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  DPS- 94 
  Page 1 of 1 
  Witness: Koch 

 
NATIONAL FUEL GAS DISTRIBUTION CORPORATION 

NEW YORK DIVISION 
RESPONSE TO DEPARTMENT OF PUBLIC SERVICE 

 REQUEST FOR INFORMATION 
CASE 16-G-0257 

 
 
Question 
 
 Re: EB/CAP  
1) Provide an explanation why the Company applied the allocation of NY earnings base, to 
total earnings base (74.28%), to the total capitalization, rather than using the NY Only 
capitalization in their EB/CAP calculation. Provide all supporting documentation, 
explanations, and rationales.  
 
2) Referring to Exhibit___ (DNK-1) Schedule 9, Sheet 3, provide an explanation of account 
“Cap Rel/OSS/SC11 85%. In addition, explain how it is allocated to NY, and PA. Provide all 
supporting calculations in excel format with formulas intact.  
 
Response 
 
1. The allocation of NY earnings base to total earnings base has been well established  

in previous cases.  The Company presented an EB/Cap adjustment based on NY 
capitalization in Case 04-G-1047.  Staff rejected that approach.  Please refer to 
attachment 1, pages 2 - 7 of Mr. Wojcinski Testimony provided in Case 04-G-1047 
which argues against the merits of utilizing the NY-only capitalization method.  In 
Case 07-G-0141, the Company did not employ a NY-only capitalization.  See Direct 
Testimony of Regina L. Truitt at 38-39.  Staff witness Wojcinski stated that he agreed 
with Ms. Truitt’s EB/Cap method. Wojcinski at 15.   

 
2. Cap Rel/OSS/SC11 85% is the balance of Capacity Release Credits, Offsystem Sales 

and the SC 11 revenues that are shared 85%/15% with the NY ratepayers.  The 85% 
amount shared with the ratepayers is deferred for passback to the ratepayers until the 
November through March period as directed in the Settlement Agreements. This is 
allocated 100% to NY. 
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Q. Please state your name and business address. 1 

A. Gerald R. Wojcinski, 6333 Main Street, Suite 4 2 

    Williamsville, NY 14221-5887 3 

Q. By whom are you employed and in what capacity? 4 

A. I am employed by the New York State Department of Public 5 

Service as a Public Utilities Auditor II in the Office of 6 

Accounting and Finance. 7 

Q.  Please state your educational background and professional 8 

experience?  9 

A. I graduated from Canisius College in 1972 with a Bachelor's 10 

degree in Business Administration. My major was Accounting. 11 

From January 1973 to April 1974, I was employed as an 12 

Assistant to the Comptroller at the Wurlitzer Company. 13 

Thereafter, I joined the Staff of the Department of Public 14 

Service. Since that time I have participated in numerous 15 

utility accounting examinations including rate proceedings, 16 

finance cases, Public Involvement Process and a merger. I 17 

have previously testified before this Commission. 18 

Q.  What is your responsibility in this case? 19 

A.  I have overall supervision for the accounting examination 20 

in this proceeding. 21 

Q.  What is the scope of Staff's accounting examination? 22 

A. In examining the company's presentation, the exhibits were 23 

checked to the books and records, where appropriate and the 24 
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underlying assumptions and allocations were checked and 1 

reviewed. The test year was compared with prior periods. 2 

Transactions were also examined in order to ascertain a 3 

consistency between the test period and subsequent events. 4 

As a result of this examination and the company responses 5 

to staff interrogatories, Staff proposes certain 6 

adjustments to the company's presentation.  7 

Q. Please describe the Exhibits that you are sponsoring in 8 

this proceeding  9 

A. I am sponsoring three Exhibits under a cover page titled 10 

"Exhibits Referred to in the Prepared Testimony of Gerald 11 

R. Wojcinski". They are labeled: 12 

 1. Exhibit__ (GRW-1) – Rate Year Revenue Requirement 13 

 2. Exhibit__ (GRW-2) – Earnings Base Capitalization    14 

  Adjustment 15 

  3. Exhibit__ (GRW-3) – Rate Year Uncollectible Calculation 16 

Q.  Please explain your adjustments to rate base. 17 

A. Adjustments are shown in the revenue requirement 18 

calculation on Exhibit__ (GRW-1), Page 7. 19 

  20 

RATE BASE 21 

 22 

EARNINGS BASE/CAPITALIZATION ADJUSTMENT (EB/CAP) 23 

Q. Please explain Exhibit__ (GRW-2), that contains six pages 24 
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and reduces the company's EB/CAP adjustment of $50,648,000 1 

