDAR YEAR? 17 

A. Yes.  As I discussed in the previous section of my Direct Testimony, SourceGas 18 

Distribution proposes to submit each year by April 1st an Annual Report detailing the 19 

Project costs incurred during the previous calendar year.  The Annual Report will 20 

explain how the Company managed Project costs and explain any deviations 21 

between budgeted and actual costs.  An interested party may request that the 22 

Commission convene a hearing within ninety (90) days of the date the Company 23 

files the Annual Report.  If the Commission approves this Application and the 24 

implementation of the Company’s 2014 System Safety and Integrity Rider Charges, 25 

SourceGas Distribution will file its first Annual Report by April 1, 2015. 26 
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Q. DOES SOURCEGAS DISTRIBUTION PROPOSE TO RECONCILE THE 1 

PROJECTED ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS WITH 2 

ACTUAL ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS? 3 

A. Yes.  SourceGas Distribution proposes to reconcile the projected Eligible System 4 

Safety and Integrity Costs with actual Eligible System Safety and Integrity Costs.  5 

This is called the “SSIR True-Up Amount.”  The SSIR True-Up Amount is equal to 6 

the difference, positive or negative, between the Company’s Eligible System Safety 7 

and Integrity Costs as projected for a particular calendar year and the actual Eligible 8 

System Safety and Integrity Costs incurred by the Company for that particular 9 

calendar year.  Because actual Eligible System Safety and Integrity Costs for a 10 

particular calendar year will not be known until after SourceGas Distribution files its 11 

Annual Application in that year, the reconciliation will be reflected in the System 12 

Safety and Integrity Rider Charges included in the subsequent year’s Annual 13 

Application.  For example, SourceGas Distribution’s projected 2015 Eligible System 14 

Safety and Integrity Costs will be recovered during 2015.  Because actual 2015 15 

Eligible System Safety and Integrity Costs will not be known until after the Company 16 

files its Annual Application by November 1, 2015 (for recovery of projected 2016 17 

Eligible System Safety and Integrity Costs), the projected 2015 Eligible System 18 

Safety and Integrity Costs will be reconciled to actual 2015 Eligible System Safety 19 

and Integrity Costs through the SSIR True-Up Amount stated in the Annual 20 

Application to be filed by November 1, 2016, to become effective on January 1, 21 

2017. 22 

Q. DOES SOURCEGAS DISTRIBUTION ALSO PROPOSE TO RECONCILE THE 23 

PROJECTED REVENUES GENERATED THROUGH THE RECOVERY OF 24 

ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS WITH THE ACTUAL 25 
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REVENUES GENERATED THROUGH THE RECOVERY OF ELIGIBLE SYSTEM 1 

SAFETY AND INTEGRITY COSTS? 2 

A. Yes.  SourceGas Distribution proposes to reconcile the projected revenues 3 

generated through the recovery of Eligible System Safety and Integrity Costs with 4 

the actual revenues generated through the recovery of Eligible System Safety and 5 

Integrity Costs.  This is called the “Deferred SSIR Balance.”  The Deferred SSIR 6 

Balance is equal to the balance, positive or negative, of the Company’s SSIR 7 

revenues at the end of a particular calendar year less the Eligible System Safety 8 

and Integrity Costs as projected by the Company for that particular calendar year.  9 

Because actual SSIR revenues for a particular calendar year will not be known until 10 

after the Company files its Annual Application in that year, the reconciliation will be 11 

reflected in the System Safety and Integrity Rider Charges included in the 12 

subsequent year’s Annual Application.  For example, SourceGas Distribution’s 13 

projected 2015 Eligible System Safety and Integrity Costs will be recovered during 14 

2015.  Because actual 2015 SSIR revenues will not be known until after the 15 

Company files its Annual Application by November 1, 2015 (for recovery of 16 

projected 2016 Eligible System Safety and Integrity Costs), the projected 2015 17 

