-BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH-

I
| Docket No. 01-035-01

In the Matter of the Application of PacifiCorp |
for Approval of Its Proposed Electric Rate | akiDivision of Public Utilities
Schedules and Electric Service Regulations |

| Exhibit No. DPU 8.0 COS

Direct Testimony (COS) of Rebecca L. Wilson
for the
Division of Public Utilities
Department of Commerce

State of Utah

June 15, 2001



Rebecca L. Wilson Docket No. 01-035-01 DPU 8.0 COS

TABLE OF CONTENTS

RATE-MAKING OBJECTIVES . . .. e e 3
DESCRIPTION OF COST-OF-SERVICE STUDIES . . ... ... oo 5
COST-OF-SERVICE PRINCIPLES . ... . e 6
RATE SPREAD RECOMMENDATIONS . . ... e 7
RATE DESIGN PRINCIPLES . ... i e e 11
RATE DESIGN RECOMMENDATIONS . ... e e 13
CUSTOMER CHARGE ... e e 16



10

11

12

13

14

15

16

17

18

19

Rebecca L. Wilson Docket No. 01-035-01 DPU 8.0 COS

Please state your name, occupation and businesideess.

Rebecca L. Wilson, Technical Consultant for thei€don of Public Utilities (Division) of

the State of Utah Department of Commerce at 160 I South, Salt Lake City, Utah.

Are you the same Rebecca Wilson that filed dire¢estimony on revenue requirement

in this case on June 4, 2001?

Yes.

What is the purpose of your testimony today?

To present the Division’s position on the spre&dates and rate design. More

specifically | will discuss:

Q.

A.

Q.

A.

Q.

A.
1.
2.
3.
4.
5.
6.
7.

Q.

A.

Rate making objectives

Description of cost-of-service studies
Cost-of-service principles

Rate spread recommendations

Rate design principles

Rate design recommendations

Customer charge

RATE-MAKING OBJECTIVES

What are the Division’s rate-making objectives?

Section 54-4a-6 of the Utah Code provides thiw¥ahg rate-making objectives for the
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Division:

In the performance of the duties, powers, and mesipdities committed to it by law, the

Division of Public Utilities shall act in the publinterest in order to provide the Public

Service Commission with objective and comprehenisif@mation, evidence, and

recommendations consistent with the following otiyes:

(2) promote the safe, healthy, economic, efficiant] reliable operation of all public

utilities and their services, instrumentalitiesyiggnent, and facilities;

(2) provide for just, reasonable, and adequate,rekesges, classifications, rules,

regulations, practices, and services of publiatias;

3) make the regulatory process as simple and utashelgble as possible so that it is

acceptable to the public; feasible, expeditious, éfficient to apply; and designed

to minimize controversies over interpretation apdlgation;

(4) for purposes of guiding the activities of theviion of Public Utilities, the phrase

“just, reasonable, and adequate” encompassess hat limited to the following

criteria:

(@)

(b)
(€)

maintain the financial integrity of public utiés by assuring a sufficient
and fair rate of return;

promote efficient management and operation ofipwtilities;

protect the long-range interest of consumebiaining continued quality

and adequate levels of service at the lowest arsistent with the other
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provisions of Subsection (4).

(d) provide for fair apportionment of the total co$tservice among customer
categories and individual customers and prevent@miscrimination in
rate relationships;

(e) promote stability in rate levels for customand aevenue requirements for
utilities from year to year; and

() protect against wasteful use of public utiligreices.

Since these objectives are not prioritized andsametimes conflicting, the Division must

use judgement in balancing the objectives.

DESCRIPTION OF COST-OF-SERVICE STUDIES

Q. The above objectives call for the fair apportionrent of costs. How is fair

apportionment determined?

A. Fair apportionment of costs is determined by cletipg a cost-of-service study. Division

Witness Laura Nelson provides testimony on the $dawi’s cost-of-service study.