by $35,549,000 to $15,099,000.  2 

A. In Pages 2-4 of my Exhibit__ (GRW-2), the first column on 3 

each page shows the company calculation of the EB/CAP, 4 

Exhibit__ (RLT-5), Sch 10, Sheets, 1-3. My adjustments are 5 

shown in the next five columns on those sheets to arrive at 6 

an adjusted New York Capital level of $669,555,000 (page 7 

4). The Earnings Base comparison to New York Capital is 8 

made on Page 1.    9 

Q.  Please summarize briefly your adjustments to arrive at your 10 

EB/CAP adjustment of $35,549,000. 11 

A. My adjustment consists of four parts: 12 

  1. $10,986,000 Capital Allocation Correction  13 

  2.   5,797,000 Include Certain Debt Net of Tax 14 

   3.   5,104,000 Other Miscellaneous 15 

  4.  13,662,000  Correct Earnings Base per Exhibit__ 16 

 (RLT- 5), Sch 1.     17 

 The first three adjustments decrease the NY allocated 18 

capital by 21,887,000 and adjustment 4 increases earnings 19 

base by $13,662,000. 20 

 21 

CAPITAL ALLOCATION CORRECTION 22 

Q. Please explain your adjustment of $10,986,000. 23 

A. The company has proposed a novel approach to the allocation 24 
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of capital. Under the company's proposal the company would 1 

allocate to the New York Division certain items of 2 

capitalization that "can be directly tied to the New York 3 

Division, created by direct involvement of the New York 4 

Public Service Commission"(Witness Truitt, page 44, lines 5 

15-17). These items are Refund Pool, Gas Supplier Case 6 

Refunds, Over (Under Collection of Gas Costs, Internal 7 

Pension Reserve, Internal OPEB Reserve, Provision for 8 

Refund and Cap/Rel/OSS/SC11 85%. The calculation of this 9 

refinement is shown on Exhibit__ (RLT-5), Schedule 10, 10 

Sheet 3.  11 

Q.  Do you agree with this refinement? 12 

A.  For purposes of this proceeding I agree with the direct 13 

allocation of these items. A case could be made that NY 14 

capital items can be handled in a similar manner as 15 

Deferred Income Taxes-ADR, ACRS and Investment Tax Credits. 16 

That is, even though it is impossible to track the flow of 17 

money to a specific Distribution Division, the level of 18 

deferred taxes for each division of the Distribution can be 19 

measured.  20 

Q.  Do you agree with NFG's methodology for incorporating these 21 

NY items in the allocation of capital? 22 

A. No. The company's method produces an unreasonable 23 

allocation of capital to the New York Division of the 24 
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Distribution. 1 

Q. Please explain. 2 

A. The calculation of the EB/CAP requires two steps;(1) the 3 

allocation of capital between the New York & Pennsylvania 4 

divisions of the Distribution Corporation and (2) a 5 

comparison of that allocated New York capital to the New 6 

York Division earning's base. Step 1 is necessary because 7 

financings of capital are made by the Parent, who transfers 8 

the proceeds to the total Distribution Company. Allocations 9 

of these Financings (capital) are not made to specific 10 

divisions. Since it is possible, however, to determine the 11 

level of assets in each division, we use that relationship 12 

to allocate capital. 13 

Q. Please explain how the company allocated capital between 14 

the two divisions. 15 

A. The company's methodology is shown on Exhibit__ (RLT-5), 16 

Schedule 10. The company's first step is to reduce total 17 

capitalization of $952,652,000 by $17,513,000 to eliminate 18 

New York & Pennsylvania direct capital. This results in an 19 

adjusted capitalization of $935,139,000.  20 

Q. Once the level of capitalization is determined.  What is 21 

the next step? 22 

A  The next step is to calculate the New York Earnings Base as 23 

a percentage of total distribution earnings base - 71.50%. 24 
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This is necessary so the capital can be allocated to the 1 

