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Are you the same C. Craig Paice that presented direct testimony in this
proceeding?

Yes.

Purpose of Rebuttal Testimony

Q.

A

What is the purpose of your rebuttal testimony?

I present Rocky Mountain Power’s (the “Company”) revised Class Cost of
Service (“COS”) Study based on the 12 month forecasted test period ending
March 31, 2013, which has been updated to reflect Wyoming results of operations
based on the 2010 Protocol as discussed below. I also respond to several
statements in the direct testimony of AARP witness Dr. Charles E. Johnson

relating to customer class cost allocations,

Summary of Results

Q.

A,

Please identify Exhibit RMP__(CCP-1R) and explain what it shows.

Exhibit RMP___ (CCP-IR) is the summary table from the Company’s 12 Months
Ending March 2013 Class COS Study for the State of Wyoming. The study is
based on the Company’s updated Wyoming results of operations as presented in
Mr. Steven R. McDougal’s rebuttal testimony. My study also summarizes, both
by customer group and by function, the results of the class COS study for the 12
months ending March 2013. Page one presents the summary of results at the
Company’s target rate of return based on the revised $56.6 million revenue
increase. Pages two and three show class cost of service summary results based on

the revised revenue requirement.
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Please identify Exhibit RMP___(CCP-2R) and explain what it shows.

Exhibit RMP___ (CCP-2R) shows the COS results in more detail by class and by
function. Page one summarizes the total cost of service by class and pages two
through six contain a summary by class for each major function.

How do rebuttal COS study results compare to results from Exhibit
RMP___(CCP-3) filed in the direct phase of this proceeding?

Rebuttal COS study results are similar to those presented in Exhibit

RMP___ (CCP-3) with revenue requirements declining for all rate schedules.

Cost to Serve Low-Use Customers

Do you agree with Dr. Johnson that the cost of providing service to low-use
customers is less than providing service to average-use customers?

No, 1 disagree for several reasons. First, Dr. Johnson’s assertion is not based on
any evidence or analysis that specifically relates to Wyoming customers, Second,
there is no clear indication what is meant by “low-use customer” or “average
customer” since no specific definitions are provided. Third, the majority of
Wyoming distribution system costs allocated to customers in the Company’s COS
study are joint costs or the cost of facilities (i.e, substations, lines, transformers,
etc.) shared by multiple customers. Allocation of joint facility costs among rate
classes (schedules) is based on each customer class’ relative share of measureable
cost-defining service characteristics such as kilowatt-hours or kilowatts of peak
demand. Customer class cost responsibility is not determined according to low or

average usage.
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Has the Company conducted any analysis to test the validity of Dr. Johnson’s
conclusions?
Yes. Because Dr. Johnson did not present analytical support for his assertion that
the cost of providing service to low-use customers is less than providing service
to average-use customers, the Company conducted its own analysis. In this
analysis the Company reviewed the range of demands typically exhibited by
residential customers. Within the load research residential sample, non-coincident
peaks for each of the customers in the study during the historic test period ranged
from 2 KW to 18 KW. Although this seems like a significant difference, it is
important to note that this range is relatively small when compared to the load
diversity that exists for large general service customers. A general service
customer served under Schedule 46 can have demand less than 1,000 KW while
the peak demand for the largest distribution voltage general service customer
served under Schedule 46 during the test period was greater than 50,000 KW—a
range of 50:1. The range of residential demand is only 9:1

The table below compares estimated average non-coincident peaks for the
major distribution voltage rate classes in the cost of service study

Table 1

Average Non-Coincident Peak for Major Distribution Voltage Rate Classes

Class Average NCP (KW)
Residential 7
Schedule 25 4
Schedute 28 94
Schedute 46 1.482
Schedule 40 22
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Why was this review of residential customer load size variation compared to
load size variation for all customer classes significant when discussing cost
allocations?