Q. What is the purpose of a class cost-of-serviceusly?

A. The purpose of a class cost-of-service studyg determine each rate class or schedule’s

share of the Utah revenue requirement or in otledsvthe rate class or schedule revenue

requirement.
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COST-OF-SERVICE PRINCIPLES

Q. How does the Division make the decisions necesg&n complete and use a cost of

service study to get fair apportionment of costs?

A. The Division over the years has used the foll@nost of service principles to achieve the

fair apportionment of costs:
1. Cost causation
2. Equal rates of return

3. Gradualism

Q. Please explain the Division’s cost causation praiple.

A. Cost causationis the principle that costs should be borne bgehsho cause them to be

incurred. This is done not only for the perceptidiairness but also to send a correct
price signal to the consumer. This principle ipiemented by using cost causative
allocation methods (factors). An example of a castsative allocation method is the
allocation of fuel cost among users on the baseach user’s relative share of total kwh

because fuel cost is a variable cost primarily edusy the total kwh produced.

Q. Please explain your equal rates of return princige.

A. Equal rates of return is the traditional measure of a fair sharing ¢éltgosts among

users. The total cost of utility service whiclugually referred to as the revenue

requirement is composed of total operating expepkessa return on rate base. The total
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cost to serve each rate class is the sum of thetpg expenses allocated to the rate class
plus the targetystem average rate of return on the rate base allocatttht rate class.

For each rate class to pay its fair share of tted tmst-of-service, it must pay the same
system rate of return. Only when the rates of returnegqeal is there a fair apportionment
of the total cost-of-service. By comparing theuatearned rate of return on rate base for
each class to the system average rate of retuonca determine if that rate class has
contributed more or less than the average to thmepg@ay’s total rate of return on rate
base. If the earned rate of return for a ratescig less than the average, then that rate
class is not paying its fair share of the Utahltotest of service. Only when the earned
rate of return on rate base is equal for all rédeses can you be sure that Utah’s total cost
of service has been fairly apportioned among tteeaiasses.

Please explain your gradualism principle.

Gradualism has traditionally been used by the Division in mgkchanges to an

individual class revenue requirement in order taimize rate impact and to promote rate
stability. Cost of service is a moving targetdnese of shifts in cost allocations due to
changing service characteristics such as kwh usagg@eak demands as well as study
refinements and corrections. Gradual movementrwetting rates equal to the cost of
service prevents flip-flopping due to changes diwee and helps meet our rate stability

objective.
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RATE SPREAD RECOMMENDATIONS

Are cost-of-service adjustments needed in this sa?
Yes. Cost-of-service adjustments are nonunifparcentage changes in revenue
requirements across rate schedules that are basedast-of-service study. Analysis of
the Division’s cost-of-service study results [Exhido. DPU 11.1] shows that all rate
classes except for General Service Rate 6, GeSerdgice High Voltage Rate 9 and
Traffic Signals Rate 12, fall outside a plus or usri0% band around the Commission’s
allowed system rate of return of 8.873%. This nsehat cost-of-service adjustments are
needed and that a non-uniform change is reasonable.
What is the basis for the 10% band around the syem rate of return?
In the Commission’s March 7, 1983 spread OrdddR&L case No. 81-035-13 they stated
on page 35:

The study of cost of service is not an exact se@end thus, we find

we have no obligation to bring each schedule tptkeise results

of a particular cost of service study. Dr. Leirengwho testified on

behalf of Nucor, indicated that bringing a schedulénin plus or

minus 10% of Company average rate of return isoresde. We

adopt as a reasonable regulatory objective th&t eastomer

schedule over time be brought to within a rangplo$ or minus 10

percent of relevant cost of service study results.
What is the Division’s spread recommendation?
Our recommended spread of the Division’s propdk®8 million revenue requirement

increase is shown in Exhibit No. DPU 8.7. We regwnd equal percentage increases of

