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REBUTTAL TESTIMONY OF KEVIN C. HIGGINS

Introduction

Q.

A

Please state your name and business address.

My name is Kevin C. Higgins. My business address is 215 South State
Street, Suite 200, Salt Lake City, Utah, 84111.
By whom are you employed and in what capacity?

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies
IS a private consulting firm specializing in economic and policy analysis
applicable to energy production, transportation, and consumption.
Are you the same Kevin C. Higgins who pre-filed direct testimony in this
docket on behalf of UAE?

Yes, | am.
What is the purpose of your rebuttal testimony?

The chief purpose of my rebuttal testimony is to respond to the Schedule
94 rate spread proposal presented by Office of Consumers Services (“OCS”)
witness Daniel E. Gimble. | also offer a brief response to direct testimony by
parties on the issue of dynamically allocating Utah’s jurisdictional share of net
power costs for the purpose of implementing the EBA.
Please summarize your primary conclusions and recommendations.

Mr. Gimble’s rate spread proposal is not substantially different from what

Rocky Mountain Power (“RMP”) had proposed in its initial application for an
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EBA in Docket No. 09-035-15, and which the Commission rejected, except that
Mr. Gimble proposes a refinement to RMP’s initial proposal by deriving a class-
specific cost (rather than using an equal cents-per-kWh cost as proposed by
RMP). Mr. Gimble’s proposal also ignores RMP’s initial proposal to differentiate
the Schedule 94 charge by voltage. If a version of Mr. Gimble’s proposal is
adopted by the Commission, it would fundamentally reverse the Commission’s
Phase Il decision to allocate Schedule 94 cost responsibility based on the rate
spread approved by the Commission in the most recent general rate case. If,
nevertheless, the Commission adopts an approach similar to what Mr. Gimble is
advocating, then voltage differentiation should be incorporated into Schedule 94
cost recovery as originally proposed by RMP.

In no case can Mr. Gimble’s approach reasonably be applied to the spread
of the $20 million per year for three years in deferred net power costs that were
included as part of the Settlement Stipulation in Docket No. 10-035-124. The
specific formulaic spread of those specific costs was an integral part of the
Settlement Stipulation in Docket No. 10-035-124 on which parties relied in
agreeing to that complex and comprehensive agreement. It would be unfair to
parties who negotiated that agreement in good faith to alter the rate spread of

these specific dollars on an after-the-fact basis.
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Response to Mr. Gimble Regarding Schedule 94 Rate Spread

Q.

What has Mr. Gimble proposed with respect to the Schedule 94 rate spread?

Mr. Gimble proposes using what he terms the “Composite NPC Allocator”
to spread Schedule 94 costs. Mr. Gimble derives the Composite NPC Allocator
by calculating each class’s allocated share of net power costs plus wheeling
revenues from the cost-of-service study from the prior rate case.

What is your assessment of Mr. Gimble’s proposal?

Mr. Gimble’s proposal is not substantially different from what RMP had
proposed in its initial application for an EBA in Docket No. 09-035-15, except
that Mr. Gimble refines RMP’s proposal by deriving a class-specific cost (rather
than an equal cents-per-kWh cost as proposed by RMP) and Mr. Gimble ignores
RMP’s proposal to differentiate the Schedule 94 charge by voltage.

As | stated in my direct testimony, the Commission has already rejected
RMP’s proposal in its Phase Il Order in favor of an approach guided by the
approved rate spread in the general rate case. If the Commission had intended to
adopt RMP’s approach, or the small modification to that approach as proposed by
Mr. Gimble, the Commission could have done so readily in its Phase Il Order.
Why do you consider Mr. Gimble’s proposal to be a small modification of
RMP’s initial proposal?

Both RMP’s initial proposal and Mr. Gimble’s current proposal allocate
Schedule 94 responsibility to customer classes based on each class’s share of net

power costs. In the Company’s case, for simplicity, each class was presumed to
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have the same net power cost on a per-unit basis, and its total cost responsibility
was a function of its total energy load. Mr. Gimble’s proposal makes a small
modification to this approach by assigning each class a unique unit net power cost
based on a “Composite NPC Allocator,” which takes into consideration variations
in monthly usage by class, as well as several components of net power cost that
are allocated based on the factors other than energy. | consider his proposal to be
a small modification of RMP’s initial approach because it uses the same basic
concept RMP proposed, except that unit net power costs for each class are slightly
differentiated.

Why do you state that unit net power costs for each class are “slightly
differentiated” under Mr. Gimble’s proposal relative to RMP’s proposal?

