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PUBLIC SERVICE ELECTRIC AND GAS COMPANY
DIRECT TESTIMONY
OF
STEPHEN SWETZ
MANAGER - RATES AND REGULATION
ON
GAS COST OF SERVICE AND RATE DESIGN

My name is Stephen Swetz and | am Manager — Rates and Regulation
for Public Service Electric and Gas Company (PSE&G, Public Service, the Company,

Petitioner). My credentials are set forth in the attached Schedule SS-G1.

SCOPE OF TESTIMONY

The purpose of my testimony is to support the Company’s proposed
changes to its Tariff for Gas Service which is designed to recover the revenue
requirements for the gas distribution business as presented in this filing. My
testimony provides the Company’s cost analysis used as the basis for development of
the new gas rates and other proposed tariff changes. | also address the Company’s gas

energy forecast.

BASIS OF CALCULATIONS AND ANALYSIS

Test Period
The Cost of Service (COS) Study presented in this testimony is based

upon the period of January 1 to December 31, 2008. Variations from actual costs in the
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COS Study period include the requested overall Rate of Return (ROR) value, proposed
rate base adjustments such as working capital requirements, and the proposed Pro-Forma
Adjustments. The Rate Design presented in this testimony is based upon the test year
January 1, 2009 through December 31, 2009. As filed, it utilizes forecasted billing
determinants from January 1 through December 31, 2009. It is the Company’s intent to
update the Rate Design with six months of actual weather normalized billing
determinants sometime after August 2009 and to provide a second update utilizing final
requested Revenue Requirements and actual weather normalized billing determinants for
the entire test year once they are available. Both of these will be submitted as updates to
this testimony. With the final update, the COS Study will also be updated to reflect any

changes in the requested ROR and Pro-Forma Adjustments.

Weather Normalization of Billing Determinants

Weather normalized billing determinants are calculated by adjusting
actual recorded monthly gas sales to account for the effects of abnormal weather. A
summary of the actual (or forecast, as appropriate) billing determinants, the weather
normalized billing determinants, and the variation of each determinant from normal for

the test year period is shown in Schedule SS-G2.
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The forecasted billing determinants in Schedule SS-G2 used in the Rate
Design will be updated with actual and weather normalized actual values in the first and
second updates discussed on page 2.

The Company is also proposing a gas weather normalization adjustment
clause that will recover differences in base rate revenue recovery when the actual
weather deviates from normal weather after the conclusion of this case. | will discuss

this clause later in my testimony.

Scope of the COS Study

The COS Study included in this testimony is for the gas distribution
portion of the Company’s operations. It is generally a “pipes only” analysis for the
regulated gas delivery business. It does not include the cost of Balancing Services

whose rates are set in another proceeding.

Adjustments to Accounting Data

Although based on calendar year 2008 values, the COS Study required
two sets of adjustments to the accounting data that were necessary prior to their use.

The first adjustment is the exclusion of the amounts associated with the
Margin Adjustment Clause (MAC), the Societal Benefits Charge (SBC) components,

Remediation Adjustment Charge (RAC), and several other similar categories of costs
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expensed during the COS year that are not related to the “pipes only” regulated gas
delivery business. In the rate design process, the unit charge for the MAC, SBC and
RAC clauses will be added back as appropriate in each rate schedule to assure full
recovery of these expenses. These adjustments are included on Page 1 of Schedule
SS-G3.

The second adjustment is the weather normalization of the Transitional
Energy Facility Assessment (TEFA) tax expense. Since the COS Study is based on
weather normalized billing determinants, it would be inappropriate to use the actual
TEFA expenses since TEFA is directly related to therms of gas delivered. Page 2 of
Schedule SS-G3 (COS Adjustments — Weather Normalization of TEFA Expenses)
shows the calculations of the weather normalized TEFA expenses that will be used in
the COS Study.

The COS Study that I discuss in the next section of this testimony is

based on these revisions and adjustments to costs and billing determinants.

COS OVERVIEW

Introduction
The first step in developing new gas rates is the preparation of an

appropriate COS Study. The COS Study as described below was used to both separate
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costs by functional segments and to allocate these segmented costs to rate classes or sub-
classes based upon each class's responsibility for that cost.

Although PSE&G remains responsible to provide Basic Gas Supply
Service (BGSS) and balancing services, the determination of rates charged to end-use
customers for most of these services are addressed in other proceedings. The impact of
changes in distribution margin revenues that flow to the BGSS provider, such as those
associated with Rate TSG-F, will, however, be shown as a change in the BGSS charges

to customers.

Cost Allocation Concepts

Inherent in any COS study is the allocation to rate classes of many costs
which, by their very nature, are difficult to relate precisely to cost causation. Experts
will differ, as will likely happen in this proceeding, on the best way in which many
costs should be allocated among customer groups. The key is to determine which
approach makes the most sense and then apply the result with a reasoned, balanced
view. The COS Study is intended to be a guide to appropriate ratemaking, and that
main objective of ratemaking is to arrive at a reasonable result.

Other parties may introduce allocation methods that have surface appeal
but when scrutinized have no relation to the underlying cost causation. Although it is

mathematically possible to develop an allocator of costs based upon virtually any
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attribute or formula, the use of a method that has little or no relation to the underlying
cost causation is simply flawed. | implore the Board to disregard such obvious
attempts to concoct an input methodology to produce output that satisfies certain
interest groups. If the focus remains on an approach that makes sense in terms of cost
causation and the guidance of the end result is applied with a reasoned, balanced
view, fair and equitable delivery rates to all classes of delivery customers will be
determined.

As | will discuss later, I have taken the results from the COS Study as a
direct guide in developing rates, but tempered the final rate design to provide a
reasonable balance between the goal of moving each rate schedule towards costs
while tempering the increases to reasonable limits based upon the resulting customer

impacts.

General Cost Allocation and Functionalization Methodology

In the gas distribution business, the revenue requirements related to gas
mains and to gas services overshadow all other items. Together these facilities
comprise the vast majority of rate base and are the basis for much of the operations
and maintenance (O&M) expenses. As previously stated, it is important to ensure that
the allocation method selected reflects the underlying cost causation principles while

a method that does not should be avoided. Gas mains have been, and continue to be,
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installed to bring gas service to the proximity of each customer’s premise and are
sized to handle the peak hourly gas flow at design conditions, without regard to the
gas flow at any other time of day or season. These are the sole reasons and
engineering basis for their design and cost, and as such, the allocation of these costs
should properly reflect each rate class’s responsibility for the peak gas flow. Mr.
Cardenas discusses this in detail in the portion of his testimony entitled “Construction
Program.” In contrast to the cost of gas mains, the cost of a gas service (the pipe from
the gas main to an individual building) is related to both the peak design loads of each
building and the distance from the gas main (usually located in the street) to the
structure itself. Since often one gas service serves more than one customer (or meter)
in a building, the cost responsibility of a customer is a complex combination of site-
specific conditions. The Company has relied on a study of actual installations of
services and meters and employed that study to base the allocation of gas service
costs.

These methods of allocating mains and services are based on sound cost
causation principles and, as such, comprise a reasonable cost allocation methodology
of the most significant categories of the Company’s costs. They are the focus of
attention in this Introduction as primary examples of the need to determine, document
and be guided by the factors that truly cause costs to be incurred when the Board is

making decisions regarding COS.
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The objective of a COS Study is to measure the cost responsibility of
each rate class or rate subgroup. As a first step in that process, the COS Study, which
| am presenting in this testimony, unbundles total costs into five distinct functional
segments — Distribution Access, Distribution Delivery, Street Lighting Fixtures,
Customer Service, and Measurement.

The Distribution Access (Access) segment includes the plant and O&M
expenses related to gas services and regulators.

The Distribution Delivery (Delivery) segment includes all plant and O&M
corresponding expenses from the City Gate up to the point of connection with gas
services, including all metering and regulation stations (the interface with the interstate
gas pipelines), gas load dispatching operations and gas mains. This segment also
includes Appliance Services’ revenues and expenses, recovery of regulatory assets,
TEFA taxes, and the plant and non-commaodity expenses related to gas production and
storage facilities owned by Public Service. Although the expenses related to these
storage and production facilities are included in the Delivery segment, these costs are
offset by the customer non rate-related revenue received directly from the BGSS
Supplier for whom these facilities are operated, as stipulated in the Gas Contracts

Proceeding in Docket No. GM00080564.
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The Street Lighting segment is limited to the plant and O&M expenses
related to gas street lighting lamps, posts and services.

The Customer Service segment includes all costs relating to billing,
inquiry, sales, service and collection activity.

The Measurement segment includes the costs for meter reading, meter
plant and meter O&M.

The result is a total of five functional segments, to which all costs are

attributed. 1 discuss these segments in greater detail subsequently.

Access Segment

The Access segment is the initial link between the shared or common
distribution system and the customer’s own gas system, and is comprised of the gas
service line from the main in the street to the meter and regulator at the customer’s
building. The embedded costs for this segment were allocated across the rate classes

based on a study of actual installations of gas services.

Delivery Segment

The Delivery segment consists of the portions of the distribution system

that are used to serve multiple customers and are physically connected with the
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service lines of individual customers. Basically, this includes all of the gas mains in

the distribution system.