about 1.9 % for Residential Rate 1, Irrigation ReEQeand Mobile Home Park Rate 25.
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We recommend no overall revenue change for Resaldnine of Day Rate 2, General
Service Rates 6, 6A and 6B, General Service Higltage Rate 9, 9A and 9B, Street and
Area Light Rates 7, 11, 12, Traffic Signals Rate@@tdoor Lighting Rate 12, Small
General Service Rate 23, Electric Furnace Ratér@2en), Small General Service 23B,
and Firm Industrial Contracts. We support moveneémbany customers from the frozen
Commercial Space Heating Rate 19 to the applicadfledules identified by PacifiCorp
witness Mr. Griffith. This results in a revenuecdeEase for Commercial Space Heating
Rate 19 of 11.5%.

What is the basis for the Division’s spread recomendation?

Our spread recommendation is based on the fatigwi

1. The results of our class cost-of-service sfodyl2 months ending September 2000.
2. Comparison of past and current cost of serstigdies.

3. No change to schedules that are close tootegtrvice or call for a rate decrease when
a general rate increase is needed.

4. Frozen rate schedules should not get decreasess they are achieved through
consolidation with other rate schedules. Frozémsahedules should not get increases
unless they are supported by cost studies.

Why do you recommend a rate increase for only thee rate schedules?

According to the Division’s class cost-of-servateidy, summarized in Exhibit No. DPU

11.1, only four classes neediawrease in revenue to bring them closer to a rate of retur
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index of 1.00. These classes are Residential Rdtegation Rate 10, Mobile Home Park

Rate 25 and Firm Industrial Contracts.

| recommend making no change to the Firm Indus@@@itracts group for three reasons.
First, it is my understanding that the Firm Indiadt€ontracts class is primarily one
contract which is due to expire July 31, 2001. §tibe required revenue increase could
not be collected by the time rate changes in ths® @re made effective. Second,
allocating an equal percentage share of the redjueneenue increase to this class did not
materially reduce the revenue increase requirethiother three classes. Therefore
fairness to the other three classes did not digtatenclude the Firm Industrial Contract
class in the increase. Finally, it could requitigadtion to alter the contract which could
demand time and resources better spent on chamgjesré material. This leaves the
remaining three rate classes to absorb the requeseshue increase.

Why did you spread the revenue increase equallyn@gong the three rate classes rather
than applying the individual increases noted in théivision’s class cost of service
study?

We spread the increase equally in order to prematie stability yet recognize fairness.
The Division’s class cost-of-service study indisateat each of these three rate classes are
below 90% of the rate of return index. It showd Rate 1 is much closer to the 10% band

at .89 than the Irrigation Rate 10 is at .56, wHaitt might argue for unequal spread of the

10
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revenue increase among these three classes. Howegause of some concerns with the
Company’s class cost-of-service study, we chosdldgate the required revenue increase
equally among the three classes. For exampleydlagher adjustments used in the
Company’s class cost-of-service study are douldeathustments used by the Company in
its interjurisdicitonal weather adjustments in samanths. We have outstanding data
requests regarding this issue. Further, as Divigitness Dr. Nelson points out, we have
concerns with the data underlying the calculatibthe customer charge that we are
looking into. On the other hand, except for tighting rates, the results of the Company’s
class cost-of-service study are consistent witbrprears class cost-of-service studies and
therefore we have some confidence in it. Findlg, Division’s recommended increase
for each class is less than the individual incredsetified for each class in the Division’s
class cost-of-service study. In this way we prarmith fairness and rate stability by
gradually moving toward cost-of-service yet recagrg the limits and potential errors in
the class cost-of-service study.

According to the Division’s class cost-of-servicstudy, the lighting schedules require

a substantial rate reduction. Why did the Divisionchoose to maintain the existing
rates?

Review of past class cost-of-service studies dverast five years has shown the lighting
rates to be consistently below cost of serviceis Ththe first class cost-of-service study

that indicates a decrease is needed for the ligihéite schedules. The Company provided

11
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no explanation in its testimony for the flip-flop results. We have an outstanding data
request asking for an explanation. It could bata @rror. It is for this reason and for the
reason that it is Division policy not to decreass in a case calling for a rate increase,
that we do not recommend a decrease for lightitesra

But then why do you recommend a decrease for tHt@ommercial Space Heating Rate
19 which is currently frozen?

