BEFORE THE CORPORATION COMMISSION
OF THE STATE OF OKLAHOMA

APPLICATION OF OKLAHOMA NATURAL
GAS COMPANY, A DIVISION OF ONE
GAS, INC., FOR APPROVAL OF ITS
PERFORMANCE BASED RATE CHANGE
PLAN CALCULATIONS FOR THE TWELVE
MONTHS ENDING DECEMBER 31, 2017,
ENERGY EFFICIENCY TRUE-UP AND
UTILITY INCENTIVE ADJUSTMENTS FOR
PROGRAM YEAR 2017, AND CHANGES
OR MODIFICATIONS TO ITS TARIFFS
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HEARINGS: July 27, 2018, in Courtroom B
2101 North Lincoln Boulevard, Oklahoma City, Oklahoma 73105
Before Michael D. Norris, Administrative Law Judge ("ALJ")

November 28, 2018, in Room 301

2101 North Lincoln Boulevafd; Oklahoma City, Oklahoma 73105
Before the Commission en banc

APPEARANCES:  Dustin R. Fredrick and Rick D. Chamberlain, Attorneys representing

Oklahoma Natural Gas Company ("Oklahoma Natural" or "ONG")

Jared B. Haines and A. Chase Snodgrass, Assistant Attorneys General
representing the Office of Attorney General ("AG"), State of Oklahoma

Michael L. Velez and Kyle Vazquez, Assistant General Counsels
representing the Public Utility Division ("PUD"), Oklahoma
Corporation Commission

Thomas P. Schroedter, Attorney representing Oklahoma Industrial
Energy Consumers ("OIEC")

FINAL ORDER

BY THE COMMISSION:
The Corporation Commission of the State of Oklahoma ("Commission") being regularly
in session and the undersigned Commissioners being present and participating, the above-styled

and numbered Cause comes on for consideration and action.



Cause No. PUD 201800028 Page 2 of 4
FINAL ORDER

I. PROCEDURAL HISTORY
The procedural history through the date of the merits hearing is contained in the Report
and Recommendation of the Administrative Law Judge ("ALJ Report") filed September 20, 2018,
which is appended hereto as Attachment 1 and incorporated herein by reference.
Additionally, on October 4, 2018, the AG and OIEC each filed exceptions to the ALJ
Report, and a motion for oral argument and notice of hearing thereon.

On October 11, 2018, Oklahoma Natural and PUD each filed a response to the exceptions.

IL. SUMMARY OF EVIDENCE
The summary of evidence set forth in Section III of the ALJ Report is incorporated herein

by reference.

I1I. FINDINGS OF FACT AND CONCLUSIONS OF LAW

Having reviewed and evaluated the ALJ Report, the arguments of counsel, and the
pleadings, exceptions, responses, and evidence contained in the record for this Cause, and upon a
full and final consideration thereof, the Commission hereby adopts the recommendations set forth

in the ALJ Report, except as otherwise stated herein.

1. The Commission finds the federal income corporate tax reform of the scale of the
2017 Tax Cuts and Jobs Act of 2017 ("2017 TCJA") occurs very infrequently, and the magnitude
of the corresponding savings is significant. The evidence revealed that absent the reduction of
costs due to the 2017 TCJA income tax reform, Oklahoma Natural's performance for the review
period would have resulted in an earned return of less than 9%. The tax expense reduction
stemming from the federal income tax reform was not the result of any efforts made by Oklahoma

Natural.

2. The Commission further finds that due to the 2017 TCJA, Oklahoma Natural has
experienced significant income tax savings and should refund the savings in excess of its current

authorized return, and interest thereon that have accrued since January 9, 2018, the date of Order
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No. 671984 that directed Oklahoma Natural to, in part, "record a deferred liability beginning on
[January 9, 2018] to reflect the reduced federal corporate tax rate to 21 percent . . . on an interim
basis subject to refund until utility rates are adjusted to reflect the federal tax savings." Order No.
671984 required any refunds accrue interest at ONG’s cost of capital as set forth in Cause No.
PUD 201700079. This savings should continue to be tracked for the 2018 PBR review period.
Any earnings attributable to the tax savings above the 9.5% authorized return in the 2018 review

period as reflected by the 2019 PBRC filing shall be refunded 100% to ratepayers.

3. The Commission further finds, consistent with Order No. 671984, that an
adjustment to base rates to reflect lower tax costs at the authorized return is appropriate in the
instant Cause. The Commission finds that Oklahoma Natural should recover all offsetting costs

limited to its authorized return of 9.5%.

4. The Commission further finds that return of the protected and unprotected excess
accumulated deferred income tax ("EDIT") shall be implemented in the instant Cause, instead of

beginning with the 2019 annual filing.

5. The refund of the amortization of the EDIT shall be reflected as a line item on

customers' bills.

6. To implement the findings and conclusions above, which are supported by the
evidence and law, all corresponding/impacted calculations and tariffs shall be adjusted

accordingly. Tariffs shall be effective upon submission to, and approval by, the Director of PUD.

ORDER

IT IS THEREFORE THE ORDER OF THE CORPORATION COMMISSION OF THE
STATE OF OKLAHOMA that the attached ALJ Report, subject to and as amended or
superseded by the modifications detailed hereinabove, is hereby adopted, and incorporated

herein as if fully set forth, as the order of this Commission.
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Order, as shown by their signatures above, this 8 day of , W 2019.

B ‘ ’[Sealj

"

M k
EG/W CHELL, Secretary




BEFORE THE CORPORATION COMMISSION OF THE STATE OF OKLAHOMA

APPLICATION OF OKLAHOMA NATURAL )

GAS COMPANY, A-DIVISION OF ONE GAS, )

INC., FOR APPROVAL OF ITS )  .CAUSE NO. PUD 201800028

PERFORMANCE BASED RATE CHANGE ) -

PLAN CALCULATIONS FOR THE TWELVE )

MONTHS ENDING DECEMBER 31,2017, )

ENERGY EFFICIENCY TRUE-UP AND )

UTILITY INCENTIVE ADJUSTMENTS FOR ) SEP 20 201

PROGRAM YEAR 2017, AND CHANGES OR )

MODIFICATIONS TO ITS TARIFFS ) COURT CLERK'S OFFICE - OKG
CORPORATION COMMISSION

HEARING:  July 27,2018, in Courtroom B OF OKLAHOMA

2101 North Lincoln Boulevard, Oklahoma City, Oklahoma 73105
Before Michael D. Norris, Administrative Law Judge

APPEARANCES: Dustln R. Fredrick and Rick D. Chamberlain, Attomeys representing

Oklahoma Natural Gas Company
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representing Office of Attorney General, State of Oklahoma

Michael L. Velez and Kyle Vazquez, Assistant General Counsels

* representing Public Utility Division, Oklahoma Corporation
Commission '

Thomas P. Schroedter, Attorney representing Oklahoma Industrial
Energy Consum.ers

REPORT AND RECOMMENDATION OF THE ADMINISTRATIVE LAW JUDGE

The above-captioned Cause comes before the Oklahoma Corporation Commission
(“Commission”) on the Application of Oklahoma Natural Gas Company, a Division of One Gas,
Inc. (“ONG” or “Oklahoma Natural” or “Company”) requesting approval of its Performance
Based Rate Change Plan (“PBRC Plan”) calculations for the twelve months ending
December 31, 2017, energy efficiency true-up and utility incentive adjustments for program year
. 2017, and changes or modifications to its tariffs.

L ALJ RECOMMENDATION

Upon hearing the arguments and testimony and considering the evidence and information -
provided in this Cause, it is the recommendation of the Administrative Law Judge (“ALJ”) that
the Commission‘should adopt the Joint Stipulation and Settlement Agreement filed in this Cause
on July 26, 2018, with the exception of the treatment of unprotected excess deferred income
taxes (“EDIT™). '

It is recommended that the Commission should not accept ONG’s and the Public Utility
Division’s (“PUD?”) proposal to utilize the average rate assumiption method (“ARAM?) to return
unprotected EDIT. The Commission should require ONG to amortize the unprotected excess

ATTACHMENT 1
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EDIT and return it to ratepayers over 10 years using a straight-line method beginning with the
2019 PBRC filing for the test year ending December 31, 2018.

L PROCEDURAL HISTORY

. 1. On March 15, 2018, ONG filed its Application with the Commission requesting
approval of its PBRC Plan calculations for the twelve months ending December 31, 2017, energy
efficiency true-up and utility incentive adjustments for program year 2017, and changes or
modifications to its tariffs.

2. Also on March 15, 2018, ONG filed the Direct_ Testimonies of Cory Slaughter,
Elizabeth Chandler, Don’ea Mayberry, Amelia Nguyen, Annette Ellis, Crystal Turner and
Paul H. Raab. Schedules and workpapers were also filed by ONG.

3. On March 19, 2018, Jared B. Haines and A. Chase Snodgrass filed an Entry of
Appearance on behalf of the Oklahoma Attorney General (“Attorney General”).

4. On March 29, 2018, ONG filed a Motion to Establish Procedural Schedule along
with a Notice of Hearing, a Motion for Protective Order along with a Notice of Hearing and a
Motion to Establish Notice Requirements along with a Notice of Hearing. The Motion to
Establish Procedural Schedule, the Motion for Protective Order and the Motion to Establish
Notice Requirements were set for hearing on April 5, 2018, and were heard and recommended
on that date.

5. On April 12, 2018, Thomas P. Schroedter filed an Enﬁy of Appearance on behalf.
of Oklahoma Industrial Energy Consumers (“OIEC”).

6.  On May 9, 2018; the Commission issued Order No. 677527 Order Granting
Motion for Protective Order, Order No. 677528 Order Granting Motion to Establish Procedural
Schedule and Order No. 677529 Order Granting Motion to Establish Notice Requirem\ents.

7. On June 15, 2018, PUD filed its Accounting Exhibit. Also on this date, PUD
filed the Responsive Testimonies of David Melvin, Zachary Quintero, McKlein Aguirre,
MaryDoris Casey, Jason Lawter, Kiran Patel, Geoffrey M. Rush, Andrew Scribner, Isaac D.
. Stroup, Elbert D. Thomas, Kathy Champion, Chris Bertus and Amy Taylor. -

8. Also on June 15, 2018, the Attorney General filed the Responsive Testimonies of
Edwin C. Farrar and James B. Alexander. :

9. On June 22, 2018, PUD filed the Supplemental Testimony of Zachary Quintero.
10. Also on Jun§ 22,2018, OIEC filed its Statement of Position.

11.  On June 29, 2018, PUD filed the Rebuttal Testimony of Zachary Quintero and
ONG filed the Rebuttal Testimony of Cory Sl_aughter.

12.  OnJuly 6, 2018, Exhibit Lists were filed by the Attorney General and PUD.
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13.  Also on July 6, 2018, PUD filed the Testimony Summaries of Amy Taylor, Kathy
Champion, . Chris Bertus, Jason Lawter, Zachary Quintero, Elbert D. Thomas, David Melvin,
MaryDoris Casey, McKlein Aguirre, Kiran Patel, Andrew Scribner,- Geoffrey M. Rush and
Isaac D. Stroup.

. 14, Also on July 6, 2018, the Attorney General filed the Test1mony Summaries of
Edwin C. Farrar and James B. Alexander.

15.  OnJuly 11, 2018, David E. Keglovits filed a Notice of Withdrawal as Counsel for
ONG.

16.  OnJuly 12,2018, ONG filed its Exhibit List.

_ 17.  OnJuly 20, 2018, Rick D. Chamberlain filed an Entry of Appearance on behalf of
ONG.

18. On] uly 24,2018, ONG filed Proof of Publications. -

_ 19. Also on July 24, 2018, ONG filed the Testimony Summaries of Don’ea
Mayberry, Annette Ellis, Crystal Turner and Amelia Nguyen.

20.  On July 26, 2018, ONG filed a Joint Stlpulatlon and Settlement Agreement .
(“Joint Stipulation™), signed by ONG and PUD. ‘

21.  Also on July 26, 2018, ONG filed the Testimony Summaries of Paul H. Raab,
Elizabeth Chandler and Cory Slaughter.

b

22.  Also on July 26, 2018, the Pre-hearing Conference was heard and recommended.

23.  OnJuly27, 2018, the Hearing on the Merits was held and the ALJ took the matter .
under advisement, requesting the parties submit Proposed: Fmdmgs of Fact and Conclusions of
Law by August 10, 2018. '

24. On August 10, 2018, ONG, OIEC, the Attorney General and PUD filed their
respective Proposed Findings of Fact and Conclusions of Law. Also on this date, ONG filed
Offer of Exhibits after the Evidentiary Hearing.

25. On August 15, 2018, a Notice of Transcript Completion was filed.
III. SUMMARY OF EVIDENCE

A. Documents filed in this Cause are contained in the record kept by the Court Clerk
of the Commission.- Testimony, was offered at the Hearing on the Merits as well as via pre-filed
testimony. The entirety of the testimony offered is contained in the transcript of these
* proceedings. Testimony summaries are set forth in Attachment “A” attached hereto and

incorporated herein. :
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B. The following numbered exhibits were admitted into evidence:

1. + Order No. 671984, Cause No. PUD 201700571 (January 9, 2018).

2. Order No. 567498, Cause No. PUD 200800348 (May 7, 2009).

3 Responsive Testimony of Edwin C. Farrar, Cause No. PUD 201100087
(November 9, 2011).

4. Responsive Testimony of Edwin C. Farrar, Cause No. PUD 201700151
(September 21, 2017).

5. Order No. 648326, Cause No. PUD 201500213 (January 6, 2016).

6. Order No. 679358, Cause No. PUD 201700496 (June 19, 2018).

C. Pursuant to the PBRC Tariff 1201 established .in Cause No. PUD 201500213,
Order No. 648326 (Exhibit “C” to Hearing Exhibit No. 5), an allowed return on equity
(“AROE”) of 9.50 % with. a deadband of 100 basis points was established. The deadband was
set from 9.00% to 10.00% in which no rate change shall occur. Pursuant to the Tariff, ONG may
request a rate increase only when the earned return on equity (“ER™) falls below 9.00%.
Similarly, any credit and sharing with the ONG’s customers shall occur only when the ER is
greater than 10.00%. If for the 12-month period ending December 31*, ONG’s ER is below
9.00%, the base rates under the rate schedules subject to the PBRC plan shall be increased upon
Commission approval in the amount necessary to restore the ER to the 9.50% AROE.
Conversely, if for the 12-month period ending December 31st, ONG’s ER is above 10:00%, the
portion of the ER that is greater than 10.00% shall be shared on a 75/25 basis between the
customers and ONG, with the customers receiving the greater amount.

D. ONG’s Application requested an order of the Commission approving (a) the
calculations for the 12 months ending December 31, 2017, presented by ONG according to the
requirements of ONG’s Tariff 1201, also known as the Performance Based Rate Change Tariff
(“PBRC Tariff”), (b) the energy efficiency true-up and utility incentive adjustments for program
year 2017, (c) ONG’s methodology to comply with Commission Order No. 671984 regarding the
Tax Cuts and Jobs Act of 2017 (“Tax ACT”), (d) a waiver allowing small transport customers to
participate in ONG’s energy efficiency programs, (e) the deferral and amortization of costs
associated with the internal processing of credit/debit card payments, and (f) certain
modifications to its tariffs.

IV. FINDINGS OF FACT AND CONCLUSIONS OF LAW

L. ONG is an Oklahoma corporation authorized to do business in-the State of
Oklahoma. ONG is a public utility with plant, property, and other assets dedicated to the
distribution and sale of natural gas at wholesale and retail levels within the State of Oklahoma.
The Commission has jurisdiction over this Cause by virtue of the provisions of Article IX, § 18
et seq. of the Constitution of the State of Oklahoma, 17 O.S. § 151 ef seq., and the Rules and
Regulations of this Commission. Notice is proper in this Cause pursuant to Commission Order -
No. 677529 and the requirements of OAC 165:5-7-51.

2. On July 26, 2018, PUD and Oklahoma Natural filed a Joint St1pu1at1on which
incorporates all of PUD’s recommended adjustments.
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3. At the hearing, Mr. Slaughter testified that paragraph No 1 of the Joint
Stipulation contains the relief Oklahoma Natural requested in its Application.!

4, Mr. Slaughter testified that paragraph No. 2 of the J omt Stipulation establishes
that Oklahoma Natural has earned ROE for the 2017 test year.” Accordingly, with, the
calculation of being over the deadband (approx 10.50%), Oklahoma Natural will implement a
credit to customers of $5,862,739 over a 12 month period.® This provision is d1fferent than the
Attorney General’s recommendatlon The ROE for the 2017 test year was 10.51%.°

5. Mr. Slaughter testified that paragraph No. 3 of the Joint Stipulation establishes
that the parties agree that the annual non-recurring revenue adjustment is an appropriate -
adjustment for purposes of PBRC filing calculatlons S Thisis a disputed issue between the

. Stipulating Parties and. Non-Stlpulatmg Parties.’

6. Mr. Slaughter testified that paragraph No. 4 of the Joint St1pulat10n establishes the
current year energy efficiency true-ups and the utility mcentlve in the amount of $2,148,946.2
No parties filed testimony objecting to the Company’s proposal.’

7. Mr. Slaughte‘r testified that paragraph No. 5 of the Joint Stipulation establishes the
new monthly service charges that will be implemented in several tariffs. The onl?' thing that
affects the monthly service charge is the energy efficiency, true-up utility incentive.”” This'was -
not a contested issue in this Cause.!! The new monthly service charge for each class of ONG
customers shall be as follows: -

(@) Residential 101 “A” and 101-V “A” will pay a fixed charge of $16.85 per
month and a volumetric delivery fee of $4.1143 per dekathermi;

() Residential 101 “B” and 101-V “B” will pay a fixed charge of $33.99 per
month and no volumetric delivery fee;

(¢) Small commercial “A” will pay a fixed charge of $21.65 per month and a
volumetric delivery fee of $4.5599 per dekatherm;

(d) Small commercial “B” will pay a fixed charge of $36.85 per month and no
volumetric delivery fee; and

! Transcript of Proceedings-p. 9, 11. 11-15.

2 Transcript of Proceedings p. 10, 11 17-18.
3 Transcript.of Proceedings p. 11, 11. 2-5.

* Transcript of Proceedings p. 11, Il. 24-25; p. 12, 1L 1-7.
5 Quintero Responsive Testimony p. 5, {1

¢ Transcript of Proceedings p. 12, 11. 13-16.
7 Transcript of Proceedings p. 12, 1l. 20-24.
8 Transcript of Proceedings p. 13, 11. 2-4.

® Transcript of Proceedings p. 13, 1L 10-12.
10 Transcript of Proceedings p. 13, 11. 15-18.
! Transcript of Proceedings p. 13, I1. 20-22.
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1° Transcript of Proceedings p. 13, 1L 15-18.
" Transcript of Proceedings p. 13, 11. 20-22.
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() Large commercial will gay a fixed charge of $92.78 per month and no
volumetric delivery fee."