two divisions. The company multiplies the 71.50%, by the 2 

company adjusted capitalization of $935,139,000 to arrive 3 

at a New York capital level of $668,624,000. Finally, an 4 

additional $22,818,000 (New York items) is added to the New 5 

York capitalization for a total of $691,442,000.           6 

Q.   What is wrong with the company methodology? 7 

A. Exhibit__ (GRW-2), Page 4, shows the company's calculation. 8 

The company assumes all earnings base assets are financed 9 

by the adjusted capitalization (capital net of direct 10 

capital. As shown on page 6, for each dollar of earnings 11 

base asset in both Pennsylvania and New York a $1.04 of 12 

capital is required. Then the company adds $22,818,000 to 13 

New York capitalization and reduces the Pennsylvania 14 

capitalization by $5,305,000. The company claims this 15 

$22,818,000 is financing NY assets but does not demonstrate 16 

how. What results is a disproportionate allocation of 17 

capital to New York of $1.08 compared to $1.02 to 18 

Pennsylvania, Exhibit__ (GRW-2), Page 5. It is unclear how   19 

the company can make a claim that it requires more 20 

financing per earnings base dollar in New York than 21 

Pennsylvania. 22 

Q.  Please explain your proposal for the New York only items. 23 

A. I propose that the New York Only Items be treated in the 24 

Exhibit__(DNK_6) 
10



Case 04-G-1047                   Wojcinski 
 

 7  

same manner as Deferred ADR-ACRS and Investment Tax 1 

Credits. Therefore, I first reduce the earnings bases of 2 

the total Distribution by $17,513,000 (Exhibit__ (GRW-2), 3 

Page 2 and New York by $22,818,000, Exhibit__ (GRW-2), Page 4 

3) for the identifiable items. By reducing the two bases, 5 

the identifiable capital of each Division is assumed to 6 

finance a corresponding level of earnings base in each 7 

division. Secondly, I calculate a percentage of New York to 8 

total Distribution of 70.33% using the reduced earnings 9 

bases, Exhibit__ (GRW-2), page 4. Thirdly, I multiply the 10 

capital reduced for the directly identifiable capital 11 

(remaining capital) by the 70.33% (remaining earnings base 12 

assets requiring capital). This results in a fair 13 

allocation of capital to the two divisions (See Exhibit__ 14 

(GRW-2), Page 5, of $1.06 for both Pennsylvania and New 15 

York. 16 

          17 

INCLUDE CERTAIN DEBT NET OF TAX 18 

Q. Please explain part 2 of your adjustment to earnings base 19 

of $5,797,000.  20 

A.  This adjustment includes adjustments to Refund Pool, 21 

Internal Pension Reserve, Internal OPEBs Reserve and 22 

Provision for Refund to show the averages net of tax. 23 

 The company has agreed that the four items should be 24 
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reflected in the EB/CAP adjustment net of tax (DPS-16). I 1 

