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I. Introduction

Pursuant to the Public Service Commission’s August 23, 2005 Order Regarding Consolidation and Procedural Schedule and the briefing schedule subsequently adopted, the Office of the Public Counsel submits this Brief.  The format of this brief will follow that of the List of Issues filed on September 30.

The August 23 order provides that:

(J) Since the prehearing briefs will cover most of the record, posthearing briefs need not be lengthy and will be limited to ten pages. Posthearing briefs will update the prehearing briefs for new evidence adduced at the hearing.

The Commission, in an order issued December 8, noted the complex nature of this case and expanded the page limit to 50 pages based on requests from some of the parties. The Commission’s December 8 order did not alter the nature of the posthearing briefs, so this brief will discuss primarily the new evidence adduced at the hearing, and refer to prefiled testimony to establish context.
II. Issues


A. Class Cost of Service Issues

1. What is the appropriate method for allocating generation-related costs to customer classes?

and

2. What is the appropriate method for allocating transmission-related costs to customer classes?

Although these issues are listed separately in the list of issues, the witnesses at the hearing generally discussed them together, so they will be discussed together in this brief. The evidence at hearing clearly demonstrated that the allocators developed by Aquila and the Industrial Intervenors
 place way too much emphasis on way too few data points.  As almost every witness at the hearing noted, the real drivers behind the differences among the parties are the allocation factors used to allocate demand related production (generation) and transmission costs. In general terms, Staff and Public Counsel take one philosophical approach to developing those allocators and Aquila and the Industrial Intervenors take another. In general, Staff and Public Counsel allocate those costs based on how customers use the system throughout the year, and Aquila and the Industrial Intervenors allocate them on only three points in the year.
 

Both Public Counsel’s 12 Non-Coincident Peak (12 NCP) Average and Peak method and Staff’s Time of Use method properly recognize that both demand and energy characteristics of a system’s loads throughout the year are important determinants of generation-related costs.  Previously the Commission approved a 12 NCP Average and Peak method as a substitute for a time of use method. (Tr. page 334) 

Public Counsel’s 12 NCP Average and Peak method allocates costs on the basis of the way in which the various classes place demand or “load” the system at various times of the year based on the classes NCP for each of 12 months , as well as the annual energy they use.  The average and peak method allocates some generation and transmission costs on the basis of energy usage since energy usage is an important consideration in designing a utility’s generation plant.  For example, baseload plants are built to serve all loads throughout the year, not just baseload, and are included in a utility’s portfolio to provide fuel savings and fuel diversity.  The average and peak method also allocates incremental generation-related costs on the basis of demand by reflecting class peak usage characteristic.  
With greater resources, Public Counsel would independently derive a Time Of Use allocator for use in its class cost of service studies. (Tr. Page 414)  However, Public Counsel’s 12 NCP Average and Peak method, in this case and in past cases, produces results similar to the Staff’s Time Of Use allocator and is a reasonable method for estimating a time of use allocator.  (Exhibit 17, Watkins Rebuttal, pages 4-5)   Staff witness Watkins acknowledged that Staff would have used a similar method had the hourly time and use data not been available (Tr. page 337)
 The Staff’s Time Of Use allocator is the most precise of all methods submitted in this case.  It reflects the cost of generation used by each class at every hour of the year based on the mix of generation facilities used.  Public Counsel’s 12 NCP Average and Peak method approximates the Staff’s method by distributing demand related costs by a Peak method based on each class’ use associated with 12 sample points reflected by  the non-coincident peak for the classes from each of the 12 months of the year.  (Tr. page 420)
Aquila uses three sample points to allocate the demand-related component of production costs according to an Excess method based on the coincident peak use during the three months with the highest system peak which occurs in the summer months.  (Tr. page 420)  Allocating demand related costs on use during only three monthly peaks ignores the fact that Aquila’s various production facilities are also used to provide electric service in the remaining nine months.  Staff witness Watkins explained how methods of allocating demand-related production costs on peak responsibility – like those used by Aquila and the Industrial Intervenors – ignores the reality that capacity is added based on considerations other than purely peak load:       
Q. Does a peak responsibility method consider how capacity is utilized throughout the year? 

A. No. This methodology is based on the assumption that all capacity is added for the sole purpose of being able to serve the utility’s peak load and the cost of all capacity should be allocated to customer classes based on their contribution to peak load. 

