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Monthly System Peaks (MW)

Updated Five-Year

2001 2000 1999 1998 1997 Test Year Average

January 919 794 831 690 841 891 815
February 841 792 685 677 653 872 729.6

March 701 604 654 781 610 870 670
April 642 608 595 553 595 655 598.6
May 791 830 562 785 538 738 701.2
June 859.3 822 793 881 782 897 827.46
July 999 946 958 910 876 999 937.8
August 1001 993 979 916 839 1001 945.6
September 878 961 850 888 786 878 872.6
October 618 743 586 536 623 618 621.2
November 769 754 621 600 673 769 683.4
December 764 941 770 809 700 764 796.8
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Chapter Five—Functionalization,
Classification, and Allocation

Ine allocazing costs wo 3 partcular class of customers, there ane three major steps (it all
cost of service ssues have been resobved): (1) funcoonalization, (2) classificanon, and (3
allecation, FERC has indicated that a guiding principle for this step is that the allocation
must reflect cost causation. Sev, v, Kentcky Linlines o, Opinion Mo, 116-A, 15 FERC
61,222, po 61,504 (1983); Dralr Power & Light Co, Opinion Ne. 113, 14 FERC 961,162,

p. 61,208 (1951). 14

A. Functionalization

Generally, plant or expense iterms are firt functionalized into five major caregornies:

{1 Production;

[2} Transmission;

(3 Diseribution;

{(4) General and Intangible; and
(31 Cormmaon and Oher.

Ser 18 C.ER. §35 13(h)(4) (i) {plane); 18 C.ER. §35.13(h)(8)(i) (O8M expenses). Each plant
or expense item will be segregated inta the category with which it is most closely related.
While funcaonalization for most tems 1 relatvely siraghiforsard, and nor wsoally Lin-
gated, problems do anse with respect o the funcoonalization of administranve and general
exprnses (A&G) 4 and general plant expenses, >0 FER.C stated that
The Commission normally requires thae A&G and General
Plant expenses be allocared on the basis of total company labor

eatios, Under such allocation method, A&G and General Plant
expense items are ‘funcrionalized,’ or segregated into...

B Where a company has sigificnt non-jursdicmonl busines, the above cost incusrence principle is imporant
n keeping FERC within o junsbetional constrames,  See Panhaadle Faom Py Line Ce v FIMC, 324 ULS,
35, Gdl-42 (1%45) (“the Commision muss make 4 separation of the regulated and wnregulited
busines. . Otherwise the profis or boses of the unregulated Buesiness would be mdsgred w0 the fegulaced
busines snd the Commission would mansgress the jursdicoonal hres which Congress serote 0l the Act™}
M ARG eaperrey i lde salines of officen, executives, nd office employees, emplogee benefity, mesurance, el
135

General plant meludes office furnamine and equipnient, mmpemnon vehickes, lockers, tools, lab equip-
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pm;iucu:m. CTATISISAON, disteilbution, CusmeT accoumnts, cus-
romet service, informatan, anid sabes. Thes “fancrionaliztion” s
in proportion to the Tatio of the libor cost ineach major funs-
tion o ol labor costs less s and General Plane labor, Each
functicnalized component 1= allocated to CustomEr LU

Utah Posser & Light Co., Opinion No. e, 44 FERC Y61.160, p. 61549 (188). Sec als
Minnesota Power & Light Co, Opinion Mo, 20, 4 FERC §61.116. p 1268 (1978} (general
plant will be funcrionalized by labor ranos unhess ix 15 shown thap the wse af Labar fatios pro-
duces unreasonable resuls). In many gases, FERC has allowed labor mnes @ e wsed o func-
tioralize general plant, Set, €4, Litale Paoer & Light Co,, Opinion Mo ME, 44 FERL at
61,549; Kamsas City Power & Light Co, 21 FERG 63,0003, p. 65.034 (1982, affd, 22 FERLC
Ui, 262 {1983 Drlparin Penver £ Light Ca. VT FERC 63,044, p f5, 204 [1981), affd,
Opinion Moo 185, 24 FERC 161,199 (1083, Phitadclplia Elerra a.. 10 FERC 63034,
PP 65.355-56, affd, 13 EERC 461,057 (1980). Simdlarky, FERC has required that mst ARG
expenses be funcoonalized on the basis of labor ratos Mizeparr Poviwr & Light Co., Crpineon e
31, 5 FERC 461086, pp. f1,137-38 (1978} Kmrans ity Power & Light O, 21 FERC at
65 005; Dyfmand Poweer £ Light T, 17 FER.C ar 63,204, An gxCoption 10 this has been estab-
lished for proparry imsurnse which has been fonctionalized on plant ratios, Padfic Gas & Elecirit
Cin, 10 FERC %ol K14, pp. 65,015-10 (_1':'31]_ aff d, Oipinion Mo, 147 20 FERC 161,34
(1B, Karisas-Nelneda INatiral Caas Ca., Opinien Mo. 731, 53 FPC 1691, 1722 (1975}