8. Mr. Slaughter testified that paragraph No. 6 of the Joint Stipulation establishes
that (l)3klahoma Natural applied the new-2018 federal income tax rate of 21% to the 2017 test
year. : )

9. Mr. Slaughter testified that paragraph No. 7 of the Joint St1pulat1on establishes
that, in compliance with the PBRC Tariff, the Company and customers share in the earmn§s that '
are above the deadband with 75% going-to customers and 25% going to the Company.'
Company is foregoing its portion of those earnings that are above the deadband. This is a $1.4
million dollar benefit to the customers.”® '

10.  Mr. Slaughter testified that paragraph No. 8 of the Joint Stipulation is the
agreement with Oklahoma Natural and PUD that, as proposed by PUD; the Company will
continue to accrue interest on revenues that are associated with excess tax expense. 'S

11.  Mr. Slaughter testified that paragraph No. 9 of the Joint Stipulation establishes
that Oklahoma Natural will return any of the excess ADIT, both protected and unprotected,
utilizing ARAM."

12. M. Slaughter testified that paragraph No. 10 of the Joint Stipulation establishes
that the one-time annual ADIT credit for 2018 is $7,317,150 subject to a true-u up, and that.true-up
is based on what the actual results of the tax filings that occur later in the year.

A}

13. -~ Mr. Slaughter testified that paragraph No. 11 of the Joint Stipulation demonstrates
that if the ADIT credit, the PBRC credit, and the energy efﬁclency true-u&) are added together,
the total 12 month impact for the average residential customer is $16. 65.!

14.  Mr. Slaughter testified that paragraph No. 12 of the Joint Stipulation explains the
Stipulating Parties’ agreement that the $5,862,739 PBRC credit and return of the ex0ess ADIT
complies with the PBRC Tanff and Order No. 671984 in Cause No. PUD 201700571

15.  Mr. Slaughter testified that paragraph No. 13 of the Joint Stipulation is an
agreement to recommend that the Commission provide a waiver to the rules so that. Oklahoma

12 please note, if the treatment of unprotected EDIT as recommended by the ALJ is accepted by the Commission,
some of all of these calculations may change.
2 Transcript of Proceedings p. 14, Il 5-7.
14 Transcript of Proceedings p. 14, 1l. 22-25; p.15, 11.1-2.
'3 Transcript of Proceedings p. 15, 11. 4-6.
16 Transcript of Proceedings p. 15, 1l. 21-24.
17 Transcript of Proceedings p. 16, 1L 8-11.
"8 Transcript of Proceedings p. 16, 1l. 23-25; p. 17, 1.1-2.
' Transcript of Proceedings p. 17, 1. 9-15.
2 please note, if the treatment of unprotected EDIT as recommended by the ALJ is accepted by the Commission,
this calculation may change.
2 Transcript of Proceedings p. 17, 1L 19-21.
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Natural’s small transport customers that are on Tariff 255-T have the ab111ty to participate in the
~ energy efficiency programs.” This was not a contested issue in this Cause.??

16.  Mr. Slaughter testified that paragraph No. 14 of the Joint Stipulation establishes
that Oklahoma Natural will defer an amortized cost associated with internal processing of credit
and debit card payments. This was not a contested issue in this Cause.?*

17..  Mr. Slaughter testified that paragraph Nos. 15 through 17 of the Joint Stipulation
are all tariff modifications that were unopposed.”

18.  Mr, Slaughter testified that in paragraph No. 18 of the Joint Stipulation, the
Stlpulatmg Parties agree that the Joint Stipulation represents a fair, just and reasonable settlement
of all issues in this proceedmg among the Stlpulatmg Parties and that the terms and conditions of
the Joint Stipulation are in the public interest.%®

19.  Mr. Slaughter testified that in paragraph No. 19 of the Joint Stlpulatlon the .
parties agree that Oklahoma Natural should be permitted to utilize the revised tariffs.”’

20.  During the hearing, Mr. Quintero testified that PUD has reviewed the Joint
Stipulation, agrees with the Joint Stipulation, and recommends the Commission accept the Joint
Stipulation.?® ¢

V. CONCLUSION

After considering the argumients, testimony, information and evidence in this Cause, it is
the ALJ’s recommendation that the Commission adopt the Joint Stipulation and Settlement
Agreement filed in this matter on July 26, 2018, which mcorporated all of the recommended
adjustments of PUD except for the provisions stated by the ALJ in this Report concerning
unprotected EDIT.

It is further recommended that the Commission require ONG to amortize the unprotected
_EDIT and return it to ratepayers over 10 years using a straight-line method beginning with the
2019 PBRC filing for year ending December 31, 2018.

The. ALJ recommends the Commission should find that the Joint Stipulation and
Settlement Agreement, as amendéd by the ALJ’s recommendation concerning unprotected EDIT,
represents a fair, just and reasonable settlement among the Stipulating Parties, including the
revenue and expense adJustments descnbed therein, is in the pubhc interest and should be
approved.

2 Transcript of Proceedings p. 18, 11. 7-11.

2 Transcript of Proceedings p. 18, 1I. 24-25; p. 19, L. 1.
2 Transcript of Proceedings p. 19, 1. 5-8.

25 Transcript of Proceedings p. 19, IL. 16-20.

% Transcript of Proceedings p. 20, 11 9-15.

7 Transcript of Proceedings p. 20, 11. 17-18.

2 Transcript of Proceedings p. 104, 1L 12-20.
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‘BEFORE THE CORPORATION COMMISSION OF THE STAFE; Q¥ QFghid OMIEE - OKC
, ST * CORPORATION COMMISSION’
. -APPLICATION OF OKLAHOMA NATURAL - OF OKLAHOMA -

' GAS COMPANY, A DIVISION OF ONE GAS,

-"FOR APPROVAL OF ITS PERFORMANCE
BASED RATE CHANGEPLAN - 5

. CALCULATIONS FOR THE TWELVE MONTHS
ENDING DECEMBER 31, 2017, ENERGY
EFFICIENCY TRUE-UP AND UTILITY
INCENTIVE ADJUSTMENTS FOR PROGRAM
YEAR 2017, AND CHANGES OR.
MODIFICATIONS TO ITS TARIFFS

CAUSE NO. PUD 201800028

N Nt e s Nt Nt v s ) st

Summary of the Responsive Testimony of Edyvin C. Farl:al_'
‘on Behalf of Mike Hunter, Oklahoma Attorney General

Mr. Edwin C. Farrar submitted pre-filed direct testimony on behalf of Mike Hunter,
, Attorney Ge.n'eral of the State of Oklahoma. In his testimony, Mr Farrar testified regafding his *
educational and pfofessior;z;l ba.ckground as a Certified Public Accountant working-l;)n fegulatory
métters primarily before the Oiclahorfla Corporation Commission (“Commission”). He noted that
he had prev'i:ously teétiﬁed before the Commission and that his qualifications as an expert-on
laccountin g and rcgulatox;y rﬁatters_werc .accépted. |
M. Farrar prqyidéd tcsﬁmon;r-on behalf of the Attorriéy General regardiné t_hrce issues. -
'First, Mr. Farrar recommended ;hat the Company credit ratepayers with the tax-savings within the
Performance Based Rate Change (“PBRC”) deadband by resetting rates at Oklahomé Natural Gas
Company’s (“ONG” or “Company”) authorized return instéa;l of ,giv’ing customers a temporary
credit. Second, Mr. .Farrar responded to ONG’s proposal to amortize the unprotected excess
accumulated deferred income tax. (“ADiT”) using the average rate aSsum;;tioxi method (“ARAM™). .
Third, Mr. Fa;rrar recommended th;n the PBﬁC ﬁon—recui'ripg fe\}enue adjustment be discontinued
prospectively. The adjustments Mr. Farrar recommended would change ONG’s PBRC credit to a

rate reduction and increase the rate reduction by $5,475,973 per year to $1»1,095,455 -
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Mr. Farrar explained that ONG’s PBRC tariff allows the Company to retain earnings that
fall between a return on equity (“ROE”) of 9.5 percent and 10 percent, with a sharing of the
earnings above a 10 percent ROE. ON G explained that it would have sought a rate increase in the
current proceeding if not for the passage of the Tax Cuts and Jobs Act (“TCJA” or “Act”), so the
entire amount of the earnings within and above the deadband is the result of the Act. The
Commission previously determined that all of the tax expense savings from the Act benefit
ratepayers, Order No 671,984 states, in part:

i THE COMMISSION FURTHER FINDS ONG shall record a deferred lia}‘:)ility'
beginning on the effective date of this Order, to reflect thé reduced federal corporate
tax rate to 21 percent and the associated savings in excess ADIT ang\i any other tax
implications of the Act on an interim basis subject to refund until utility rates are
adjusted to reflect the federal tax savings ﬂand a final order is issued in ONG's next -
scheduled PBRC proceeding to be filed on or after March 15, 2018, or as otherwise
ordcréd by the Commission. |
Mr. Farrar’s recommendation woul;i ensure rates are properly adjusted to reflect the tax savings
that resulted from the Act.

Mr. Farrar recolrmnended that ONG’s rates be reset at its authorized ROE, so that the full
benefit of the tax expense savings, net of ONG’s ipcreased costs, be provided to ratepayers in
compliance with Order No. 671,984. Additionally, the reset rates serve as a baseline for quure
PBRC piocee,dings. The impact of the recommendation to adjust ONG’s rates to give ratepayers

the full benefit of the savings from the Act will turn the excess earnings credit into a permanent

rate reduction and will reduce rates by an additional $5,475,973.
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M. Farrar testified that ONG included an adjustment to remove what it refers to as non-
recurring revenue of $1,375,963 from its operating revenue. ONG included this adjustxﬁen’t
because the Company does not expect to earn them again in the future. Mr. Farrar ex’plaim%d that
the non-recurring revenue removed by ONG included surcharges for miscellaneous utility
eqﬁipmcnt totaling $1,872,vservice and yard line work totaling $272,913, and line extension
forfeitures totaling $1,101,178. Mr.v Farrar disagreed with ONG’s adjustment, stating that he
reviewed several of QNG’s recent proceedings and found that the Company had included an
adjustment to remove non-recurring revenue in each one. ONG had included as adjustments for
non-recurring revenue in each case:

. Non-Recurring
Cause No. Revenue

PUD 201300032 $3,896,205
PUD 201400069 . $2,064,028
PUD 201500213 $2,533,604
PUD 201700079 $2,067,307
PUD 201800028 $1,375,963

Mr, Farrar explained that, although the annual amounts fluctuate, the non-recurring
revenue keeps recurring, and it should be recognized in the ONG PBRC. Mr. Farrar explained that,
" unlike a conventional rate case where rates are expected to be in place for several years, the PBRC
provided for an annual review of rates. Because the PBRC is refiled every year, the inclusion of
the non-recurring révenues only means that customers would be refunded prospectively as a
reduction in rates for last year’s revenue, and if the revenue for the current year doesn’t have any

similar level of non-recurring revenue, then it will not be refunded in the following year. With the
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PBRC refiled every year, the éompany will not be harr_ned if the adjustment in not made to remove
- noﬁ-recxirrin g revenue. | —

Mr. Farrar recommended that, prospectively, the non—reeumng‘revenue remain in n test year
operating revenue Mr. Farrar testified that this is con51stent with Sectlon 2(c) of the PBRC tariff”
that permits changes to the PBRC tariff.

Mr. Farrar explained that the noﬁ—recurring revenue alone has not been large_en’ough to .
produce a refund or a rate increase, but the inclusion of non‘—recurr‘,i_ng 'reyenue could increase the "
impact of other changes to ONG’s cost of service so that rate refunds could be increased,as much - -
as 75 p—ercerit of the nep—rccurring revenue and rate decreases would ee reduced‘ by 100% of the
: 1 non-recurring revenue.

Mr. Farrar explained that ONG is requesting that the unprotected excess ADI'f be :

amortieed’ ;sing the same ARAM amortization of 3.13 percent as it is usie;g for the protected excess
| ADIT even:though that isl »not; required under the Act. ONG argued that over half of the ﬁnproteeted '
| excess ADIT was the result of plent related repairs and the next largest ifem is for pensions, which
have a longer life than plant. |
Mr. Farrar recommended fhat the Corﬁmis,sion adopt a five-year amortization fo; the

unprotécted excess ADIT. He_expl‘ained that the excess ADIT is the result of an over collection of :
taxes in the past because the tax rete reduction was not, and could not ~be',. anticipated. The passage

of the Act resulted in-changing ONG’s liability from a tax liability to a ratepayer Ilabxlxty, and it 1s: ‘
"related to an over collectlon from past ratepayers not future ratepayers. It is approprlate to allow |
the amortization of thxs liability to avoid cash flow problems for ONG, but it is not necessary to

extend the amortization over several decades, as use of the ARAM would do.

-
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Mr. Farrar testified that the change would increase the amortization of the unprotected
cxcéss ADIT to $12,990,913 million dollars per year from the $2,033,078 proposed by the
Company. This refund will be credited to customers annually under ONG’s proposal.

Mr. Farrar recommended that the total 2018 amortization of the excess ADIT, adjusted to
~ apretax basis, is $18,273,165. This amount will be subject to the adjustments found before the

filing of the tax return _.in. September and will also be subject to a true up as proposed by ONG.

Mr. Farrar explained that ONG was required to record a regulatory liability for excess
“income tax expense collected in rates because of the TCJA tax rate reduction in Order No 671,984.
. ONG’s current rates, laSt reviewed in Cause No. PUD 201700079, are based on the qid federal
corporate tax rate of 35 rpcrcent, and the TCJA reduced the maximum corporate.incomé tax rate to
21 percent. ONG included the tax savings in this Cause as a part of their formula réte plan, but
also includéd .offsetting cost increases. ONG calculated the excess tax collection, net of its
increased cost of service, based on the earnings in excess of a 10 percent return on equity in the
formula réte plan. The excess éamings are ther prorated over the period they expect thé existing

rates to be in effect. ONG then recommends that it not be required to refund this liability because

it has the PBRC.

-

Mr. Farrar disagreed with ONG’s proposal not to refund the excess tax expense collected '

under its current rates. There being several reasons to disagree with ONG’s recommendation, Mr.

Farrar listed only a few. First, ONG’s $5 million dead band would eliminate the refund even if

\-

_ ONG’s costs of service did not increase. Second, the excess tax expense is being collected from
: , \

ONG’s customers now, so there is no need for ONG to keep the ratepayers money for another

year. Third, the Commission has orderec that the deferred liability be recorded for the excess tax

collection so that it can be refunded to ratepayers.
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* Mr. Farrar explained that he disagreed 'with the amount of the deferred liability recorded
by ONG for the excess tax EXpense collected under current rates. ONG included the.excess
" earnings above its PBRC deadband ceiling of 10 percent, which allows ONG to recover its
increased costs, but it also aIIOWS‘:thc Company to keep the exceés tax expense collected for the
portion b_et_ween_vits éutho}ized ROE of 9.5 percent and 10 percent. The excess earnings within the
;léadbénd total $5,475,973 on an'annual basis. The total excess tax collection would be
$11,095,455 annually. Another con__sideration is fhat the procedural order in this Caljlse will not '
.permit a refund by June 30, 2'018'., as proposed by ONG. Mr. Farrar calculated a refiind based on
+.an order date before October 1,-2018, but explained that the final o‘rdér in thfs Cause will need to
base the refund on the period of time from J anuary 9, 2018, through the effective date of nevs} rates.
. Mr. Farrar also recommended that the refund 6f the protected excess ADIT be limited to the
amortization up to the refund date to ensure compliaqfce with the Act, which prohibits ‘an.
amortization more rapid than the ARAM. Assuming an eff;ective date for new rates oﬁ' October 1, '1
4 | 2018, thé amount prora'ted' from ‘.Tanuary 9, 2018, through September 30, 20 1‘8, .wou1d~ i)g
| $8,082,979.
Mr. Farrar explained that initerest should'. also be included in the refund. Interest, at ONG’s
| . ~cui'rent pretax rate of rét-um of 9.052 perceﬁt, would total $241,331 through Septemﬁ,er.BO, 2018.
' The interest pnly applies to ONG’s excess income tax collected in base rates because ratep'ayérs :
benefit from inclusion of the balance of excess ADIT in rate base.
Mr Farrar recqnixlnendcd that ONG refurid the cxcéﬁs income "t_a‘;_(' expense rccm;ercd in
- rates, with ﬁnterest, at September 30, 2018 in the amount of $8,324,310. Mr. Farrar explained that
the ‘total refund should include the amortization of excess ADIT and the excess tax expense

collected in rates, plus interest, be returned to ONG’s customers. Assuming new rates effective
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b’ September 30, 2018, the .-r"efund would total $2 1’,63’6,2 13. Mr. Farrar further recommended that the
refu;ld be reflected as a line item on customer’s bills.

Mr. Farrar reqommended that the éomnﬁséion adopt his recommendations to order a
permanent réduction in ONG’s rates, including the adjustment he recommended to reduce rates by
$11,095,455. Mr. Faiprar a—lsﬁ reco@cnded that the excess tax expense collected in rates, plus

interest at ONG’s pretax authorized return, plus the amortization of the excess ADIT be refunded

to customers on a specific date.
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OKLAHOMA CORPORATION COMMISSION
Jim Thorpe Building

2101 North Lincoln Boulevard
Oklahoma City, Oklahoma 73105
m.velez@occemail.com

Mr. David E. Keglovits
GABLEGOTWALS

1100 ONEOK Plaza
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Summiary of the Responsive Testimony of James B. Alexander
on Behalf of Mike Huriter, Oklahoma Attorrniey General

Mr. James B. Alexander, submitted pre-filed direct testimony on behalf of Mike Hunter, -
. Attorney General of the State of Oklahoma. In his testimony, Mr. Alexander testified regarding
his educational and professional background as well as the request by Oklahoma Natural Gas’
- .
(“ONG” or “the Company”) request to defer and amortize the expenses related to in-house
'proqgssi'ng_pf debit and credt card transactions. |
Mr. Alexander testified he ﬁad reviewed the pre-filed testimony of Mr. Slaughter in this
proceeding. He also explained that Iihe Company had requested to move transactions of debit and
-credit card payments in-house. This would resul; in an estimated $0.10 per month iiicrease to
cu_étomcr bills. The Company has requested to defer the expenses and amortize them ‘ov“ell' a -fbur ‘
year period in the 2020' f’BRC filing. Mr. Alexander also discussed how this request differs from _
the cu1:re'nt treatment, in which third party process such payments.
| Mr., Alcxandér' testified he had submitted several discovery requests I;ertaining to the
_ /Cbmpany’s"request. Aiexandcr explained his concerns on possible fee increases over time. He
testiﬁed the $3.70 fee currently charged by external third parties could have im'pac‘te"d customers’

payment method decisions in the past. He explained that customers who are able to pay by
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alternative methods are likely to do so, in order to avoid that fee. He then testified that if customers
shift their payment me'thod{decisions_ to debit and Credif card Uansﬁcﬁons, they could unknowingly .
‘cause an increase to their rates.

Mr. Alexander recognized the benefits- of handling credit card payments in-house. He -
stated the in-house costs, as currently cstilﬁated, wduld_ reduce the cost to customers who use credit
‘card payments, i'mprové customer satisfaction, and give ONG mdré control .o'\f/cr the security of
pus‘torﬁer’- s payment information. . | |
| Mr Alg:xan'der concluded his testimony with a reccj'mr;_ier_xdafion to approve the request by
-ONG to. defer éiﬁenses until the March 2020 i’BRC, while the reasonableness arid recovery of
* those expenses should iae subject t_é future review. He also regommended that the number of
credit/debit card ﬁayinen,ts be closely monitored and reviewed at the followiﬁg PBRCs to ensure

the costs do not exceed the current pe‘r'transac,tio‘n cost.
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Amy Taylor is employed by the Public Utility bivision (“PUD") of the Oklahoma
Corporation Commission (“Commission™) as a Public Utility Regulatory Analyst. On 4
March 15,2018, OklahomaNgmral Gas Company (“Oklahoma Natural” or “Commpany”) filed
its Application for ap_prqval of its Performance Based Rate Change plan calculations for the |

twelve months énded December 31, 2017.