Street Lighting Fixtures Segment

This segment is comprised of the investment for gas street lighting
luminaires and poles and all associated O&M expenses for this equipment. The gas

service dedicated to supplying a gas streetlight was also segmented to this function.

Customer Service Segment

This segment encompasses all costs related to Customer Service type
functions, such as costs related to billing, payment receipt and processing, collection
activity, and other account maintenance type costs, with the exception of meter
reading costs, which are included in the Measurement segment. These costs are
allocated to the rate classes based upon a separate cost study of Customer Service

functions.

Measurement Segment

This segment includes costs for meter reading and the investment and
O&M expenses related to meters. Meter reading costs are allocated to the rate classes

based upon a separate cost study of Customer Service functions, while the meter



10

11

12

13

14

15

16

17

18

-11 -

investment is allocated across the rate classes based upon the relative installed cost of

new meters.

Modeling Procedure

A COS Study was developed based upon the weather normalized billing
determinants and costs for each of the rate schedules. The revenues received by each
rate class were calculated (or target balanced) such that the resulting ROR for each
rate class equals the Company’s proposed overall ROR. Schedule SS-G4 contains the
complete details of these final COS model results. Schedule SS-G5 presents a
summary report of the revenue requirements by functional segment, while Schedule
SS-G6 shows the revenue requirements by function (or segment) for each rate class.

Although Rate TSG-F and its associated costs are modeled in the COS
Study, all distribution revenue, other than TEFA taxes, from Rate TSG-F flows to the
BGSS provider as an offset to the Non-Gulf Coast Cost of Gas. These revenue
requirements associated with Rate TSG-F must therefore be recovered from the
remaining firm customers. The allocation of these revenue requirements will be
discussed in detail later in this testimony in the section titled “Syncing the COS Study

to the Rate Design.”
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After expenses or plant investment-related costs have been entered into
the model, usually by FERC account or groups of accounts, a modeling allocator is also
entered which performs two functions. The allocator shows:

1. which of the five segments, or functions, the particular plant or expense
item has been attributed to, and

2. the basis on which the particular plant or expense item has been allocated
across the rate classes.

The COS model starts the calculation procedure by allocating the
respective plant and expense items to rate classes using an allocator that reflects the
reason the cost was incurred. Rate revenues received by each rate class are then target
balanced such that the resulting ROR for each rate class equals the Company’s
proposed overall ROR. The model continues by separating all plant and expense items
into the appropriate functional segment by rate class, according to the modeling allocator
assigned to the particular plant or expense item. The revenue requirement by segment
for each rate class is then calculated to maintain, by rate class, the Company’s proposed
overall ROR used in the initial calculation.

For consistency and simplicity of bookkeeping, a naming convention has

been developed for the modeling allocators.
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Direct Allocators
All modeling allocators that end in a dash and a number (such as “PEAKHOUR-04")
are direct allocators, meaning that:

1. The word portion of the direct allocator denotes the types of external
constant or value used to allocate the plant or expense item as indicated by
the name of the modeling allocator. For example, the “PEAKHOUR”
denotes the Coincident Peak Hour demand of the entire system observed at
the City Gate, and

2. The number portion of the direct allocator denotes the segment to which the
plant or expense item is functionalized. For example, the “04” in
“PEAKHOUR-04" denotes segment number 4.

The business segment numbering method used in our analysis is as
follows:

Segment #3 - Distribution Access
Segment #4 - Distribution Delivery
Segment #5 — Street Lighting Fixtures
Segment #6 - Customer Service

Segment #7 - Measurement
Note that labels for Segments #1 and #2 are not used due to programming constraints

and the order or numbers assigned the segments are irrelevant.
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Indirect Allocators

All modeling allocators that do not end in a dash and a number (such as
A&GEXP) are indirect allocators, meaning that they will both segment and allocate
costs in the same proportion as other individual or group of plant or expense items. The
names of these modeling allocators are an indication of the basis upon which this
allocation and functionalization process takes place.

In the next section, | discuss each of the major plant categories (gross
plant), describing how each is segmented or functionalized. | then discuss these
procedures used on Common and General plant, depreciation reserve, adjustments to
rate base, operating revenues, O&M expenses for utility plant, administrative and
general (A&G) expenses, depreciation and amortization expenses, pro forma expense

adjustments, and finally, taxes.

DETAILED REVIEW OF THE COS STUDY

Schedule SS-G4 shows the details of the COS Study used to develop
distribution revenue requirements by rate schedule. This study was used in the
development of the proposed rates and the following discussion is limited to this
analysis. These results are summarized by revenue requirements for each rate schedule

and by segment in Schedule SS-G6.
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The study, as previously mentioned, is based on weather normalized costs
and billing determinants for the 12 month period ending December 31, 2008, and is

limited to the gas delivery business.

Intangible Plant

Accounting records indicate that, other than $6, there is no more gas

intangible plant booked to Accounts G301 to G303.

Production Plant

All production plant (Accounts G304 to G320 on Schedule SS-G4, page
4, lines 9 to 11) was determined to be related to wholesale balancing services and thus
segmented to the Distribution Delivery segment and allocated on the basis of the total
balancing therms for each rate schedule. This allocator (BALANCE-04) is the same
allocator used throughout the COS model for all production plant assets and expenses,
as well as the revenue received from the BGSS Supplier for the operation of these

facilities.

Storage Plant

Storage plant (Schedule SS-G4, page 4, lines 12 to 14) is treated in the

same manner as production plant because it relates to balancing services. Therefore,
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Storage plant is segmented to Distribution Delivery and allocated on the basis of

balancing therms.

Transmission Plant

All of transmission plant (Accounts G365 to G369 on Schedule SS-G4,
page 4, lines 15 to 19) was determined to be related to the Distribution Delivery
segment. A majority of this plant is for large gas pipes (transmission mains), which are
classified as transmission mains rather than distribution mains in accordance with
federal and state regulations generally due to the high operating pressure and larger size.
Since these facilities perform the same type of function as distribution mains, the plant
has been treated in an identical manner to that of distribution mains and allocated to the
rates based upon each class’s share of the amount of gas transported at the system design

peak hour.

Distribution Plant

In the regulated gas distribution business, determining cost causation for
the revenue requirements related to gas mains and to gas services is one of the most
important issues because together these facilities comprise the vast majority of rate
base and are the basis for much of the O&M expenses. The majority of Distribution

Plant (Accounts G374 to G388 as shown on Schedule SS-G4, page 4, line 20, to page 6,
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line 11) has been functionalized into four primary segments — Distribution Delivery,
Distribution Access, Street Lighting Fixtures and Measurement. The plant related to
Land and Structures (Accounts G374 and G375) is related to local Distribution
operations field offices, and was functionalized and allocated in the same proportion as
Distribution plant in total. Gas mains have been functionalized to the Distribution
Delivery segment, gas services and house regulators to the Distribution Access segment,
meters to the Measurement segment, and all gas street lighting related equipment to the
Street Lighting Fixtures segment.

After the functionalization was completed, each account was then
examined to determine the proper allocation across rate classes. Investment for Gas
Services (G380), Gas Meters (G381, G382, G385), and House Regulators (G383, G384)
was then allocated to Rate Schedules RSG, GSG and LVG. This was based upon a
study of actual customer installations and using the results as the basis for determining
the relative investment for all customers. For the reasons that | have previously
discussed, the investment for Gas Mains (Account G376) was allocated to all classes on
the basis of each class’s share of the amount of gas transported at the system design peak
hour.

The investment in Compressor Station Equipment (Account G377) was
determined to be related to the natural gas refueling stations located at several Public

Service locations that are utilized to fuel the natural gas cars and trucks used by the
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Company. These costs were segmented to Distribution Delivery and allocated in the
same manner as total Distribution Plant other than meters. All Street Lighting Facilities

(G387) including the services, posts, and heads were directly assigned to Rate SLG.

Other Distribution Plant

The plant associated with Asset Retirement Obligations (booked in
Account G388) relates almost exclusively to gas mains, and therefore, was

functionalized and allocated in the same proportion as gas mains.

General, Common and Other Plant

An accounting code associated with the actual gross plant balances
indicating the department to which the plant is assigned was used as an allocator for both
the general (Accounts G389 to G399) and common (Accounts C303, and C389 to C399)
plant account items (Schedule SS-G4, page 6, lines 12 to 35). These investments at
local distribution field locations were segmented to the Distribution Access and Delivery
segments. Investment at local customer payment centers were segmented to the
Customer Service segment, and so forth. Since some of the facilities, office furniture,
vehicles, etc. used by the Customer Operations Department are shared between groups
that are responsible for meter reading and general customer service (collections, phone

inquiry, walk-in payment centers, etc.), these investments were further split in the COS
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Study between the Measurement segment and the Customer Service segment. The split
was based on the proportion of the work performed by each group. All general and
common investments were allocated generally to the rate schedules in the same
proportion as the overall respective plant accounts for each segment. Items for which no
reasonable functionalization could be determined were allocated in the same proportion
as total utility plant (general plant is shown on Schedule SS-G4, page 6, lines 12 to 19;

while common plant is on Schedule SS-G4, page 6, lines 20 to 28).