show the adjustments on Exhibit__(GRW-2), pages 2-4. 2 

 3 

OTHER MISCELLANEOUS 4 

 The other miscellaneous adjustment consists of two parts; 5 

(1) $3,593,000 (rate base impact) for non-capital Account 6 

229.003 and (2) $1,512,000 (rate base impact) for Deferred 7 

Taxes – Restricted Stock & SARs. 8 

 The calculation is shown on Exhibit__ (GRW-2), page 6.   9 

Q. Please explain part one of your adjustments. 10 

A. The company included the average balance for Account 11 

229.003 – Estimated Provision for refunds, for the period 12 

March 2003 through March 2004 as capitalization, even 13 

though the company did not accrue interest nor was required 14 

to accrue interest on this account balance until October 15 

2003 per the settlement agreement. Therefore, I have 16 

included the balances for the period October 2003 through 17 

March 2004,only. This treatment is similar to the treatment 18 

of over/under collection of gas costs. During the open 19 

cycle - no interest is accrued and not included in the 20 

capitalization, until the cycle is closed. When the cycle 21 

is closed it is included in capitalization. 22 

Q Please explain part two. 23 

A. Part two eliminates the balances for account 283.100 24 

Exhibit__(DNK_6) 
12



Case 04-G-1047                   Wojcinski 
 

 9  

deferred taxes for Product 3040 Restricted Stock and 3041 1 

NQSO/SARs since the cost will be offset by productivity. 2 

 3 

       CORRECT EARNINGS BASE 4 

Q. Please explain your adjustment 4 of $13,662,000. 5 

A. My adjustment is to increase by $13,662,000 the company's 6 

claimed earnings base of $640,794,000 to $654,456,000  7 

 in order to properly calculate the EB/CAP adjustment. 8 

Q. How did the company calculate its earnings base. 9 

A. The company claims the earnings base in this proceeding is 10 

the $640,794,000 shown on Exhibit__ (RLT-5), Schedule 10, 11 

Sheet 2 of 3 – New York Division Earnings Base. Although 12 

the page claims to calculate the average earnings base, the 13 

term earnings base in their presentation is a misnomer.  It 14 

is a base for allocating capital between the two divisions 15 

and not the proper base for calculating the EB/CAP 16 

adjustment. 17 

Q. Please continue. 18 

A. The proper calculation of historic earnings base for the 19 

EB/CAP adjustment is historic rate base plus interest 20 

bearing CWIP. The following statement from Opinion 75-4, 21 

page 4, confirms this calculation: 22 

  "The rate base, plus construction work in progress,  23 

 should not exceed the capitalization. If, as in this  24 
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 case, the amount exceeds capitalization and the 1 

 company actually earns the allowed rate of return on 2 

 rate base, it will be earning considerably more on its 3 

 capitalization  - more than required to service its 4 

 debt obligations and to provide a fair return to its 5 

 investors."  6 

Q. Please explain your calculation of earnings base. 7 

A. My calculation of earnings base can be found on 8 

Exhibit__(GRW-2), page 1. I begin with the rate base found 9 

on   Exhibit__ (RLT-5) of $699,754,000 for the historic 10 

year. Subtracting out the company's EB/CAP adjustment of 11 

$50,648,000 leaves a rate base of $649,106,000. I then add 12 

to the rate base interest bearing CWIP of $5,350,000 to 13 

derive an earnings base of $654,456,000. Comparing this 14 

base against the New York allocated capital of $669,555,000 15 

results in EB/CAP adjustment of $15,099,000.  16 

 17 

Eliminate Prepaid Pension or Debit Balance from Rate Base    18 

Q.  Please explain your adjustment (c) to rate base on 19 

Exhibit__ (GRW-1), Page 7. 20 

A.  Adjustment (c) eliminates $19,290,000 from the rate year 21 

rate base. Instead I recommend that the company accrue 22 

interest on the actual net of tax prepaid balance at the 23 

short term capital rate. 24 
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Q. Please explain why there is a prepaid pension. 1 

A. According to Mr. Bauer (DPS-15), "Because of the nature of 2 

income tax regulations, the New York Division historically 3 

has been unable to fund the full amount of its non-union 4 

OPEB rate recovery. Consequently, the New York Division's 5 

OPEB reserve has grown subsequently. Because it can borrow 6 

funds at a rate much lower than the internal reserve's 7 

interest rate, Distribution has sought to maximize its non-8 

union OPEB funding contributions (and thus minimize the 9 

size of the OPEB internal reserve). One method Distribution 10 

has employed is the use of a 401(h) account, which is 11 

another vehicle for funding post-retirement benefits. Under 12 

the tax law, 401(h) contributions, which are made 13 

simultaneously with normal pension contributions, are 14 

generally calculated as 25% of the normal pension 15 

contributions. In order to maximize the benefit of the 16 

401(h) contributions, the New York Division has accelerated 17 

the funding of its normal pension contributions. By funding 18 

the pension earlier in the year, the New York Division in 19 

turn also accelerates the funding of the 401(h) accounts. 20 

The effect of funding the 401(h) accounts is a reduction of 21 

the OPEB internal reserve balance, which in turn, results 22 

in lower annual interest expense."            23 

Q. Please explain why rate base treatment for the prepaid 24 
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balance is not appropriate. 1 