The purpose of cost allocation is to determine the cost responsibility of all classes.
Because there is significant diversity in load sizes for customers classes included
in the COS study, the size of fixed distribution facilities serving RMP’s customers
varies considerably in terms of both size and cost. However, this review illustrates
that residential customers do not exhibit the same range of size that is present with
some other customer classes, leading to the conclusion that costs of smaller sized
distribution facilities may not vary significantly based on customer size.

Can you provide a specific example that supports the conclusion that costs of
fixed distribution facilities serving residential customers may not vary
greatly with customer size?

Yes. A review of installed distribution line transformer costs supports this
conclusion. Distribution transformers typically serve a small number of residential
customers. An average of five residential customers are served from a single line
transformer in the state of Wyoming. While this is an average, it is not uncommon
for a line transformer to be dedicated to a single residential customer in the
Company’s largely rural service territory. The cost of installing smaller individual
line transformers to serve either a single residential customer or a small group of
residential customers does not increase proportionally to the installed capacity of
that transformer. For example, two of the smallest sized pole-mount transformers

(10 KVA and 25 KVA) in the Company’s standards have average installed costs
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of $2,871 and $3,148, respectively. Although a 25 KVA transformer provides two
and a half times the demand capacity of a 10 KVA transformer, it only costs about
10 percent more. Comparing the two smallest sized pad-mount transformers in the
Company’s standards shows a similar relationship. A 25 KVA pad-mount
transformer has an average installed cost of $5,152, and a 50 KVA pad-mount
transformer has an average installed cost of $5,432. The cost difference is only
five percent despite the larger transformer providing double the capacity, Clearly,
these examples show that, aside from the overall price difference between pad
mount and pole transformers, the cost of transformers serving residential
custorners do not vary much at all with load, but are costs necessary to serve
customers.

Based on the Company’s analysis, how should Dr. Johnson’s observation
regarding low-use customers imposing fewer costs on the distribution system
be viewed?

The Company’s analysis demonstrates that Dr. Johnson’s claim is not valid. He
has provided no analysis or evidence in support of his conclusion, and his position

should be dismissed,

Bias Toward Recovery Of Demand-Related Charges

Please comment on Dr. Johnson’s statement on page 13 of his direct
testimony which states “...there is a relationship between energy usage and
demand usage, but no relationship whatsoever between demand usage and
any other aspect of being a customer.”

His “usage” arguments ignore cost-causation as the relevant factor in determining
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why the Company incurs costs to serve its customers. The cost-causation principle
is implemented in COS studies such that costs are classified based on cost-
defining service characteristics that are the same or similar to those employed by
utility engineers when they make investment decisions. The chief distribution
system characteristics which the Company’s design engineers respond to are (1)
peak demand and (2) number of customers served. Subsequently, the COS study
classifies distribution costs accordingly. These classifications comport with the
National Association of Regulatory Utility Commissioners (NARUC) Electric
Utility Cost Allocation Manual, at page 89, which states:
..all costs of service can be identified as energy-related, demand-
related, or customer-related. Because there is no energy component

of distribution-related costs, we need consider only the demand

and customer components.

Generally, costs classified as either demand or customer-related are
considered to be fixed since they do not materially vary once the investment
decision and instaltation of related facilities have been made, This contrasts with
energy-related costs which are considered variable because costs vary with the
production of kWh of electricity. Thus, the cost-causation principle establishes a
more appropriate relational basis (i.e., fixed versus variable) for aggregating
classified costs to be used for rate design purposes
Should Dr. Johnson’s conclusion regarding a “bias” toward usage-related
charges be viewed as appropriate?

No. Dr. Johnson’s viewpoint is based on non cost-causative considerations and
lacks supporting analytical analysis or evidence. Dr. Johnson’s conclusion should

be disregarded.
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Summary

Q.
A

Please summarize your rebuttal testimony.

My rebuttal testimony presents discussion and analysis showing that Dr.
Johnson’s two cost-related conclusions (1) the cost to serve low-use customers is
less than other customers, and (2) there is no relationship between demand usage
and other aspects of being a customer are not supportable and should be
dismissed.

Does this conclude your rebuttal testimony?

Yes.
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