Depreciation Reserve

The depreciation reserve associated with Accounts G300 to G399 was
segmented and allocated in the same proportion as its associated plant account

(Schedule SS-G4, page 7, line 1 to page 8, line 38).

Adjustments to Develop Rate Base

Adjustments to net plant used to develop Rate Base consist primarily of
working capital and deferred taxes for the distribution utility. The underlying
components of working capital were analyzed and segmented according to their
individual use. Working capital requirements associated with Material and Supplies
were allocated and segmented in proportion to the total plant, other than General and

Common. Working capital requirements associated with Cash and Prepayments &
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Working Funds were allocated and segmented in the same proportion as the total of
O&M and capital additions (essentially cash outlays) through the use of the allocator
termed “EXPENDITURES.” Deferred taxes were segmented and allocated in
proportion to the related plant values. These adjustments are indicated in Schedule SS-

G4, page 9, lines 1 to 19.

Operating Revenues

The values indicated in Schedule SS-G4, page 10, line 4 entitled “Total
Rate Revenue Requirement from Customers” are the portion of the total target balanced
revenue requirements that are necessary to be recovered from rate-related revenues
(from service charges, distribution charges, minimum charges, etc.) at the proposed
overall ROR, plus the increases in non rate-related revenues.

The effects of other non rate-related revenues are booked to Accounts
G487 to G495 and are shown in Schedule SS-G4, page 10, lines 5 to 18. The primary
sources of these other revenues, booked in Account G488, are Competitive Services.
These services have been segmented to the Distribution Delivery segment and
allocated back to the customer rates from which the revenue was received, and
Peaking Services (revenue from the BGSS Supplier for the operation of the peaking
facilities), which constitutes the majority of the revenue booked in Account G495 and

Is segmented to Distribution Delivery and allocated based on balancing therms.
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Production Expenses

Similar to the production plant items, all production expenses (Accounts
G710 to G745 on Schedule SS-G4, page 11, lines 1 to 5) relate to wholesale balancing
services and are segmented to Distribution Delivery and allocated on the basis of

balancing therms, consistent with the methodology used for Production Plant.

Gas Supply Expenses

Although booked to Other Gas Supply Expenses - Account G813, an
analysis of the actual bookings found that all of these costs relate to the operation of the
Gas Systems Operations Center (GSOC) and thus are related to gas dispatching. These
were segmented to the Delivery segment and allocated on the basis of total therms

delivered. This is shown on Schedule SS-G4, page 11, line 12.

Other Storage Expenses

The costs associated with the O&M of Company owned storage facilities
(Account G840-G843 on Schedule SS-G4, page 11, lines 15 and 16) are treated in the
same manner as production plant and segmented to Distribution Delivery and allocated

on the basis of balancing therms.
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Transmission and Distribution O&M Expenses

O&M expenses for transmission and distribution (Accounts G850 to G894
on Schedule SS-G4, page 11, line 18 to page 12, line 28) were generally segmented
and allocated in the same proportion as their associated plant account(s) with the
exception of Customer Installations expense (Account G879) which was allocated to

the rates based upon an analysis of the customers for which that work was performed.

Customer Accounts, Service and Sales Expense

Expenses from a wide range of customer contact activities are booked to
Accounts G901 to G916. A separate analysis was performed on the costs charged to
each of these accounts to determine the best functionalization fit. The details of this
account-by-account functionalization can be found on Schedule SS-G4, page 12, line
30 to page 13, line 9. The costs in each of these accounts related to meter reading
were segmented to the Measurement segment and allocated on the basis of the costs to
read meters for each rate class; the portion related to billing was segmented to the
Customer Service segment and allocated on the relative costs of billing by rate class;
the portion related to account maintenance activities (including answering general
questions, setting up new accounts, remittance processing, and collection activities)
was segmented to the Customer Service segment and allocated on the relative costs of

performing these activities by rate class; and the portion of these expenses related to
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general regulated utility responsibilities was segmented to the Distribution Delivery
segment and allocated on the relative costs of performing these activities by rate class.
The portion of Customer Records and Collection costs (Account G903 and G905)
associated with costs to disconnect customers for non-payment of bills (and their
eventual reconnection) were segmented to the Customer Service segment and
allocated based upon the number of customers.

Demand Side Management (DSM) expenses, a component of the SBC,
normally recorded in Account G908 were not included in this analysis as discussed

earlier in this testimony and as indicated on page 1 of Schedule SS-G3.

Administrative and General (A&G) Expenses

A&G expenses (Accounts G920-935) include an eclectic mix of
expenditures, which were analyzed separately to determine the best functionalization fit.
The details of this item-by-item functionalization can be found on Schedule SS-G4,
page 13, lines 14 to 30.

An adjustment was made to the A&G expenses for G923 and G926 to
separate those costs associated with the Gas Peaking Plants and to segment them to
the Distribution Delivery segment. These costs were then allocated on the basis of
balancing therms, similar to the method applied to other gas production related

investment and expenses.
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Depreciation and Amortization Expenses

All depreciation and amortization expenses were segmented and allocated
in the same proportion as their associated plant accounts (Schedule SS-G4, page 14,

lines 1 to 13).

Taxes Other Than Income Taxes

Other non-income type taxes were allocated based on their relationship
to other plant and expenses, as indicated on Schedule SS-G4, page 14, lines 17 to 24.

As discussed in the section on Adjustments to Accounting Data, in lieu
of the actual TEFA expenses incurred during the COS test year, the TEFA expenses
based on the weather normalized quantities of gas delivered was used in the COS
model. This was necessary since the COS Study is based on the weather normalized
quantities of gas delivered and TEFA expenses are directly related to therms
delivered. The weather normalization calculation of the TEFA expenses is indicated

on Page 2 of Schedule SS-G3.

Pro Forma Expense Adjustments

The pro forma adjustments the Company is proposing are summarized
in Schedule MGK-27 and detailed as Adjustments #1 to #17 in Schedules MGK-28

through MGK-44 of Mr. Kahrer’s direct testimony in this proceeding. Those
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adjustments are included in this section of the COS Study on Schedule SS-G4, page
14, in lines 25 to 46, with the exception of the pro forma adjustments discussed
below.
Each pro forma adjustment included in the COS Study was segmented
and allocated in the same proportion as the associated plant or O&M account(s) or a
group of O&M accounts. The COS modeling of Pro Forma #3 associated with
Interest Synchronization, Pro Forma #5 associated with Gas COLI Interest Expense,
and Pro Forma #9 associated with Gains and Losses on Sales of Property all include
the added tax effects on revenue requirements as an additional expense.
Those pro forma adjustments excluded from the COS Study are as
follows:
e Adjustment #8 - Weather Normalization Adjustment (Schedule MGK-35)
Is a weather normalization of operating revenues. The COS Study is
already based on weather normalized costs and usage, and no further
adjustment is required.
e Adjustment #15 — EMP Clauses (Schedule MGK-42) is related to the
adjustment clauses, and as | previously discussed, is not included in the
COS Study.
e Adjustment #17 — TSG-NF Margin Sharing (Schedule MGK-44) is related

to the elimination of margin sharing revenue associated with capital
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investment made for TSG-NF customers since the last base case. Because
these investments are already included in the proposed Rate Base, the
revenue requirements related to these investments are already be included

in the COS Study.

Taxes

All Taxes and Tax Deductions other than TEFA were segmented and
allocated in the same proportion as their associated plant or O&M account(s). The
TEFA amounts were segmented to Distribution Delivery and allocated based on the
weather normalized TEFA values per rate schedule as calculated on page 2 of
Schedule SS-G3. Details of these allocations are indicated from page 15, line 4, to

page 16, line 33 of Schedule SS-G4.

Summary of Results

In summary, Schedule SS-G4 shows the details of how plant and
expense items were separated into each of the five segments and allocated to each
category of customers represented by the various rate classifications based upon the
extent to which those groups of customers caused the costs. Schedule SS-G4 also
shows the results of the allocation for each plant and expense item. Schedule SS-G6

is a summary report of the rate related revenue requirement, by functional segment,
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for each rate class in total. Schedule SS-G5 shows a high level summary of expenses,
plant, and revenue requirements for each of the five functional segments.

As previously noted, these revenue requirements do not include the
revenue requirements associated with the SBC or other Adjustment Clauses. The
costs related to the Adjustment Clauses will be collected from customers directly
through the appropriate charges, and the revenue requirement associated with the
peaking plant or gas storage facilities will be collected directly from the BGSS

supplier.

Syncing the COS Study to the Rate Design

Prior to use of the COS results, two adjustments must be made. The
first is an adjustment for the recovery of Rate TSG-F revenue requirements. The
second is to synchronize costs because the COS test period is different from the
period used for the calculation of revenue requirements and rate design. These two
adjustments are further discussed as follows.