Ms. Taylor filed Responsive Tcs‘;imoxiy on June 15, 2018, to present PUD’s

recommendation regarding Unbilled and Over / Under Recoveries, Gas Cost and Gross

{

. ~ Receipts Revenue Adjustment, Remove Purchased Gas Cost (“PGC”) and Uﬁrecovered

Purchased Gas Costs (“UPGC”) Billed, Gas Costs Related to Operations and Maintenance
and Transport Customer Over / Under, Removal of all Gas Costs Collected, Eliminate

Unbilled Revenue, Materials and Supplies, and Gas-in-Storage.

Ms. Taylor testified that PUD revie;ved the Application, 'Company workpapers, applicable
statutes, and Commission rules. PUD also reviewed the testimony of Company vgritnésses,-
Company sdhegiulés, general ledgers, and trial balances, along with the data requests and
resédnses issued in thi_S' Cause. ’Ms. Taylor testiﬁ,edl that she reviewed supporting
ddqumeniation for thc‘; prior two PBRC causes and the Comﬁagy’ s monthly Purchased Gas
Adjustment subxﬁissions fo; qalendar year 2016 and 2017. In addi_tion, PUD conducted onsite
audits at the Company’s dix}fs:i'bn office in Oklahoma City; Oklahpﬁla, to review confidential
information and int:ervi’ev;r Company personnel who manage and perform the functions

under review.

Summary Testimony — Taylor
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 0of 3
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Ms. Taylor testified that after review of Oklahoma Natural’s proposed adjustments and

supporting documentation, PUD believes the methodology used by Oklahoma Natural

pertaining to the assigned areas was applied correctly, and the calculations were

arithmetically accurate. Ms. Taylor testified that PUD does not recommend any adjustments

for Unbilled and Over / Under Recoveries, or Gas Cost and Gross Receipts Tax Revenue

Adjustment. PUD does recommend the Commission accept the following proposed

adjustments as presented by the Company:

1.

Oklahoma Natural’s proposed adjustment for the removal of $257,273,802 to reduce
operating revenues associated with the PGC and UPGC Billed collected through

customer billings during the 2017 calendar year;

Oklahoma Natural’s prorosed adjustment for the removal of $8,308 to reduce
operating expenses associated with the Removal of Gas Costs Related fo O&M and
Transport Customer Over / Under;

Oklahoma Natural’s proposed adjustment to remove $257,273, 802 from All Gas
Costs Collected from operating expense;

Oklahoma Natural’s proposed adjustment which removes Unbilled Revenues in the
amount of $316,560 from operating revenue for the purpose of computmg actual
revenues for calendar year 2017

Oklahoma Natural’s proposed adjustment for Removal of Materials and Supplies in
the amount of $1,901,901 from rate base; and,

Oklahoma Natural’s proposed adjustment to Gas-in-Storage to remove $2,069,289
from rate base.

Ms. Taylor testified that PUD believes that the recommendations made in this Testimony

are fair, just, reasonable, and in the public interest.

Summary Testimony — Taylor
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 3
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This is to certify that on July 6, 2018, a true and correct copy of the above and foregoing, was

sent via electronic mail and/or United States Postal Service, postage fully prepaid thereon to the

following interested parties:

Katy Boren Dustin Fredrick

Jared Haines Oklahoma Natural Gas
Chase Snodgrass 401 N. Harvey

Victoria Korrect Oklahoma City, OK 73102
Office of Attorney General dustin.fredrick@onegas.com
313 NE 21% Street

Oklahoma City, OK 73105

katy.boren@oag.ok.gov

iaIed.haines@oag.ok. ooV

chase.snodgrass@oag.ok.gov

victoria.korrect@oag.ok.gov

" Thomas P. Schroedter

Hall, Estill, Hardwick, Gable,
Golden & Nelson

320 S. Boston, Suite 200
Tulsa, OK 74103
tschroedter@hallestill.com

David E. Keglovits

Gable & Gotwals

1100 ONEOK Plaza

100 West Fifth Street
Tulsa, OK 74103-4217
dkeglovits@gablelaw.com

AL

TISH COATS, Regulatory Admin. Oversight Manager
BARBARA COLBERT, Administrative Assistant
SUSAN HARWELL, Asst. PUD Regulatory Analyst
KELI WEBB, Administrative Assistant

OKLAHOMA CORPORATION COMMISSION .
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EXECUTIVE SUMMARY
Kathy Champion is employed by the Public Utility Division (“PUD”) of the Oklahoma
Corporation Commission (“Commission”) as a Senior Regulatory Analyst. In this Causé,
Ms. Champion read the Application, iestimony, Oklahoma Natural’s EM&V report for

program year 7 (2017), and PUD Cause No. 201600132, Order No. 656769 in which the

~ programs, budgets, and recovery for the 2017 — 2019 Demand programs were approved.

Ms. Champion also reviewed the Commission Rules on Demand Programs,' held
discussions with Company personnel and Oklahoma Natural witnesses, including Paul

Raab and Cory Slaughter, and data responses provided to other parties in this Cause.

Ms. Champion recommends approval of the 2017 EM&V Report and the Energy Efficiency

adjustment to base rates, including the 2018 program budget adjustment, the 2017 incentive

. calculation, and the true-up of previous amounts. Ms. Champion also recommends approvél

of the PBRC revenue distribution and base rate adjustments caused by the EE adjustment.

Ms. Chanipion, further recommends approval of the requested waiver of the Demand Program
rules to allow the Commercial Class 255-Transport customers to participate in the Demand
Programs. Finally, Ms. Champion recommends approval of the changes to Tariff 1083 and

Tariff 707 as proposed by Company witness Cofy Slaughter.

Ms. Champion believes these recommendations are fair, just, and reasonable 1o both the

Company and its ratepayers.

! OAC Chapter 45, Subchapter 23 Demand Programs.

Summary Testimony — Champion
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 2
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Office of Attorney General
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Chris Bertus is employed by the Public Uﬁﬁty Division (“PUD”) of the Oklahoma
Corporation Commission (“Commission™) as a Regulatory Analyst. On March 15, 2018,
Oklahoma Natural Gas Company (“Oklahorﬁa Natural” or “Company~) filed an application
for approval of its Performance Based Rate Change (“PBRC™) plan calculations for the twelve
months ended December 31, 2017, Energy Efficiency True-up, and Utility Incentive

Adjustments for program year 2017, and changes or modifications to its tariffs. -

Mr. Bertus filed Responsive Testimony on June 15, 2018, and testified that PUD reviewed
the merits of the Company’s request to defer and amortize the costs associated with processing

credit and debit card transactions internally.

The Company requested to defer these costs in the fourth quarter of 2018 and entire year of
2019. Beginning with thp March 2020 PBRC, Oklahoma Natural would then amortize these
expenses over a four year périod. Additionally, this proposal would result in a change to the
way in which customers are charged for these processing costs. Currently, customers who
pay their service bills with a credit or debit card are assessed a surcharge. Under the proposal

these costs would be recoverable through base rates.

Mr. Bertus testified that in preparing recommendations, PUD reviewed the Company’s
Application, testimony, workpapers, conducted onsite audits, and held discussions with
Company personnel. Mr. Bertus testified that PUD also reviewed data requests issued by

intervenors and the associated responses, and researched credit and debit card networks. After

) Summary Testimony — Bertus
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 3 )
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this review, PUD concluded that Oklahoma Natural’s request is reasonable and recommends

the Commission grant the Company’s request.

Mr. Bertus testified that PUD believes that these recommendations are fair, just, reasohable,

. and in the public interest.

: Summar;' Testimony — Bertus _
Okiahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 3
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Jason Lawter is employed by the Public Utility Division (“PUD”) of the Oklahoma
Corporation Commission (“Commission™) as a Public Utility Regulatory Analyst. On
March 15, 2018, Oklahoma Natural Gas Company (“Company”) filed an Application for
approval of its Performance B;lsed Rate Chaxige plan calculations for the twelve months ended
December 31, 2017, Energy Efficiency true-up and Utility Incentive adjustments for program
year 2017, and changes or modifications to its tariffs. PUD reviewed the Application,
Company workpapers, and the applicable statutes and Commission ﬁlcs. On June 15, 2018,
Mr. Lawter filed Responsive Testimony to present PUD’s recommendation regarding

Weather Normalization Adjustment.

Mr. Lawter testified that after reviewing the area of Weather Normalization, PUD
determined the models used by the Company were in line with industry standards and prior
Causé_s. HdWever, PUD recommends that in the future, the Company test real Gross

Domestic Product (“GDP”) for Oklahoma in the weather normalization model.

Mr. Lawter testified that PUD believes that this recommendation is fair, just, reasonable,

\

and in the public interest.

Summary Testimony — Lawter
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 2
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Zachary Quintero is employed by the Public Utility Division (“PUD") as a écnior Public
Utility Regulatory Analyst. On March 15, 2018, Oklahoma Natural Gas (“Oklahoma-.
Natura]” or “Corhpany”) filed its Application requesting ap]iroval of’its Perfox;nance Based
Mte Change (“PBRC” or “PBR”) calculations for the twelve months ended December 31,
2017. In compliance with its approved tariff, Oklahoma Natural files an annual PBRC to
allow PUD and other intervenors to review financial data for the previous test year and
determine if any changes in the Company’s rates are necessary. Due to the federal
corporate income tax reduction as a result of the Tax Cuts and Jobs Act'of 2017, Okl_ahomzi
Natural claimed in its Application that it is currently earning a Return on Equity (“ROE™)

of 10.51%. The Company has requested a decrease in its base rate revenues of $5,619,482

to return within the approved 10.00% ROE dead-band target.

On June 15, 2018, Mr. Quintero filed his Responsive Testimony and the PUD Accounting
Exhibit he prepared which calculated PUD’s adjustments to the Company’s Application. -
Mr. Quintero testified that PUD reviewed the testimony of Company witnesses,
workpapers, general ledgers, and other supporting documentation  to make

recommendations regarding Oklahoma Natural's claimed. expenses, revenues, and rate

base investments. Mr. Quintero also testified that PUD analysts conducted multiple onsite

audits at Oklahoma Natural’s corporate headquarters in Oklahoma City, Oklahoma, in
order to review confidential information and speak with Company personnel. For the
purposes of his testimony, Mr. Quintero testihed that PUD reviewed the Tax Cuts and Jobs
Act of 2017 and the Company’s treatment of its deferred tax regulatory liability created as

a result of Order No. 671984 in Cause No. PUD 201700571.

Summary Testimony —~ Quintero
Oklahoma Natural Gas Company - Cause No. PUD 201800028
' Page 2 of 5
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On June 22,-2018, Mr. Quintero filed his Supplemental Testimony, which corrected a
.calculation error included in his original Accounting Exhibit filed on June 15, 2018. Mr.
Quiﬁtero attached an Amended Accounting Exhibit as Exhibit ZJQ-2 to his Supplemental
Testimony. Mr. Quintero testified that he r‘ecorlnmends the Commission adopt his and other

PUD adjustments with the updated values prdvided in his Supplemental Testimony.

On June 29, 2018, Mr.. Quintero filed his Rebuttal Testimony which éddresscd a

recommcndatipn made lby Attorney General (“AG”) witness Edwin C. Farrar regarding
Oklahoma Natural’s proposed customer credit. Mr. Farrar recommended the customer
credit be based upon an Earned Return (“ER™) of 9.5% rather than 10% as proposed by the
Company. Mr. Quintero testified that the AG's recommendation would violate the
approved PBRC tariff which states that any credit to the customer occurs only when the
ER is above 10%. Mr. Quintero testified that modifications to the PBRC calculation can
only be made prospectively, and basing ’;his year’s customer credit on a 9.5% ER would

constitute inappropriate retroactive ratemaking.

Based upon the sum of his testimonies, Mr. Quintero testified that PUD makes the
following recommendations:

e Ad Valorem/ Property Tax :
o Accept Oklahoma Natural's claimed amounts for Ad Valorem / Property

Tax for the test year ended December 31, 2017. The Company’s test year
amounts accurately matched the amounts booked in its general ledger and
the overall millage rate was 0.01% less when compared to the previous test
year.

Summary Testimony — Quintero
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 5
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» Bad Debt Expense

1
2 o Accept the Company’s claimed amounts for Bad Debt Expense for the test
3 year ended December 31, 2017. The Company’s test year amounts
4 accurately matched the amounts booked in its general ledger and the
5 percentage of bad debt expense to revenues was comparable or lower than
6 that of another large, regulated Oklahoma gas utility.
7 ¢ Cash Working Capital
8 o Accept PUD Adj. No. B-1 to reduce the Company’s Cash Working Capital
9 by $7,483 as a result of all PUD recommended adjustments to Oklahoma
10 - Natural’s expenses.
11 e State and Federal Income Tax
12 o Accept PUD Adj. No. J-1 to reduce the Company s tax expense by $124 to
13 synchronize the interest expense with PUD’s recommended adjustments to
14 _ Rate Base. '
15 o Accept Oklahoma Natural’s calculation of State and Federal Income Tax
16 with the exception of PUD Adj. No. J-1. The Company used the new
17 - effective corporate tax rate of 21% in calculating its prospective rates, and
18 thus accurately calculated its total income tax expense going forward.
19 o Accept Oklahoma Natural’s proposal to consider in its 2019 PBRC filing
20 : the excess tax expense being collected in current rates from January 9, 2018,
21 to the implementation of new rates as a result of this Cause. . The excess tax
22 expense currently being collected by the Company should be considered
23 along with all other 2018 test year financial information in order to
24 accurately return any possible benefit to customers.
25 o Instruct Oklahoma Natural to continue accruing cost of capital interest on
26 . any excess income tax expense collected from January 9, 2018 until the
27  excess tax expense is included in base rates as a part of the 2019 PBRC
28 \ filing.
29 o Accumulated Deferred Income Taxes (“ADIT”)
30 o Accept Oklahoma Natural’'s use of the federally mandated Average Rate
31 Assumption Method to amortize and return the protected and unprotected
32 excess ADIT balance to ratepayers in order to properly balance the impact
33 of an effective increase in Rate Base caused by returning the liability to
34 customers.
35 o Accept Oklahoma Natural’s proposal to true-up any difference between
36 estimated and actual excess ADIT amortization in each subsequent PBRC
37 or rate case filing, adjusting the subsequent year’s customer credit as
38 ' necessary. This mechanism allows the Company flexibility to adjust the
39 credit to only the actual excess ADIT amounts due to ratepayers.
40 o Accept Oklahoma Natural’s proposal to return the annual amortization
41 amounts using an annual bill credit in order to ensure ratepayers receive the
42 . credit as soon as possible.

Summary Testimony — Quintero
Oklahoma Natural. Gas Company — Cause No. PUD 201800028
Page 4 of 5
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e Attorney General’s Earned Revenue Adjustment
o Reject the AG’s proposal to base the customer credit on an ER of 9.5%
rather than the 10% prescrlbed in the PBRC tariff.
o Changes to the PBRC tariff can only occur prospectively.
o Basing the customer credit upon a 9.5% ER would constitute inappropriate
retroactive ratemaking.

Mr. Quintero testified that PUD’s recommendations result in a PBRC Revenue
Requirement decrease of $243,257 when compared to the Oklahoma Natural’s Application,
and a $5,862,732 decrease overall. Mr. Quintero testified that these recommendations are

fair, just, reasonable, and in the public interest.

Summary Testimony — Quintero
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 5 of 5
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Elbert Thomas is employed by PUD (“Public Utility D1v1s1on”) of the Oklahoma
Corporation Commlssxon (“Commission”) as a Public Utility Regulatory Analyst. In this
Cause, Mr. Thbmas_ presented PUD’s recommendation for his assigned areas in response to
the Application filed by Oklahoma Natural Gas Company (“Oklahoma Natural” or

“Company™).

On March 15, 2018, Oklahoma Natural filed its Application for approval of its performance
based rate change (“PBRC”) plan calculations for the twelve months ended December 31,
2017. Mr. Thomas testified that PUD reviewed the Application, Testimony, schedules,
rcl-evant statutes, Commission rulss, general ledgers, working copies of all computer mode]
spreadsheets, and conducted onsite audits at the Company’s division office in Oklahoma

City, Oklahoma.

On June 15, 2018, Mr. Thomas filed Responsive Testimony for the following areas:
Customer Deposits, Customer Advances, Contributions in Aid of Construction, Waiver
for Small Transport Customers to Participate in Energy Efficiency, and Interest on
Customer Deposits. Mr. Thomas requests the Commission accept the following

recommendations:

Company Propbsed Adjustments:

e Customer Deposits: Adjustment RB-10 to decrease Customer Deposns by
$223,267. This will reduce the rate base by $223,267. The main element in this
review is based on a 13-month average and the test year amount. .

Summary Testimony — Thomas
Oklahoma Natural Gas Company ~ Cause No. PUD 201800028
Page 2 of 3
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Customer Advances: Adjustment RB-12 to decrease Customer Advances by

- $325,520. "This will reduce the rate base by $325,520. The main element in this

review is based on a 13-month average and the test year amount. -

CIAC: Adjustment No. RB-11 to decrease CIAC by $1,909,643. This will
reduce the rate base by $1,909,643. The main element in this review is based on a
13-month average and the test year amount. ‘

Waiver for Small Transport Customers to Participate in Energy Efficiency:
Approve Company’s request to include Small Transport, 255-T customers in EE
Commercial Custom Program.

Interest _on _Customer - Deposits: Adjustiment E-5 to decrease Interest on’
Customer Deposits by $408,123. This will' decrease the Operating Expenses by
$408,123. The main element in th1s review is based on a 13-month average and
the test year amount. -

N\

Mr. Thomas testified that PUD believes these recommendations are fair, just, reasonable,

and in the public interest.

Summary Testimony — Thomas
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 3
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David Melvin is employed by the Public Utility Division (“PUD”) of the -Oklahoma
Corporation C(;mmission (“Cqmnlission”) as a Public Utility Regulatbfy Analyst. On
March 15, 2018, Oklahoma Natural Gas Company (“Oklahoma Natural” or “Company”)
filed its Application for approval of its Performance Based Rate Change plan calculations
for the twelve months ended December 31, 2017. Mr. Melvin filed Responsive Testimony
on June 15, 2018. The purpose of his Responsive Testimony was to present PUD’s

recommendations concerning Cause No. PUD 201800028.

. Mr. Melvin’s Responsive Testimony focused on Plant in Service, Construction Work in

Progress (“CWIP™), Plant'Oberaﬁons and Maintenance Expenses (“O&M”), Regulatory
Assets, Removal of Ft. 'Sill Expenses, December Depreciation Annualization, and

Accumulated Depreciation.

Mr. Melvin testified that PUD reviewed the Applicaﬁqn, sche&ules, and Company Testimony
for consistency and arithmetical accuracy, and conducted onsite; audits at the Company’s
division office in Oﬂahoﬁa City, Oklahoma. Mr. Melvin performed a trend analysis on both
Plant in _Servicg’ and O&M expenses, and sent out a data request for information regarding the
Regulatory Assets _émOrtization schedules; as well as additional information ona sample set"
of Plant in Service éddiﬁops completed during the test year. Mr. Melvin conducted a second *
onsite audit to speak with engineering and planning personnel regarding estimated
construction costs, reasons for the construction performed during the test year, alternatives ‘
discuésed for the projects, and reasons for differences between actual costs of construction

and estimated costs of construction.