Eligible System Safety and Integrity Costs will be reconciled to actual 2015 SSIR 18 

revenues through the Deferred SSIR Balance stated in the Annual Application to be 19 

filed by November 1, 2016, to become effective on January 1, 2017. 20 

Q. HOW ARE ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS RECOVERED 21 

THROUGH THE PROPOSED SSIR TARIFF? 22 

A. The System Safety and Integrity Rider Charge is equal to the Eligible System Safety 23 

and Integrity Costs, plus or minus the SSIR True-Up Amount, plus or minus the 24 

Deferred SSIR Balance, multiplied by the customer class allocation basis authorized 25 

by the Commission to determine the class cost of service in SourceGas 26 
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Distribution’s most recent general rate case, divided by the applicable number of 1 

bills for the particular customer class.  See Exhibit I to this Application.  This is 2 

shown in equation form as follows:  3 

System Safety and Integrity Rider Charge = ((A ± B ± C) * D) / E 4 

Where: 5 

A = Eligible System Safety and Integrity Costs 6 

B = SSIR True-Up Amount 7 

C = Deferred SSIR Balance 8 

D = Customer class allocation basis authorized by the 9 

Commission to determine the class cost of service in 10 

SourceGas Distribution’s most recent general rate case 11 

E = Applicable number of bills for the particular customer 12 

class 13 

Q. HOW WILL SOURCEGAS DISTRIBUTION APPLY THE SYSTEM SAFETY AND 14 

INTEGRITY RIDER CHARGE TO ITS CUSTOMERS? 15 

A. SourceGas Distribution proposes that the System Safety and Integrity Rider Charge 16 

be a separate adjustment to the Customer Charge applicable to its Residential 17 

Service, Small Commercial Service and Large Commercial Service under Rate 18 

Schedules CGS (Choice Gas Service) and ACGS-NSS (Agricultural Choice Gas 19 

Service – Non-Seasonal Service).  The System Safety and Integrity Rider Charge to 20 

be applied to each type of service is set forth on the Schedule of Rates and Other 21 

Charges, Tariff Sheet No. 7, which is provided as part of Exhibit I to the Company’s 22 

Application. 23 

Q. DOES THE PROPOSED SSIR TARIFF HAVE A SPECIFIED DURATION? 24 

A. No.  The Company is not proposing a specified duration because, as stated in Mr. 25 

Bayles’s Direct Testimony, federal directives and ongoing public concern have led to 26 
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a fundamental change of direction in the way the natural gas industry is regulated, 1 

and that change has increased costs and made them more difficult to plan for and 2 

predict. 3 

Q. DOES THE SYSTEM SAFETY AND INTEGRITY RIDER APPROVED BY THE 4 

COLORADO PUC FOR ROCKY MOUNTAIN HAVE A SPECIFIED DURATION? 5 

A. Yes.  The System Safety and Integrity Rider approved by the Colorado PUC for 6 

Rocky Mountain has a four-year term, after which the Rocky Mountain System 7 

Safety and Integrity Rider may continue upon Colorado PUC authorization.  Rocky 8 

Mountain agreed to a four-year term for its System Safety and Integrity Rider as part 9 

of a comprehensive stipulation and settlement among all parties in its consolidated 10 

Rocky Mountain rate case and SSIR case (Proceeding Nos. 13A-0046G et al.).  11 

However, since Rocky Mountain agreed to that four-year term in 2013, the future of 12 

the federal regulatory environment of the natural gas industry has become no 13 

clearer or more predictable.  For example, Mr. Bayles discusses in his Direct 14 

Testimony PHMSA’s Integrity Verification Process (“IVP”) “mega-rule” initiative, 15 

which only started to take shape in the second half of 2013, that the industry 16 

expects will make pipeline operators change the way they run their business on a 17 

daily basis.  Mr. Bayles states that PHMSA has provided no additional substantive 18 

information about its IVP “mega rule” initiative since the third quarter of 2013 and 19 

that this indeterminate status may not change until sometime during Summer 2014.  20 