In the Stipulation in the Gas Contracts Proceeding in Docket
No.GMO00080564, it was agreed that all distribution revenues from Rate TSG-F were
to flow to the BGSS provider as an offset to BGSS gas costs, not to PSE&G. Thus,
although the COS Study can be used to determine the revenue requirements

associated with Rate TSG-F, none of the revenue from these customers will flow
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directly to PSE&G. Thus, all of the distribution revenue requirements, with the
exception of TEFA, related to Rate TSG-F must be recovered from all other firm
customers. These calculations are indicated on Page 1 of Schedule SS-G7 (Sync with
Rate Design). As indicated, these revenue requirements are re-distributed to Rates
RSG, GSG, LVG and SLG on an equal per therm of BGSS supplied gas basis. The
results of this re-distribution by functional segment are indicated on lines 16 to 21 of
Page 1 of this Schedule SS-G7.

As previously noted, the COS Study is based on the period of January to
December of 2008 while the Rate Design is based on the test year of January to
December 2009. It is not possible to use the COS Study results directly in the rate
design process since the number of customers, therms transported, as well as plant
and expenses are slightly different between these two time periods. In order to
properly execute the rate design process, the COS Study results must be adjusted
slightly to correspond to the rate design test year period. The methodology used to
sync the COS results is indicated on Page 2 of Schedule SS-G7. Since the primary
difference is in the number of customers and amount of gas delivered, each functional
segment’s revenue requirement from Schedule SS-G6 was multiplied by the ratio of
either the number of customers or gas delivered for the rate design test year to the
value during the COS Study year. The revenue requirement associated with Segment

#4 - Distribution Delivery was adjusted by the ratio of the gas delivered in these two
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periods. The revenue requirement associated with Segment #3 — Access, Segment #6 -
Customer Service and Segment #7 — Measurement were adjusted by the ratio of the
number of customers in these two periods. The revenue requirement associated with
Segment #5 — Street Lighting was adjusted by the ratio of the number of gas streetlights
between these two periods. These steps are shown on lines 1 to 15 of page 2 of
Schedule SS-G7. The resulting adjusted COS functionalized revenue requirements are
each then adjusted on an equal percentage basis so that the total equals the proposed rate
related revenue requirements, indicated on lines 16 to 29 of Page 2 of Schedule SS-G7.
It is these final adjusted functionalized revenue requirements that are used in the rate

design process.

RATE DESIGN

Introduction

The new gas rates proposed in this proceeding have been developed to
meet several objectives. The primary purpose is to recover revenues equal to the
amount of revenue requirements from customers. Additionally, this recovery should
be on an equitable basis, and provide the correct pricing signals to individual
customers based on the cost to serve those customers. It is the COS Study, an

allocation among customer groups of the embedded costs to provide regulated utility
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services, which has historically been utilized in New Jersey as a guide in developing
most rates.

As | will discuss later in this section, the specific rate design
methodology utilized in this testimony follows the philosophy of the cost allocation
methodology used in the COS Study described above in order to align, with certain
limitations, the rates (prices charged to customers) with the underlying costs.

It is important to note that the proposed prices or rates referred to in the
next sections of my testimony and associated Schedules do not include New Jersey
Sales and Use Tax (SUT) unless specifically indicated. The appropriate prices both
without and with SUT are, however, included in the Proof of Revenue by Rate
Schedule in Schedule SS-G12 as well as the proposed Tariff Sheets in Schedule 2 of

the Petition, and all other schedules that reference rates charged to customers.

Limitations on Rate Changes

The COS Study results provide guidance for the rate design. However,
my use of these results was constrained to reasonable limits based upon consideration
of the resulting customer impacts.

The proposed overall percentage revenue increase will be shared, within
limits, among all customer classes. Although a primary goal is to move the delivery

rates for each rate class toward costs as indicated by the COS Study, no class will
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receive less than 50%, nor more than 150% of the overall average percentage
distribution increase. In addition, no class will receive more than 200% of the overall
average percentage bill increase. These rate increases limits were selected to provide
a reasonable balance between the goal of moving towards costs, while tempering the
increase in light of customer equity issues. The calculation and percentage values of
these limits are shown on page 1 of Schedule SS-G8 (Inter Class Revenue
Allocations). For Rates RSG, GSG, LVG and SLG, any shortfall in the revenue
increase (or decrease) from a rate schedule resulting from this limitation was
transferred to these other rates based upon the magnitude of the revenue increase (or
decrease) received by those rates.

Since the prices charged for Rate TSG-NF are not now, nor are they
proposed to be, cost based but are based upon other considerations such as value of
service, the general intent is to maintain the relative price relationship between TSG-
NF and TSG-F. To accomplish this, Rate TSG-NF was increased by the same
resulting distribution percentage increase as was determined for Rate TSG-F.

The distribution component of Rate CIG, which is also not a cost based
rate, was increased by the overall average distribution percentage increase.

As a reminder of the terminology used throughout this testimony, the
revenue or percentage increase for “Distribution” is based only on revenue from the

Service Charge and Distribution Charge(s) indicated on the particular rate schedule.
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The term “Delivery” refers to revenue from the Service Charge and Distribution
Charges as indicated on the particular rate schedule, plus the revenue from the
Balancing Charge and all of the applicable adjustment clauses. The “Total Bill”
equals the Delivery Charges plus gas supply, and is calculated as if all customers were

supplied on BGSS.

Inter-Class Revenue Increase Allocations

Page 1 of Schedule SS-G8 shows the calculation of the overall average
percentage increase for Distribution and total gas bills, as well as the calculation of
the upper and lower limits to be used in the inter-class revenue increase allocation on
Schedule SS-G8, page 2. The changes in revenue from the proposed changes in the
Reconnection Charge, Late Payment Charge, and Field Collection Charge, which |
discuss later in this testimony, have been subtracted from the additional revenue
requirements that need to be recovered from rate related distribution revenue (such as
Service Charges and the per therm charges). The allocation of the proposed revenue
increase shown on Schedule SS-G8, page 2 and subsequently in the Proof of Revenue
(Schedule SS-G12), therefore, does not include the impacts of the change in the
Reconnection, Late Payment and Field Collection charges. Please note that a
proposed March 1, 2010 change in the Capital Adjustment Charges (CACs) values are

not included in the calculations, but have been included in the legal notice
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requirements and will be included in the final rate design. | will discuss the proposed
changes to the CACs later in this testimony in the section entitled “Changes to
Adjustment Clauses.”

As noted above, page 2 of Schedule SS-G8 shows the development of
the proposed inter-class allocation of the revenue increase. The Rate Schedules are
indicated in Column 1, while Column 2 is the Proposed Distribution Revenue
Requirement based upon the COS Study results that were synced to the rate design
test year. Column 3 is the Present Distribution Revenue, while Column 4 shows the
increase that would occur if the synced COS Study results were used directly, hence
the use of the word “Unlimited” in the column heading. Column 5 is the present total
bill revenue calculated as if all customers were supplied at BGSS rates. Column 6 is
the percentage increase in distribution if the unlimited increase in dollars (from
Column 4) were applied to the rates, that is, the percentage increase to each rate
schedule if these COS based increases were applied without constraints. Column 7 is
the cost offsets from changes in the MAC and the BGSS charges resulting from
distribution increases to Rates TSG-F, TSG-NF and CIG. The result of the proposed
allocation of the Company’s revenue requirement increase to the rate classes,
consistent with the principles outlined in the previous section, Limitations on Rate
Changes, is presented in Column 8 and 10. Specifically, Column 8 shows the limited

final Distribution Charge percent increase and Column 10 shows the proposed
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revenue increase by rate class. Column 9 shows the proposed total bill increase if all
customers were supplied at BGSS rates.

If the Board approves an amount other than the Company’s overall
revenue increase request, the increase to each of the classes should be allocated in
proportion to the proposed revenue increase shown in Column 10.

Application of these limits is somewhat complex due to the re-
distribution of revenue from three sources. TSG-NF distribution increases are flowed
back to customers via the MAC, distribution increases applied to TSG-F and CIG
flow back to customers as a reduction in the Non-Gulf Coast Cost of Gas component
in their BGSS rate, and increases in the rates for gas supplied for pilot use for TSG-
NF and CIG also flow back to firm customers as a reduction in the Non-Gulf Coast
Costs of Gas component in their BGSS rate. All of these credits are as shown in
Column 7 of page 2 of Schedule SS-G8. In order to capture these revenue re-
distributions correctly, a strict order in which calculations of the inter-class revenue
increase allocations was followed.

The first step was the determination of the cost based charges for Rate
TSG-F (as indicated on line 1 of page 2 of Schedule SS-G8). Since the value in
Column 7 for TSG-F, the “Change in MAC and BGSS Credits” is based upon both
the final outcome of the TSG-F increase, as well as that for TSG-NF and CIG, a value

of zero was first utilized for the calculation. Once the upper and lower percentage
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distribution increase limits were applied (as shown in Column 8), an initial result for
the Proposed Total Bill Increase Percentage (Column 9) and Proposed Distribution
Revenue Increase (Column 10) could be calculated.

The next step was to determine the increases for Rates TSG-NF and
CIG. The Limited Final Distribution Charge Increase Percentage for Rate TSG-NF
(Line 2, Column 8) was set equal to the Limited Final Distribution Charge Increase
Percentage for TSG-F (Line 1, Column 8). For CIG, the overall average distribution
charge percentage increase was used as the Limited Final Distribution Charge
Increase Percentage for CIG (Line 3, Column 8).

