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Q.
Please state your name and business address.
A.
My name is James C. Watkins and my business address is Missouri Public Service Commission, 200 Madison Street, P. O. Box 360, Jefferson City, Missouri 65102.

Q.
Are you the same James C. Watkins who previously filed direct and rebuttal testimony on the issues of customer class cost of service and rate design in this case?

A.
Yes, I am. 

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

A.
The purpose of my surrebuttal testimony is to respond to the claims made in the rebuttal testimony of Intervenor Praxair’s witness Maurice Brubaker.

Q.
Has Mr. Brubaker summarized his principal points and conclusions regarding the Staff’s customer class cost of service study?

A.
Yes, Mr. Brubaker’s summary, which lists items 2.a. - 2.f., begins on line 17 of page 2 of his rebuttal testimony.

Q.
What is the first problem that Mr. Brubaker finds with the Staff’s study?

A.
Mr. Brubaker claims in item 2.a. that the Staff’s study merely scales up class allocation factors from Empire’s last case, despite the fact that there have been significant changes to Empire’s generation system.

Q.
Please respond.

A.
Nowhere in Mr. Brubaker’s testimony does he provide any evidence to substantiate his claim that there have been significant changes to Empire’s generation system.  While Empire has indeed installed additional generating capacity (the State Line Combined Cycle Plant), this “new” capacity is primarily a replacement for capacity purchase contracts that have expired.  Mr. Brubaker has not even attempted to show how this substitution of generating capacity would result in a significant change to Empire’s generation system or the operation thereof.

Q.
What is the second problem that Mr. Brubaker finds with the Staff’s study?

A.
Mr. Brubaker claims in item 2.b. that the actual capacity cost of Empire’s system is not derived from the Staff’s model.

Q.
Please respond.

A.
Mr. Brubaker is correct.  The actual capacity cost of Empire’s system is not derived from any Staff model.  The actual capacity cost of Empire’s system is what it is.  It is not, and should not be, derived from any model.  The purpose of any capacity allocator is only to apportion responsibility for the actual capacity cost, whatever it is, among the customer classes.

Q.
What is the third problem that Mr. Brubaker finds with the Staff’s study?

A.
Mr. Brubaker claims in item 2.c. that the relationships produced by the Staff’s model are erratic and unstable, as shown in his Schedules 1 and 2.

Q.
Please respond.

A.
Mr. Brubaker’s graphs are extremely misleading.  The graphs view Empire’s system load in load duration form; i.e., from the highest load level to the lowest load level, rather than chronologically.  But they are incorrectly labeled, and they result from ignoring two facts regarding Empire’s system load.  First, particularly at the highest load levels, the load level may change by more than one megawatt from load level to load level.  Second, the number of hours that the load remains at a particular load level also varies.  Thus, if marginal fuel costs are increasing smoothly at $0.03 per MW of increase in load over some load range and load increases by 7 MW in a single hour, the difference in incremental fuel costs should be $0.21 ($0.03 x 7 MW) higher in that hour than in the previous hour.  This would be the expected result, but is seen as an “erratic” change in Mr. Brubaker’s plots.  A further complication affects Mr. Brubaker’s plots of capacity costs.  In these plots he ignores the duration of each load level.  Thus, if capacity costs are smoothly increasing by $10 per MW over some load range and the duration of the load falls from 10 hours to 5 hours as load increases by one MW, the cost per MW per hour would go from $1.00 per MW per hour ($10.00/10 hours) to $2.00 per MW per hour ($10.00/5 hours) and this would again show up as an “erratic” change in Mr. Brubaker’s plots.

Mr. Brubaker has not provided a comparison of the analysis he performed on Staff’s model to the results of the same analysis performed on his own model.  Instead of looking at baseless charges that the Staff’s model somehow produces erratic results, the Commission should consider the cost allocation approach being advocated by Mr. Brubaker and ask: What could be more “erratic” than assigning all of the capacity costs to the peak hour(s) and none to all other hours?

Q.
What is the fourth problem that Mr. Brubaker finds with the Staff’s study?

A.
Mr. Brubaker claims in item 2.d. that the results produced by the Staff’s model are unrepresentative of the capacity costs on Empire’s system.

