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INTRODUCTION
Q.
Please state your name and business address.

A.
My name is Michael B. McCandless.  My business address is 75 East Main St., P.O. Box 297, Castle Dale, Utah 84513.

Q.
By whom are you employed and what is your position?

A.
I am the Economic Development Director and Planner for Emery County.  I also serve as an advisor on utility issues for both the Governor’s Rural Partnership Board and the Governor’s Office of Economic Development.  

Q.
What is the purpose of your testimony in this proceeding?

A.
The purpose of my testimony is to provide background on the events that lead to the filing of this tariff, to explain the negative impacts of the current Tariff on our community and to address potential concerns about the underlying “fairness” of this proposal  

Q.
Why did the County intervene in the filing?

A.
The current Tariff has proven to be a significant impediment to economic development on our community and has had the “unintended consequence” of pitting local communities against each other.  In our county, only the communities of Cleveland and Elmo are currently subject to the GSS.  The surrounding communities in the county such as Huntington, Castle Dale and Orangeville received Natural Gas service decades ago and therefore are under the GS-1 Tariff.  We have had a number of circumstances, particularly recently, where companies that were investigating expansion or relocation looked at our communities and immediately rejected Cleveland because of the costs associated with the Tariff.  Furthermore, residential customers in Cleveland have struggled to afford the increased costs of the service in the community.  Cleveland and Elmo are older bedroom communities with a very high concentration of retired and fixed income residents.

Q.
Are you involved in the filing in any other capacity other than a county economic development professional?

A.
Yes.  I was asked by former Lieutenant Governor Gayle Mckeachnie, who serves as the head of the Rural Office in the Governor’s Office of Economic Development to represent the interests of rural communities in the process.  When the GSS / EAC task force was created, I was asked to participate and represent the interests of the Governor’s Rural Partnership Board and the Governor’s Office of Economic Development.  

Q.
What are the key items the Application resolves?

A.
The Application, if approved, will address the removal of expansion area rates GSS, (IS-4 and ITS) EAC and related charges) that have become an economic development impediment to other communities in Southern and Central Utah.  

Furthermore, the Application will assist in the long-term goal of resolving what to do about communities that do not currently have Natural Gas service.  As a participant in the GSS/EAC Task Force, we were tasked with answering two key questions.  First was to provide a recommendation on the GSS and EAC rates.  Secondly, we were tasked with developing long-term recommendations on providing Natural Gas service to communities that currently do not have the service.  It became evident very early in the discussions that we, as a State, would not be able to adequately address the future Natural Gas communities until we had a clear resolution or break from the current situation.  This is because Utah essentially had three “classes” of communities; GSS communities, EAC communities and GS1 communities.  Any discussion about new communities had to be preceded by a discussion about which of these classes should the new community fall into.  Removal of the GSS and EAC rates places all communities on “level ground” and would not prejudice the process in a way that would harm future communities from getting the service.  

It was universally recognized in the Task Force that the GSS and EAC programs had not worked as well as hoped and that Questar would not want to use this mechanism in the future.  However, as long as these Tariffs are still part of the Questar General Tariff, additional communities could make the argument to “force” the Commission and Questar to continue to use the programs as a matter of fairness.  While the task force was unable to develop a specific set of recommendations for Natural Gas expansion into new communities, one theme was clear.  A funding approach that included a wide assortment of funding options would be required and that relying on Tariffs like the GSS and EAC were not the way to proceed.  

The final item that this application addresses is the financial inequity in the amounts that rural customers in the affected communities are paying for Natural Gas service.  This is a particular concern for the fixed income individuals which represent a disproportionate percentage of the affected communities in Emery County.  

Q.
Is there precedent for proposed action in the Application?

A.
Yes.  The concept of spreading the costs associated with expansion across the state or multiple customer groups is a core tenant of utility regulation.  New customers in all areas are asked to pay a connection charge, however this cost is, at best, a break even and in most cases this cost reflects only a percentage of the actual cost and impacts to the system.  As new customers in fast growing parts of the state are added, the rates paid by existing customers are subsidizing these new customers’ costs and the impacts they have on the statewide system.  

While Utah does not have a recognized policy of Natural Gas “Universal Service”, the core principles of this philosophy have been followed for decades.  As new communities are added to the system, the established customers are the ones that “pay the bills” and ensure the utility is reaching the authorized rate of return.  

Furthermore, in the Utah Gas Services Company (UGS) acquisition and subsequent report and order, DOCKET NO. 01-057-03, the Commission stipulated that the existing rate structure in place at the time of the acquisition be “used for an interim period terminating on the earlier of 1) when Questar's non-gas rates are adjusted in a general rate case or 2) six years from the closing of the purchase and sale of Utah Gas Service's Operations. At that time, Utah Gas Service's customers will be incorporated into the existing rate structure of Questar Gas Company.”  While the rates were anticipated to be in place for up to six years, the next general rate case was completed approximately two years from this time and the UGS tariffed rates were eliminated and the associated costs were included in the rate case for the entire state.  