Once the initial values for the increase to TSG-NF, TSG-F and CIG
were determined, the change in the MAC charge and Non-Gulf Coast Cost of Gas
credits in BGSS could be calculated, and then applied to each of the rate schedules
affected as indicated in Column 7. The change in the MAC charge used in this
schedule relates only to the change in TSG-NF margins, and does not include a
change in the MAC charge due to current over/under recoveries. | discuss these latter
changes elsewhere in this testimony.

Next, the Proposed Total Bill Increase Percentage for TSG-F (Line 1,
Column 9) was rechecked to determine if, with the MAC and BGSS credits just
calculated, the total Proposed Total Bill Increase Percentage remained within the

upper limit established.
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The final step was to calculate the proposed distribution revenue
increases for Rates RSG, GSG, LVG and SLG. These were done in the same manner
as performed for Rate TSG-F discussed above, although at this stage, the MAC and
BGSS credits (in Column 7) had been calculated. These calculations and application
of the limits were performed in an Excel spreadsheet utilizing the “Goal Seek”
function (also known as the backsolver function) in order to meet all of the
requirements of the limits and to properly allocate any revenue shortfall between these

four rates, while recovering the full requested increase in distribution revenue.

General Rate Design Principles and Methodology

The rate design methodology presented in this testimony follows the
philosophy of the cost allocation methodology used in the COS Study. It aligns, as
close as practical, the rates (prices charged to customers) with the customers’
underlying costs.

Changes in the distribution rates for Rate TSG-F, CIG, and changes in
the charges for pilot use for Rate Schedules TSG-NF, and CIG are cost offsets to the
Non-Gulf Coast Cost of Gas, and the resulting proposed BGSS tariff sheets have been
modified appropriately (as indicated in Schedule 5 of the Petition and in Schedule SS-

G12).
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The Service Charges for Rates RSG, GSG, LVG and TSG-F were set to
move towards the revenue requirements indicated in the COS Study for the sum of the
Access, Customer Service, and Measurement segments. Being mindful of a large
potential percentage increase in delivery charges for customers having very small
usage, the change in these Service Charges was limited to no increase at all to no
more than 150% of the overall average Distribution percentage increase. The Service
Charge on Rate TSG-NF was set equal to the Service Charge on Rate TSG-F and the
Service Charge for Rate CIG was increased at the overall average distribution
percentage increase.

These limits were selected as providing a reasonable balance between
the goal of moving each rate component towards costs, while tempering the increase
in light of bill impacts. Any shortfall in Service Charge revenue requirement resulting
from these limitations was transferred to the remaining distribution charges of each
rate schedule. In general, and subject to gradualism, the Distribution Charges in each
rate were set to recover all the revenue requirements of the Distribution Delivery
segment, plus any shortfall created from limitations in the new proposed Service

Charge. The calculations of the Service Charges are found on Schedule SS-G10.
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RATE SCHEDULE SPECIFIC CHANGES

Other than changing the numeric values of the charges, there are no
major structural changes proposed to the gas rates.

The following are the rate specific changes that are proposed.

As indicated in Schedule SS-G10 Service Charge Calculations, (line 1),
the direct use of the COS Study revenue requirements would indicate that a
significant increase in the monthly Service Charge is warranted. The Company,
however, proposes that the Service Charge should only be increased based on the
limits as | discussed previously. The charge was capped at this level and not moved
closer to actual costs in order to minimize the percentage increase in the total bill for a
customer with very small usage. While the Company does not endorse this subsidy of
customers with small gas bills by customers already burdened with large gas bills, it
has become clear over the years that this is the intent of the BPU Staff to implement
this approach, presumably to reflect BPU policy. In fact, the present RSG Service
Charge (excluding SUT) is lower than it was nearly 30 years ago (in 1980)!

The Distribution Charge was set to recover the balance of the Proposed

RSG Distribution Revenue Increase from page 2, line 4 of Schedule SS-G8.
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The Distribution Charge for the Special Provision for Off-Peak use has
been set at %2 of the normal Distribution Charge. This is a continuation of the practice
to provide a reasonable balance between providing the correct price signals to
customers with gas air conditioning, while providing some contribution to offset
winter peak period costs (and thus rates). No changes are proposed for qualification
for this Off-Peak provision.

The results of the Rate Schedule RSG rate design appear on page 5 of
the Proof of Revenue in Schedule SS-G12. The general format of the calculations is
described on the first page of that Schedule. The calculation of the annual gas
commodity cost utilized in the Proof of Revenue for this and all subsequent rate
schedules is based upon all customers purchasing gas on the appropriate BGSS
service as presented in Schedule SS-G11. The magnitude of the BGSS values remain
constant in both sides in the Proof of Revenue (Schedule SS-G12) and their inclusion
allows the proposed rate changes to be viewed in the context of a customer’s overall
bill.

The calculation for the changes in the MAC resulting from the change
in flowback from the TSG-NF rates is included in Schedule SS-G9.

Typical residential customer bill impacts as a result of these changes are

shown on page 1 of Schedule SS-G14.
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Please note that the Company is also proposing additional changes in
several adjustment clauses not related to the change in distribution rates which I will

discuss later in this testimony.

)
2]
)

Similar to what was done for Rate RSG, the Service Charge was set to
move towards the COS Study results to recover the revenue requirements for the
Access, Customer Service and Measurement segments utilizing the previously
discussed limits as shown in Schedule SS-G10.

The Distribution Charge was set utilizing the balance of the Proposed
GSG Distribution Revenue Increase from Schedule SS-G8.

As with Rate RSG, the Distribution Charge for the Special Provision for
Off-Peak use has continued to be set at %2 of the normal Distribution Charge. This
continues the practice of providing a reasonable balance between providing the
correct price signals to customers with gas air conditioning, while providing some
contribution to offset winter peak period costs (and thus rates). No changes are
proposed for qualification for this Off-Peak provision.

The results of the Rate Schedule GSG rate design are shown on page 7

of Schedule SS-G12. The general format of the calculations is described on the first
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page of that Schedule. The typical customer bill impacts as a result of these changes

are shown on page 2 of Schedule SS-G14.

LVG

Similar to what was done for Rate RSG, the Service Charge was set to
move towards the COS Study results to recover the revenue requirements for the
Access, Customer Service and Measurement segments utilizing the previously
discussed limits as shown in Schedule SS-G10.

The Distribution Charges and Demand Charge were set to recover the
balance of the revenue requirements. As | have previously discussed, the majority of
gas distribution related costs are relatively fixed, and do not vary with the monthly
volumes of gas transported.

In order to meet the rate design goals outlined at the start of this Section
of my testimony, and to prevent unintended customer migration between GSG and
LVG, the LVG rate maintains the existing rate design principle that a bill for a 12,000
therm per year customer be approximately the same for GSG and LVG. With this in
mind, the demand charge was set to recover the same percentage as current
distribution revenue. The block one and block two charges were then calculated to

uniquely recover the balance of the LVG revenue requirements and maintain
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LVG/GSG bill neutrality at 12,000 therms per year, distributed on the monthly usage
pattern of the average GSG customer.

The results of the Rate Schedule LVG rate design are shown on page 9
of Schedule SS-G12. The general format of the calculations is described on the first
page of that Schedule. Information on the typical customer bill impacts as a result of

these changes is indicated on page 3 of Schedule SS-G14.

%)
=
)

The Company is proposing to unbundle the gas lamp charges to institute
a per therm charge for all gas streetlights. This charge is based on the revenue
requirements for the Delivery segment, of which the TEFA charge is a major
component.

The balance of the revenue requirements will be recovered from the
luminaire charge, and the prices for individual gas streetlights will be updated but
limited by the overall rate impact limitations | have previously discussed.

The charges for Triple Mantle Lamps installed after 1/1/93 have been
increased at the overall average distribution percentage increase. The prices for these
lamps were set at cost in a prior gas base rate case, and thus have charges that are
close to actual costs. The charges for all remaining lamps have been increased to

recover the balance of the class increase.
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The results of the Rate Schedule SLG rate design are shown on page 11
of Schedule SS-G12. The general format of the calculations is described on the first

page of that Schedule.

TSG-F

This rate remains closed except to existing customers. The Service
Charge was set to move towards the COS Study results to recover the revenue
requirements for the Access, Customer Service and Measurement segments utilizing
the previously discussed limits as shown in Schedule SS-G10. The balance of the
revenue increase was recovered proportionally from the volumetric Distribution
Charge and the Demand Charge.

The results of the Rate Schedule TSG-F rate design are shown on page
13 of Schedule SS-G12. The general format of the calculations is described on the

first page of that Schedule.

The Service Charge for TSG-NF has been set equal to the new Service
Charge proposed for Rate TSG-F, the calculation of which is shown on Schedule SS-

G10.
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The charge for gas used for pilots during an interruption is proposed to
be increased, based on the highest monthly price for gas service on Rate GSG,
including balancing charges and gas supply service on BGSS-F that occurred in the
prior 36 month period.