Commen plant 2nd intangible plane alsa have heen analogized o general plant and funs-
tonalized en the basis of libor mtios. Kosas Ciry Power & Light, 21 FER.C ax 65,1535, Delmarea
Puspeer B Light Ca, 17 FERC at 65,2014 Philadelphia Eleric, 10 FERC ax 6:5,335-56.

Another jsue that has arisen i the ealeulaton of the labor raoo. Usually, the labor
catio consiste of total labor costs in the desominator with the labor casts associated with
particular category in the numeror, ina mumber of proceedings. companies have atempted
tor change the ratio by only including producaen; rransmisson, and Jistribution-related labor
costs in the denominator, thereby excluding customet service related labwor £osCs FERC
rejected this i at least one case. Kansas Ciry Power & Livhe, 21 FERC ar 65,033-34.

B. Classification

After functionalizing, the next step Is to classify those expenses of cosls nto one af
three caregories (1) demand, (2) energy, or (3) ather. See 18 C.ER. 7351 3y (B4 (A

FERCS Staff for a number of years has used the predominane method (or classfying
production Q&M accounts. Under this method if an account & predominantly (51-1000%
energy-related, it will he classified as cnergy, The same slse is true wath respect demand
relared coss. FERC has accepted this method in a aumber of cases. Spe, e, Arzona Phablic
Serpice Ca., 4 FERC 701,101, pp. &1,200-10 (1978} Mllinis Pawer Ca, 11 FER.C 63040,
pp. 65,255-56 o9, aff'd, 15 FERC 961,050, p. 61,093 (1981} Kiansas Clity Pever & Light

Schedule 4-2



Allocaton

Co. 21 FERLC 63,003, p. 63,037 (1982), affd, 22 FERC 61,262 (1983} Mimesota Power &
Light Ca., Opinion No. 86, 11 FERC 161,312, pp, 61,645-49 (1 aggy, 16

In addition o FERGS adoprion of Saff's predominance method, FERC alse has
adopred Stafis classificarion mndex of production (&M accounts, Arizona Paldic Service Ca, 4
FEILC at 61,2070-10; Kawsas Gty Power & Ligh, 21 FERC at 65.037; Mincsota Posver &
Lf_;ghi e, 11 FERC at Gl 048-49, In .1;'fnmrmrp Eletric Ca,, Gpini:]n Mo, 267,38 FERC at
61,464, FERC mjecred a proposed rate e, finding that the “propasal i inconssient with
the classification table of predomimnt characteristics for operation and suinmenance accounts
wsed by Scaff, which has been approved by the Commision™ In Southers Conpany Services,
Crpinton Mo, 377, 61 FERC 961,075, po 61,311 (1992), nelh. demied, 64 FERC F01,033
(1993), FERC, however, stated that the Stafl index 15 not mandatory, FERC accepred a
departure from the Staffs index, though iv held thae a party proposing a departure has the
burden of justifying that departure.

C. Allocation

Adter classifying coss o demaml, energy. and customer CItegories, the next step i 0
allocate these costs to the various classes to determine cheir respective cost responsibilities. [a
the past. the most haely hitigated allocation e involved demand cost allocation. Typically,
FER.C has allocated demand costs on a comncident peak {CP) methad, Holion « Maiie Publi
Service T, 62 FERC 963,023, p. 65092 (1992) (*Mame Public has cited a legion of
Commission decisions affirming the use of & comcident peak demand allocator.. And, it
denies knowledge of “mry decision, imvolving an electric utiliey since the FER.C came ineo
existence in 1977, where FERC did not follow a coincident peak method of allocating
demand costs” ™). In Lackhart Power Co, 4 FER.C 961,337, p. 61,807 (1978), FER.C staved
that its “general policy is o allocate demand costs on the basis of peak responsibility as s
demanstrated by the overwhelming majority of decided cases”  See alio Haowlton v Maine
Public Sersiee Co., 62 FERC at 65,092, Under a CP method, the demands used in the alioca-
tion are the demands of a particular customer or class ocourring at the tme of the systerm
peak for a particular time period. The basic asumption behind this method is that capacity
costs are incurred oo serve the peak needs of customers.