A. There are three reasons. First, the ratepayer is providing 2 

a return to the company at the overall rate of return. Mr. 3 

Bauer claims that the company can borrow at a much lower 4 

rate. Secondly, the company would have to earn a higher 5 

return on the prepaid balance in the external fund than the 6 

cost to the ratepayer (rate of return) for ratepayers to 7 

benefit. For the last ten years the external reserve earned 8 

an average of a little over 5% (DPS-100). Finally, rate 9 

base estimates of the prepaid pension balance can lead to 10 

gaming and unfair gains which is clearly in opposition of 11 

the intent of the Policy Statement - Case 91-M-0890 where 12 

full deferral of rate allowance variations is required.            13 

Q. Please explain your recommendation concerning the accrual 14 

rate based on the short term debt rate, for the prepaid 15 

pension balance. 16 

A. Since only the New York Division of Distribution is making 17 

prepayments, New York ratepayers should receive a benefit 18 

by paying the short term cost rate on the balance.  19 

   20 

OPERATING REVENUES 21 

 22 

 AMORTIZATION OF CUSTOMER REFUNDS                    23 

Q. Please explain your adjustment (2), Exhibit__ (GRW-1), Page 24 
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1 to increase revenues by $6,010,000. 1 

A. I recommend that the balance in Account 229.003–Estimated 2 

Refund Provision Case 00-G-1858 ($12,020,000) be amortized 3 

over two years. The $12,020,000 is ratepayers' share (50%) 4 

of equity earnings in excess of 11.5% for the three years 5 

ended September 30, 2004 (Case 00-G-1495). In light of the 6 

anticipated substantial increases in the cost of natural 7 

gas, it would be beneficial to mitigate these costs as soon 8 

as possible with monies owed to customers. 9 

Q. Do you have any further recommendations? 10 

A. When the final level of earnings sharing is determined for 11 

the three years ending September 30, 2003, any differences 12 

from the amortization and the actual should be charged or 13 

credited to the Cost Mitigation Reserve (CMR). 14 

 15 

OPERATION AND MAINTENANCE EXPENSE 16 

    17 

  Uncollectible Expense 18 

Q. Please explain your adjustment (7), Exhibit__ (GRW-1), Page 19 

1), of $9,760,989 to uncollectible expense. 20 

A. My adjustment reduces the company's request of $22,572,507 21 

by $9,760,989 to $12,811,518 and consists of two parts: 22 

 1. Reduce the company's projected net write-offs applicable        23 

to the rate year of $13,828,546 by $1,017,028 to 24 

Exhibit__(DNK_6) 
17



Case 04-G-1047                   Wojcinski 
 

 14  

$12,811,518. 1 

 2. Eliminate the additional expected accrual to be made in 2 

the rate year of $8,743,507. 3 

Q. Please explain your first adjustment of $1,017,028. 4 

A. My adjustment corrects for two computational errors in the 5 

formula and eliminates the Company's modification to the 6 

long established formula. NFG's proposes to include as the 7 

rate year uncollectible expense the level of estimated rate 8 

year write-offs. My calculation of rate year uncollectible 9 

Expense is shown on Exhibit__ (GRW-3). 10 

Q. Please explain the company's errors in the formula. 11 

A. The company claims that only sales tax (3.63%), Exhibit__ 12 

(KAF-1), Schedule 1, line 35, should be eliminated from the 13 

past due final. I disagree, and have eliminated on line 17, 14 

Exhibit__ (GRW-3), all recoverable taxes, including gross 15 

receipt taxes billed to these non-paying customers to 16 

arrive at 6.82%.   17 

Q.  Please explain why this adjustment is necessary. 18 

A. Line 16, Exhibit__ (GRW-3), - Past due final bills includes 19 

sales tax and gross receipt tax surcharge billed to 20 

customers. The company is an agent for the various taxing 21 

authorities but is not liable to pay these taxes if not 22 

collected. Therefore, it is necessary to eliminate these 23 

dollars from the past due finals or the uncollectible 24 
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expense allowance will be overstated.  1 