I have calculated the unit net power cost for each rate schedule using Mr.
Gimble’s approach in UAE Exhibit 1R.1 (KCH-1) and compared the results to an
equal unit cost approach as RMP had initially proposed (prior to taking account of
voltage differentiation). | have summarized these results for the major customer
classes in Table KCH-1 below. As shown in the table, the unit costs using the
Composite NPC Allocator proposed by Mr. Gimble are each within +/- 1.2% of
the retail average for the major classes. When this differentiation is translated
into an adjustor mechanism such as Schedule 94, i.e., a rate that is calculated as a
delta from the baseline, the resulting rate differences between what Mr. Gimble is
proposing and what RMP initially proposed (ignoring voltage differentiation) is

relatively small. My point here is not whether such a refinement is reasonable or
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logical; but rather, that Mr. Gimble’s proposal is simply a minor variation on
RMP’s initial proposal that was rejected by the Commission in favor of an
approach based on rate spread. If Mr. Gimble’s proposal is adopted by the
Commission, it would fundamentally reverse the Commission’s Phase Il decision
to allocate Schedule 94 cost responsibility based on the rate spread approved by
the Commission in the most recent general rate case.

Table KCH-1

Unit Net Power Cost For Major Rate Classes
Using OCS Proposed Composite NPC Allocator

GRC Pct

NPC Difference

Unit from

Cost Retail Avg
Rate Class Schedule ($/Mwh) %
Residential 1,2,3 $25.04 1.0%
Sm. Commercial 23 $25.08 1.2%
Lg. Commercial 6,6A,6B $24.97 0.8%
Gen. Service (> 1MW) 8 $24.61 (0.7%)
Lg. Industrial 9,9A $24.50 (1.1%)
Avg. (includes classes not shown) $24.78

If the Commission reverses its Phase 11 Order and adopts an approach
similar to what Mr. Gimble is proposing, can such an approach reasonably
be applied to the spread of the $20 million per year for three years in
deferred net power costs that were included as part of the Settlement
Stipulation in Docket No. 10-035-124?

No. A specific formulaic spread of those specific deferred net power costs

was an integral part of the Settlement Stipulation in Docket No. 10-035-124 on
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which parties relied in agreeing to that complex and comprehensive agreement. It
would be unfair to parties who negotiated that agreement in good faith to alter the
rate spread of these specific dollars on an after-the-fact basis.

If the Commission were to adopt an approach similar to what Mr. Gimble is
proposing, should voltage differentiation be incorporated into Schedule 94
cost recovery as originally proposed by RMP?

Yes. If the Commission adopts an approach based on the allocation to
classes of net power costs, then voltage differentiation should be incorporated into
the Schedule 94 cost recovery. The Composite NPC Allocator proposed by Mr.
Gimble allocates class cost responsibility at input (i.e., at the generation resource
prior to transmittal to load) rather than at sales, prior to the incurrence of line
losses. Customers who take delivery at higher voltages cause fewer line losses to
be incurred per kilowatt-hour of usage. That is, for any given amount of usage at
the retail meter, higher-voltage-customers require fewer kilowatt-hours to be
produced at input than a lower-voltage-customer requires. This means that even
if the unit net power cost at input was identical for two classes, if one of the
classes took delivery at a higher voltage, its unit net power cost would be lower
than the other class when measured at sales, which of course, is what rates should
be — and normally are — based upon. If Schedule 94 rates are spread based on the
allocation of net power costs, then it is essential that line loss differences across
rate schedules be taken into account in the recovery of Schedule 94 revenues from

customer classes.
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Dynamic Versus Static Allocation of Costs to the Utah Jurisdiction

Q.

Do you have any response to the testimony of other parties on the issue of
dynamically allocating net power costs to the Utah jurisdiction as part of
determining the EBA?

Yes. Maurice Brubaker on behalf of UIEC and Mr. Gimble each express
support for a dynamic allocation. | generally agree. As part of the EBA
workshop process | raised concerns that allocating actual monthly net power costs
to Utah using a static allocator could cause perverse results. | pointed out that this
concern could be obviated by measuring Utah actual net power costs on a unit-
cost basis and then allocating monthly cost responsibilities to the Utah jurisdiction
based on Utah load. Indeed, such an approach was incorporated into the
Settlement Stipulation in Docket No. 10-035-124 to protect against the
unintended consequences that could occur from using a static allocator for
determining Utah’s actual monthly net power cost. At the time of the Settlement
Stipulation, the possibility of using a dynamic allocator was not being discussed
by parties. Based on my participation in the EBA workshop process, | have
concluded that using a dynamic allocator for determining Utah’s actual monthly
net power cost could also be a reasonable approach; however, because the SG
factor is an annual, not a monthly factor, it could only be applied on an after-the-
fact basis.

Does this conclude your rebuttal testimony?

Yes, it does.
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