Special Provision (a) has been modified to add penalty language if a
customer doesn’t provide an alternative fuel capability affidavit by November 1st.

Public Service proposes a new service called Military Service as Special
Provision (I) of Rate Schedule TSG-NF. Eligibility is limited to United States
Department of Defense military bases located in the Public Service franchise area.
Under this new service, Public Service will provide firm delivery service at TSG-NF
pricing for gas that is supplied by the customer’s third party supplier (TPS).
Participating customers will not be subject to the alternate fuel requirements of TSG-
NF but will be required to provide Public Service an annual certification of a contract
for TPS gas supply for each winter.

The blocking of the Distribution Charge has been eliminated since both
the first block and second block have been identical for many years, and the Company
is not proposing a blocked rate structure.

The results of the Rate Schedule TSG-NF rate design are shown on page
15 of Schedule SS-G12. The general format of the calculations is described on the

first page of that Schedule.
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This rate remains closed except to existing customers. Since the Service
Charge was never based on costs, it was increased by the overall average Distribution
percentage increase.

The margin component of the rate will be modified such that the net of
all of the adjustments to the Estimated Average Commodity Cost per therm that are
used to determine the price paid by customers is increased by the overall average
Distribution percentage increase. The differential charge for the two usage blocks of
CIG, usage less than 600,000 therms per month and usage in excess of this amount,
has been kept at the same one cent per therm differential that currently exists.

Similar to Rate Schedule TSG-NF, the charge for gas used for pilots is
proposed to be increased, based on the highest monthly price for gas service on Rate
GSG, including balancing charges and gas supply service on BGSS-F that occurred in
the prior 36 month period.

The results of the rate design are shown on page 17 of Schedule SS-
G12. The general format of the calculations is described on the first page of that

Schedule.
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CHANGES TO STANDARD TERMS AND CONDITIONS

General
This section describes the proposed changes to the Standard Terms and
Conditions. In some cases, these changes reflect proposals that have been previously

filed with the Board but not yet acted upon.

Section 2.3 — Deposits and Guarantees

The New Jersey Administrative Code (N.J.A.C.) citation was updated to
conform to latest N.J.A.C. edition. References to “rounding” of interest charges to

nearest half percent have been removed because they are no longer applicable.\

Section 3.8 — Charges for Extensions

The Smart Growth tariff language was modified to conform to the
language proposed by the Company in its September 19, 2006 filing in Docket No.

AX03120973. Schedule SS-G22 is a copy of that filing (without tariff sheets).

Section 6.6 — Tampering

The N.J.A.C. citation was updated to conform to latest N.J.A.C. edition.
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Section 8.3.3 — Check Metering

This language was modified to conform to the language proposed by the
Company in its January 18, 2007 filing in GT07010036 & ET07010035. Schedule SS-

G23 is a copy of that filing (without tariff sheets).

Section 8.8 — Proration of Monthly Charges

The wording was modified to add clarification regarding proration
based on the number of days in the billing month. These changes are as requested in

the Company’s March 25, 2009 letter to the Board.

Section 8.13 — Late Payment Charge

The payment receipt requirement was changed from 45 days to 30 days
prior to the application of a Late Payment Charge. A calculation of the additional

revenue anticipated from this change is shown on page 1 of Schedule SS-G15.

Section 8.15 - Field Collection Charge

This charge is currently applied to commercial and industrial accounts,
which include Rate Schedules: GSG, LVG, SLG, CIG, TSG-F and TSG-NF, when a

PSE&G representative visits a customer’s premise for the purpose of terminating
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service for nonpayment, but a bill payment is made to the representative in a
sufficient amount so that service need not be shut off.

An analysis of the costs indicates that a cost based charge should be
$36.92, based on the actual costs incurred in 2008. A charge of $30.00 is being
proposed in this case for both the electric and gas tariffs, an increase from the present
charge of $16.00. In addition, the Company is proposing to expand the applicability
of this charge from only commercial and industrial customers, as is done currently, to
now include all customer classes.

The calculations to support the proposed charges are included on page 3

of Schedule SS-G15.

Section 12 - Reconnection Charge

Section 12 of the current Standard Terms and Conditions provides for a
Reconnection Charge of $20.00 for the restoration of gas service when service has
been suspended or discontinued for nonpayment of any bill due.

An analysis of recent costs shows that the actual cost to PSE&G for
these activities is $122.23. The calculation of this cost is shown on page 2 of
Schedule SS-G15.

In the interest of moving rates toward costs, the Company proposes to

increase the current charge to $80.00, as is indicated in the proposed Standard Terms
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and Conditions in Section 12. This proposed value is about two-thirds the way to full
costs. In calculating the increase in revenue from this proposed increase, | have
assumed the new charge would be recovered from customers being reconnected,

consistent with current practice.

CHANGES TO ADJUSTMENT CLAUSES

Realignment Adjustment Charge

The entire tariff sheet has been eliminated since the charge has been
zero and is no longer applicable. References to this charge have also been removed

from Rate Schedules RSG, GSG, LVG & SLG.

Customer Account Services Charge (CAS)

Charge has been removed since it is no longer applicable. The language

has been removed from the clauses and all rate schedules.

Margin Adjustment Charge (MAC)

As part of this base case filing, the Company is proposing a change in
the MAC to amortize an accumulated unrecovered balance. In addition, the MAC
will change to flow back the proposed change in Rate Schedule TSG-NF revenue to

firm customers as | have previously discussed.
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Background

The MAC clause was implemented as a result of the gas base rate case
that was approved on January 9, 2002, BPU Docket No. GR01050328, to credit the
net revenues associated with TSG-NF Rates to customers on Rates RSG, GSG, LVG,
TSG-F, and SLG. All plant and expenses associated with TSG-NF have been
included in the development of the revenue requirements for these rates. Therefore, it
is appropriate that any and all revenues, net of commodity charges, TEFA, SUT, SBC,

RGGI and CAC be distributed back to customers on these same rates.

Margin Retention

There are two limited situations when some or all of the revenue
associated with certain specific TSG-NF customers flow to the bottom line in lieu of
otherwise being included in the MAC and distributed to customers on RSG, GSG,
LVG, SLG and TSG-F.

The first situation is where gas applications formerly being served under
Rate Schedule LVG switch to Rate Schedule TSG-NF after the effective date of base
rates currently in effect. The total TSG-NF revenues from these switching customers,
other than that related to commodity, SUT, TEFA, SBC, RGGI and CAC flow to the
bottom line in lieu of being included in the MAC until rates proposed in this rate base

proceeding are placed in effect. These revenues will be used to recover costs
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associated with the infrastructure (service, mains, meters, etc.) already installed to
provide firm service at Rate LVG, since TSG-NF revenues no longer flow to the
Company once the customer switches to TSG-NF. The margin treatment for
customers switching from TSG-NF to LVG is reciprocal for customers switching
from TSG-NF to LVG.

The second situation in which the Company retains a portion of the
TSG-NF revenues is for new TSG-NF customers whose service commences on or
after the end of the test year or for additional investment necessary to serve existing
TSG-NF customers after the end of the test year. For this purpose, new customers are
defined as gas service to a separately metered new account for equipment that did not
previously utilize gas delivery service from PSE&G. As above, TSG-NF net revenues
are defined as total revenues, other than that related to commodity, SUT, TEFA, SBC,
RGGI and CAC charges. The annual amount retained by the Company is equal to 20
percent of the cost of the new facilities required to serve all such customers, less any
direct customer contribution toward these costs, and is used to cover the costs
associated with these new customers. As in the prior situation, the cost recovery
associated with these customers remains effective until the effective date of new rates

in the Company’s next base rate case.
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Results

The calculation of MAC, its over/(under) recovery and the associated
interest costs for the actual results from its inception and corresponding forecast
through February 2010 are shown in Schedule SS G9, pgs. 2-4. The forecasted under
recovered balance and associated interest is $47.5 million as of February 2010.

As discussed earlier in my testimony, the base rate change related to the
change in TSG-NF revenues is shown on Schedule SS-G8, page 2, line 2, column 10.

As a result of the above two changes, the Company is proposing to
change the current MAC rate of $(0.007431)/therm (without SUT) to
$0.000000/therm.  The proposed annual amortization of the unrecovered MAC
balance and accumulated interest and supporting calculations are shown on page 1 of

is Schedule SS-G9,

Weather Normalization Clause

Public Service is proposing a new weather normalization clause in this
proceeding that will offset differences in base rate revenue due solely to the effects of
weather. This proposed clause is generally patterned after New Jersey Natural Gas
Company’s current weather normalization clause, although it does include an

alternative method to collect revenue differences that | discuss below.
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The complete details of all of the calculations and limitations involved
in this clause are contained on the proposed Tariff Sheets 45 to 47 which are
contained in Schedule 5 of the Petition.

In summary, the Company is proposing that at the end of each October
to May period (also referred to as the Winter Period), a calculation is proposed to be
made to determine the level by which the billed Margin Revenues differed from what
would have resulted if normal weather occurred. “Margin Revenues” are the
Distribution Revenues from relevant rate classes less TEFA and SUT, and are the
revenues that directly impact the Company’s earnings. Any deficiency or excess
would then be recovered in the following year during the Winter Period through the
proposed Weather Normalization Charge applicable to Rates RSG, GSG and LVG.
Balancing Therms were selected as the appropriate billing determinants to collect
these revenue differences because these therms are more indicative of the amount of
weather sensitive heating load than simply using the total winter gas usage in therms,
since they represent the difference between a customer’s actual monthly winter gas

usage and their average summer gas usage.