The Division recommends a decrease for thislhatause we support movement of
customers from frozen rate schedules to applicadieschedules when it does not result
in an unreasonable rate increase. This is bedhigs@iscriminatory to have customers
with similar usage characteristics paying differetes. Once a rate schedule is frozen,
new customers are not eligible to take servicbatttate but must instead pay a higher rate
for similar service and this violates our goal ohdiscriminatory pricing. In the current
case, it may be possible to move most customens fintss frozen schedule without an

adverse impact, thus moving toward our goal of iglating the frozen schedule.

RATE DESIGN PRINCIPLES
What is rate design?
Rate design is the design of specific rate consptsithat will, when multiplied by the
related test year billing units, recover the rexerequirement for each rate schedule.

Recovery of the rate schedule revenue requirersene of several rate design objectives.

12
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Earlier you discussed objectives and principlesof cost-of-service. What are the
Division’s objectives for rate design?

Our objectives follow from the State Code whioldicates that rates should be stable,
simple, understandable and acceptable to the pydnbenote economic efficiency and
result in a fair apportionment of costs (equity)os individual customers with no undue
discrimination, and protect against wasteful uspudflic utility services. Since these
objectives are not prioritized and are sometimeslicting, the Division must use
judgement in balancing the objectives.

How does the Division incorporate these objectigan rate design?

| have used the following principles which haweeh supported by the Division since

1983:

1. Smple - simple rates are more likely to be understoatiaotepted by customers.
Tariff descriptions should be clear, unambiguous @mderstandable by the public.

2. Correct price signal - if rates are correctly based on costs, custogarsnake the
right decision about energy use including energyseovation decisions. A
complicated rate that is not understood cannotdpeod price signal. Some
customer classes are better able to understandlicateg rates than others.

3. Multi-part rates - three part rates with customer, energy and ddroamponents

will more fairly apportion the costs among indivadwustomers than one or two

part rates. However, a demand component for reBades normally not

13
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recommended since the added cost of demand meigaiyuoutweighs the benefit
of better cost apportionment.

Declining block rates - the PSC has adopted the PURPA declining bloek ra
making standard that requires declining block r&ddse cost justified. The
Division supported the adoption of this standard discourages the use of
declining block rates. One of our goals has beeliminate existing declining
block rates that are not cost justified.

Gradualism - to promote rate stability and to minimize imggaah individual
customers, rate changes should be made gradually.

Marginal & embedded costs - regulated rates must recover the embedded revenu
requirement of the rate schedule. However, margind average unit embedded
costs should be reviewed and taken into accounh\siting prices in order to
send appropriate price signals.

Customer charges - costs that generally increase with the numbe&usfomers, but
are not caused by each customer should be excfumiadhe customer charge and
instead be included within the commodity portionmates. This position was

stated by the PSC in their Order in Mountain Fue$€No. 82-057-15.

RATE DESIGN RECOMMENDATIONS

What are the Division’s rate design recommendatios?

14
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A.

Our proposed rate designs are shown in ExhibitDiU 8.8, pages1 through 31; changes

and totals are highlighted by bold type. Brietlygse proposals are:

1.

Residential Rate 1 - Maintain the monthly custoaierge at 98 cents. Maintain
the current energy rate all year for the first 400h of monthly consumption at
6.1307 cents per kilowatt-hour. Maintain the cotrenergy rate at 6.1307 cents
per kilowatt-hour for all kWh of monthly consumptian the non-summer months.
Increase the energy rate from 6.1307 cents pewé&itehour to 6.4565 cents per
kilowatt-hour for summer time monthly consumptioreothe first 400 kwWhs in
order to collect the entire 1.9% class revenuesgme. Division witness Dr.
Compton presents testimony on this proposal.