Q. Have the revenues collected from customers from the current 2 

gross receipt tax surcharge been higher than the actual 3 

expense (gross receipt tax & State Income Tax) charged the 4 

company? 5 

A. Yes, for years 2001 through 2003. Until base rates are 6 

changed, the company will continue to charge the customer 7 

at the pre 2000 revenue tax receipt rate. However, any over 8 

or under collections are being passed back or billed to 9 

customers. 10 

Q. Is an annual reconciliation of collected revenue tax 11 

receipts to the actual expense done? 12 

A. An annual reconciliation is made (Commission Order Case 00-13 

M-1556) by comparing total gross receipts taxes collected 14 

to the actual expense, the difference is passed back or 15 

billed to customers. Since, this true-up compares collected 16 

revenues, not billed, to actual expense, any non collected 17 

gross receipt revenues are reduced from billed revenues so 18 

only collected revenues are included. Therefore, none of 19 

the revenue taxes billed but not collected impacts the 20 

uncollectible calculation.  21 

Q. Please summarize.  22 

A. It is important to exclude all revenue taxes included in 23 

the formula's past due finals since those taxes are neither 24 
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a liability if owed to a taxing jurisdiction or a loss to 1 

the company in the annual true-up calculation. 2 

Q. Please explain part 2 of your adjustment to the 3 

uncollectible expense formula, Exhibit__ (GRW-3). 4 

A. Part 2 of my adjustment is to calculate recovery of amounts 5 

previously written off (Line 19). The company calculates a 6 

25.02% factor that is based on the relationship of 7 

recoveries to gross write-offs (which includes all taxes). 8 

Consistent with this historic relationship I have applied 9 

that 25.02% to line 16. This is consistent with the 10 

Commission Decision in Case 94-G-0885.   11 

Q. Please explain your opposition to the company's 12 

modification to the formula. 13 

A. The formula had been developed over a number of years with 14 

former NFG employees Tom Ring and Gerald Wehrlin. The 15 

company's proposed modification to that methodology is not 16 

appropriate. The purpose of the formula is to estimate the 17 

level of rate year revenues that will not be collected from 18 

customers. This is achieved primarily by taking a known 19 

level of non-paying customers (at September 30, 2004) 20 

adjusting for gas costs and other historic information 21 

(revenue taxes, write-offs of non paying, recoveries) to 22 

arrive at an uncollectible expense level in the rate year. 23 

Q.   Continue. 24 
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A. Under the company's proposal the rate year uncollectible 1 

expense will be the same as the rate year net write-offs. 2 

However, there is no connection between rate year revenues 3 

and rate year net write offs. Net write-offs occur 4 

approximately a year after the related revenues have been 5 

booked. Therefore the write-offs taken in the rate year are 6 

for revenues booked in the previous year. 7 

Q.  Please explain your adjustment of $8,743,507. 8 

A. This adjustment reduces the company's request for an 9 

additional rate year uncollectible expense accrual of 10 

$8,743,507. The company proposed to recover a short fall 11 

that results from prior years bookings of uncollectible 12 

expense being lower than actual experience. This results in 13 

a true-up of prior period uncollectible expense. 14 

Q. Please explain the company's uncollectible reserve 15 

accounting. 16 

A. Under Generally Accepted Accounting Principles (GAAP), the 17 

company books revenues and correspondingly, is required to  18 

book an estimated expense for non collection (uncollectible 19 

expense) of a portion of those revenues. The company chose 20 

to book an uncollectible expense amount using an old rate 21 

case allowance, even though that allowance was not mandated 22 

by the Commission nor does it represent a realistic level 23 

of actual uncollectible experience. Ideally, the actual 24 
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amount of uncollectible booked expense will equal the 1 

actual level of non collection. However at NFG it takes 2 

approximately a year from the book recognition of revenues 3 

until the company knows how much of those revenues are not 4 

collected (written off). In order to accommodate the lag 5 

the company uses a reserve accounting technique where the 6 

expense levels are set aside, into a reserve. When the 7 

amounts are known and written off, the reserve is reduced. 8 

At any point of time there should be enough in the reserve 9 

to offset the estimated write-offs to be made in the next 10 

twelve months. When the expensed amount is less then the 11 

actual experience level, a problem arises. This is the case 12 

here.   13 

Q. How could the company have avoided this problem? 14 

A.  The company should have booked higher additional 15 

uncollectible expense in previous years. The company 16 

reviews the levels of past due finals (non - paying 17 

customers) and the level of the uncollectible reserve. 18 

Based on past collection of past due finals and historic 19 

levels of the uncollectible reserve the company should have 20 

concluded that the expense level was insufficient and 21 

higher levels of uncollectible expense were needed. This 22 

would be consistent with matching the expense with the 23 

related revenue. 24 
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Q. Why is it not appropriate to allow a recovery of $8,743,507 1 