Summary Testimony — Melvin
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 3
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Mr. Melvin testified that after review, PUD makes the following recommendations:

M

@)

)

@)

)

(6)

@)

@®)

The Commission accept the Plant in Service of $2,378,232,738 and CWIP
amount of $53,330,901 included in Schedule B-3 and Schedule B-1;

The Commission accept $170,218,366 in Operating Expenses as stated in
Workpaper H-3 Summary of Operating Expenses;

The Commission accept Adjustment E-1 removing Ft. Sill expenses in

Schedule H-2 in the amount of $130,433;

The Commission accept the Depreciation Annualization Adjustment E-lb
increasing expenses on Schedule H-2 by $885,675;

The Commission accept the Accumulated Depreciation included in
Schedules B-1, B-2, and B-3 reducing rate base by $804,265,234;

The Commission accept Adjustment RB-6, Regﬁlatofy Asset.— Transition
Costs, reducihg rate base by $376,456;

The Commission accept Adjustment RB-8, Regulatory Asset — One Gas
Stand Up Costs, reducing rate base by $1,209,117; and

The Commission accept Adjustment RB-9, Regulatory Asset — Private

Lines, reducing rate base by $20,250.

PUD believes that these recommendations are fair, just, rgasonable, and in the public

interest.

Summary Tesﬁmony — Melvin
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 3
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MaryDoris Casey is employed by the Public Utility Division (“PUD”) of the Oklahoma
Corporation Commission (“Commission”) as a Public Utility Regulatory Analyst. On
March 15, 2018, Oklahoma Natural Gas Company (“Oklahoma Natural” or “Company™)
filed an Application for approval of its Performance Based Rate Change plan calculations
for the twelve months ending December 31, 2017, energy efficiency true-up and utility
incentive adjustments for prdgram year 2017, and changes or modifications to its tariffs.

Ms. Casey filed Responsive Testimony on June 15, 2018.

Ms. Casey testified that PUD reviewed the Application, testimony of Company witnesses,
Company workpapers, and conducted onsite audits at the Company’s corporate offices in

Oklaboma City, Oklahoma, and Tulsa, Oklahoma.

Further, Ms. Casey testified that after review of the Company’s sup;;orting documentation
regarding Non-Recurring Revenues, PUD recommends the Commission accept the
Company's proposed Adjustnient R-5 for $1,375,963, as if is reasonable and necessary due
to the non-recurring nature of the revenue. Ms. Casey identified no concerns during PUD’s
review of the Compa;ly’s Ir:témal Auditors Reports, Board of Directors Meeting Minutes,

and Annual Report, and therefore PUD does not have any recommendations for these areas.

Ms. Casey testified that PUD believes this recommendation is fair, just, reasonable, and in

the public interest.

Summary Testimony — Casey
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 2
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McKlein Aguirre is employed by the Public Utility Division (“PUD”) of the Oklahoma
Corporation Commission (“Commission™) as a Public Utility Regulatory Analyst. Mr.
Aguirre filed Responsive Testimony in Oklahoma Natural Gas Company’s (“Oklahoma

1

Natural” or “Company™) Cause No. PUD 201800028 on June 15, 2018.

On March 15, 2018, Oklahoma Natural filed an Application for appréval of its

_Performance Based Rate Change plan calculations for the twelve months ended

December 31, 2017, energy efiiciency true-up and utility incentive adjustmeﬂts for

program year 2017, and changes or modifications to its tariffs. Mr. Aguirre testified that

PUD reviewed the Application, Company testimony, and Company workpapers. PUIj :
also reviewed the Oklahoma Attorney General’s data requests and the associated responses,
interviewed Company personnel, and conducted multiple onsite audits at the Company’s
corporate office in Oklahoma City, Oklahoma.
2

Mr. Aguirre testified that PUD reviewed the areas of Outside S’érvices / Attorney Fees,
Removal of Regulatory Asset — Rate Case Expenses, Regulatory Expenses, and Payments to
Private Lines. PUD believes expenses the Company included in Outside Services / Attorney
Fees and Regﬂatory Expenses are reasonable. PUD does not recommend any adjustments

to Outside Services / Attorney Fees or Regulatory Expenses.

Mr. Aguirre testified that PUD recommends the Commission accept the following

adjustments proposed by Oklahoma Natural:

Summary Testimony — Aguirre
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 3 /



Cause No. PUD 201800028 , . . Page 53 of 104
Report and Recommendation of the Administrative Law Judge

(1) RB-7 to remove the unamortized Regulatory Asset balance of $421,316 from rate
base for costs associated with the 2015 rate cause.!

(2) RB-9 to remove the unaraortized Regulatory Asset balance of $20,250 from rate
base.2

(3) E-4 to include one year of amortization expense which totaled to $98,000 of deferred

Payments to Private Line customers.

Mr. Aguirre testified that PUD believes that the recommendations are fair, just,

reasonable, and in the public interest.

¥ This Regulatory Asset for Rate Case Expenses was approved by Commission Order No. 648326 in Cause No. PUD 201500213 to be amortized
over a four-year period and will be fully amortized in December 2019.

2 This Regutatory Asset for Payments to Private Lines was appr sved by Commission Order No. 666781 in Cause No. PUD 201700079 to be amortized
over a four-year period. ’

3 Commission OrderNo. 666781 in Cause No. PUD 201700079 authorized the Company 1o defer and amortize over a four-year period, payments
to Private Line customers in order to defray the cost conversion to alternative fise] sources in cases where it is uneconomical to rebuild the line.

_ Stmmary Testimony — Aguirre
Oklahoma Natural Gas Company — Cause No. PUD 201800028
; Page 3 of 3
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~ Kiran Patel is employed by the Public Utility Division (“PUD”) of the Oklahoma

Corporation Commission (“Commission™) as a Fuels Coordinator. Ms. Patel filed
Responsive Testimony in Oklahoma Natural Gas Company’s (“Oklahoma Natural” or

“Company”) Cause No. PUD 201800028 on June 15, 2018.

On March 15, 2018, Oklahoma Natural filed an Application for approval of its Performance
Based Rate Change (“PBRC”) plan calculations for the twelve months ended Decemt;er 31,
2017, energy efﬁciency true-up and utility incentive adjustments for program year 2017, and
changes or modiﬁcaﬁons to its tariffs. The Public Utility Division (“I;UD”) reviewed the
Application, Company testimony, and Company workpapers. Ms. Patel testiﬁeci that PUD
also reviewed intervenors’ data requests and the associated responses, interviewed Company
personnel, and ¢onducted multiple onsite audits at the Company’s corporate office m

Oklahoma City, Oklahoma.

Ms. Patel testified that PUD reviewed the areas of Prepayment Expenses, Prepayment
Corporate Expenses, and Miscellaneous General Expenses. PUD verified the calculation on
WP B-3-4 and WP B-3-5 that resulted in the amount the Company proposed and agrees
with the 13-month average balance of Prepayment Expenses and Prepayment Corporate
Expenses. The Company used its month end balances from December '2616 throughi
December 2017 to calculate the 13-month average ba‘lanc.e amount of $2,548,400 for
Prepayment Expenses ‘and' the 13-month average balance amount of $6,820,057 for-
Prepayment Corporate Expenses. PUD believes -the methodology used by. Oklahoma

Natural pertaining to the assigned areas was applied correctly.

) Sumrhary Testimony — Patel
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 3
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Ms. Patel testified that PUD recommends the Commission accept Oklahoma Natural’s
proposed adjustment No. 4, to decrease $2,548,400 for the 13-month Average balance for
Prepayment Expenses and proposed adjustment No. 5; to increase $6,820,057 for the 13-
month Average balance for Prepayment Corporate Expenses. Also, Ms. Patel has no
recommendation regardiné the Miscellaneous General Exper_xs'es as the Company did not

" include any expenses for this-area in this PBRC.

Ms. Patel testiﬁéd' that PUD believes that these recommendations are fair, just, reasonable, '

and in the public interest.

Summary Testimony — Patel
Oklahoma Natural Gas Company ~ Cause No. PUD 201800028
Page 3 of 3
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Andrew Scribner is employed by the Public Utility Division (“PUD”) of the Oklahoma .

Cbrporation Commission (“Commission™) as a Public Utility Regulatory Analyst. Mr.
Scribner filed Responsive Testimony in Oklahoma Natural Gas Company*s. (“Oklahoma

Natural” or “Company”) Cause No. PUD 201800028 on June 15, 2018.

.On March 15, 2018, Oklahoma Natural filed an Application for approval of its -

Performance Based Rate Change plan calculations. for the twelve months ended
December 31, 2017, energy efficiency true-up and utility incentive adjuétments for ';
program year 2017, and changes or modifications to its tariffs. Mr Scribner testified that -
PUD reviewed the Application, Company workpabers, and the applicablé statutes and
Commission rﬁles-. PUD conducted multiple onsite audits at the Com};any’s corporate
office in Oklahoma City, Okla.homé, and discussed areas under review with Company

personnel.

Mr. Scribner testified that after reviewing the areas of Advg:rti‘siné Expenses, Dues and
Donations, Informational, Instructional, Miscellaneous, and Sales Expenses, and Legal
Settlements, PUD recommends three adjustments for Advertising Expenses, Dues and
Donations, and Informational, Instructional, Miscellaneous, and Sales Expenses. PUD
recommends the Commission accept Legal Settlements as presented by the Company.

M. Scribner testified that PUD recommends the Commission ac,cepf PUD’s Adjustment
No. H-1 to decrease Oklahoma Natural’s operating’ expenses by $5,862 to exclude
various Advertising Expenses that are not allowed for ratemakiﬁg purposes. According

Sumrhary Testimony — Scribner

Oklahoma Natural Gas Company — Cause No. PUD 201800028
; Page 2 of 4
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to 17 O.S. § 180.1, these expenses are not allowed for ratemaking purposes becé.us;:_-they
are not associated with advertising campaigns related to: (1) protection of health and
safety; (2) environmental protection; (3) safe and economic use of equipment; or (4)
consei'vation of energy. PUD determined that the Company’s operating< expenses

contained expenses for an award program and several sponsorships that did not meet the

criteria enumerated above and were not proper for inclusion.

Mr. Scribner testified that PUD also recommends the Commission accept PUD’s
Adjustment H-2 to decrease Dues and Donations by $190,524. This disallowance is
necessary to remove expenses that are not allowed for ratemaking purposes and result in

sharing costs that benefit both the ratepayers and the shareholders. As part of Dues and

’Donations, the Company included expenses in the amount of $3,570 for Better Business

Bureau dues. PUD recommends the Commission disallow these expenses as they do not
facilitate the provision of service to ratepayers and should not be allowed for recovery.
The Company also included the amount of $172,357 for Chambers of Commerce dues.
In prior causes, the Commission has determined that ce;rtain'Chambcrs of Commerce‘
dues benefit bé)th the ratepayers and shareholders and should be shared between the '
parties. Therefore, PUD recommends the Commission order Oklahoma Natural to divide
equally the amount of $172,357 between the ratepayers and shareholders resulting in a

disallowance of $86,179. Additionally, PUD also determined that other Dues and )

v
\

Donations expenses for sponsorships, donations, and banquets included for recovery in

the amount. of ‘$100,775 did not benefit ratepayers and recommends the Commission

disallow these operating expenses. These three disallowances equal the total
Summary Testimony — Scribner

Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 4
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recommended adjustment to decrease Dues and Donations by $190,524.

Mr. Scribner testified that PUD further recommends the Commission accept PUD’s
Adjustment No. H-3 to decrease Informational, Instructional, Miscellaneous, and Sales
Expeﬂses by $47,042. This Federal Energy Regulatory ‘Commission account, 908,
includes the cost of labor, materials used, and expenses incurred in providiﬁg instructions
or assistance to customers to encourage safe, efficient, and economical use of the utility’s
service. Oklahoma Natural allocated expenses to this account that were improper for
inclusion such as dues,.sponsorships, golf tournaments, and advertising, These expenses .

are not allowed for ratemaking purposes because they do not facilitate the provision of

‘ service and may force ratepayers to involuntarily contribute to activities, associations,

organizations, and institutions of which they have no knowledge, choice, or direct

benefit.

Mr. Scribner testified that PUD believes that these recommendations are fair, just,
<
reasonable, and in the public interest.

Summary Testimony — Scribner
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 4 of 4
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Geoffrey M. Rush is employed by the Public Utility Division (“PUD”) of the Oklahoma
Corporation Commission (“Commission”) as a Public Utility Energy Coordinator. In this
Cause, Mr. Rush presented PUD’s recommendation for his assigned areas in response to the
Application filed by Oklahoma Natural Gas Company (“Oklahoma Natural” or

cf.C ompany”).

On Marchl$, 2018, Oklahoma Natural filed its Application for approval of its performance
based rate change (“PBRC”) plan calculations for the twelve months ended December 31,
2017.. Mr. Rush reviewed the Application, as well as the Direct Testimony of Oidéhoma
Natural witnesses Cory Slaughter and Annette Ellis. In addition, Mr. Rush testified that
PUD issued data requests, reviewed data requests and responses, and conducted onsite

audits at the Company’s division office in Oklahoma City, Oklahoma.

On June 15, 2018, Mr. Rush filed Responsive Testimony for the following areas: Payroll

Expenses, Long-Term Incentives (“LTI”), Short-Term Incentives (“STI”), and

Supplemental Exacﬁtive Retirement Plan (“SERP”). In addition, Mr. Rush reviewed

Payroll Distribution and Directors’/ Executive Expénse Vouchers.

The Company did not propose any changes to Payroll Distribution or Directors’ /
Executive Expense Vouchers. However, with respect to Payroll Expense, LTI, STI and
SERP, Mr. Rush requests the Commission accept the following recommendations:

1) The Company’s proposed increase to Payroll Expense in the amount of $507,808;

2) The Company’s proposed decrease to LTI in the amount of $403,774;

.Summary Testimony — Rush
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2 of 3
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3) The Company’s proposed decrease to STI in the amount of $1,017,435;

4) The Company’s proposed decrease to SERP in the amount of $302,810.

Mr. Rush testified that PUD believes that the recommendations are fair, just, reasonable,

and in the public interest. B

Summary Testimony — Rush
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 3
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Isaac D. Stroup is employed by the Public Utility Division (“PUD”) of the Oklahoma
Corporation Commission (“Commission”) as a Public Utility Regulatory Analyst. Mr.
Stroup filed Responsive Testimony in Oklahoma Natural Gas: Company’s (“Oklahoma

Natural” or “Company”) Cause No. PUD 201800028 on June 15, 2018.

On March 15, 2018, Oklahoma Natural filed an Application for approval of its Performance
Based Rate Change plan calculations for the twelve months ended December 31, 2017,
energy efficiency true-up and utility incentive adjustments for program year 2017, and
changes or modifications to its tariffs. Mr. Stroup- testified that PUD reviewed the
Application, Company workpapers, and the applicable statutes and -Commission rules.
PUD conducted multiple onsite audits at the Company’s corporate office in Oklahoma

City, Oklahoma, and discussed areas under review with Company personnel.

Mr. Stroup téstiﬁcd that after reviewing the areas of the Ft. Sill Revenue and Expense
adjustments, the EFM Equipment Feé Revenue adjustment, the adjustment to Normalize
Revenue Related to Reimbursements, and the Corporate Support Services/Distrigas
adjustment, PUD recommends that the Commission approve the Company’s adjustments
to remove $1,030,639 from operating income related to Fort Sill Revenue, and remove
$130,433 from operating expenses related to Fort Sill Expense. Oklahoma Natural is
allowed to charge Fort Sill special rates for natural gas distribution service. In order to
prevent subsidization, Oklahoma Natural tracks andvremoves all revenue .and'expenses
related to Fort Sill.' These adjustments result in a combined $900,206 reduction in

operating income.

Summary Testimony — Stroup
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 2.0f 4
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In addition, Mr. Stroup testified that PUD recommends the Commission approve the
Company’s adjustment to remove $123,240 from operating income related to Electronic
Flow Measurement (“EFM”) Equipment Fee Revenue. EFM Equipmeﬂt Fee Revenue is °
incurred when a customer opts to move to a transportation tariff and pays the Company to
install special EFM equipment. This is one-time revenue, and is removed from operating

income for the purpose of ratemaking,.

Mr. Stroup also testified that PUD recommends the Commission approve the Company’s
adjustment to Normalize Revenue Related to Reimbursements, which removes $1,093,401
frorﬁ operating income, Oklahoma Natural is not allowed t6 earn a rate base return on
Expenses related to highway relocation, however, the C;Bmpany is allowed to amortize
revenue related to highway relocation over a five-year period. This adjustment reconciles
the difference between the annual amortization amount and the amount that was actually

amortized during the test year.

Finally, Mr. Stroup testified that PUD recommends that the Commission approve the
Company’s Corporate Support Services/Distrigas adjustment to remove $4,053,651 from
operating income. This adjustment removes certain allocated expenses that are not allowed
to be recovered from ratepayers, including aviation, government relations, civic acﬁvities,
contributions and donations, supplemental executive retirement pay, and loﬁg term

incentives,

Mr. Stroup testified that PUD believes that the recommendations are fair, just, reasonable,

Summary Testimony — Stroup
Oklahoma Natural Gas Company — Cause No. PUD 201800028
Page 3 of 4
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and in the public interest.

Summary Testimony — Stroup
Oklahoma Natural Gas Company — Cause No. PUD 201800028
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. sent via electronic mail and/or United States Postal Service, postage fully prepaid thereon to the

following interested parties:

Katy Boren

Jared Haines

Chase Snodgrass

Victoria Korrect

Office of Attorney General
313 NE 21% Street
Oklahoma City, OK 73105
katy.boren@oag.ok.pov

jared.haines@oag.ok.gov
chase.snodgrass/@oag.ok. gov
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. Thomas P. Schroedter
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Don'ea Mayberry is employed by Oklahoma Natural Gas Company (“Oklahoma Natural,”
or the "Company”) as.a Rates Analyst in the Rates and Regulatory Reporting Department.
She has a Bachelor of Science in Agricultural Business from Langston University and a
Masters of Business Administration degree from Southern Nazarene University. She has
been employed by the Company since June 2004, working in-varying duties and levels of
responsibility. Ms. Mayberry is responsible for conducting analyses related to issues
brought before the Oklahoma Corporation Commission (the “Commission”).

Ms. Mayberry testified regarding the pro forma adjustments RB-2, RB-3, RB-6, RB-8, R-
1, R-4, E-5 and Workpaper H-3, and modifications to Tariff 2001, Gas Transportation
Agreement

Ms. Mayberry testified that the Company relies on gas in storage as part of its overall gas
‘procurement plan to assure that the Company can provide reliable deliveries of natural
gas to its customers. As a result, a substantial financial commitment must be made to -
support the  buildup- of gas in storage.reserves during the off-peak season. As of
December 31, 2017, the test year end, The Company’s per book investment in gas in
- storage was $88,917,460. The Company proposes pro forma adjustment RB-2 to lower
the test year end gas in storage level to $86,848,171. This decrease of $2,069,289
reflects a 13-month average investment level. A 13-month average normalizes the
fluctuations in the investment in gas in storage during the test year.