Residential Rate 2 Time of Day option - Reducatinly customer service charge
from $14.63 to $0.98 to equal the customer semtage in Residential Rate 1.
In order to recover the required revenue, incréasen-peak and off-peak rates
proportionately from 10.9140 cents per kilowatt-htmu13.1895 cents per
kilowatt-hour for on peak power and from 3.2630tsguer kilowatt-hour to
3.9433 cents per kilowatt-hour for off-peak power.

General Service Rate 6A Energy Time of Day optiB@duce monthly customer
service charge from $29.49 to $14.74 equal theoowst service charge in
Residential Rate 6. Reduce the seasonal change®8®3.86 to $176.88 to equal

the seasonal charge in Residential Rate 6. Irr todecover the required revenue,

15
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increase the on-peak and off-peak rates propotebnarom 6.2025 cents per
kilowatt-hour to 6.4476 cents per kilowatt-hour @r peak power and from
1.8672 cents per kilowatt-hour to 1.9409 centskgewatt-hour for off-peak
power.

General Service Rate 6B Demand Time of Day opteduce monthly customer
service charge from $29.49 to $14.74 to equal tistoener service charge in
Residential Rate 6. Reduce the seasonal change®8®3.86 to $176.88 to equal
the seasonal charge in Residential Rate 6. Irr todecover the required revenue,
increase the energy rate from 2.6294 cents pewétishour to 2.65 cents per
kilowatt-hour.

General Service High Voltage Rate 9A Energy TahBPay option - Reduce
monthly customer service charge from $176.93 taZ®8& equal the customer
service charge in Residential Rate 9. In ordeetover the required revenue,
increase the on-peak and off-peak rates propotetnrom 4.4789 cents per
kilowatt-hour to 4.5010 cents per kilowatt-hour @r peak power and from
1.9244 cents per kilowatt-hour to 1.9335 centskgewatt-hour for off-peak
power.

General Service High Voltage Rate 9B Demand Tofrieay option- Reduce
monthly customer service charge from $176.93 taZ®8& equal the customer

service charge in Residential Rate 9. In ordeetover the required revenue,

16
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10.

increase the energy rate from 2.0165 cents pewétshour to 2.0324 cents per
kilowatt-hour.

Irrigation Rate 10 and Rate 10 Time of Day opti@maintain the monthly
customer charges. Increase the demand and er@rgoaents by equal
percentages to collect the 1.9% increase.

Small General Service Rate 23 - Maintain thearast service charge at $3.93.
Flatten the declining block rate to send a more@mate price signal and
consistent with minimizing customer rate impad®&educe the first 1,500 kWh
rate from 7.3150 cents per kilowatt-hour to 7.12&ts per kilowatt-hour.
Increase the rate for all additional kWhs from 424 @ents per kilowatt-hour to 4.3
cents per kilowatt-hour.

Small General Service Rate 23B Demand Time of [Rgduce customer service
charge from $44.76 to $3.93 to equal the custommice charge in Residential
Rate 23. Reduce the seasonal charge from $565®#7t16 to equal the seasonal
charge in Small General Service Rate 23. Sincaustomers are currently on this
schedule, we do not need to alter the energy tatesllect the necessary revenue
requirement but propose energy rates equal therfled rates we propose for
Small General Service Rate 23.

Mobile Home Park Rate 25 - Maintain the montiugtomer charge at $8.76.