in the rate year? 2 

A.  The 8,743,507 occurs as a result of the company's shortfall 3 

in expense accruals in periods prior to the rate year. The 4 

company should be allowed an uncollectible expense of only 5 

$12,811,518 for the twelve months ended July 31, 2006 or an 6 

amount to compensate them for non-collection of rate year 7 

revenues. This is consistent with the Commission's 8 

"Statement of Policy on Test Periods in Major Rate 9 

Proceedings", Issued November 23, 1977, where the 10 

Commission makes clear that "To avoid…waste of valuable 11 

rate case time…we conclude that we must set a clear, 12 

specific policy on test years, designed to enhance our 13 

ability to set rates properly for the future. And we find 14 

that our deliberations will be served best by a rate case 15 

filing consisting of: (1) operating results, with 16 

normalizing adjustments, for a 12-month period expiring at 17 

the end of a calendar quarter no earlier in time than 150 18 

days before the date of filing and (2) the projected 19 

results from the new 12-month rate period…The presentation 20 

must include a verifiable link between the two periods." 21 

Q. The company would "prefer not to lock in the uncollectible 22 

expense dollar amount"(Witness Frank, page 12, lines 3 and 23 

4) but proposes an uncollectible tracker. Do you agree with 24 
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this proposal? 1 

A No. The company's proposal is premised on the level of the 2 

uncollectible reserve. Since I have rejected the company's 3 

proposal for an additional $8,743,507 accrual, the reserve 4 

would already be deficient by $6,778,806 ($8,743,507 times 5 

80%). As I have testified, the deficiency is a result of 6 

insufficient accruals in uncollectible expense in periods 7 

prior to the rate year. This proposal must be rejected.   8 

 9 

Other Expense 10 

Q. Please explain your adjustment (3), Exhibit__ (GRW-1), Page 11 

4 of $806,000 to Other Expense. 12 

A. My adjustment contains two parts: Part (1) is to reduce 13 

expense by $362,000 for National Fuel Gas Partnership for 14 

DG program costs since the additional cost will be offset 15 

by an incremental increase in consumption & revenues (DPS-16 

101). Part (2) is to reduce other expense and increase 17 

uncollectible expense by $444,000 to include this amount in 18 

the proper cost element. 19 

    20 

PROPERTY TAXES 21 

 22 

Q. Please explain your adjustment (15), Exhibit__ (GRW-1), 23 

Page 2, to Property Taxes. 24 
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A.   Adjustment (15) reduces expense by $1,299,000. This 1 