1. Coincident Peak Allocation

In st cases, FERC has accepted one of four CP methods—1 CR 3 CF 4 CPE and 12
CP, with the largest number of um:pani.:—s using a 12 CPF allacation. Under a 1 CP method,
the allacator for a particular wholesale class will be developed by dividing the wholesale
classs CP for the peak month by the total company system peak, Similarly, for 3, 4, and 12

136y company is akble bo pistfy & percentage sglir, sach as TO-M, e an accouns, then FERC may accept thas

split. However, in light of FERC precedent on this subject, any party propasing 3 deviation from the pre-
dominance method Bkely will have the burden of justifying its propesed sph.
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CP companies the numerator would consist ol the average of the wholesle clam’s connadent
peaks for cach of the peak months, wiike the denominator would eansist of the average of
the total system peaks for each of the peak months, FERC has held that nterruptable loads
chould not be reflected in this demand :|I1o-cali.m:.”'-" o Delmarva Power & Light o,
Opinion Mo, 189, 25 FERC at 61,1215 Debnarva Power & Light o, Opinion Ma. 185, 24
FERC 61,199, p. 61,462 (1983}
While FEILC has not established a hard and fist rle for determmng whch allocaoon

methed is appropriate, it has stared that the following factors should be considered:

| TThe full range of a company’s operating tealities including, in

additian to system demand, scheduled mainzenance, nnsched-

uled oueages, diversity, reserve requirements, and off-system
sales commitments. (footnote ormitted).

Caraling Power £ Light Cuo., Opinion Mo, 1%, 4 FERC glis 1 A07, pe 61,230 (1978);
Commonmealth Edisme Co., 15 FERC 063,048, p. 65,190 (1981), afl'd, Opinion Mo 165, 23
FERC §61,219 (1983); llinois Power Ca, 11 FERC §63,040, pp. £5.247-48 (1980), affd, 15
FERC 61050 (1981} See also Houlews 1 Maine Public Sepvice (Ca; 62 FERLC at 45,002
{applying FERC's various sty in finding that a 12 CP was appropriate)

a. Systemn Demand Tests

If 2 utlity’s system demand curve is relatively flat, then that supports the use of a 12 CP
method under FERC precedent. 1f a utility experiences a propounced peak during ome,
three, of four consecutive months, then ander FERC precedent the use of another CP
method would he supported.

in derermining whether a utility experiences 2 prencunced peak durning particular
tme period, EERC considers 3 number of vests, First, FERLC has compared the average of
the svstemn peaks during the purported peak period, as 3 peroentigs of the annual peak, w0
the average of the system peaks during the off-peak months, a5 3 percentage of the annual
peak. FERC has held that lazge differences between these two figures lends support o using
something other than a 12 CP methad, while a smaller difference suppors 12 CP as shown
belowe: '™

(1) Lowssane Pover & Light Ca.,

Cipinion Ma. 813,
59 FPC 968 (1977)
(31% difference—34 CP)

151 FERC ordered that the revenues from the iivterruptible boads be credied oo the cost of service. it
Power & Light Co., 28 FERC 61,279, p. 61,510 {1984)

19 Sop alee Hsalion v, Maine Public Service G, 62 FERLC 963,023, . 65007 (1992 ithe ALY ssated that “usang
vetablihed Commissian tests that compars aversge monchly peaks with the anmual peak, lewest momehly
peak to the annual peak, averige msonthly demand peaks of the peak season the monthly demand peaks
of the off-peak wivice' Maine Public isa 12 CT campany)
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(2 Lvisiama Poveer & Lipht Co,,

Chnmmon Mo, 110,
14 FERAC 61,075 (19581)
{26va difference—4 P

(3 Lodchart Poer Ca,
Oipinion Mo, 29,
4 FEIRC 861 337 {1978)
{18% difference—12 CP);

(4} Mz Power Ca,,
11 FERL at 65,244,
(195 difference—12 CP);

(5} Comprvonuralth BEdisesr O,
15 FERC ac 65,19

{16, 4-24 9% differences—3 CPY;

6 Sewthuesicrs Public Serice O

I8 FERLC an 65,034

[average diffcrence of 22.9%:; high of 28.3%—23 CPF).