Increase the demand and energy components by pepeaintages to collect the

17
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1.9% increase in revenues.
Do you have any other recommendations for rates91& 217?
Yes. We recommend permanently moving individuatomers from frozen Rates 19 and
21 to other applicable rates if and when it canld@e without an unreasonable increase to
those customers. This is similar to the approaadun the past to consolidate Residential
Rate 5 with Rate 1. Demand meters have beenleial response to this same
recommendation the rate case before last. Dematerswere needed in order to assist
in accomplishing identification of customers torbeved. These two rate schedules have
been frozen for over fourteen years with littlegrmess made toward consolidating them
with other applicable schedules.
In this case, PacifiCorp witness Mr. Griffith proposes movement of all customers
from these two rate schedules and elimination of #hfrozen schedules. Do you
support this proposal?
Because of the rate impacts to some customergowmt support elimination of the
frozen schedules at this time. We do support ngpaihcustomers who benefit from the
move now to the applicable rate schedules idedtligMr. Griffith and to continue the
movement of such customers on an ongoing basigaslane with Rate 5 customers. Mr.
Griffith identified an overall rate decrease formga&ustomers moving from Rate 19 to
applicable rate schedules and we support this merem/Ne note that at least one

customer would incur an increase of over 60% if etbfrom Rate 19. There may be

18
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others. We recommend allowing customers to remiaiih movement to another rate
would be beneficial or cause a reasonable incréaisexample, an increase in line with
general inflation.

The rate impact for some customers moving from Ra 19 or 21 is staggeringly high;
can something be done today to facilitate the smdotmovement of all customers from
these frozen rate schedules at a later date?

Yes, we can change the rate design. We propasedsing the demand charge in Rate 19
from $0.67 per kW to $3.00 per kW and decreasiegetiergy charge from 7.1837 cents
per kilowatt-hour to 5.54 cents per kilowatt-hooth of these proposed rates are less
than the average unit costs produced for this sd¢bed the Division’s class cost-of-
service study and are therefore reasonable rafesititate movement of low load factor
customers from Rate 19 to other applicable ratdssent some change in this rate, it may
never be beneficial or produce reasonable impaatsove certain customers from this
schedule. Similarly, we propose an increase irddmand charge for Rate 21 from $0.60
per kW to $1.50 per kW and in the energy chargefeodeclining block rate at various
rates to a flat rate of 5.7510 cents per kilowatt#h This combination of rate element
changes produces a minimum of impact to existing R4 customers though one
customer would still incur an impact of nearly 18%hese rate changes are shown and
highlighted in bold in Exhibit No. DPU 8.8 pagesthtough 23.

PacifiCorp proposes to impose a 50 MW limit for kgibility to take service on

19
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General Service Rate 9. Does the Division suppdttis proposal?

No. We are not persuaded by PacifiCorp’s argustrat larger customers could cause
adverse impacts to existing customers. In additpropose a new rate for customers
taking delivery at 138 kV. | developed a ratetfus new schedule by comparing the unit
costs for the Firm Industrial Contracts with tho$®ate 9. Exhibit No. DPU 8.9 shows
this rate and its derivation. | propose a monthigtomer charge equal to Rate 9 of
$98.29, a demand charge of $5.19 per kW and amgyobarge of 1.9391 cents per

kilowatt-hour.

CUSTOMER CHARGE
What is the basis for the customer charge changes
Our proposed customer charge changes are basmar goal of sending appropriate price
signals for the time of day rate options. The Canyphas provided no compelling
evidence that the customer cost to serve custoometfse general rate schedules versus the
time of day rate options is materially differefurther, only seven customers have elected
the Residential Rate 2 Time of Day option and rei@muers have elected the Small
General Service Rate 23B; reducing the customegehzould increase the participation

rate in these schedules.

We recommend that in the future, PacifiCorp refiugtcosts to serve customers on all

20
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time of day rate options separately in its clasg-of-service study. Currently, these costs
appear to be averaged with the other custometmtrctass, and hence our
recommendation that pricing be consistent betwlkemtain and optional rates. However,
if a cost difference exists, individual reportinghallow us to view whether these

schedules are recovering their costs.

Q. Did the Division do any rate impact analysis?

A. Yes. Exhibit DPU 8.10 shows the impacts to RE8eustomers of our proposal to flatten

that rate. Division witness Dr. Compton also pdad impact analysis of our rate design

proposal for Residential Rate 1 in Exhibit No. DIP2J2.

Q. Does this conclude your direct testimony?

A. Yes.

21