The fact that a cornerstone of the way that PHMSA intends to regulate the natural 21 

gas industry for years to come has yet to be developed, analyzed, scrutinized and 22 

tested through a rulemaking process means that it would be unproductive to attempt 23 

to place a meaningful term limit on the SSIR Tariff tied to when federal regulation 24 

might settle into a more predictable routine. 25 
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Q. UNDER THE PROPOSED SSIR TARIFF, WHAT WILL HAPPEN TO 1 

SOURCEGAS DISTRIBUTION’S SYSTEM SAFETY AND INTEGRITY RIDER 2 

CHARGES UPON THE EFFECTIVE DATE OF ITS NEXT GENERAL RATE 3 

CASE? 4 

A. Upon the effective date of the Company’s next general rate case, SourceGas 5 

Distribution will simultaneously adjust the System Safety and Integrity Rider 6 

Charges to remove all costs that have been included in base rates. 7 

Q. UPON SOURCEGAS DISTRIBUTION RESETTING THE SYSTEM SAFETY AND 8 

INTEGRITY RIDER CHARGES TO ZERO UPON THAT EFFECTIVE DATE, 9 

COULD THE COMPANY STILL MAKE A FILING BY NOVEMBER 1ST FOR 10 

PROJECTED ELIGIBLE SYSTEM SAFETY AND INTEGRITY COSTS FOR THE 11 

FOLLOWING CALENDAR YEAR? 12 

A. Yes, but only if the Company has identified projected Eligible System Safety and 13 

Integrity Costs for that following calendar year. 14 

VI. DERIVATION OF THE PROPOSED SYSTEM SAFETY AND INTEGRITY RIDER 15 
CHARGES 16 

Q. HAS SOURCEGAS DISTRIBUTION DEVELOPED AN EXHIBIT SHOWING THE 17 

DERIVATION OF THE PROPOSED SYSTEM SAFETY AND INTEGRITY RIDER 18 

CHARGES? 19 

A. Yes.  Exhibit JSH-1 shows the derivation of SourceGas Distribution’s System Safety 20 

and Integrity Rider Charges applicable to its Residential Service, Small Commercial 21 

Service and Large Commercial Service under Rate Schedules CGS (Choice Gas 22 

Service) and ACGS-NSS (Agricultural Choice Gas Service – Non-Seasonal 23 

Service).  The System Safety and Integrity Rider Charge to be applied to each type 24 

of service is set forth on the Schedule of Rates and Other Charges, Tariff Sheet No. 25 

7, which is provided as part of Exhibit I to the Company’s Application. 26 
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Q. PLEASE DESCRIBE EXHIBIT JSH-1. 1 

A. Exhibit JSH-1, which consists of five tables, calculates the revenue requirement 2 

associated with the Projects and the System Safety and Integrity Rider Charge for 3 

each customer class. 4 

Q. HOW IS THE REVENUE REQUIREMENT CALCULATED? 5 

A. The revenue requirement associated with the Projects is calculated on Table 2 6 

(Total Company Revenue Requirement) and Table 3 (Jurisdictional Customer 7 

Revenue Requirement).  The System Safety and Integrity Rider Charges are based 8 

on the Jurisdictional Customer revenue requirement appearing on Table 3.  In 9 

accordance with the proposed SSIR Tariff, the revenue requirement is equal to the 10 

pre-tax return on rate base grossed up for income taxes plus the plant-related 11 

investment expenses associated with the incremental plant investment, including 12 

depreciation, property taxes and the O&M expenses related to the Projects. 13 

  Exhibit JSH-1, Table 3, Page 1 of 2, Line 2, Column [N] shows the projected 14 

monthly capital expenditures allocated to the Jurisdictional customers included in 15 

the SSIR calculation for 2014 total $7,123,737.  In addition to this amount, there is a 16 

$1,688,710 starting balance of Construction Work in Progress (CWIP) associated 17 

with Projects that had costs incurred prior to January 1, 2014 but not yet placed into 18 

service and, therefore, not reflected in the Company’s application in Docket No. NG-19 