adjustment is to increase the latest known property taxes 2 

of $27,585,000 for the twelve months ended September 30, 3 

2004 by a .76% annual increase. The .76% is an average of 4 

five year annual changes in property tax 5 

increases/decreases. 6 

Q. Why is this proper? 7 

A. This method is consistent with the one adopted by the 8 

Commission in Case 94-G-0885, Opinion 95-16. In that case 9 

the Company asserts that "The Commission has often used 10 

five-year averages to estimate categories, like property 11 

taxes suffering from year-to-year distortions." (Opinion 12 

95-16 page 32). Clearly that's the case here where over the 13 

last five year period increases/(decreases) ranged from  14 

(3.79%) to 3.34%. 15 

  16 

FEDERAL INCOME TAX IMPACT OF THE MEDICARE PRESCRIPTION DRUG, 17 

IMPROVEMENT ACT of 2003 18 

 19 

Q. Please explain your understanding of the Medicare 20 

Prescription Drug, Improvement and Modernization Act of 21 

2003 (Act). 22 

A. Starting in 2006, the Act provides a subsidy from federal 23 

government to the employer for qualified prescription drug 24 

Exhibit__(DNK_6) 
25



Case 04-G-1047                   Wojcinski 
 

 22  

plan costs between $250 and $5,000 for each participant. 1 

This subsidy is considered an actuarial gain and will 2 

reduce future OPEB expense. In addition, for Federal Income 3 

Tax purposes the subsidy received from the Federal 4 

Government is non taxable and not netted against the 5 

employers prescription drug costs in calculating expense 6 

deduction. 7 

Q. What is the company's position concerning the impacts of 8 

this Act. 9 

A. DPS-193, states that "The company has deferred the full 10 

impact on FAS 106 (OPEB) expense of implementing FSP 106-2. 11 

The entries to defer the initial impact were previously 12 

provided to Staff (they are referred to in DPS-191). The 13 

ongoing impact of the Medicare subsidy will be reflected in 14 

Mercer's annual FAS 106 expense calculations, which in turn 15 

will be reflected in the normal FAS 106 deferral 16 

calculations recorded by the Company in accordance with the 17 

Commission's Policy Statement on such costs. Though the 18 

Company has not yet fully evaluated the impact of FSP 106-2 19 

on deferred income tax expense, it intents to follow the 20 

Commission's Statement of Policy and Order Concerning the 21 

Accounting and Ratemaking Treatment for Pensions and 22 

Postretirement Benefits Other Than Pensions." 23 

Q. Do you agree with the company recommendations? 24 

Exhibit__(DNK_6) 
26



Case 04-G-1047                   Wojcinski 
 

 23  

A. Yes. However, I have two concerns and recommendations : 1. 1 

Concerning the deferred taxes, It is not clear how the 2 

deferred Federal Income Tax that results from the non 3 

taxable subsidy is included in the calculation of FAS 106 4 

expense. I recommend that the company use these taxes, if 5 

they are not already doing so, to reduce future OPEB 6 

expense. The company should also demonstrate the impact of 7 

these taxes on FAS 106 calculation. 8 

 2. The company claims they will follow the Commission 9 

Policy Statement for the deferred taxes. I assume the 10 

company intends to deposit these balances and the subsidy 11 

into the internal or external reserve. If not, they should 12 

be required to do so. 13 

   14 

RETENTION FACTOR 15 

Q. Do you agree with the company's calculation of the 16 

uncollectible retention factor? 17 

A. No. The company's calculates, Exhibit__ (RLT-1,), 18 

Workpapers, Sheet 7, the uncollectible retention factor by 19 

dividing their uncollectible expense $22,573,000 by 20 

residential revenues $662,662,496 only, Exhibit__ (RLT-2), 21 

Sheet 1. The company is claiming that only residential and 22 

not transportation customers are a source of uncollectible 23 

expense. Yet in their claim for additional uncollectible 24 
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expense in their revenue requirement, they apply the 1 

retention factor against the entire rate increase, which 2 

includes an increase to transportation customers. 3 

Q. What do you recommend? 4 

A. Since the uncollectible retention factor is applied to the 5 

entire rate increase (including transportation), the 6 

calculation of the retention factor should also include 7 

transportation revenues (Exhibit__ (GRW-1), Page 8). This 8 

is consistent with past Commission orders. 9 

 10 

STATE INCOME EXPENSE 11 

Q. Please explain your recommendation concerning State Income         12 

Taxes. 13 

A.   Since State income tax expense will be included in base 14 

rates, I recommend that the company be ordered to provide a 15 

reconciliation of actual SIT expense to the booked expense 16 

from Calendar 2000 until rates go into effect in this 17 

proceeding. 18 

Q.   Does this conclude your testimony? 19 

A.   Yes, it does. 20 

             21 

  22 

   23 

                        24 
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Barcelona CIS Project Cost Correction

Staff Model Corrected Amount Difference

Total Barcelona Project $59,311,000 $60,000,000 $689,000

NYD Allocated % 71% 71% ‐           

Total Allocated NY Distribution $42,110,810 $42,600,000 $489,190

Average Net Plant with Barcelona Correction (In 000s)

Staff Model Corrected Amount Difference

Average Net Plant at March 31, 2018 1,486,336$        1,486,825$                 489$         

Average Reserve at March 31, 2018  584,078$            584,102$   24$           

Average Net Plant (Plant minus Reserve) 902,258$            902,723$   465$         

Noninterest Bearing Construction Work in Progress  211 211 ‐$          

Total Average Net Plant at March 31, 2018 902,469$            902,934$   465$         
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