FER.C also has used a second rest involving the lowest monthly peak as a percentage of

Oipinion Mo, 8135,
540 FIMC 968 (1977
GEN—4 CP);

[2) Mdadra Power Cle,
Orpron Moo 15,
3 FERC o1, 108 (1978)
(58E—3 CP);

i3

—

Chpamson Mo, 28,
4 FERC %60 330 (1978)
{55 H¥—d P

4

—

Lovithar? Pouwr T,
Orprman Na, 2%

4 FER.C 161,337 (1978)
(73%—12 CP);

Sonthwivstern Electeic P Co.,

the anneeal peak. The higher the percentage, the greater the support tor 12 CF This west has
been wied i the following cases:

(1) Lowmena Preer & Light Ca,,

Schedule 4-5
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(5} Snuthere Califorstia Edispar G,
Upini.l}ll Mo 821,
59 FIC 2167 (1977)
(79—12 TP

(6 Afabara Powser (o,
Crpindon Mo, a4,
% FERC 961 083 (1979)
75%—12 CF)

{7) Miineds Peoer G,
11 FERC at 65.248
(56%—12 CP);

(8 Coonmsompealth Fdison Ca.,
15 FEILC ar 65,198
{{14.t|—6?.3‘?~‘fr—-l ),

{9 Lowistard Powwer & Lipht Cao,
Cipinion M 110,
14 FERC 961075 (1981)
{61.9%—4 CPY;

(104 El Pase Electric Ca,
Opinion Mo 10%,
14 FERC 61,082 (1981)
T1%—12 CPY);

(117 Candiva Foeer £ Light Cie,
Opinion MNo. 19,
4 FERC 961,107 {1978)
(72u—12 CP)

(12) Mew Enpland Peiver (-0,
Oypinion Ma. 803,
58 FPC 2322 (1977)
B—12 CPh

(13} Sourhaesterse Pablic Service T,
18 FERC at 65,034
fon average, almaost 67 percent —3 CP); and
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(14)  Delnraris Pomr £ Lighs C,
17 FERLCC ar 65,201
(145 —12 01

Another test that has been unlized by FERC i the extent to which peak demands in
non-peak months exceed the peak demands i the alleged peak monghs, e Canalisa Hower &
Light Ce, Opimon Mo, 19, 4 FERC a1 61,230, FERC adopred a 12 CF approach where the
monthly peiks in three nonpeak months exceeded the peaks i vwe of the alleged peak
months. In Canpnoasealile Edisan Co., 15 FERC at 65,198, FERC adopred 2 3 CF method
where over a four year period, o peak in one of the 4 peak months was exceeded only once
by a peak from 3 non-peak month. See el Sourdniessen: Puldic Serge o, 18 FERC
65034 (monthly peak in any non-peakmg month exceeded che monthly peak in peak
maomth only once and 3 CF adopred).

A Last test involves the average of the twelve ponehly peaks iy d percentage of the high-
st monthly peak and has been used in the fellowng cases:

(1) Minens Pawer e,

11 FERAL ae 65,248-49
(BPN—12 ),

—

(2% B Paso Bleerric Co
Oipinion Mo, 109,
14 FER.C il D82 (1981)
{B4%—12 CP);

(&)

—r

Lovlefamrt Ponper o,
{'.lp:i::n:ll'l B, 20,

4 FERC §561,337 (1978)
[H4H—12 CP);

(4 Seethern Californta Hdason Co.,
Oipimom Mo, 821,
5% FPC 2167 {1977
{BT.8%—12 CP);

{5

Lovarsiama Power & IJ:H‘JH Civ,
Orpimion Mo, 116,

14 FERC 961,075 {1981}
(A1 2%—a CP):

() Clomppwmewalth Edison Ca,
15 FER.C ar 631495
(T A4-Tr55%— CP)
Schedule 4-7
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[7) Sothuesrern Paldic Sendre Ca,
1# FERL at 65,053
(B0 1%—3 CF); and

{#) Delmarws Pewer & Light Ca.,
17 FERC a1 65,202
{83, %%—12 CP).

b. Tests Relating to Reserves/Maintenance

To the extene a wtility uses the off-peak menths 1o perforn 16 scheduled manenance,
FERC has found that supportie of the use of a 12 CF methad. Alainma Pawer Ca., Opinion
Moo 54, & FERC 761,083, p. 61,327 (1979); Minais Pover i, 11 FERC at 65,249 Mew
Enpland Paiver Co, Owpinion Mo §03, 58 FPC 2322, 2338 {1977y, Dielmarsa Pawer £ Light
Co.. 17 FERC 3t 65,202 But sec Commornveaith Edison, 15 FERC at 65,199."%