0072.1.  That amount is shown on Line 1, Column [B] of Exhibit JSH-1, Table 3.  20 

The total amount of capital expenditures allocated to the Jurisdictional customers 21 

associated with SSIR Projects placed in service between May 2014 and December 22 

2014, therefore, is $7,123,737 plus $1,688,710, or $8,812,447.  The monthly rate 23 

base amount is shown on Line 9 of Table 3, and it reflects the accumulated 24 

depreciation associated with the Projects based on the Company’s depreciation 25 

rates currently in effect and the associated ADIT.  The pre-tax return on rate base is 26 
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shown on Line 14 of Table 3, and is calculated based on the capital structure that 1 

the Commission approved in Docket No. NG-0067.  Lines 16-18 of Table 3 show 2 

monthly depreciation expense, property taxes and O&M expenses, respectively.  3 

Page 1 of Table 3 calculates the 2014 monthly jurisdictional revenue requirement 4 

associated with the Projects, and Page 2 of Table 3 calculates the 2015 monthly 5 

jurisdictional revenue requirement associated with the same Projects. 6 

Q. PLEASE DESCRIBE TABLE 4 OF EXHIBIT JSH-1. 7 

A. Exhibit JSH-1, Table 4, consists of two pages that itemize the 2014 Projects.  Page 1 8 

lists each Project, the total capital expenditure for each Project and the estimated in-9 

service date of each Project.  Mr. Bayles describes each Project in his Direct 10 

Testimony.  Page 2 shows the total capital expenditure by FERC account.  The 11 

Company has reflected the total capital expenditure by FERC account because costs 12 

are allocated to Jurisdictional customers and to each Jurisdictional customer class by 13 

FERC account based upon the percentages applied in the Company’s last general 14 

rate case (Docket No. NG-0067).  The totals on Table 3, Page 2 of 2, Line 27, are 15 

the source of the amounts shown on Lines 2 and 3 of Exhibit JSH-1, Table 3. 16 

Q. PLEASE DESCRIBE TABLE 5 OF EXHIBIT JSH-1. 17 

A. Exhibit JSH-1, Table 5, consists of one page that presents input components used 18 

in the revenue requirement calculation. 19 

Q. HOW DID THE COMPANY CALCULATE THE SYSTEM SAFETY AND 20 

INTEGRITY RIDER CHARGE FOR EACH CUSTOMER CLASS? 21 

A. Exhibit JSH-1, Table 1, calculates the System Safety and Integrity Rider Charge for 22 

each customer class.  The Customer Class SSIR Revenue Requirement on Line 8 23 

of Table 1 is divided by the applicable number of bills as determined in the 24 

Company’s last general rate case (Docket No. NG-0067).  Because the Company is 25 

proposing to collect Eligible System Safety and Integrity Costs projected to be 26 
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placed in service between May 1, 2014 and December 31, 2014 through the System 1 

Safety and Integrity Rider Charge based on the revenue requirement of those 2 

Eligible System Safety and Integrity Costs over the period November 1, 2014, 3 

through December 31, 2015, the divisor in this case is the number of bills for a 14-4 

month period, as shown on Line 10.  The results of those calculations are shown on 5 

Line 11 of Table 1. 6 

Q. HAVE YOU PREPARED AN EXHIBIT SHOWING BILL IMPACTS OF THE 7 

SYSTEM SAFETY AND INTEGRITY RIDER CHARGES TO BECOME EFFECTIVE 8 

IF THE COMMISSION APPROVES THIS APPLICATION? 9 

A. Yes.  Exhibit JSH-1, Table 1, Line 13 shows the bill impacts of the proposed System 10 

Safety and Integrity Rider Charges to become effective if the Commission approves 11 

this Application. 12 

Q. DOES THIS CONCLUDE YOUR PREFILED DIRECT TESTIMONY? 13 

A. Yes.  I respectfully request that the Commission approve the SSIR Tariff and 14 

System Safety and Integrity Rider Charges being proposed by SourceGas 15 

Distribution as being just and reasonable and in the public interest.  I will conclude 16 

by offering into evidence Exhibits JSH-1 and JSH-2. 17 