I. BACKGROUND

Q.
At what point did the rural economic development professionals become aware and involved in the process?

A.
In a broad sense the issue has been a concern in our communities since the GSS and EAC tariffs were enacted, however specific involvement by our office and associated economic development professionals (EDP’s) began in August of 2005 at Senator Robert Bennett’s Rural Conference held in Cedar City.  At this conference a group of EDP’s discussed specific recruitment efforts that have been thwarted as a result of utility rates and regulation.  Specifically, a project in Beaver County was discussed because of the direct effect the GSS rate had on the recruitment efforts.  This discussion highlighted other situations in many of the GSS / EAC communities where the disparity in rates created economic development challenges.  

In our communities, this disparity was highlighted as we attempted to attract a new sawmill to the county.  While the operator had agreed to focus his search efforts in Emery County, the specific location of the mill was undecided.  As we began the search for appropriate properties, we located several tracts in an around the town of Cleveland.  However, as we began moving forward with the research, it became clear that the operator was not comfortable with the Natural Gas rate structure and we were asked to look at properties outside of the town.  It was estimated that his costs in Cleveland for his project would run between 35% and 50% more than if he were to locate in any of the other communities.  
As a result of the initial meeting in Cedar City, a follow up meeting was held in Price, Utah in September 2005.  Seven EDP’s participated in this initial meeting; Delynn Fielding, Carbon County; Bill Johnson, Uintah County; Irene Hansen, Duchesne County; Rob Adams, Beaver County; Michael McCandless, Emery County; Nick Tatton, Price City; and Malcolm Nash, Sevier County.  At this meeting Rob Adams agreed to initiate discussions with Questar regarding the GSS / EAC issue.  Other assignments were given to other members relating to concerns with other utilities. 

II. GSS / EAC TASK FORCE

Q.
What was the outcome of the initial discussions between rural economic development professionals, Questar and regulators?

A.
The conversations Mr. Adams had with Questar (Specifically with Barry McKay) initiated discussions that ultimately led to the technical conference held on December 6, 2005.  The Commission sponsored this conference for all interested parties to address this issue.  It was in consideration of these discussions that the Company and Division agreed to propose that the expansion area rates (GSS, IS-2, IS-3, IS-4 and IT-S) be eliminated at that time.  The Commission ultimately decided to issue a stipulation that the Division appoint a task force to further discuss the best course of action in regard to the existing EACs and to recommend tariff language to address future requests by communities for expansion of the system.  The task force began meeting on June 13 and issued a final report to the Commission on August 24, 2006.  

Q.
What was the outcome of the Task Force?

A.
The task force held four meetings during the 90-day window that was allotted.  It was the feeling of the majority of the group that the proposal to eliminate the GSS and EAC rates was the recommended course of action and that should be reflected in the final document.  This plan, however, ultimately was only partially completed because the Committee elected at the last minute to oppose the recommendation.  Up until the final meeting of the task force, the Committee had communicated to the group that they would take “No Position” on the recommendation.  At the final meeting, the committee made it clear that it was unable to support the recommendation and therefore the report from the task force was amended to reflect this change. The late date for the Committee to voice its concerns left the remaining members of the task force inadequate time to address the concerns of the committee.


Although the Task Force was unable to come up with a consensus, the agreement of the majority of the members is as follows:

1. The expansion area rates (GSS, IS-4 and ITS) and Extension Area Charges (“EAC”) should be removed from the Questar Gas Tariff. The expansion area rates can be found in Sections 2.03, 4.03 and 5.09, and the EACs are in Section 9.02 of the tariff.

2. The revenues now being collected through the GSS, IS-4, ITS rates and EACs should be rolled into the current GS-1, I-4 and IT rate schedules, and the rates for those schedules should be adjusted so that this change is revenue neutral for the combined classes (GS-1 and GSS, I-4 and IS-4, and IT and ITS).

3. The language in Section 9.02 of Questar Gas’ current tariff that discusses “Availability of Service to New Service Extension Areas” (Pages 9-3 through 9-6) should be removed.

4. The financing of the non-refundable contribution for any future expansion of QGC’s distribution system into areas currently not served by natural gas should be funded from third party sources before the expansion begins, and all other charges or required contributions in aid of construction should follow the established main and service line expansion policies included in Sections 9.03 and 9.04 of Questar Gas’ current tariff. 

5. Questar Gas should file a tariff change with the Commission to incorporate the above-mentioned changes, including the support for the proposed rate changes.

  Q.
Why did the Task Force propose to eliminate the expansion area rate premiums?

A.
The status and continuation of the expansion area rate premiums and Expansion Area Charges (EAC) became the subject of discussions and meetings among the Company (Questar), the Division, the Committee, the Commission Staff, representatives of the expansion area communities and other interested parties beginning in mid 2005.  On December 6, 2005, the Commission held a technical conference for all interested parties to address this issue.  It was in consideration of these discussions that the Company and Division agreed to propose that the expansion area rates (GSS, IS-2, IS-3, IS-4 and IT-S) be eliminated at this time.  The Joint Application also requests the Commission to appoint a task force to further discuss the best course of action in regard to the existing EACs and to recommend tariff language to address future requests by communities for expansion of the system.  On May 26th the Commission issued an order to request that the task force begin meeting immediately and issued a final report to the Commission within 90 days.  The first meeting of the Task Force was held on June 13, 2006.  