Ms. Mayberry testified that at test year end, the. Company had $23,129,340 on its balance
sheet related to materials and supplies. For the components of Working Capital included
in rate base (such as gas in storage, materials and supplies, and prepayments) a 13-
month average is more representative of the Company’s investment in these items than
the balance recorded in the Company’s books at the end of the test year. An average
balance over 13 months normalizes the fluctuations in these accounts. during the test
year. Pro forma adjustment RB-3 adjusts the Company's materials and supplies test year
end balance to a 13-month average of $21,227,439 decreasing rate base by $1,901,901.

Ms. Mayberry testified that pro forma adjustment RB-6 removes the transition regulatory
asset of $376,456 from rate base. The regulatory asset represents the transition costs
from the 1997 merger with Western Resources. These transition costs were approved by
Commission Order No. 416480 in Cause No. PUD 970000106 dated October 3, 1897, to
- be amortized over a forty-year period and will be fully amortized in December 2037.

Ms. Mayberry testified that pro forma adjustment RB-8 removes the ONE Gas stand up
costs regulatory asset of $1,209,117 from rate base. This regulatory asset is to amortize
the costs to migrate data and applications from ONEOK to ONE. Gas. This regulatory
‘asset is being removed for a recovery of the expense but not a return on the asset. These
ONE - Gas stand up costs were approved by Commission Order No. 648326 in Cause No.

PUD 201500213 dated January 6, 2016, to be amortized over a four-year period and will
be fully amortized in December 20189.

Ms. Mayberry also testified that the Company amortizes to income, over a five-year
period, contributions received because of pipeline relocation projects and other special

2
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reimbursements, thereby reducing utility revenue requirements. The Commission has
allowed the Company to normalize hlghway reimbursable income for a five-year
normalized period (Order.No. 388124 in Cause No. PUD 910001190). Pro forma
adjustment R-1 makes the adjustment as required by this Commission Order. The total
adjustment to utility operating income is a reduction of $1,093,401 which is a summation
of adjustments relating to the Company’s distribution and transmission systems.

Further, Ms. Mayberry testified, that for financial reporting purposes, the Corripany
records unbilled revenues monthly due fo billing lag, which exists from. the time gas is .
sold or delivered to the customer.and until those sales or deliveries are actually billed to
the customer. This book adjustment is intended to closely match gas sales with gas
purchases monthly. The entry made in any given month is reversed the following month
when the actual sales data becomes available. The unbilled revenue.adjustment is strictly
an estimate to match monthly. revenues and expenses. It should be eliminated for
regulatory purposes since the gas sales statistic utilized by the Company includes a fuill
12-month accounting of actual sales activity. For the test'year ending December 31, 2017,
the Company booked $316,560 related to unbilled revenues. This amount should be -
removed for calculating actual test year revenues.

Ms. Mayberry testified that the Company is required by Commission rule OAC 165: 45—
11-1 to pay interest on the deposits it receives from customers. Unlike the deposits
themselves, which are recognized as a source of non-investor supplied ‘capital and are
removed from rate base, the interest the Company pays on deposits is a. legitimate
operating cost. Pro forma adjustment E-5 in the amount of $408,123 is necessary to
reflect the total interest expense on the long and short-term customer deposits held by
the Company.

Ms. Mayberry also testified that Supplemental Workpaper H-3, Summary of Operating -
Expenses, is a schedule of expenses detailed by account number, title and month for
twelve months of the test year and the corresponding annual totals for the two preceding
years. The schedule depicts the amounts expensed during each month and the
percentage change between the years as reported in the Company's income statement
excluding adjustments made according to Tariff 1201 (Performance Based Rate Change
("PBRC") Plan). Section 7 (a)(1) of PBRC Tariff 1201 requires Chapter 70 Minimum Filing
Requirement Supplemental W/P H-3 be filed as part of each PBRC filing.

Ms. Mayberry testified, that thé Company is requesting that Tariff 2001, Gas
Transportation Agreement be modified to correct the word “ore” to “or’ on page 1 of 5.
See Exhibit DM-1 (redline and clean versions).

~ In conclusion, Ms. Mayberry testified that the proposed adjustments have been made
pursuant to Tariff 1201 (PBRC Plan), Section 6(c). Section 6(c) states, “‘Rate Base and
cost of service shall be computed in the same manner as in the Company’s last Chapter

70 general rate change application.” .
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Annette Ellis is employed by Oklahoma Natural Gas Company (“Oklahoma Natural,” or
the “Company”) as a Rates Analyst Il in the Rates and Regulatory Reporting Department.
She has a Bachelor of Science degree in Accounting from the University of Central. -

Oklahoma and a Masters of Business Administration degree from Southern Nazarene -

*University. She has been émployed by the Company for 39 years in varying duties and
levels of responsibility. Mrs Ellis is responsible for conducting analyses related to issues
brought before the Oklahoma Corporation Commission (the “Comimission®).

Mrs. Ellis testified regarding pro forma adjustments RB-4, RB-7, RB-1Q, RB-11, RB-12,
- R-2, R-5, E-7, E-8, E-9, and E-11.

Mrs. Ellis testified- that the pro forma adjustment RB-4, decreases rate base by

$2,548,400 to capture a 13-month average of the direct pre-paid account balance instead

of the test year-end balance of $3,682,309. Adopting a 13-month average of $1,133,809
is. more representatlve of the Company s average investment than the balance recorded

in the Company's books at the end of the test year. An average balance over 13 months

normalizes the fluctuations in this account during the test year.

Mrs, Ellis testified that the pro forma adjustment RB-7 is necessary to remove the
unamortizéd regulatory asset balance of $421,316 from rate base for costs associated
with the 2015 rate case. These costs were approved by Commission Order No. 648326
in Cause No. PUD-201500213 to be amortized over a four-year period and will be fully
amortized in December 2019.

Mrs. Ellis testified that-customer deposits are a source of non-investor supplied capital
received by the Company in advance of providing natural gas service. Therefore, these
deposits must be a deduction for the purpose of calculating net rate base. As required by
- and identified withiri Workpaper B-6, the balance of customer deposits is most
. appropriately based upon the test year end 13-month average. Pro forma.adjustment RB-

" 10 in the amount of ($223,267) represents the adjustment needed to reflect this 13-month
average.

“Mrs. Ellis testified that Contributions in Aid of Construction (*“CIAC") are -a source of non-
investor supplied. capital received by the Company in the form of reimbursable projects -
related to governmental entities. Therefore, CIAC must be a deduction for the purpose of -
calculating net rate base. As required by and identified within Workpaper B-6, the balance
of CIAC is most appropriately based upon the test year-end 13-month average. Pro forma
adjustment RB-11 in the amount of ($1,909,643) represents the adjustment needed to -
reflect this 13-month average.

Mrs. Ellis testified that Customer Advances for Construction (“CAC") are a source of non-
investor supphed capital received by the Company in the form of prepayments collected
from customers for projects in advance of construction. Therefore, CAC must be a
deduction for the purpose of calculating net rate base. As required by and identified within
Workpaper B-6, the balance of CAC is most appropnately based upon the test yearend .
13-month average. Pro forma adjustment RB-12 in the amount of ($325,520) represents
the adjustment needed to reflect this 13-month average.
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Regarding pro forma adjustment R-2, Mrs. Ellis testified that, currently, any customer with
usage of 800 Dths or greater is allowed to purchase their gas from a third party and have
it transported to ONG’s system. Tariffs 255-T and 655-T require an EFM equipment fee
of $1,896 per customer. In the test year, Oklahoma Natural installed approximately 65
EFMs and collected $123,240 in EFM equipment fees from these ¢ustomers. These initial
EFM equipment fees will not be charged again to these customers on a going forward
basis and therefore, need to be removed for the purpose of calculating Oklahoma
Natural's revenue requirement. The Company has not removed .the recurring’ O&M
charges collected each month from these customers for maintenance of the equipment
as these charges will continue. Pro fornia adjustment R-56 removes $1,375,963 of non-
recurring revenue and should not be taken into consideration for the purpose of setting
ratés because the Company does not expect to earn them again in the future.

Mrs. Ellis testified that the Company provides competitive long term incentive
compensation to key employees and non-employee directors who contribute to our long
term growth, profitability, and ability to maintain a safé and reliable distribution system.
These incentives are provided to attract, retain, motivate, and reward these individuals.
Pro forma adjustment E-7 in the amount of $403,774 is necessary to remove all booked
LTI expense from the Cost of Service, consistent with our most recent general rate case,
Order No. 648326, Cause No. PUD 201500213. Order No. 648326, Cause No. PUD
201500213 stated that the Company shall recover short term incentive (“STI")
compensation at the lesser of the 100% target level or the actual total amount paid out,
(“Lesser of Target or Actual Level”). Pro forma adjustment E-8 in the amount of
- $1,017,435 is necessary to remove booked STI expense: above 100% target from the
cost.of service.

Pro forma adjustment E-8 represents fotal SERP expenses in the amount of $302,810 -
are being excluded from the Cost of Service in compliance with Commission Order No.
648326 in the Company’s most recent rate case Cause No. PUD 201500213.

Reégarding the Payroll-and Labor Attendant pro forma adjustment E-11, Mrs, Ellis testified
that the Company proposes to annualize December 2017 payroll and compare it to actual
test year payroll expense, An ad]ustment is made to Payroll and the associated payroll
related costs (Labor Atfendant costs), in the amount of $507,848. The method .of
calculating this adjustment is consistent with previous PBRC filings and the most recent
rate case in Cause No. PUD 201500213. Furthermore, this adjustment is rnade pursuant
to Tariff 1201 (PBRC Plan), Section 6(e)(4). This section-of the PBRC tariff states,
"Operatlng Expenses shall also be modified as follows: The level of salaries and wages,
savings plans expenses, payroll taxes, and other payroll-related expenses for the last
month (December) of the Test year shall be annualized.”

Mrs. Ellis testified in-conclusion, that the proposed adjustments have been made pursuant -
to Tariff 1201 (Performance Based Rate Change ("PBRC") Plan), Sections 6(c) and
6(e)(4). Section 6(c) states, “Rate Base ‘and cost of service shall be computed in the same
manner as in the Company’s last Chapter 70 general rate changé application.” Section
6(e)(4) states, operatlng expenses shall also be modified as follows: “The level of salaries
and wages, savings plan expenses, payroll taxes, and other payroll-related expense for
the last month (December) of the Test year shall be annualized.”

3
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Crystal Turner is employed by ONE Gas, Inc. ("ONE Gas”) as a Rates Analyst |i for the-
ONE Gas division utilities, which include Oklahoma Natural Gas (“Oklahoma Natural” or
“Company”), Kansas Gas Service and Texas Gas Service. She has a Master's of Science
in Quantitative Financial Economics from Oklahoma State University and a Bachelor's of
Science Degree in Statistics with minors in Mathematics and Spanish as well as an
Honors Degree with International Emphasis from Oklahoma State University. Ms. Turner
has been employed by ONE Gas since May 12, 2014, as a Rates Analyst. Prior to joining
ONE Gas, she worked as a Risk Analyst for Seminole Energy Services, LLC, from
February 2012 fo April 2014, Ms. Turner’s -current responsibility is assisting the division
utilities with the review and analysis of Company financial data and records.

The purpose of Ms. Turner’s testimony is to address and sponsor pro forma adjustments
for Corporate Prepayments RB-5 and.Corporate Support Services/Distrigas E-6.

Ms. Turner testified that Pro forma adjustment RB-5 includes a 13-month average of
corporate prepayments allocated to Oklahoma Natural in the amount of $6,820,057 to
rate base. By taking the average balance over 13 months, fluctuations in corporate
- prepayment accounts during the test year are normalized. The average 13-month balance’
has been adjusted to remove aviation insurance activity. Prepayments are properly
included in rate base as they represent an investment the Company has made in the
provision of utility service, similar to the plant in service assets. The Company maintains
a prepayment balance to cover annual insurance premiums for policies such as general
liability, automobile, workers’ compensatxon property insurance, as well as annual
equipment and software maintenance agreements, software license fees and other
- miscellaneous prepald items. .

Ms. Turner testifi ed that Pro forma adjustment E-6 decreases the Company’s test year

_ operating expénses by $4,053,651. This adjustment is necessary to remove certain costs
allocated to Oklahormia Natural through the ONE Gas Distrigas allocation methodology
such as -governmental relations, civic activities, contributions and donations,
supplemental executive retirement plan, long-term incentive compensation (LTI), and -
remove activity such as corporate aircraft, costs for which the Company has elected not
to seek récovery in this case;.and adjust short-term incentive (STI) compensation down
to 100% of target. An additional adjustment was made to annualize the December 2017
payroll allocated to Oklahoma Natural through the ONE Gas Distrigas allocation method.

Ms. Turner testified that ONE Gas continues to-allocate corporate costs using the same
cost allocation methodology applied in Cause No. PUD 201500213, Order No. 648326..

Lastly, Ms. Turner testified that the proposed adjustments have been made pursuant to
Tariff 1201 (Performance Based Rate Change ("PBRC") Plan), Sections 6(c) and 6(e){4).

Section 6(c) states, “Rate Base and cost of service shall be computed in the same manner
as in the Company’s last Chapter 70 general rate change application.” Section 6(e)(4)
states that operating expenses shall also be. modlﬁedlas follows: “The level of salaries
and.wages, savings plan expenses, payroll taxes, and other payroll-related expense for
the last month (December) of the Test year shall be annualized."

2
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Thanh Truc (Amelia) Nguyen is employed by Oklahoma Natural Gas Company
(“Oklahoma Natural,” or the “Company”) as a Rates Analyst in the Rates and Regulatory

Reporting Department. She has a Bacheldr of Business Administration with a major in- -

Finance from the University of Oklahoma. She has been employed by the Company since
June 2007. Prior to her current position, she worked in the Communications Department -
as a Communications Consultant. Ms. Nguyen is -responsible for conducting analyses
related to issues brought before the Oklahoma Corporation Commission (the
“Commission”) and has been resporisible for the duties associated with the monthly'
Purchased Gas Adjustment (“PGA").

Ms. Nguyen testified regarding pro formei‘adjustments RB-1, R—3, R-6, E-1, E-2, E-3 and
E-10.

Ms. Nguyen testified that pro forma adjustment RB-1 is made to remiove specific portions
of property, plant, and equipment, which are further deseribed below, from rate base. The
total adjustment reduces rate base by $6,251,867.

Ms. Nguyen testified that in 2001, the Company acquired the distribution assets of Fort
Sill, a United States Army installation, after becoming the successful bidder for a contract
under the Army's Utility Privatization Program. Pursuant to the Commission order
approving the transaction, Order No. 453529 issued in Cause No. PUD 200100189, the
Company tracks the assets, expenses, and revenues associated with Fort Sill and -
removes them for ratemaking purposes to avoid subsidization by the Company’s other.
customers. This adjustrnent results in the removal of all Fort Sill assets from rate base,
net of depreciation, in the amount of $3,054,455.

Ms. Nguyen testified that Oklahoma Natural has allocated a portion of ONE Gas’ plant
assets, which include the corporate- aircraft. The Company proposes to remove its
allocated portion of the corporate aircraft, net of depreclatton, resulting i in the removal of
$3,197,412 from rate base. (Pro forma adjustment RB-1. )

Ms. Nguyen testified. that since test year end at December 31, 2017, the Company has
not included a'pro forma adjustment related to known and measurable changes in plant
- lévels, but has included the. Construction Work in Progress (“CWIP") account in filed plant
levels. - Section 17-284 of Title 17 states that “...the Corporation Commission shall give
- effett to.known and measurable changes occurring or reasonably certain to occur within
six (6) months of the end of the test period upon which the rate review is based.” It is
expected that projects currently classified as CWIP will be completed during the
. processing.of this filing, and that an update to property, plant, and equipment would reflect
an increase in plant levels commensurate with the test year end amount contained within
CWIP. This is consistent with the Company’s prior rate case in Cause No. PUD

- 201500213 as well as the five Performance Based Rate Change (“PBRC") applications

"in Cause Nos. PUD 201100034, PUD 201200029, PUD 201300032, PUD 201400069
and PUD 201700078.

Ms. Nguyen testified, with regard to pro forma adjustments R-3 and E-1 related to Fort
Sill's revenues and expenses, that Commission Order No. 453529 issued in Cause No.
PUD 200100189 authorized the Company to charge rates under a special contract to

2
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provide natural gas distribution service to Fort Sill. The Company agreed to .track the
assets, expenses, and revenues associated with Fort Sill and to remove them from
subsequent tate ‘cases. : '

" Ms. Nguyen testified that pro forma adjustment R-3 reduces revenue by $1, 030 639 which
. is the amount collected from Fort Sill during the test year. Pro forma_ adjustment E-1

reduces expense by $130,433 which is the amount expended to provide Fort Sill service
during the test year. The treatment of Fort Sill assefs was dlscussed earlier in my
testlmony

- Ms. Nguyen, testifies that this Cause relates to the estabhshment of new rates, exclusive

of commodity cost, that will allow the Company the authorization to bill customers on a
going forward basis. Therefore, all gas cost revenue and expense related activity must
be removed from the test year. The specific gas. cost revenue and expense pro forma

o adjustments that she sponsors are: (a) R-6 - Purchased Gas Costs Billed (PGC) and

Unrecovered Purchased Gas Costs Billed (UPGC) in the amount of $257,273,802; (b) E-

" 2 Gas Costs Collected by the PGC and UPGC in the amount of $257,273,802; and (c) E- -

3 - Gas Costs O&M not Collected through the PGA/UPGC and’ Transport Over/Under
Charges in the amount of $8,308. A rore detailed discussion for-each adjustment can be
found within the workpapers for the respective adjustment, which are included as part of .

. the Application Package filed in this Cduse. PUD Staff annually reviews commodlty costs

for prudency in.a separate cause.

Ms. Nguyen testified, regarding pro forma adjustment E-10, that in order to best reflect
depréeciation expense levels going forward, the Company is proposnng fo annualize
December 2017 booked depreciation expense. This results in an increase of $885,675 to

- depreciation expense over what was booked by the Company during 2017. Oklahoma

Natural believes this adjustment is appropriate since it brings in line depreciation expense
with the plant levels contained in this filing. Furthermore, this adjustment is made pursuant

. to Tariff 1201 (PBRC Plan), Section 6(e)(5). This section of the PBRC tariff states that
. operating expenses shall also be modified as follows: “The level -of depreciation and

amortization expense for the last month (December) of the Test Year shall be
annualized.”

In conclusion, Ms. Nguyen testified that the proposed adjustments ‘have been made
pursuant to Tariff: 1201 (PBRC Plan), Section 6(c), and.Section 6(e)5). Section 6(c) ,
states, “Rate Base and cost of service shall be computed in the same manner as in the .
Company's last Chapter 70 general rate change application.” Section 6(e)(5) states that "

* operating expenses shall also be modifi ed ‘as follows: “The level of depreciation and

amortization expense for the last month (December) of the Test Year shall be
annualized.”
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Paul H. Raab is an independent economic consultant appearing on behalf of Oklahoma
Natural Gas Company (“Oklahoma Natural” or *the Company”). Mr. Raab has a B.A. in
'Ecaonomics from Rutgers University and an M.A. from the State University of New York at
Binghamton with a concentration in Econometrics. While attending Rutgers, he studied as a
Henry Rutgers Scholar.