Q.
Please respond.

A.
This appears to be the same as the criticism he leveled in item 2.b.  Again, Empire’s capacity costs are not determined by modeling.  Empire’s capacity costs are based on the amount of Empire’s prudently incurred investment in generating plants.

Q.
What is the fifth problem that Mr. Brubaker finds with the Staff’s study?

A.
Mr. Brubaker claims in item 2.e. that any relationship between the results produced by the Staff’s model and the costs of serving customers on Empire’s system would be purely accidental.

Q.
Please respond.

A.
Based on Mr. Brubaker’s discussion beginning at the bottom of page 13, it appears that this is once again the same claim he previously made in items 2.b. and 2.d.  Once again, this claim makes absolutely no sense.  I am baffled by Mr. Brubaker’s implication that a spreadsheet model for calculating an allocation factor should, or could, be used to determine Empire’s total capacity costs.

The only justifiable criterion for evaluating an allocation methodology is: does it leads to just and reasonable rates?  In this regard, Staff’s methodology leads to the result that all customers are charged the same price in the same hour for generating capacity.  This is certainly an equitable and reasonable result.  Mr. Brubaker declines to indicate how adopting his proposed allocation methodology would affect rates.

Q.
What is the sixth problem that Mr. Brubaker finds with the Staff’s study?

A.
Mr. Brubaker claims in item 2.f. that the Staff’s study treats interruptible customers inappropriately because it results in an estimated cost to serve the load on a firm basis.

Q.
Please respond.

A.
I agree with Mr. Brubaker that the Staff’s model does estimate the cost to serve firm load; however, I strongly disagree that this is inappropriate.  Interruptible customers should pay the same rates for usage of electricity as any similar customer that is not interruptible; however, an interruptible customer should receive a credit for its agreement to interrupt load upon request.  The amount of the credit paid to the customer for interruptible load should be based on the costs the utility avoids.
Mr. Brubaker’s methodology, on the other hand, results in estimating only the cost of serving Praxair’s 740 kW of firm (non-interruptible) load.  Mr. Brubaker would have us believe that Empire incurs no additional cost at all to serve the remainder of Praxair’s 8,000+ kW load.

Q.
Does Mr. Brubaker’s study allocate costs to only the firm portion of other interruptible customers’ load?

A.
No, this special treatment is accorded only to Praxair.  Interruptible customers taking service under Rider IR are not afforded this treatment.  Interruptible customers taking service under Schedule PF-Electric Furnace Primary Service are not afforded this treatment, either.  Furthermore, dusk-to-dawn lighting customers are treated as if their peak loads were occurring during on-peak hours, which is manifestly untrue.

Q.
Does Mr. Brubaker have any other criticisms of the Staff’s methodology that are not summarized on pages 2 and 3?
A.
Yes.  On page 7 of Mr. Brubaker’s rebuttal testimony, beginning on line 16 and appearing in bold print, is the statement that “[t]he methodology which Mr. Watkins used is not described in the NARUC cost allocation manual, nor have I seen this particular method used in any other jurisdiction.”

Q.
Please respond.

A.
The Staff’s time-of-use methodology is described as the Probability of Dispatch Method on page 62 of the NARUC Electricity Cost Allocation Manual, January, 1992.  The manual also contains a discussion of why this method may not be popular with electric utilities and consultants:


It must be noted that this method has substantial input data and analysis requirements that may make it prohibitively expensive for utilities that do not develop and maintain the required data.

Q.
What action do you recommend that the Commission take with regard to customer class cost-of-service issues?

A.
I recommend that the Commission find: (1) that the “Average & Excess” peak responsibility method is not a reasonable method for allocating production and transmission costs; (2) that the Staff’s “Time-of-Use” (TOU) allocation of production and transmission costs is the most reasonable method; (3) that generating capacity costs should be allocated to each class’s entire load, not just to the firm load; and (4) that the Staff’s customer class cost-of-service study is therefore the most reasonable study presented for the Commission to consider in this case.

I further recommend that the Commission order that any overall rate increase ordered by the Commission be applied in a manner consistent with the Staff’s class cost-of-service study results, as recommended in my direct testimony.

Q.
Does this conclude your prefiled surrebuttal testimony?

A.
Yes.
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