Q. Is this a reasonable basis for allocating the costs of generating plants? 

A. No. This premise totally ignores the fact that there are different types of generating units (e.g., baseload, intermediate, and peaking) with different operating cost characteristics (e.g., coal-fired, natural gas-fired, wind powered, etc.). This premise would have the Commission believe that Aquila’s participation in the construction of Iatan II has nothing to do with the high cost of natural gas or the limited operating hours of combustion turbines. It’s just another way to meet peak load. This premise is clearly false. An electric utility’s resource planning process considers the tradeoff between the higher capacity cost and lower running costs of coal- fired generation and the lower capacity cost, but higher running costs of natural gas-fired generation in determining what type of capacity it should add next. Furthermore, in dispatching generation to serve load, the lowest running cost units are dispatched first, and the highest running cost units are dispatched last. This results in the lowest running cost units being utilized in every hour throughout the year that they are available, and the highest running cost units being reserved to meet reserve margins (i.e., available, but not running) except in the few hour of the year when no cheaper alternatives are available. The Commission should reject any peak responsibility method of allocating generation capacity costs because they have no basis in reality and are, therefore, unreasonable. (Exhibit 17, Watkins Rebuttal, pages 3-4)

At hearing, Staff witness Watkins explained in further detail how the method used by Aquila and the Industrial Intervenors skews the cost allocation results so that more of the costs are allocated toward residential customers; 

A. The allocation procedures that have been used by the industrials and Aquila are both average and excess methods, which were peak responsibility methods, and in each case they rely on three summer peaks. In the case of Aquila, they chose to use the coincident peaks, which means whatever the system peak is, find that out and then find out what each class's load is at that hour. Okay. The industrials have chosen to use class peaks, which means you look for the maximum demand of each class during the month and sum those up to determine the allocation factors. But in each case there is no allocation to any usage by any customer class other than those three hours.

Q. And so does that, in your opinion, skew the result so that more of the costs are allocated toward residential customers as a general rule?

A. I think that that's the case. To any --any customer -- let me put it this way: Since no costs are allocated to those customers using the energy at other times, it has basically the effect that the high load customers, high load factor customers who are using energy to a high degree in the off-peak periods and not allocated in the costs associated with producing and transmitting that energy, so it does have the effect of skewing the -- it has the effect of allocating those customers less since the total is the same. It allocates more costs to those customers who are using energy on peak. (Tr. pages 327-328)
As noted above in footnote 2, another deficiency in the Industrial Intervenor’s method relates to the derivation of class peaks. The Industrial Intervenors allocate the demand-related component of costs based on what is alleged to be three non-coincident peaks. However, the Industrial Intervenors three sample points are derived by summing subclass maximum demands from separate months – a hypothetical construct with no justification that assigns more responsibility to the residential and small general service classes.  
3. What is the appropriate method for allocating distribution-related costs to customer classes?


All the parties allocate distribution as partially demand-related and partially customer-related. Public Counsel continues to believe that its allocation method is appropriate, although this issue is not a major driver of the differences among the parties in terms of overall cost shifts.
4. What is the appropriate classification of distribution plant into categories such as primary demand, secondary demand, primary customer-related and secondary customer-related?


The functionalized and classified categories should include primary demand, secondary demand, and secondary customer-related. All parties classified secondary distribution plant as partially demand- and partially customer-related, and while there are difference among the parties, they are not as significant in dollar terms as other issues addressed herein. 

Public Counsel classified all of the primary distribution system as demand-related. All the other parties allocate it as partially demand- and partially customer-related.  
The evidence supporting Public Counsel’s classification is strong and convincing.

The NARUC Manual
 defines cost as customer-related where there is a direct relationship between costs and the number of customers. Public Counsel witness Meisenheimer testified about the definition in the NARUC Manual:

[A cost is] customer-related if it is directly related to the number of customers. That’s different than is it used to serve customers. That’s a – those are two different things. Certainly it’s used to serve customers. The [primary distribution] system is used to serve customers. The issue is, is it directly related to the number of customers, and in this case, it is not. (Tr. pages 436-437)
With respect to the cost of the primary distribution system, there is not a direct relationship between costs and the number of customers.  Aquila witness Stowe admitted that many considerations impact the cost of the distribution system, including geography, road lengths, right of ways, and zoning. (Tr. pages 200-203) Mr. Stowe also agreed that facilities may be placed to serve future growth and that cost may decline with customer growth – clearly demonstrating that there is not a direct relationship between number of customers and the cost of the distribution system. (Tr. pages 203-206)  Aquila witness Stowe admitted that the Company may not incur additional distribution costs to serve a new customer that is locating close to an existing transformer, or may not incur the same cost or full cost of installing distribution when a customer requires an extension.  (Tr. pages 205-210)  Mr. Stowe also testified that no homes are served from the primary distribution system.  