Ultimately, as you are aware from the report submitted to the Commission, the feeling of the majority of the members of the Task Force was that the GSS and EAC rates were becoming an economic development barrier, other Questar Customers would only be affected in a minor way, residential customers in these areas were negatively impacted by the rates and finally, Questar would be held harmless in the process.  In other words, Questar would receive essentially the same revenue whether the tariff change was implemented or not.  

Q.
With the elimination of the Tariffs does the Company have any incentives to expand services to new areas?

A.
Absolutely.  While the Task Force was unable to come up with specific recommendations for expansion into new service areas, it was agreed by the Task Force that requests for expansion would continue to develop.  Furthermore, it was recognized that a long-term solution needed to be developed.  A number of possible solutions were presented including legislative funding, applications to the Industrial Assistance Fund, legislative changes enabling application to other funds such as PCIB (Permanent Community Impact Board).   

III. COMMITTEE OF CONSUMER SERVICES

Q.
Was the Committee of Consumer Services asked to represent the residents of Emery County to provide necessary expertise?

A.
Yes.  Delynn Fielding and Michael McCandless attended the June meeting of the Committee of Consumer Services to request their assistance in addressing the issues that were before the Commission in this Docket.  While the Committee was generally helpful, they communicated to us that they do not believe that they represent our residential customers.  Instead, they represent the “majority” of residential users in Utah, which are located along the Wasatch Front.


It was our hope that the statutory responsibility of the Committee to represent residential customers in utility proceedings would be fulfilled.  It became clear very early in the process, however, that the committee would not accept this responsibility for residential customers in rural areas.  

Q.
Was the Committee of Consumer Services provided adequate access to information in order to formulate an opinion?

A.
Yes.  Dan Gimble, Chris Keyser, Eric Orton and Reed Warnick all represented the Committee of Consumer Services during the hearings, as well as Betsy Wolf representing the Salt Lake Community Action Program.  All requests for information from Questar by these members or other members of the Task Force were delivered and discussed in the meetings.  


Included in the Task Force Report is the technical and financial information that was discussed by the group during the meetings.  This includes the history of the GSS and EAC rates, financial impacts to Questar, amounts paid by affected customers up to date, alternative options rather than rolling the rates into the general rates at this time.


Recent articles in local newspapers seem to indicate that the Committee was not provided with the information and therefore cannot support the recommendation.  This is completely without merit.  All Task Force members were provided access to any information that was requested and offers were made by other Task Force members to hold additional meetings if necessary in order to disseminate the necessary information.  

Q.
Was the Committee of Consumer Services concerned or responsive to the needs of Small Business or Small Commercial Enterprises?

A.
No.  The only discussions I recall were relating to the concerns of low income residents on the Wasatch Front.   This is a concern because our original concerns about the Tariffs were in relation to economic development needs.  UCA 54-10-4 states, 

“(1)The committee shall assess the impact of utility rate changes and other regulatory actions on residential consumers and those engaged in small commercial enterprises in the state of Utah.

     (2) The committee shall assist residential consumers and those engaged in small commercial enterprises in appearing before the Public Service Commission of the state of Utah.” 
 It seems that even if the Committee can make the argument that it can only fairly represent the residential customers along the Wasatch Front because the are the majority, it is still incumbent on them to at least attempt to represent small commercial enterprises.  Because of their failure to address their statutory responsibility, the economic development professionals and city managers throughout rural Utah have been attempting to fill this role.  
IV. SUMMARY
Q.
Would you please summarize your testimony?

A.
The rural economic development professionals in Utah, along with the Governor’s Rural Partnership and the Governor’s Office of Economic Development initiated discussions in August of 2005 that led to the Application to the Commission to remove the GSS and EAC rates from the Questar Tariff.  This Application was then supported by a majority of members of the GSS / EAC Task Force.  The purpose of this request is to allow affected rural communities to compete on a level playing field with surrounding communities for economic development projects.  Furthermore, the current tariff structure does not provide an environment that is conducive to new communities applying for and receiving natural gas service.  Residential customers in the affected communities are experiencing significant hardship from the higher rates and since the Committee for Consumer Services has elected not to represent this group, Emery County and other communities have elected to represent this point of view.  The concept of existing utility customers “subsidizing” newer, higher cost customers is well established in practiced and in policy and should be utilized in this docket.   Finally, the Committee of Consumer Services, who should be representing small business enterprises in our communities, as per statute, has not only elected not to represent this population, but appears to oppose the application.
Q.
Does this conclude your testimony?

A.
Yes.


I, Michael B. McCandless, being first duly sworn on oath, state that the answers in the foregoing written testimony are true and correct to the best of my knowledge, information and belief.  Except as stated in the testimony, the exhibits attached to the testimony were prepared by me or under my direction and supervision, and they are true and correct to the best of my knowledge, information and belief.  Any exhibits not prepared by me or under my direction and supervision are true and correct copies of the documents they purport to be.
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Michael B. McCandless


SUBSCRIBED AND SWORN TO this 10th day of January 2007. 
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Notary Public