. Mr. Raab testified that wnthm the current Application, the Company is seeking to adjust its
. Energy Efficiency Program Rate, consistent with Tariff 1201, to include recovery of projected
energy efficiency program costs for Program Year 8 (Ca]endar Year 2018), the level of
incentive to which the Company is entitled as a restlt of its Program Year 7 (Calendar Year
2017) efforts and the under-collection of program expenses through Program Year 7. The
purpose of Mr. Raab’s testimony is to present the new Energy Efficiency Program Rate and .
-supporting documentatiori, as well as the Annual Report of the performance of the
Company's Demand Programs as required by the Commission’s rules. :

Mr. Raab testified that he sponsors two exhibits. Exhibit PHR-1 is @ summary of the new

Energy Efficiency Program Rate, presented in the form of Exhibit B as required by the
. Company’s PBRC Tariff. Exhibit PHR-2 is the Company's Annual Report for Program Year
7 (Calendar Year 2017). This Report provides the information required by §165:45-23-7 and
§165:45-23-8 of the Commission’s rules. Consistent with new rules that-went into effect.on
- January 1, 2017, the Company has contracted with an independent third-party evaluator to
coriduct its EM&V, as required by §185:45-23-6 of the rules. The Company has selected
ADM Associates, Inc. ("ADM") as the evaluation contractor for its PY7 programs.. ADM's
savings estimates and benefit/cost calculations support the net Total Resource Cost (“TRC")
benefits that are needed to determine the level of incentive to which the Company is entitled
as a result of its Program Year 7 efforts. Exhibit PHR-2 also summarizes the updated cost
effectiveness results of the Company's programs and the associated rncentrve calculation

details.

Mr. Raab testified that as detailed in Exhibit PHR-1, the Company’s new Energy Efficiency
Program Rates for the upcoming year are $1. 71/resrdent|al customer/month, $2.27/small
commercial customer/month, $2.78/large- commercial customer/month and $2.07/eligible
transportation customer/month. The residential rate is lower than the current rate by
$0.13/residential customer/month, the small commercial rate is higher than the current rate
by $0.84, and the large commercial rate is lower than the current rate by $3.33. These rates
_are developed as the sum of the current year unadjusted rate, shown on Line No. 3 of Exhibit
PHR-1; the utility incentive, shown on Line No. 5 of Exhibit PHR-1; the current year true-up
adjustment, shown on Line No. 7 of Exhibit PHR-1; and the carryover true-up adjustment
shown on Line No. 9 of Exhibit PHR-1.

~* Mr. Raab testified that the Company is proposing to modify the ellglbrllty of its Commercral

" Custom program offerings to include small transportation customers served under Tariff 255-

. T.These customers have the same usage-characteristics as commercial sales customers

: and will be able to benefit from the same types of conservation and energy effi crency'
measures that are promoted under the Commercial Custom Program.

Mr Raab testified that the Company is proposing to modify the eligibility of its Commercial
Custom Program offerings to include small transportation customers. These customers
_should also be able to benefit from the same types of conservation and energy effi crency
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‘measures that are currently offered only to large commercral sales customers under the
Commercial Custom Program.

'Mr. Raab further testified that to the extent that these customers do not participate at levels
anticipated by the Company, the reduced participation levels and costs will be trued up in
subsequent program yearsin other words, custorners in these classes will only pay for the
* conservation and energy efficiency services that they utilize.

- ‘Mr. Raab identified the components of the Company’s New Energy Efficient Program Rate.
Referencing Exhibit PHR-1, the current year unadjusted rate (Line No. 3) is simply the
- -Commission-approved Year 8 program budget ‘of $15,367,000, allocated or assigned to
residential, small commercial, Iarge commercial and small transportation customers, divided
by the 2017 customer counts in each of these classes. The utility incentive rate (Line No.-5)
is dependent upon updated benefit/cost evaluations and the updated evaluations are
described in the ADM EM&V Report, filed in this docket as Exhibit CMS-5 to the Direct
Testimony of Company Witness Cory M. Slaughter, in Exhibit PHR-2 and in the subsections
below. Because the incentive is earned for Program Year 7 offerings, and small
" transportation customers did not participate in programs in Program Year 7; they are not
~ allocated any of the utility incentive earned by Oklahoma Natural in 2017.

The current year true-up adjustment is the difference between collections in the program
year and expenditures. For this program year, the Company over-collected eéxpenditures for
. energy efficiency by $1,775,409.23 and this over-collection requires a decrease to the new
current year true-up rate {Line No. 7). The current year over-collection is largely the result’
ofan attempt to recover prior year under-recoveries as reflected in the carryover over/funder
energy efficiency program rate (Line No. 8). As can be determined by comparing the current
year adjustment balance in.Line No. 6 and the carryover adjustment balance in Line No. 8,
the Company's chronic under-recovery of Energy Efficiency Program costs has been
significantly reduced, to only about $500,000. The carryover true-up adjustments are the
cumulative difference between collections in prior program years and expenditures.
Because small transportation customers did not participate in programs in Program Year 7,
they are not allocated any of these differences between collections and expenditures.

Mr. Raab testified that the realized energy savings by customer sector and program support
the revised TRC benefit/cost evaluations, which are an important input to the calculation of
the level of incentiveé to which the Company is entitled as’ a result of its Program Year 7
efforts. Consistent with. new rules that went into effect on January 1, 2017, the Company has
contracted with ADM as the evaluation contractor for its PY7 programs. ADM's savings
estimates are provided in its EM&V Report filed pursuant to these rules in this docket and
contains the details supporting these metrics. i

Mr. Raab testified that ADM also provided updated benefit/cost. evaluations of: the’
Company’s programs. ADM’s benefit/cost test results are provided in its EM&V Report,

which also contains the details supporting these calculations. The TRC results from that
report are summarized for all of the Company's programs for Program Year 7 in column (D)
of Schedule 11 of Exhibit PHR-2.

Mr. Raab further testified that as can be seen from these results, each one: of Oklahoma
Natural's programs that results in energy savings is TRC cost-effective, except for the
vHeatlng Season Check-Up Program, which was dlscontlnued in PY7 and beyond, and the

/
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. Range Replacement Program. However all other programs are cost- effective, as is
. Oklahoma Natural's total Demand Portfolio.

- Mr. Raab testified that TRC test results are important because they are needed to calculate
the Company incentive. Section 165:45-23-8 of the Commission’s rules allow the Company
to receive an incentive for successful implementation of its' Demand Portfolio only if the
. Company’s Demand Portfolio achieves a total resource cost test benefit/cost ratio (TRC:
B/CR) that is greater than one. ’ -

Mr. Raab testified that in addition fo the requirement that the Demand Portfolio achieves a
TRC: B/CR that is greater than one, the Demand Portfolio must also achieve a minimum of .
80% of the company's ;goal ratio (Venf ed savings divided by Projected savings). As shown
in Exhibit PHR-2, both-of these threshold conditions are satisfied. The Company achieved
approximately 175% of projected savings and the programs produce a net benefit of over
$33M, which is more than suffi cient to absorb all of the program administrative expenses of

$883,485 and still produce a TRC: B/CR greater than 1.00.

Further, Mr. Raab testified that thls result is confirmed by the Incentive Calculation shown
on Schedule 11 of Exhibit PHR-2, which determines the incentive to which the Company is
entitted based on the Commission’s rules as 15 percent of Net Benefits achieved, or
$2,152,388. As required by the- Commission’s rules, this calculation includes. all costs
incurred for implementation of Demand Programs including all program costs, education or
outreach program costs, Administrative costs, and EM&V costs and does not exceed 15
percent of Demand Portfolio costs inzlusive of program delivery costs, education, and/or_‘
marketing outreach costs, Administrative costs and EM&V costs.

Mr. Raab testified that the Company collected a total of $16,101,392 from customers during -
Program Year 7 for congervation and energy efficiency activities. Of this total, $13,845, 601
‘was collected from residential customers, $723,062 was collected-from small commerciél’
customers, and $1,532,729 was collected from large commercial customers Mr. Raab
testified that total program costs are $14,326,306. The amount attributable to residential
customers is $12,483,940, the amount attributable to small commercial customers is
"$259,342, and the amount attributable to large commercial customers is $1,583,023, Thus,
the Company over-collected its costs during Program Year 7 by $1,775,086.23. This amount
is adjusted by an additional reconciling amount of $323, which is needed to reconcile the
cumulative true-up balance to the General Ledger. The resulting over-collection is
" summarized on Line No. 6 of Exhibit PHR-1 and is used to offset the Energy Efficiency Rate
~ by the amounts shown on Line No. 7 of Exhibit PHR-1 for the upcoming Program Year.

In addition, Mr. Raab testified that there remains a cumulative under-collection of
$2,296,072.95 as a result of the Company's activities in: Program Years 1 through 6. This
under-collection, by class, is summarized on Line No. 8 of Exhibit PHR-1 and is used to
change the Energy Efficiency Rate by the amounts shown on Llne No. 9 of Exhlblt PHR-1
-for the upcoming Program Year.

In conclusion, Mr. Raab testified that the net of these true-ups is a cumulative under-.
. “collection of $520,663.72 through PY7, which is a significant reduction-in this balance
relative to last year. _
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Elizabeth Chandler is employed by Oklahoma Natural Gas Company ("Oklahoma Natural” or
the “Company”). as a Manager in the Rates and Regulatory-Reporting Department. She is a
Certified Public Accountant with a Bachelor of Science degree in Accounting and a Bachelor
. of Business Administration in Finance from the University of Central Oklahoma. She has
been employed by the Company since August 2011 and have worked in various roles in
. financial planning, fi nancial accounting and currently as Manager - Rates and Regulatory
Analysis. Prior to joining the Company, she worked as an auditor at KPMG LLP from August
2007 to July 2011. Mrs. Chandler is responsible for managing and conducting analysés
‘related to issues brought before the Oklahoma Corporation Commission (the “Commission”).

The purpose of Mrs. Chandler's testimony is to: (1) discuss overall filing and compliance with
- Performance Based Rate Change (“PBRC") Tariff 1201; (2) Discuss calculation of overall
- Revenue Requirement {Schedule A-1); (3) Discuss allocation of proposed PBRC monthly
- credit and Energy Efficiency “EE” rate changes to customer classes (Schedule A-2) and
‘modifications to associated Tariffs 101, 101-V, 200 SCI, 200 SCI-V, 200 LCI, and 255-T; (4)-
Discuss capital spending since the.previous rate change filing; and (5) Address and sponsor
pro forma adjustments RB-9, E-4, and E-12. ‘

The current PBRC filing is based on the test year ended December 31, 2017. The Revenue
Requirement, Rate Base, and Operating Income have all been calculated in compliance with
the PBRC Tariff 1201 and Order No. 648326. The proposed adjustments have been made
pursuant to Tariff 1201 (PBRC Plan), Section 6(c). This section of the PBRC Tariff 1201
states, “Rate Base and cost of servine shall be computed in the same manner as in the
‘Company's last Chapter 70 general rate change appllcatxon The proposed adjustment
addressed in my testimony and those addressed in the testimonies of other Company
- witnesses are required to compute Rate Base (B-3) and Operating Income (H-2) in the same
manner as in the Company’s last Chapter 70 ‘general rate- charige application. The only
. deviation from the adjustment methodology is the inclusion of amortization expense for
- regulatory asset for payments to private line customers approved in Order 666781 in Cause
No. PUD 201700079 and discussed in detail below.

Based on the Company's Revenue Requirement calculation, the Company is operating
above the approved return on equity ("AROE") band (9.00%-~10.00%) at &n ROE of 10.51%.
Section 5(c) of Tariff 1201, states “if for the 12-month period ending December 31, the
Company's ER (earned return) is above 10.00%, the portion of ER that is greater than
-10.00%, shall be shared on a 75/25 basis between the customers and the Company, with
the customers receiving the greater amount.” The schedules determining this Revenue
Requirement position are discussed in detail later within my testimony.

. Schedule A-1 is the calculation of the Revenue Requirement as: it relates to the ROE band
. that is approved within the PBRC Tariff 1201. Line 1, columns A through E, identify the Rate
. Base and Rate Base Adjustments that are located in Schedules B-1 through B-4. This Rate .
. Base and associated adjustments were calculated in the same manner as the Company's
last Chapter 70 general rate change application as required by Section 6(c) of the PBRC
Tariff 1201. The adjusted Rate Base is multiplied by the rates of return at the lower (6.879%),
middle (7.169%), and upper (7.459%) points of the ROE band (9.00-10.00%) whose midpoint
(9.50%) was approved in the Company's 2015 rate case (Cause No. PUD 201500213, Order
- No. 648326) and whose 100 basis point band complies with Section 2(d) of the PBRC Tariff
1201 in order to calculate the Operating Income Required (Line 3, Columns C, D, and E) to
. o 2 _
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stay wnthln the ROE band. The rates of retum at each point in the band are identified in
. Schedule F-1, Capital Structure. The Operating Income Required at each point in the band
- isthen compared to the Actual Operating Income (Line 4, Columns C, D, and E) in order fo -
~ determine the Company’s position within the ROE band. The Income Tax Gross-Up Factor
. (Line 6, Columns C, D, and E) is based on a Federal Tax Rate 6f 21% and a State Tax Rate
of 6%. The resulting Base Rate Revenue Excess Is that the Company was operating at an
ROE of 10.51% which is, after tax gross-up, $5,619,482 above the Commission authorized

. upper point (10.00%) of the ROE band during PBRC test year 2017. In terms of rate of return;
the Company operated at a rate of 7.757% (calculated at Schedule H-1 PBRC Operating
- Income Statément, Line 17)which is 0.298% above the upper rate of return 7.459% as shown
in Schedule A-1, PBRC Revenue Requirement.

Based on the Company's Revenue Requirement calculation and in comphance with-Section
2(f) of PBRC Tariff 1201, there will be a credit to ratepayers over a 12 month period-beginning

July cycle ene billing or after rates are adjusted in an order in this cause. Section 2(f) states,
~ “Should this Rate Schedule require a credit to the Company's customers, the credit shall be
made by crediting customer bills over a 12-month period beginning with July cycle one bills.”

The calculated ROE posnt!on of 10.51% is 0.51% above the upper point of the ROE band
(10.00%) and outside the 100 basis point AROE dead-band as prescribed within Section 2(d)
of PBRC Tariff 1201. Section 2(d) states, “An AROE dead-band of 100 basis points is hereby
. established. The dead-band shall be from 9.00% to 10.00% in which no rate change shalil
' occur. The Company may request a rate increase only when the ER falls below 9.00%.
* Similarly, any credit and sharing with the Company’s customers shall.occur only when the
. ERis greater than 10.00%." As the calculated ROE position of 10.51% is above the upper
point of the ROE band (10.00%) as shown in Schedule.A-1, the Company will give a credit
" to customers.

Mrs. Chandler further testified that the Revenue Requirement by explammg Schedule H-1,
PBRC Operating Income Statement calculates the Company's operating income for the test
year ended December 31, 2017, as adjusted for those known and measurable changes
permitted under the PBRC Tanff 1201 and further detailed in the testimony.of the Company's
_ witnesses. Column A shows the-Company’s utility income statement revenues, expenses, -
and deductions per the Company’s books and records for the test year. Column B.represents
the known and measurable adjustments that are requxred to be in complxance with Section
6(c) of the PBRC Tariff 1201. Line 15, Column C, is the resulting operating income that is
used as the Actual Operating Income at Line 4, Columns C, D, and E of Schedule A-1 for
determlnatlon of the’ Company s position within the authorized ROE band.

Mrs. Chandler further testified that Schedule A-2, was prepared to allocate the PBRC monthly-
credit from Schedule A-1 to residential Tariff 101, large commercial and industrial (“LCI")
Tariff 200, transport only 900 Dth but less than 5,000 Dth Tariff 255-T ("255-T"), and transport
. only 5,000 Dth but less than 30,000 Dth Tariff 201-T ("291-T") customers, as well as to
incorporate- the change related to Energy Efficiency for residential Tariff 101, small
commercial and industrial (“SCI") Tariff 200, L.CI Tariff 200 and Tariff 255-T customers.

Mrs. Chandler explained Line 4 concerning PBRC monthly bill credit as part of Oklahoma
Natural's methodology to comply with Commission Order No. 671984 regarding the Tax Cuts
and Jobs Act of 2017, all earnings above the top of the AROE dead-band wﬂl be retumed as

3
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a billing credrt over-a 12 month period beginning July cycle 1 billing or after an order in this
cause. The PBRC monthly credits of ($0.54) for residential, ($1.91) for LCI, ($1.46) for 255-
. Tand ($0.42) for 291-T customers is presented on Line 4 of Schedule A-2. These credits are
discussed further and reflected withir the revised PBRC Tariff 1201 attached to Mr. Cory
‘Slaughter’s testimony at Exhibit CMS—1

- Mrs. Chandler testified that the Energy Effi c1ency rates to be applied to the monthly service
charges of residential Tariffs 101 and 101-V, small commercial and industrial Tariffs 200 SCI. -
- and 200 SCI-V, large commercial and industrial Tariff 200 L.Cl, and non-residential transport
only Tariff 255-T were calculated by and discussed in testimony by Company witness Paul
' Raab. Please refer to his testimony for discussion of the calculation of those rates. The net
. -increase (decrease) in Energy Efficiency rates of ($0.13) for residential, $0.84 for SCI,
($3.33) for LCI, and $2.07 for 255-T customers is presented in Schedule A-2 solely for the
purpose of calculating the total proposed monthly service charges to customers and pursuant
to Sections 7 and 8 of Tariff 1201, have no effect on the evaluation of the Company's
placement within the ROE band.

Mrs. Chandler testified regardmg the proposed changes in the monthly service charges of
customers. Mrs. Chandler further testified to the total impact per customer class for the
proposed rate changes. Mrs. Chandler testified why the PBRC Credit for SCI customers zero.
As reflected in Schedule A-2, the PBRC Credit is allocated to customer classes based on the
same cost of service allocation within 5(a) of PBRC Tariff 1201 and approved in the most
recent rate case. Therefore, the proposed monthly service charge for SCI customers will
equal the change in the Monthly Service Charge only. Further, Ms. Chandler testified that
although the result-of the PBRC calculation is a credit to customers, the Company made
_ significant investments in the distribution system without the need to increase customer rates.
Total capital additions from the 2015 Rate Case to the 2018 PBR is'$340,499,711.

- Mrs. Chandler testified that pro forma adjustment RB-9 is necessary to remove the
unamortized regulatory asset balance of $20,250 from rate base for deferral of payments to
private line customers in'order to defray the cost of-conversion to alternative fuel sources in
cases where it is uneconomical to rebuild the.line. This regulatory asset was approved by

- Commission Order No. 666781 in Cause No. PUD 201700079 to be amortized over a four-
- year period.

Mrs. Chandler further testified regardmg the pro forma ad]ustment E-4. Commission Order
No. 666781 issued in Cause No. PUD 201700079 authorized the company to defer and
amortize over a four-year period, payments to private line customers in order to defray the
cost of conversion to alternative fuel sources in cases where it is not economical to rebuild
the line. Approxrmately 130 payments totaling $392,000 was deferred for the test year ended
‘December 31, 2017. One year of amortization expense, $98, 000 has been included thhrn
* PBRC Operating Income in pro forma adjustment E-4. .