Capital Adjustment Charges (CACs)

Consistent with the recent Capital Economic Stimulus Infrastructure

Investment Program Stipulation (CAC Stipulation) and the associated Board Order
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(Docket No.’s EO09010049 and G0O09010050), the Company will propose new
CAC s in the fall of 2009 to be in effect from January 1, 2010 through December 31,
2010. The new CACs will reflect the 2010 annual revenue requirements associated
with eligible capital expenditures made during the period of April 28, 2009 through
December 31, 2010 plus any over/under recoveries from the prior period, from the
first application of the CAC to December 31, 2009.

As part of this base case filing, the Company is also proposing a change
in the CACs to be made on March 1, 2010 and be effective until the end of December
2010. The new proposed CACs will reflect the revenue requirements associated with
eligible capital expenditures and agreed upon O&M costs made from March 1, 2010
through December 31, 2010 plus any over/under recoveries from the prior period.
CAC Revenue Requirements from inception through February 28, 2010 are included
in the proposed base rate revenue requirements. For the new CACs, eligible capital
expenditures are proposed to include all capital expenditures made, other than that
directly related to providing service to new business.

For purposes of rate design and notice requirements, | have assumed
that the CACs estimated to be in effect on January 1, 2010, as reflected in the CAC
Stipulation will be the current rates in effect at the time the new base rates requested

in this filing go into effect. Therefore, the rate design and base case public notice
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with respect to CACs will only reflect the change from the anticipated January 1,
2010 CACs to the level of the new CAC proposed in this base case filing.

The calculation of both the anticipated January 1, 2010 CACs,
consistent with the CAC Stipulation and the new CACs proposed in this filing are

contained in Schedule SS-G13.

CHANGES TO BGSS CHARGES

BGSS-F and BGSS-I Charges

The language “In the absence of a specifically negotiated contract...the
above Commodity Charge will be applicable” has been eliminated. This is a
carryover of former language that was inadvertently not removed during the past gas

unbundling/base case proceedings.

BGSS Commodity Charge Applicable to Rate Schedule CIG

The BGSS-CIG tariff sheet has been modified to show separately the

charges for cogeneration facilities in service before and after March 10, 1997.

CHANGES TO THIRD PARTY SUPPLIER REQUIREMENTS

The only changes are updated references to conform to the latest

N.J.A.C. edition.
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ENERGY FORECAST

PSE&G prepares forecasts of gas deliveries and customers for both the
near term and long term forecast horizons. These forecasts consider and reflect input
from a multitude of disciplines and areas of responsibility within the Company.
Schedule SS-G16 shows the projected levels of annual gas delivered for the firm
residential, commercial, and industrial customers for the years 2009 to 2013.
Schedule SS-G17 shows the projected number of customers by class for this same
period. These projections are based upon normal weather and are from the May 2009
Corporate Energy Forecast.

Variations in weather have a direct influence on annual levels of gas
transported. In our analyses, we adjust the actual levels experienced to a standard
(normal) weather condition that is based upon 20 years of historical data. It is
necessary to adjust these to normal weather conditions so that year-to-year changes
can be analyzed in relation to other influencing factors such as price, economic
conditions and demographic changes. Historic data is adjusted to normal weather by
using regression analysis to determine the usage response to degree days and applying
that response to the deviation between actual degree days and the 20 year normal
degree days for the same period. The projections for design peak day utilized for the
planning and design of the gas distribution system are created from historic data in a

similar manner, except that the projected levels of the peak day requirement are based
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on projections of gas transported at zero degrees Fahrenheit, a condition that does not
occur in a normal year.

The normal weather conditions are also used in estimates of future
customer use. This treatment is appropriate since yearly fluctuations in weather are
considered to be random in nature and, as a result, the best forecast of future weather

conditions is the historical average.

BPU STAFF (STAFF) COS METHODOLOGY

Introduction

In the Stipulation of Settlement of PSE&G’s last Gas Base Case
(paragraph 16 in the Stipulation of Settlement in Docket No. GR05100845), the
Company agreed to prepare and submit, a COS study using the peak and average
methodology for gas distribution at the time of the filing of its next gas base case.
Staff requested that the average portion be 62.66% and the peak portion be 37.34%.
Because it was required to do so, such a COS Study and the summary of the resulting
functional revenue requirements by rate class are being submitted with the
Company’s instant rate case filing.

Specifically, Schedule SS-G18 contains the Details of the Complete

COS Study utilizing Staff’s Method, Schedule SS-G19 is the Summary Report by
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Functional Segment based on Staff’s Method, and Schedule SS-G20 is the Functional
Cost Summary of the COS Study results based on Staff’s Method.

In the Stipulation of Settlement referenced above, the Company and
other signatories to the Stipulation made it clear that they were not agreeing that the
COS Study performed as directed by the Staff has any connection to the causation of
costs on the Public Service gas distribution system. Specifically, the Stipulation
stated:

The Company and any signatory to this agreement will

have the right to file and support any COSS method it

considers appropriate. Each party reserves its right to

request that adjustments be made to the Cost of Service

Studies submitted in that proceeding. (Page 15 of

Stipulation)

Thus, it is necessary and appropriate for the Company to set forth herein

the reasons why it does not support the assumptions or results of a study it ran at the

Staff’s request.

Background

In the last gas base rate case Staff, pursuant to Staff Request S-PRD-32,
requested the Company conduct the above referenced average and excess study.
Previously, in request S-PRD-28, Staff requested the following:

Please replicate the COSS using the peak and average
methodology of cost allocation and provide the response
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to S-PRD-1 and S-PRD-2 to reflect the impact of this

methodology.

The Company then performed the necessary calculations based on the
traditional Average and Excess cost allocation methodology, arriving at a 23.18%
value related to energy (the average portion) with the remaining 76.82% related to
peak demand (the excess portion). The modified COS Study and Rate Design were
then provided, in revised S-PRD-1 and S-PRD-2, based on this request.

Staff then, without requesting any calculations or providing any
explanation, requested that the COS Study and resulting Rate Design be replicated,
this time using a 57% base and 43% peak allocation in request S-PRD-29. Again, the
Company provided a modified COS Study and Rate Design in another revised S-
PRD-1 and S-PRD-2 based on this request.

Thereafter, Staff requested that the COS Study and resulting Rate
Design be replicated again, this time using a 62.66% base and 37.34% peak
allocation. It is this last calculation that is being replicated in this part of this filing.
As indicated, the value based on the Staff’s third set of instructions classifies nearly 3
times the amount to energy as the traditional Average and Excess method would as

originally calculated by the Company in the response to S-PRD-28.
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General Comments

As previously mentioned in my Direct Testimony, the Board should be
aware of the fact that the COS Study submitted with this filing in response to Staff’s
request is totally unsupported by appropriate cost allocation methods. This method
proposed by Staff is a prime example of a study that has no foundation, recognizing
the reasons that costs are incurred for the Public Service gas delivery business and
thus, it is an incorrect and inappropriate cost allocation methodology. Staff may
assert that its “study” is needed to “complete the record.” Staff’s cost allocation
methodology doesn’t complete the record, but rather, confuses the record by adding
incorrect and erroneous data to the record from which a flawed decision could be
made.

Even more troubling is the possibility that this methodology, as devised
by Staff, is to “achieve an end that justifies the means.” This method goes to
extraordinary and convoluted lengths to allocate and functionalize costs away from
residential customers and onto the shoulders of commercial and industrial customers.
The multiple requests for a new allocation methodology after review of the COS
Study and subsequent rate design seem to be evidence that Staff was looking for a
result by some unknown modification of the allocation methodology. If the purpose
is to lighten the burden of overall gas bills for residential customers, it would be an

unreasonable way of accomplishing that goal to suggest that costs warrant lower rates.
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While it may be a worthy endeavor to moderate the level of increase to be born by
residential customers, it results in unfairly transferring costs to business customer
groups who often provide employment for some of those same customers. While the
Company has taken reasonable steps to moderate the level of increase in rates for
RSG and GSG customers with its gradualism-based recommendations for limitations
on the amount of increases for those classes, it is not reasonable to suggest that cost
considerations require such treatment when there is no evidence that can be produced
that would suggest that costs are caused for a gas distribution company based on the
energy that it sold through its pipes.

As noted above, ignoring the unsupported modifications requested in S-
PRD-29 and S-PRD-32, the “Average and Excess” methodology requested in S-PRD-
28 has existed for many years. Historically, this method was used to allocate costs of
electric generation plant and gas production facilities where arguably, there is often an
energy investment component beyond that necessary to provide capacity at the time of
peak load. However, there is no evidence that would support the argument that costs
for the Public Service gas distribution service business are caused for such reasons.
Although Staff is indicating that there is some energy related causation or criterion
that goes into the design and/or planning of the gas distribution system, it is
uncontroverted that the Company’s existing design criteria is based solely on peak

demand, and Staff has not, and cannot, criticize the Company’s application of these
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design principles. The COS Study using Staff’s method has no relationship to actual
distribution plant costs or operations. As testified to by Mr. Cardenas in this case, the
distribution planners and designers plan and install facilities solely to meet the peak
demands of customers — not based on the amount of energy (in therms) they consume.