However, the scheduled maintenance st be comsidered together with the peserves
available after the maintenance. Tor the extent the rescrve margins are Fairly smble after maii-
tepanee, then a 12 CP method is supported. 17 the reserve margins drop substantially ta mar-
gimal Jevels dunng ceriain minths, then a method other than 12 CP may be supported. See,
e, Miinis Peseer Co., 11 FERLC at 65,249 {46 percent reverves afteT MAINEENANGE FHHI-5UITS
mer months and 345 percent for summer months—12 CPL Commompealth Fdison Ce 15
FERC at 65,200 (for 1979 3603 prroent Teserves after maintenance for § non-swmmer
monihs and ¥2.15 percent for 4 summer months—4 CF)

c. Projection of CP and Total System Demands

I & mueber of cases, partics and the FERC Staff have challenged the filing Ccompany’s
estimated coincident peak or toal system demand estimares,'*  While FERC appears 1o
have established few hard and Fast rules, the following cases provide some guidance. First,
partics have challenged projecticns on the Trasts thar the historical periods wsed were nat fep-
resenmative. [n some cases, FERC has held that multiple years of historical data shouid be

19 Southester Pilblis Serviee Co., Opinian No. 337, 43 FERC §61.296, p. 62,132 (1985}, FERC dectined
to depart from the 3 CF method based on “monthly hoad pattcris and reserve margios as affected by
ccheduled maintenance” which “show {hat Southweslem's capacity requifements are Targely desermined
by the peak Semands imposed on the systen during a thase -maanth summes period.”

Wy Ale Redge Pawer Apency © Appaladiin Power Cu., Opinian o, 363, 55 FEILC §61,509, p, 61784
(1991, FERC accepted the Safls micthod for dervaig 3 caincident peak esomate. The Stafl asserted that
the poncoinrident peak estimate et be divided by the diversity Rrror [0 conves each namcondidens
peak demand into & comparshle coingident prak demand. 55 FELLC at AL TRH-HI. The “divericy factor
& the panceincident peak demand divided by the comcident peak demand.™ 55 FERC s 62788 n. 7.
FER.C, however, stated that *[ajormally, we woubd cabulage the comcident peak demand for the sales o
pesabes. group by Jooking at it consumption at the dme of Appabichian’s prak. In thiss cases, harwewer, We
fiave the farecasted mwmshly ponconcwent peak demards for the cuspomer group” and that “fuafsimgg the
sivorical diversiry factor for the group, we &n darive the calcubated coincident peak.” Il
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wsed in developing the estimate and not just one year. See, e, Cmer Tal Paarr Ci Ulpimon
Noo 93, 12 FERC 461,169, p. 61,429 (1980} Corunomeealtly Edison ©n, 15 FERC a
&5, 190, affd, Opinion Mo, 165, 23 FERRC 61,219 {1983) (3 year average adopred); Searlen
C-TI’!]EWJ?M Edison o, Opinion Mo, 359-A, 54 FERC ar 62,020 faceepted svstem peak
demand and energy sales forecasts based on 1967-19581 data and 1981 comcidence Gcton).
In other cases, FERC, however, has adopted CP projections based o the use of ame wear’s
data. Ser, e, Caroling Paver & Lipht Co, Opinion No, 1%, 4 FERRC ae 61,2393,

Second, FERLC has expressed concern chat the nomeratar and the deponunator be
developed on smilar bases, In Chrer Tail Poiver Ca., Opinion Na, B3, 12 FERC ar 61,429,
FER.C: modified 3 demand allocaror e provide for the use of the same mumbser of wears dara
m the dervvanon of both the numeror and the denominator.

Finally, FERC has hebd thar billing demands should be consstent wich the demands

used in the demand allocator, See B Paso Elearic Co, Opinion Mo, 108, 14 FERL 561,082,
p. 61,147 (1981)
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FERC Test Calculations

Empire Monthly

Peaks (MWSs)
January 891
February 872
March 870
April 655
May 738
June 897
July 999
August 1001
September 878
October 618
November 769
December 764
Minimum Peak = 618
Maximum Peak = 1001
Summer Month Avg = 943.75
Other Months Avg = 772.125

12 Month Avg 829.3333333

Ratio 1a = (Summer_Avg) / Max = 0.942807193

Ratio 1b = (8-Month_Avg) / Max = 0.771353646
FERC Test 1 = Ratio 1a - Ratio 1b 0.171453546 = 0.1715
FERC Test 2 = (12 Month Avg) / Max Peak 0.828504829 = 0.8285
FERC Test 3 = Minimum Peak / Maximum Peak 0.617382617 = 0.6174
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