" Mrs. Chandler further testified that pro forma adjustment E-12 reflects an increase to income
tax expense in the amount of $19,810 and is required to reflect the change in‘income taxes
resulting from the effects of all Oklahoma Natural pro forma adjustments associated with the
rate base and the operatrng income statement.
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Direct Testimon
Cory Slaughter is employed by Oklahoma Natural Gas Company (“Oklahoma Natural” or the

" - “Company”) asthe ‘Director of Rates and Regu!atory Mr. Slaughter is a Certified Public

‘Accountant with a Bachelor of Sciénce degree in Accounting. He has been employed with the
Company for over 15 years in various roles. Prior to employment with the Company, Mr.
Slaughter worked for two years as an auditor within the audit assurance group of the accounting
firm Emnst-& Young LLP. Mr. Slaughter is responsible for dlrectlng all activities of the Oklahoma
Natural Rates and Regulatory Department

The purpose of Mr. Slaughter’'s testlmony is to dISCUSS and identify: (1) why this appllcatlon'

was filed; (2) Oklahoma Natural’s Performance Based Rate Change (“PBRC") mechanism
requirements; (3) the PBRG equity dead-band and the Company‘s position: within this dead-
“band; (4) compliance with the Tax Cuts and Jobs Act of 2017 and -Commission Order No.

. 671984; (5) request to defer and amortize customer benefit related to processing of credit/debit -

cards; (6) walver of Commission Rule to include Small Transport Tariff 255-T customers in
Energy Efficiency Program; (7) proposed modifications to GNG Rebate Tariff 707; (8) Proposed
modifications to Multi-Unit Extension Policy Tariff 1083; and (9) the Evaluation, Measurement,
and Verification (EM&YV) report of an independent evaluator in compliance with commission
rules.

Mr. ,Slaug'hter testified that the current cause was filed to be in compliance with Performance

Based Rate Change (“PBRC") Tariff 1201 and the Company’s methodology to comply with -

Commission Order No. 671984 regarding federal corporate income tax changes.

Mr. Slaughter testified further that the specific requirements within PBRC Tariff 1201 are,
generally: (i) per section 1, an applicalion must be filed for the calendar year 2017; (i) per
section 7, part (a), this application must be ' made on or before March 15:. (iii) per section. 2:
Part (a) - The allowed return on equnty (“AROE") is 9.50%; Part (b) - The calculation of the
~ -earned return on equity ("ER") used in determining any rate adjustments shall be performed
using the same methodology as thé AROE of 9.50% from the most recent general rate case;
Part (c) - All parties to the annual review may request modifications to be applied prospectively
~to this tariff including the rate change adjustments (rate base and cost of service) used to
.determine the AROE in the Company‘s last Chapter 70 general rate change application;-and
Part (d) - An. AROE dead-band of 100 basis points is established to be from 9.00% to 10.00%
. in which no rate change occurs; (iv) per section 6, part (c), the Rate Base and cost of service
shall be computed in the same manner as in the Company's Chapter 70 general rate change
application; (v) per section 6, part (d), Operating Revenues shall be modified as follows: (a) all

revenues-associated with energy efficiency shall be removed; (b) gas cost revenues shall be °

removed; and (c) modifications requested by the parties unider Section 2(c) and approved by
.the Commission shall be applied prospectively. (vi) per section 6, part (e), Operating Expensées
shall also be modified as follows: (a) All expenses associated with energy efficiency shall be
‘removed; (b) Gas costs shall be removed; (c) Statutorily enacted tax changes or unfunded
federal mandates shall be annualized; (d) The level of salaries and wages, savings plans
expenses, payroll taxes, and other payroll-related expenses for the last month (December) of

the Test year shall be annualized; {e) The level of depreciation and amortizatiori expense.for -

_ . the last month (December) of the Test Year shall be annualized; (f) Any expenses associated
- with energy efficiency will be removed prior to the PBRC calculation and addressed in

2
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accordance with Section 8; and (g) Modifications requested by the partles under Sectron 2(c)
and approved by the Commission shall be applied prospectively.

Mr. Slaughter testified that filing has been prepared in compliance with Tariff 1201. Further
that there are there specific.requirements laid out within Order No. 648326 of Cause No. PUD
201500213, the last general rate case, that relate to the current PBRC filing. Which are: Section
.C. part 3 - Short Term Incentives (“STI") are to be recovered at the lesser of target (100%) or
actual level within each subsequent PBRC review; - Long Term Incentives ("L TI") are not to be -
recovered unless otherwise ordered by the Commission; Section D, part 1 - Oklahoma
Natural's capital structure shall be adjusted to reduce equity by 1% point within each
.subsequent PBRC review beginning with §9% equity and 41% debt in Oklahoma Natural's
2017 PBRC review of calendar year 2016. This capital structure shall serve as a cap. The
capital structure utilized within the 2018 PBRC review will include the 58% equity and 42% debt
- as it is lower than the Company’s actual equity; Section D, part 2 - Oklahoma Natural's. rates
shall reflect its actual cost of debt in the amount of 3.95%; and Section D, part 3 - Oklahoma -
- Natural's authorized retum on equity is 9.5% (i.e., the Allowed Return on Equity as defined
within the PB RC Tariff).

Mr. Slaughter testified that the PBRC is a mechanism that prov:des for an annual review and -
‘adjustment of the Company's base rates depending Upon the Company’s Oklahoma
jurisdictional operating income as measured by a calendar year calculated return en equity and
a set equity dead-band. Mr. Slaughter further testified that the PBRC requirements above,
Oklahoma Natural's equity dead-band spans 100 basis points from a low of 9.00% to a high of
10.00%. If the Company’s earned return on equity (“ER") is within this dead-band, there is no
change in rates. Mr. Slaughter testified that if Oklahoma Natural's ER is below 9.00%, the
: Company’s rates are increased to reflect a return on equity of 9.50% (the mid-point of the equity -
dead-band), upon Commission approval. Mr. Slaughter further testified that per tariff, if the
-Company’s ER is above 10.00%, the portion of equity return above 10. 00% is shared with our
customers on a 75/25 basis, i.e. 75% to the customers and 25% to the Company. As will be
discussed later in my-testimony, it is the Company’s intention to return 100% to customers and
not retain the 25% that is prescribed by the tariff.

Mr. Slaughter described the Company’s methodology to comply with Commission Order No.
671984 (the “Order”). There are four ways the Company. intends to address the Order within
the current filing: (1) The application of a 21% federal income tax rate; (2) Record a deferred
lability, subject to refund and review vvithin this filing, equal to the excess deferred income
taxes ("EDIT") resulting from the change in the federal corporate income tax rate from 35% to

21% that occurred on January 1,.2018; (3) Record a deferred liability, subject to refund and
review within this filing, to reflect the reduced federal corporate tax rate, begmnmg with the date
.of the Order (January 9, 2018), until rates are adjusted to reflect tax savings and a final order
‘issued in the current PBRC cause; and (4) To the extent not already accounted for in ONG's
current PBRC tariff, the amount of any refunds determined to be credited to customers
'(assoclated with items 2 and 3 above) shall accrue interest at a rate equivalent to ONG's cost
.of capital as recognized in Order No. 666781 in PUD Cause No. PUD 20170079 until rates are
" adjusted and a final order is issued in this cause.

Mr. Slaughter testified that the tax rate apphcable to the 2017 test year is 35%. This is the rate
that will be used fo determine the Company’s federal tax liability for the current test year. Mr.
Slaughter testified that the new federal corporate income tax contamgd in the federal Tax Cuts i
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and Jobs Act (“TCJA") of 2017, applicable for tax years beginning January 1, 2018, is 21%. Mr.
‘Slaughter testified that the federal corporate income tax rate of 21 % is being applied as. part of
.the Company's- methodology to comply with the Order.

Mr. Slaughter testified that the result of applying the 2018 federal corporate income tax rate to
the 2017 test year in the current filing is a reduction in the revenue requirement calculation of
approxnmately $17 million and the Company's AROE being above the ROE dead-band by

" .$5,619,482. Oklahoma Natural will allocate the entire amount as a credit to customers over a

12-month perlod as descnbed in .the pre-filed testtmony of Company witness Elizabeth
Chandler

The Company does not intend to retain any of the over-earmngs as prescribed by the PBRC
Tarif 1201. Although Section 5(c) of the PBRC Tariff 1201 states that earnings above the dead-
‘band shall be shared and that the Company should retain 25%. of the overearnings, the
Company feels that, based on the circumstances surrounding the reduction in the Company’s
federal income tax rate, it is appropriate that the entire amount be credited to customers.

Mr. Slaughter testified that if the 35% tax rate (that was applicable to the test year) had been
used, the PBRC calculation would have resulted in a requested increase in base rates of
approximately $11 million. By applymg the 2018 federal income tax rate a year early (to the
2017 test year), customers will receive a one-time annual benefit of $11 million associated with
. the 2017 test-year under-eamning. that will never be collected from customers, Please see
. Exhibit CMS-1 for this calculation. :

Mr. Slaughter testified that, in compliance with the Order, the Company has remeasured
-accumulated deferred income taxes ("ADIT”) based on the reduced federal income tax from

35% to 21% and booked the difference as an EDIT deferred liability. Mr. Slaughter testified that . -

$174,062,249 of deferred liability has bz2en bodked to balance sheet account 2540200 - Other
Regulatory Liability Excess Deferred Tax as of 12/31/2017. It should be noted that this amount
‘is an estimate. Mr. Slaughter further testified that the reason this amount is an estimate is
because the timing differences (the difference between when the Company gets a tax
deduction and when the Company books a GAAP expense) for tax year 2017 will not be known
_until the Company files it's Federal Income Tax forms with the [RS in September 2018. Until
then, this balance is an estimate and is subject to change.

Mr. Slaughter identified the interest at the cost of capital rate discussed in the Order. The Order
" requires, to the extent.not covered by the PBRC, interest-at the cost of capital rate from the
2017 PBRC filing, should be applied to the EDIT liability from the date of the order, January 9,
- 2018, until rates are adjusted, and a final order issued in this cause. There is nointerest to be
, added to this EDIT liability as the PBRC has already addressed this issue within last years and
; the current fi ling. The EDIT liability was previously included within the ADIT balance that offset
: rate base in the March 2017 PBRC filing. This in effect gives customers a credit for the cost of -
_ capital rate that has been in base rates since the conclusion of the 2017 PBRC filing in August
2017. \

;' Mr Slaughter testified that the Company has deferred any-amortization of the EDIT liability that
- would be required by the financial accounting rules. As a result, the entire amount of the EDIT
liability is subject to review and flow back to customers.

Mr. Slaughter testified that to. comply with Section 13001 of the TCJA, the Company will
amortize the excess deferred income taxes utilizing the average rate assumption method
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‘ "'("ARAM") for book versus tax depreclatxon on plant. that are protected by the TJCA. These
protected items make up approximately $126 million of the $174 million EDIT estimate.

. Mr. Slaughter testified that the remammg $48 million is made up of items that are cons;dered :
‘to be not protected. This means that these amounts are not required by law to be returned -
using the ARAM. More than half of the remaining $48 million is excess deférred income tax

items for repairs expense that directly relate to the Company s. plant in service and the next
largest item, pension, has a life that would be longer than the ARAM. These two items combine

to make up nearly the entire balance of unprotected excess deferred tax items. The Company .

believes utilizing the same ARAM method of amortization for the unprotected items would be
. appropriate and fair.

- Mr. Slaughter.testified that as amounts are identified by the ARAM ‘calculatioh for flowback
within a given year, the Company intends to identify ‘those amounts and the associated -
- customer bill credits within the annual PBRC filings for review and approval. The Company also
" intends that the amount of the EDIT credit be applied as a one-time bill credit to be applied -

within 60 days of a PBRC order and any over/under amount be trued up in the following PBRC-
filing. The Company -intends to return this excess deferred liability as a separate bill credit
outside of the PBRC calculation to énsure 100% of the EDIT returns to customers,

" Mr. Slaughter testified that the ARAM calculation requnres a modification to the Company’s tax
software that is currently under way. Once that modification is made the detailed calculation of
. the EDIT amortization utilizing ARAM can then be completed The Company anticipates that
*both the software modification and calculation of the ARAM ‘will be complete during the
.processing. of this case. It is expected that the amortization schedule that results from-the
-calculation will show a flowback credit for 2018, and the Company's intention is that this amount
would become part of this case and credited to customers as described previously.

Mr. Slaughtertestlf ied that the Company intends to allocate the EDIT credit based on the same
cost of service allocation as outlined in Section 5(a) of the PBRC Tariff and as approved inthe
.most recent rate case. ;

: Arevised PBRC Tanff 1201 (redline and clean) contamlng a new Sectlon 9 descnblng how the
“credit will be applied-and trued up on an annual.basis within the PBRC filings is attached to Mr.
_ Slaughter’s testimony. :

Mr. Slaughter testified that in compliance with the Order, the Company has booked a deferred
liability subject to review and potential refund in this ﬁlmg that quantifies the impact of rates at
. 35% versus 21% beginning with the dute of the Order, January 9, 2018. The amount that is

currently being booked is approxxmately $2.86 million and equates to 173 days of the over-
. earning position calculated in this cause ($5,619,482) plus interest over the same period at the
. 2017 cost of capital rate of 7.225%.

. As mentioned prewously, the current filing is calculated on a test year ending 12/31/2017
- coupled wnth the new federal income tax rate of 21% that went into effect on 1/1/2018.
- Therefore, we know what the actual over-earning of the Company is after inicluding- all
. components of the revenue requirement with the new tax rate being applied.

The Company used 173 days in the interest calculation. The effective date of the Order is
January 9 and the PBRC Tariff states that customer credits are to begin with July eycle one
bills. Cycle one is July 2 and there are 173 days between January 8, 2018 and July 2, 2018.
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Mr. Slaughter testified that the $2.86 million deferral that has been booked to comply with the
‘Order should not be refunded to customers. The PBRC mechanism, as designed, keeps both
the Company and customer whole going forward with the current and future filings making a
-refund with interest unnecessary. :

Mr. Slaughter testified that the PBRC mechanism makes a refund unnecessary. First, unlike
companies operating under traditional ratemaking, the revenues ONG collects during the time-
period of January 9, 2018 until customer rates are adjusted will be contained in the Company's
2018 test year for the PBRC to be filed in March 2019. These revenues, based on the 35% tax
rate, will move the company's eamed return higher when determlnmg the company’s
placement within or outside of the PBRC dead-band in the March 2019 filing. Second, and
consistent with the Order, it is approprlate to ensure a proper evaluation of the Company's
position within or outside of the eamings dead-band. 2018 test year revenues should be
evaluated and reviewed in unison with 2018 expenses and 2018 investments. This review and
evaluation will occur in the March 2019 filing keeping both the customers and Company whole
and not capture income tax changes as single-issue ratemaking. Finally, and as mentioned
previously, the Iiability that is being booked is based upon the PBRC credit calculated in this
cause because it is approximately the same timing as the change in income tax rates
(12/31/2017 test year, 1/1/2018 new income tax rate going forward). As opposed to just
considering the change in the tax rate, this calculation inciudes all components of changes in
the revenue requirement providing a much clearer picture and results in a more balanced
customer impact. This is further proof that the PBRC, when allowed to operate as designed,
properly balances the interests of both customers and the Company.

Mr. Slaughter quantified the major components driving the current PBRC credit. There are
significant investments in rate base, increases in depreciation expense, and ad valorem taxes
that are offsetting the decrease in income tax expense. There are aiso decreases in other
expenses such as pension and OPEB.

Mr.. Slaughter testified that in the pre-filed testimony of Ms. Chandler, the Company has
invested over $340 million since September 1, 2015, in upgraded and new infrastructure to
" insure safe and reliable service.

Mr. Slaughtertestlf ied that currently, approximately 570,000 credit/debit annual card payments
are processed by an external vendor annually. When a customer calls the Company requesting
payment with a credit or debit card, the call is forwarded to a third-party vendor. The fee for
these transactions is $3.70 per bill payment and this fee is paid by the individual residential
customer. The total annual expense, based on current volume for our residential customers is
approximately $2.1 million.

" Mr. Slaughter testified that the Company believes that there is a more cost-effective way of
" processing credit/debit card payments that would significantly reduce the per transaction cost
- and remove the cost burden placed on the individual card holder. This would be a significant
benefit for residential customers.. In addition to cost savings, this modift cation will improve
customer satisfaction and make the process simpler for the customer. Also, by the Company
processing these credit/debit card payments the Company will more easily be able to control
the process from end to end and be able to offer convenience, security and stability.

Mr. Slaughter testified that it is becoming a common practice for utilities to not dlrectly charge .
customers for these types of fransactions.
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- Beginning in late 2018, the Company will begin processing credit/debit cards internally and
-paying the transaction costs as opposed to utilizing an external vendor that charges the
-individual customer. The result is a ‘significantly reduced transaction cost that is currently
.estimated at $1.10 per transaction as opposed to the current $3.70 per transaction for
residential customers. Since these will be processed by the Company, there will be additional
Operating and Maintenance expense (“O&M") estimated to be approximately $312,000
-annually associated with increased call volumes, IT maintenance, and annual licensing fees.
-Combining the reduction in transaction fees with the increase in O&M expense results in an
_estimated annual reduction of approximately '$1.2 million or 57% from the current cost being
paid by individual‘customers.

These transaction costs would be spread to customers based on the cost of service resulting
in a cost of approximately $0.10 per month. The Company believes this to be a significant
benefit to customers. There are no costs related fo this process change within the current
calculation of the revenue requirement. To provide a benefit to its customers, the Company is
requesting to defer the transaction costs for processing these payments as well as the
additional O&M expense for the initial period from the 4" quarter of 2018 through 2019 to
reduce the lag of recovery of the expenses. The Company requests that these deferred
expenses be amortized over four years beginning with the March 2020 PBRC filing.

There will be a corporate capital investment of approximately $265,000 for software required
to process these transactions. Approximately $100,000 of this amount would be allocated to
ONG. This investment will be made in 2018 and included within rate base of the March 2019
PBRC filing.

The Company requests a waiver to Commission Rule 165: 45-23-4(e) to include small transport
customers, Tariff 2565-T Transport 800 Dth but less than 5,000 Dth, within the eligibility of the
Company’s Energy Efficiency programs. This Commission Rule states, “Transportation
customers shall not be subject to Demand Programs and related Program costs implemented
pursuant to this Subchapter.”

The 255-T Tariff includes the same fype and usage level of customers as 200-LCl for large
commercial and industrial sales customers using less than 5,000 Dth who can participate in
energy efficiency. The only difference is that 255-T customers have chosen to procure their
- own gas as opposed to purchasing gas from the Company 200-LCl customers currently
participate in the Commercial Custom Program which is significantly under-subscribed. The
Company believes including the 255-T customers within the elugiblhty of this program could .
help to utilize these dollars while providing benefits of energy efficiency to an additional class
of customers. Including the small transport 255-T customers would provide more than 4,300
-industrial and commercial transport customers with the opportunity to participate in and benefit
from the Commercial Customer Program. This tariff class represents approximately 80% of all
transport customers. Adding these small transport customers would allow the Company to
- provide benefits to more customers without increasing the budget. The 255-T customiers would
share in the costs of the Commercial Custom Program with 200-LCl. The calculation of the rate -
is discussed by Company witness Paul Raab and the effect of the rate on the monthly service
charge is shown in Workpaper A-2 and discussed by Company witness Ms. Chandler. The -
remainder of transport customers would not be affected by this waiver and would continue to -
not be charged for ONG’s energy efficiency programs. The purpose of Tariff 1083 is to allow
the Company to provide a cash inducement o defray the costs of venting-and piping that are
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typically a cost barrier to builders and result in the majority of residential multi-units not offering

natural gas. Mr. Slaughter testified that Tariff 1083 has been under-utilized since it was
originally approved. The Company is planning a renewed push to educate and utilize these
funds to benefit residential natural gas consumers. In reviewing the tariff, there were items
noted that created confusion and uncertainty about the application of the tariff. The proposed .
medifications are an attempt to address these issues.