Staff may present arguments in their Briefs that their cost allocation
methodology is somehow related to a formula which is an approximation of the load
carrying capacity of a pipe of a certain size diameter. Due to the complex relationship
between the physical nature of natural gas and the characteristics of the inside surface
of a pipe, the actual amount of gas that flows due to a pressure differential is not in
direct proportion to the cross sectional area of a pipe. The cross sectional area of a
round pipe, and for that matter any circle, is related to the square of the diameter,
Staff may present, similar to what was moved into evidence in the last two gas base
cases, a simplified approximation formula that purports to indicate, for natural gas,
that the amount of gas that a pipe carries under a set pressure differential is related to
8/3rds power of the diameter. Staff may then somehow devise and then introduce a
methodology that relates this formula to their 62.66% base and 37.34% peak
allocation calculation. The calculations using this type of formula may be performed
arithmetically correct, but is based on completely flawed reasoning.

The fundamental error is that there is no relationship at all between the

amount of gas a pipe can carry, its diameter, and any split between a demand and
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energy cost classification. Determining an energy/peak classification based on the
physical nature of natural gas and the pipe it flows within is unrelated to determining
the cost of providing gas distribution service. Only if the decision to incur costs were
based upon the amount of energy a piece of equipment used, produced or saved,
would there be any reason at all to classify a portion of the costs on a energy basis.
Just because equipment delivers energy, such as a gas main, it should not be classified
as energy related unless the amount of energy, other than peak energy, had some basis
in the design. Gas mains have been, and continue to be, installed to bring gas service
to the proximity of each customer’s premise and are sized to handle the peak hourly
gas flow at design conditions, without regard to the gas flow at any other time of day
or season. These are the sole reasons and engineering basis for their design and cost,
and as such, the allocation of these costs should properly reflect each rate class’s
responsibility for the peak gas flow.

| have prepared Schedule SS-G21, “PSE&G Analysis of Gas Main
Costs and Flow Characteristics” based on information provided by the planners in our
Gas Distribution Department. This schedule shows the load carrying capacity of
several different common gas pipe mains sizes currently installed by Public Service
along with a typical unit per foot installed cost of the pipe. Column 1 is the diameter
of the pipe, Column 2 indicates the material type, Column 3 is the flow capacity at the

conditions as indicated at the bottom of the table, Column 4 is a typical unit installed
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cost at the conditions as indicated at the bottom of the table, and Column 5 is the
resulting calculation of the unit installed cost per thousand cubic feet per hour of flow
capacity. As the last column of this Schedule indicates, the cost to deliver gas
actually decreases as the diameter of the pipe increases. One conclusion that | can
make is that since the unit cost for delivery of gas decreases as customer usage
increases, a decreasing block rate structure may be warranted. Although the
Company is not proposing to institute a cost based declining block rate structure for
any rate class, this analysis would support that type of rate design. Also, this analysis
would support an argument that distribution costs should not be allocated to rate
classes simply on the contribution to peak demand. Instead, the allocation should take
into account that rate classes with higher peak loads per customer should have
proportionately smaller costs per peak therm than rate classes with lower peak loads
per customer.

All of this information and calculations, either as presented by the
Company in Schedule SS-G21 or in Staff’s Method, confirms that there is no
relationship between the costs of a gas main and the annual amount of gas that flows
through it. Despite these facts, Staff continues to draw conclusions that gas mains are
somehow designed on the basis of how much gas flows through the main during the
entire year. Staff’s Method is completely flawed and should be rejected.

This concludes my testimony at this time.
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EXHIBIT P-9
Schedule SS-G1
Page 1 of 2

QUALIFICATIONS
OF
STEPHEN SWETZ
MANAGER - RATES AND REGULATION

My name is Stephen Swetz and | am the Manager — Rates and

Regulation for Public Service Electric and Gas Company (PSE&G, the Company).

EDUCATIONAL BACKGROUND

| graduated from Worcester Polytechnic Institute with a Bachelor of
Science degree in Mechanical Engineering. | also earned the degree of Master of

Business Administration from Fairleigh Dickinson University.

WORK EXPERIENCE

| have over 20 years experience in Rates, Analysis, and Operations for
three Fortune 500 companies. Since 1991, | have work in various positions at
PSE&G and affiliates of PSE&G. | have held positions in Rates & Regulation,
Pricing, Corporate Planning & Finance with over thirteen years of direct experience in
Northeastern retail and wholesale electric and gas markets. | am presently the
Manager — Rates and Regulation and contribute to the development and
implementation of the Company’s electric and gas rates. | have submitted pre-filed

direct cost recovery testimony for the Company’s Carbon Abatement, Solar 4 All and
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EXHIBIT P-9
Schedule SS-G1
Page 2 of 2

Solar Loan Il Programs to the New Jersey Board of Public Utilities. | have also
contributed to other filings that the Company has made to the New Jersey Board of
Public Utilities; including the Capital Economic Stimulus Infrastructure Investment,
Economic Energy Efficiency Stimulus, and Solar Loan | Programs as well as
unbundling electric rates and Off Tariff Rate Agreements. | have led in various
economic analyses, asset valuations, rate design and pricing efforts and participated in
electric and gas marginal cost studies

| am an active participant of the American Gas Association’s Rate and
Strategic Issues Committee and the Economic Regulation and Committee of the

Edison Electric Institute.
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Billing Determinants Page 1 of 4
(000)
Weather
Normalized Variation
Rate Forecast (WN) from
Determinants Determinants WN

RSG Delivery

Customers 19,082.298 19,082.298 0.000

Distribution Therms 1,400,660 1,400,660 0

Off-Peak Dist. Therms 35 35 0

Balancing Therms 768,389 768,389 0

Supply

BGSS Therms 1,385,355 1,385,355 0

BGSS Off-Peak Therms 34 34 0

Emergency Sales Srvc. Therms 0 0 0
GSG Delivery

Customers 1,675.222 1,675.222 0.000

Distribution Therms 264,282 264,282 0

Off-Peak Dist. Therms 25 25 0

Balancing Therms 148,048 148,048 0

Supply

BGSS Therms 227,783 227,783 0

Emergency Sales Srvc. Therms 0 0 0

Schedule SS-G2
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Forecast & Weather Normalized Schedule SS-G2
Billing Determinants Page 2 of 4
(000)
Weather
Normalized Variation
Rate Forecast (WN) from
Determinants Determinants WN

LVG Delivery

Customers 216.902 216.902 0.000

Demand Therms 19,220 19,220 0

Distribution Therms 0 -1,000 157,578 157,578 0

Distribution Therms over 1,000 500,521 500,521 0

Balancing Therms 295,521 295,521 0

Supply

BGSS Therms 291,103 291,103 0

Emergency Sales Srvc. Therms 0 0 0
SLG Delivery

Lamp Chgs:

Single 10.392 10.392 0.000

Double 0.661 0.661 0.000

Triple Prior to 1/1/93 18.144 18.144 0.000

Triple on & after 1/1/93 0.144 0.144 0.000

Distribution Therms 671.984 671.984 0.000

Supply

BGSS Therms 671.984 671.984 0.000

Emergency Sales Srvc. Therms 0 0 0

Schedule SS-G2
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Rate

TSG-F

TSG-NF

Forecast & Weather Normalized

Billing Determinants

(000)

Delivery
Customers

Demand Therms

Demand Therms - Agreements
Distribution Therms

Distribution Therms - Agreements

Supply
Emergency Sales Srvc. Therms

Delivery
Customers

Distribution Therms 0 - 50,000

Distribution Therms 0 - 50,000 - Agreements
Distribution Therms over 50,000

Distribution Therms over 50,000 - Agreements

Supply
BGSS Therms

Emergency Sales Srvc. Therms
Pilot & Penalty Therms

Forecast
Determinants

Weather
Normalized
(WN)
Determinants

0.764
750

26
35,029
1,585

646

3.077
87,360
178,315
106,774
217,941

13,302
23,174
0

0.764
750

26
35,029
1,585

646

3.077
87,360
178,315
106,774
217,941

13,302
23,174
0

Variation
from
WN

0.000
0

0
0
0

0.000

o O o

o

EXHIBIT P-9

Schedule SS-G2
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EXHIBIT P-9

Forecast & Weather Normalized Schedule SS-G2
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Billing Determinants Page 4 of 4
(000)
Weather
Normalized Variation
Forecast (WN) from
Determinants Determinants WN
Delivery
Customers 0.304 0.304 0.000
Distribution Therms 0 - 600,000 45,679 45,679 0
Distribution Therms over 600,000 7,849 7,849 0
Supply
BGSS Therms 53,528 53,528 0
Extended Sales Srvc. Therms 0 0 0
Pilot & Penalty Therms 0 0 0

Schedule SS-G2
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