Furthermore, Aquila’s attempts to calculate the split between demand and customers are laden with faulty assumptions, misapplications of cost allocation methods, and unexplored data anomalies. Mr. Stowe testified that he included all the entries in Accounts 363-369 even though he conceded that some of the property listed in those accounts may have been contributed or partially funded by ratepayers (Tr. page 213).  He also admitted that some of the line items in those accounts had no costs associated with them, and he made no effort to try to discover the reason.  (Tr. pages 214-215) Mr Stowe testified that he used replacement cost rather than book cost for his zero intercept study, even though this is counter to the way the zero intercept method is described in the NARUC Manual and will overstate the costs of the system.  
 
Both primary and secondary distribution facilities, including poles, conductors and conduit are “sized” based on many factors other than the number of customers. Thus, the costs vary based on many factors other than the number of customers.  The efforts of the other parties to classify some of the primary distribution system as customer-related are illogical and unsupported by the evidence.
5. What are the appropriate methods for allocating administrative and general expenses to customer classes?


Because administrative and general (A&G) plant is used in support of all other plant (i.e., production, transmission, and distribution plant), A&G plant should be allocated using a composite plant allocator.  And because Administrative and General (A&G) expenses are directly related to A&G plant, A&G expenses are allocated on the same basis as A&G plant.  However, at the hearing, Public Counsel witness Meisenheimer testified that:
Although I continue to believe it is appropriate to allocate some of the accounts in the manner I did in my study, with the exception of Accounts 504, 512, 513 and 514, I've recalculated revenue neutral using my demand allocator rather than the energy allocator for the listed accounts in the 500 series, and of payroll allocator for the 900 series. I did not alter the allocator for Accounts 504, 512, 513 and 514 because an energy allocator is specifically referenced for these 2 accounts in the NARUC manual.  I did -- I did recalculate including account 509, which is emission allowances. However, I believe that should be allocated based solely on energy. It is not included in the NARUC manual, the 1992 NARUC manual which I had available to me.

…

Okay. The overall aggregate impact of changing all the allocation factors would result in only minimal changes to the revenue neutral shifts. Suggested by my studies for residential customers, the change was less than 1 percent for each service area. 
Rate Design Issues


There was little testimony concerning rate design issues at the hearing, and the testimony adduced did reinforce Public Counsel’s position that the significant changes Aquila proposes have little study behind them, and almost no evidence supporting them. See the testimony of Staff Witness Watkins (Tr. pages 341-343).
6. Should inter-class revenue adjustments be determined in this case and should inter-class revenue adjustments be implemented in this case?


Public Counsel’s position on this issue is the same as set forth in the prehearing brief, and this brief will not discuss any additional evidence from the hearing.
7. What rate schedules should be combined, eliminated or added?

The rate schedules Aquila currently uses for MPS and L&P customers are generally appropriate, but Public Counsel does not oppose making the limited changes that the Staff agrees to.
8. What changes to the rate structures on each rate schedule are

appropriate?

The rate structures Aquila currently uses for MPS and L&P customers are appropriate, and there is no need to change them.

9. How should the appropriate rate values for each rate schedule be

determined?

For the residential rate schedules, no changes should be made to the customer charge portion; any increase should be to the variable portion of customers’ bills.  Public Counsel takes no position on the appropriate rate values for the rate schedules of the other classes.
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�   Sedalia Industrial Energy Users’ Association, AG Processing, and the Federal Executive Agencies


� In fact, the Industrial Intervenors used three hypothetical peaks for the residential class. They added the winter peaks of the residential space heating customers to the summer peaks of the residential general use customers to create their composite peak:


Class peak is defined as the highest load of the class no matter when it occurs. Mr. Brubaker treats each of the residential sub-classes as if they were classes in and of themselves. Thus, Mr. Brubaker in essence sums the “class” peaks of each sub-class to derive the residential class peak. For example, the residential class on the MPS system is made up of residential-general customers and residential-space heating customers. Mr. Brubaker treated each of these sub-classes as separate classes. He added the residential-general’s “class” peak in August to the residential-space heating’s peak in January to come up with the residential class peak. The same is true of the small general service class. This has the effect of reducing the diversity benefits within the residential and small general service classes and, thereby, increasing the amount of costs allocated to those classes and reducing the amount of costs allocated to his clients. A “diversity benefit” is that plant doesn’t have to be installed to meet the residential general peak in August, plus the residential space heating peak in January. Only enough plant has to be installed to meet the combined peak, whenever that occurs. (Exhibit 24, Busch Rebuttal, pages 2-3)  








� Electric Utility Cost Allocation Manual, January 1992, National Association of Regulatory Utility Commissioners
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