-Mr. Slaughter describes the modifications to Multi-Family Extension Tariff 1083. The
modifications being requested are summarized as: (1) Clarifying language to alleviate

confusion and add certainty for customers and Company employees regarding the tariff; (2)
- Clarify that multi-unit structures should consist of four or more units. The reason for this
clarification is that the incremental cost to include natural gas appliances. in a structure with
less than four units is no more than the typical family residence; (3) Include specific language
‘that the cash inducement is intended to cover the actual cost of piping and venting; and (4) The
current tariff does not include a cap on the cash inducemenit per unit. The Company proposes
to add a cap on the inducement that is equal to'the maximum allowable investment (“MAI") that
is utilized for the line extension under Tariff 1081 Distribution Extension Policy.

Mr. Slaughter testified that the modifications do not change the original intention and purpose
of Tariff 1083. The intention of the tariff is to provide cash inducements to defray the cost of
venting and piping in these residential multi-units. The Company believes these modifications
will help to further utilize the tariff and provide benefits to these customers.

Mr. Slaughter further testified that Tariff 707 allows the Company to collect $0.25 per gas gallon
equivalent of CNG from the Company’s public CNG fueling dispensers to be utilized as rebates
for the purchase of CNG vehicles and CNG. refueling units. Currently, available rebate dollars
have increased to more than $1 million. The requested modifications are intended to expand
the amounts and eligibility of rebates to utilize these available rebate dollars and further support
the CNG infrastructure in the state of Oklahoma.

Mr, Slaughter further testified that customers do not pay for these rebates in base rates. As
mentioned previously, the rebates are funded by a $0.25 surcharge that is paid by individuals
. who utilize the Company's publicly available CNG dispensers.

Mr. Slaughter described the requested modifications to CNG Tariff 707. CNG Tariff 707 is being
requested to be modified as follows: (1) Include local governmental entities within the eligibility
of the program. This would include state, county, city, schools and federal recognized tribal
" governments within the state of Oklahoma; (2) Increase the annual maximum number of
rebates and the dollar amount of the rebates from $2,000 up to $10,000 depending on the size
of the vehicle; (3) Increase rebate for CNG fueling units from $3,000 up to $5,000 and include
a component to cover the cost of -electrical and plumbing up to $2,500; and (4) Include
- language that limits the amount of a rebate to the cost of the vehicle, conversion of the vehicle,

cost of the home fueling unit, or cost of the plumbing/electrical. This will help ensure the rebate
program is not utilized for profit taking.

Mr. Slaughter, described Exhibit CMS-5 attached to his testimony. In accordance with
Commission Rule 165:45-23-6(a) effective for the 2017 Energy Efficiency Program Year, the
Company has retained an independent third-party evaluator, ADM Assaciates Inc.; to conduct
the Evaluation, Measurement and Verification ("EM&V") as well as determine the cost
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effectiveness of the Companys programs. Their report is attached to my testimony as Exhibit |
CMS'S . 1

Mr. Slaughter summarized the following points made within his testimony: (1) This filing has
been prepared and filed in compliance with the PBRC Tariff 1201; the order in the last chapter
70 general rate case; Commission Order No. 671984 concerning income tax changes; and the
Tax Cuts and Jobs Act of 2017; (2) The Company's earned ROE, utilizing a federal income tax
rate of 21%, results in a $17 million decrease in revenue requirement and $5.6 million above
the ROE dead-band. All $5.6 million will be returned to customers over a 12-month period -
following an order in this cause; (3) The Company has approprigtely addressed Commission
Order No. 671984 and the Tax Cuts and Jobs Act of 2017 by changing the federal income tax
rate to 21% and booking regulatory liabilities, subject to review and refund, for EXcess ADIT
" and rates charged at a federal i income tax rate of 35% between January 9, 2018 and new rates
in this cause; (4) The Company has recognized that the liability for excess deferred income
taxes needs to be returned to customers and will do so over the period defined by the ARAM
as required by IRS tax normahzatlon rules. This includes the liability offsetting rate base
providing the cost of capital as outlined in Commission Order No. 671984; (5) The Company
_believes it has provided significant evidence in this testimony that a customer refund for the
difference in rates based on a federal income tax rate of 35% versus 21% for the period January
9, 2018, to the date that new rates are put.in place is not necessary or required. There are .
significant offsets for increased investments and other changes to revenue requirement
comporents that are addressed by the calculations in this PBRC filing as well as the PBRC

filing in March 2019 which will evaluate this specific time-period; (6) The proposed waiverofa -

Commission rule to allow 255-T transport customers to:participate in Energy Efficiency
programs will let similar type and usage customers to benefit from and further utilize available
funds; (7) The proposed tariff modification to Tariff 1083 will help to further clarify. and structure

.the tariff so that it can be more easily understood and utilized by the Company and customers
to. expand natural gas service to residential multi-unit structures; (8) The proposed

" " modifications to Tariff 707 are intended to expand the individual amounts and availability of the
rebates for CNG vehicles and fueling units to utilize available rebate dollars and further support
the CNG infrastructure in the state of Oklahoma; and (9) The Company has appropriately

_addressed Commission Rule 165:45-23-6(a) that became effective for Energy Efficiency
Program Year 2017 by hiring an independent third-party evaluater to perform the EM&V as well
as determine the cost effectiveness of the Company's programs. :

" Rebuttal Testimony

Mr. Slaughter testified that the Attorney General's ("AG"). witness . Ed Farrars
recommendations fo: 1) lower rates to the middle of the return on equity ("ROE") dead-
" band; and 2) require a refund based on this 9.50% ROE for revenues that wilt be reviewed
in the March 2019 Performance Based Rate Change ("PBRC") filing, rely on single issue
ratemaking, incorrect assertions, and & deviation from the requirements of the Commission
approved PBRC Tariff, Tariff 1201. Mr. Farrar's recommendations will undermine how the
PBRC is intended to operate and will potentially create unnecessary swings in customer
rates. In addition, Mr. Farrar's recommendation to amortize the unprotected portion of -
excess deferred income taxes ("EDIT") over a 5-year stralght line period is unreasonable,
_not based upon any evidence, and arbitrary. As noted in my pre-filed testimony, and -

- . discussed later in this testimony, the Company's proposal to return the unprotected EDIT '
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. utilizing the same methodology as the protected EDIT is based upon the actual elements
making up this balance.

Mr. Farrar's recommendation violates the requirements of the Commissién approved
‘PBRC' Tariff by lowering rates to the mid-point (9.5%) of the PBRC ROE .dead-band.
Lowering rates to the mid-peint, combined with a refund of over $8 million, would likely
result in an increase in rates within the March 2019 PBRC filing. This increase would be
due to reliance on a single issue, income tax, occurring outside of the current test year as’
opposed to propetly matching and reviewing all 2018 test year revenues, expenses, and
rate base changes within the 2019 PERC fi Ilng The specific tariff violations are discussed
later in this rebuttal testimony.

Mr. Slaughter testified that the Company will not .benefit by keeping revenues that are
based on'a 35% income tax for the period from January 9, 2018, until these revenues are
reviewed in the appropriate. 2018 test year PBRC filing in March of 2019. These revenues -
will be reviewed along with all other changes-occurring within the 2018 test year (2019 PBRC)
as required by the PBRGC Tariff and Order No. 671984 regarding. tax reform. In addition, if the
PUD's proposal of continuing to accrue interest.-on this revenue is accepted, then the interest
obligation also will be included in the 2019 PBRC filing ensuring there is no benefit to the
Company. In"other words, the PBRC mechanism will ensure the Company stays within its
authorized ROE band without violating the terms of the PBRC Tariff.

Mr. Slaughter testified that Mr, Farrar wrongly asserts that the only factor that caused eammgs,
above the dead-band was the reduction in federal income tax rates. Mr. Farrar uses this
-assertion as his only basis to justify ignoring the requirements of the PBRC Tariff. As discussed
in.my pre-filed testimony, had the 2017 effective federal income tax rate of 35% been.applied
to the 2017 test year, the PBRC calculation would have yielded an increase of more than $11-
million that the Company will never collect. The Company will pay actual taxes based on 35%
- for 2017, not 21%. In addition, the reduction in income taxes is not the only chenge creating
earnings above the band. As but one example, the Company's pension expense.decreased by
.approximately $11 million since the last rate change, also driving earnings above the dead-
‘band. Mr. Farrar's assertion simply ignores facts such as this. In contrast, the Company's filirig
follows the requirements of the PBRC Tariff, and considers all changes in the Company's
revenues, expenses, and rate base that effect the 2017 test year. Additionally, the Company.
_annualized the effect of the new 21% federal income tax rate consistent with Section 6(E)(3)
.of the PBRC Tariff. In addition, revenues (based on the 35% income tax rate) occurring during
‘the 2018 test year will be recalculated using an annualized 21% income tax rate, properly
matched with other 2018 test year changes, along with interest at the cost of capital rate (PUD
.- proposal) ensuring the Company does not over-earn based on tax rate changes during this
‘period. The PBRC Tariff reflects- the Commission's commitment to equitable ratemaking .
pnnCIples that.do not allow for consrderatlon of a single issue on which to base rate changes. -

‘M. Slaughter testifies that applying. the PBRC Tariff mechanism requirements to the 2017 test
~ year yields an earned ROE of 10.51% and an excess revenue calculation of $5,619,482, that -
‘will be returned to customers over a 12-month period following an order in this case. -

Mr. Slaughter testified to, specific requnrements of the PBRC Tariff Section 2 Part (d) states,
"An AROE dead-band of 100 basis points is established to be from 9.00% to 10.00% in which
no rate change occurs.” Section 5 Part {c) states, "If for the 12-month period ending December
31, the Company's ER is above 10. .00%, the portion of the ER that is greater than 10.00% shall .
10
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be shared on a 75/25 basis between the customers and the Company, with the customers
receiving the greater ‘amount." Additionally, Section 2, Part (f) states, "Should this Rate
Schedule require a credit to the Company's customers, the credit shall be made by crediting
customer bills over a 12-month pericd begmmng with the July cycle one bills." Section 8, Part
(e}(3) states, "Statutorily enacted tax changes or unfunded federal mandates shall be

' .annuallzed "

Mr. Slaughter testified that the Company calculated an excess revenue amount of $5,619,482 -
over the top of the ROE dead-band to be credited over 12 months in compliance with the PBRC -
Tariff with one exceptlon The Company made the voluntary decision in this fi ling to forego its

25% share of .earnings over the top of the dead-band and credit all the $5.6 million to
customers. This customer benefit, that was not requnred by the PBRC Tariff, equates to
$1,404,871. '

Mr. Slaughter testified that Mr Farrar's recommendation to lower rates to the mid-point of the
ROE dead-band does not comply with the requirements of the PBRC Tariff. Mr. Farrar's

. position is unbalanced and répresents. an ill-conceived attempt at retroactive ratemaking. Mr.

Slaughter states that the specific requirements of Commission Order No. 671984 are as

_ follows:

THE COMMISSION FURTHER ORDERS ONG shall record a deferred 11ab111ty beginning on the
effective date of this Order, to reflect the reduced federal corporate tax rate to 21 percent and the associated
savings in excess ADIT and any other tax implications of the Act on an interim basis subject to refund until
utility rates areadjusted toreflect the federal tax savings and afinal orderis issued in ONG's next scheduled
PBRC proceeding to befiled on or after March 15,2018, or as otherwise ordered by the Commission.

. THE COMMISSION FURTHER ORDERS to the extent not already accounted for in ONG's

. current PBRC Tariff, the amounts of any refunds determined to be owed to customers shall accrue interest ata

. rate equivalent to ONG's cost of capital as recognized in Order No. 666781 issued in Cause No. PUD
201700079, until issuance of a final order in its upcoming PBRC proceeding. i

‘Mr. Slaughter discussed four ways the Company addressed and complied with the Order: (1)

Applied a 21% federal income tax rate in this filling to determme the AROE; (2) Recorded a
deferred liability, subject to refund and review within this filing, equal to the excess deferred

‘income taxes ("EDIT") resulting from the change in the federal corporate income taxrate to 21%:-

from 35% that occurred on January 1, 2018; (3) Recorded a deferred liability, subject to refund

*.and review within this filing, to reflect the reduced federal corporate tax rate, beginning with the

date.of the Order (January 9, 2018), until rates-are adjusted to reflect tax savings and a final
orderissued in the current PBRC cause; and {4) To the extent not already accounted for in the

‘Company's current PBRC Tariff, the amount of any refunds determined to be credited to
. customers (associated with items 2 and 3 above) shall accrue interest at a rate equivalentto
ONG's cost of capital as recognized in Order No. 666781 in PUD Cause No. PUD 20170079

until rates are adjusted and a final order is issued in this cause. The Company utilized the new

“federal income tax rate of 21%. In addition, this 21% tax rate has been annualized and applied -
- to the entire 2017 test year. In compliance with the Order, the Company has remeasured

accumulated deferred income taxes ("ADIT") based on the reduced federal income tax to 21%
from 35% and booked the difference as an EDIT deferred liability. .

Mr. Slaughter testified that the amount of the deferred liability the Company booked is
$174,062,249 to balance sheet account 2540200 — Other Regulatory Liability Excess Deferred
Tax as of December 31, 2017. It should be noted that this amount is an estimate. The reason
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this amount is an estimate is because the timing differences (the difference between when, the
Company gets a tax deduction and when the Company books. a GAAP expense) for tax year
2017 wilt not be known for certain until the Company files its Federal' Income Tax returns with -
the Intemnal Revenue Service in September 2018. Until then, this balance is an estlmate and .
is subject to change.

Mr. Slaughter testified that to comply with Section 13001- of the TCJA, the Company will
amortize the EDIT utilizing the average rate assumption method ("ARAM") for book versus tax
depreciation on plant that are protected by the TCJA. These protected 1tems make up
approximately $126 million.of the $174 Ifmlllon EDIT.

Mr. Slaughter testified that the remaining $48:million is made up of items that are not protected.
_This means that these amounts are not requ:red by law.to be returned using the' ARAM. More
than half of the remaining $48 million EDIT is associated with repairs expense that directly
relate to the Company’s plant in service. The next largest item, associated with pensions, has
a life that is much longer than the ARAM. These two items combine to make .up nearly the
entire balance of unprotected excess deferred tax items. The Company believes utilizing the
same ARAM method’ of amortlzatlon for the unprotected items would be approprlate and
balanced.

Mr. Slaughter testified that as amounts are identified by the ARAM calculation for flowback
within a given year, the Company ‘intends to identify those amounts -and the associated
customer bill credits within the annual PBRC filings. The Company also intends that the amount
~of the EDIT be' applied as a one-time bill credit within 60 days of a PBRC order and any
‘over/under Billed amount be trued up in the following PBRC filing. The Company intends to -
return this excess deferred liability as a separate bill credit outside of the: PBRC calculation to -
‘ensure 100% of the EDIT returns to customers. The Company identified $5,453,472 as the
estimated EDIT credit to be given to customers within 60 days of an order being lssued in this
- filing. :

-Mr. Slaughter testified that in eompliance with the Order, the Company has booked a deferred
liability subject to review and potential. refund-in this ﬂllng that quantifies the impact of rates at-

35% versus-21% beginning with the date of the Order, January 9, 2018. The amount that is
-recorded is approximately $2.86 million and equates to 173.days of the'over-earning position
‘calculated in this cause ($5,619 482) plus interest over the same period at the 2017 cost of
capltal rate of 7.225%. .

~ Mr. Slaughter discussed the deferred liability based on the- over-earnlng position calculated in

-this cause. As mentioned prewously, the current fi iling is calculated on a test year ending.

- December 31, 2017, coupled with the new federal income tax rate of 21% that went into effect:
on January 1, 2018. Mr. Slaughter explained why-173 days was used inthe intérest calculation.

The effective date of the Order is January 9 and the PBRC Tariff states that customer credits .

are to begin with July cycle one bills. Cycle one'is July. 2 and there are 173 days between -

January 9, 2018 and July 2, 2018. Mr. Slaughter does not believe the $2.86 million deferral'-

that has been booked to comply with the Order should be refunded to customers. The PBRC
-mhechanism, as designed, keeps both the Company and customers whole-going forward w1th|n
the current and future filings therefore making a refund with interest unnecessary.-

As opposed fo just conS|denng the change in the tax rate, the PBRC calculation mcludes all‘
components of changes inthe revenue requirement providing a much clearer picture and results )
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in a more balanced customer impact. This is further proof that the PBRC, when allowed to
operate as designed, properly balances the interests of both-customers and the Company.
Consistent with the Order, it is appropriate to ensure a proper evaluation of the Company's
position within or outside of the earnings dead-band. Test year 2018 revenues should be
evaluated and reviewed in unison with 2018 expenses and 2018 investments. This review and
‘evaluation will occur in the March 2018 filing keeping both customers and the Company whole
thereby not capturing income tax changes as single-issue ratemaking. In addition, unlike
-companies operating underfraditional ratemaking, therevenues ONG collects during the period -
from January 8, 2018, until customer rates are adjusted will be contained in the Company's -
2018 test year to be used for the PBRC to be filed in March 2019. These revenues, based on
the 35% tax rate, will move the Company's eamed return.higher when determining the
Company's placement within or outside of the PBRC dead-band in the March 2019 filing. Finally,
.and as mentioned previously, the liability that is being booked is based upon the PBRC credit
‘calculated in this cause because the test year end is approximately the same date the change
in income fax rates occurred (December 31, 2017, test year end; January 1, 2018, new income
tax rate going forward).

The Company requests that the AG's proposal to prospectlvely disallow the adjustment (R-5)
to remove non-recurring revenue should be denied. These revenues are one-time occurrences,
such as copays for line. extensions, that do not occur again. Traditionally, revenue items that:
are non-recurring are removed from the ratemaking formula. These revenues have been
removed from all previous PBRC filings.

Mr. Slaughter testified that certain requests were made by the Company-to which no party has
‘taken issue: (1) Energy Efficiency Incentive, True-up, and assaciated rates; (2) The Company's
request to defer and amortize the customer benefit related to processing of credit/debit cards;
(3) Waiver of a Commission rule that will allow small transpert 255-T customers to be included
in energy efficiency programs; (4) Proposed modifications to Residential Multi-Unit Distribution
Extension Policy, Tariff 1083; and (5) Proposed modifications to Compressed Natural Gas
‘Surcharge Incentive Mechanism, - Tariff 707. Mr. Slaughter testified -he requests that the
Company's positions related to these issues be approved as there is no oppesition fromthe

parties 1o this cause on these i ISSU&S :

:In conclusion, Mr. Slaughter testn‘" ed that based on the evxdence provided in this testimony and

‘the Company's pre-filed testimony, that he requests that the Company's positions, which are

'based upon compllance with the PBRC Tariff and Commission Order No. 671984 be accepted
and approved while the AG's positions regarding the rate reduction and refunds that violate the
PBRC Tariff be denied. :
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