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STATE OF MISSOURI ) |
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Barbara A. Meisenheimer, of lawful age and being first duly sworn, deposes and states:

I. My name is Barbara A. Meisenheimer. I am Chlef Utility Economist for the Office of
the Public Counsel. S ,

I
2. Attached hereto and made a part hereof for all :purposes is my surrebuttal testimony
consisting of pages 1 through 8 and Attachments 1 and 2.

|
3.  1hereby swear and affirm that my statements contained in the attached testimony are
true and correct to the best of my knowledge and belief |
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‘ Barbara A. Melsenhelmer

Subscribed and sworn to me this 5th day of December, 20031

KATHLEEN HARRISON z W / /
Notary Public - State of Missouri a A~y
Gounty of Gole
iy Commission Expires Jan, 31, 2006 Ilfrzg;e;uliinson
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My Commission expires January 31, 2006.
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SURREBUTTAL TESTIMONY
OF
BARBARA MEISENHEIMER

MISSOURI—AMERICAN WATER COMPANY

CASE NO. WR-2003-0500

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

Barbara Meisenheimer, Chief Economist, Office of the Public Counsel, P. O. Box
2230, Jefferson City, Missourt 65102.

HAVE YOU FILED ANY PREVIOUS TESTIMONY.IN THIS CASE?

Yes, I filed direct testimony and rebuttal testimony on the issue of economies of

scale and rate design.

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

The purpose of my surrebuttal testimony is to respond to the Missouri Public
Service Commission Staff (Staff) witness Randy Hubbs, Missouri Industrial
Energy Consumers (MIEC) witness Michael Gorman, Missouri Energy Group
(MEG) witness Billie LaConte, and Missouri American Water Company (MAWC
or Company) witness Paul Herbert regarding the economies of scale adjustment

and rate design proposals.
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Surrebuttal Testimony of

Barbara Meisenheimer

WR-2003-0500

Q. WHAT IS THE MAIN CRITICISM OF YOUR DIRECT TESTIMONY?

A. The Staff, the Company and MIEC-oppose OPC’s modification of the Base-Extra
Capacity method to reflect economies of scale in the class allocation of capacity-
related costs.

Q. HAVE THESE PARTIES DENIED THE EXISTENCE OF ECONOMIES OF SCALE IN THE
COMPANY'S SYSTEM?

A. No. In fact, Staff witness Mr. Hubbs agreed that "scale economies exist"” in his
rebuttal testimony (page 28, line 4).

Q. GIVEN THE APPARENT RECOGNITION OF ECONOMIES OF SCALE, WHAT
CRITICISMS ARE RAISED BY THE OTHER PARTIES?

A, The primary points of criticism are:

1. 1 did not explicitly develop the economies of scale factor for use in Mr.
Busch’s study in this case or provide support for the use of the squ:are root

adjustment. (Gorman, page 10)

2. It is not what the AWWA manual suggested and is not traditionally done.
(Herbert, pages 2-4)

3.1t is a marginal or incremental cost concept. (Herbert, pages 2-4)

4. It is based on the cost of a base capacity facility that was not built or designed

to be built. (Hubbs, page 28, lines 14-22)
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I will respond to each below.

MR. GORMAN QUESTIONS THE RELEVANCE OF PORTIONS OF YOUR TESTIMONY
THAT ADDRESSES THE APPROPRIATENESS OF USING AN ECONOMIES OF SCALE
FACTOR IN OPC’S COST STUDY BECAUSE YOU DID NOT PROVIDE ENGINEERING
SUPPORT FOR IT IN YOUR WRITTEN TESTIMONY AND MR. BUSCH RELIED ON THE
TESTIMONY OF A PREVIOUS EMPLOYEE IN A PREVIOUS RATE CASE. PLEASE

RESPOND.

It is true that the text of my written testimony did not provide support for the
economies of scale adjustment from an engineering perspective, The reason it did
not 15 because I am not an engineer although my educational background in
mathematics, statistics ‘and other areas is similar to the theoretical training
required of engineers. In preparing my testimony, I did review the previous OPC
testimony including that of Barry Hall, an engineer previoﬁsly employed by OPC,
who developed the basis for the economies of scale adjustment. In addition, I
contacted Ted Biddy, another engineer that has previously consulted for our office
regarding the existence of economies of scale related to mains costs. In response
to data requests in this case, I also providéd papers discussing the theoretical
economic basis for economies of scale adjustments in various utility areas and
also provided the quantitative relationship between costs and the square root of
the diameter of mains developed by Barry Hall for OPC. I am attaching one of the
papers and the relationship derivation developed by Mr, Hall as Attachments 1
and Attachment 2 respectively. From an economic perspective, the existence of

economies of scale is supported in my direct testimony.

Regarding the reliance on work previously performed for OPC by Ms. Hong Hu.

In this case, I am presenting the theoretical foundation for the economies of scale
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allocator that was previously the responsibility of Ms. Hong Hu. Ms. Hu and 1
collaborated on developing testimoﬁy on many issues including specifically the
testimony she had previously submitted in support of the methodology of utilizing
an economies of scale allocator as applied to water utilities and similarly to
natural gés utilities. Mr. Busch’s testimony relies on that theoretical basis related
only to the use of a square robt function; ﬁe calculation of specific allocators
based on the square root is endogenously performed in his cost study and is

district and class specific to this case.

MR. HERBERT CRITICIZED YOUR METHOD BECAUSE YOU HAVE NOT USED THE
"TRADITIONAL BASE-EXTRA CAPACITY METHOD" THAT IS DESCRIBED IN THE

AWWA MANUAL. WAS MR. HERBERT CORRECT THAT YOUR METHOD IS NOT

IDENTICAL TO THE METHOD SUGGESTED IN THE AWWA MANUAL AS A

TRADITIONAL OR TYPICAL METHOD?

Yes. Mr. Herbert was correct in pointing out that OPC has not used the traditional
base-extra capacity method in developing factors for the allocation to customer
classes. OPC’s method does reflect a notable difference in methodology to the
AWWA “B&EC” method. However, the concept is not without theoretical basis
and as Mr. Busch’s testimony will demonstrate it does not necessarily produce an

advantage to the Residential Class over the Industrial Class.
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Q.

SHOULD A METHOD BE -CONSIDERED TO BE WRONG OR INFERIOR TO OTHERS

SIMPLY BECAUSE IT IS NOT TRADITIONAL OR SUGGESTED IN A MANUAL?

No. Modifying the allocation methodologies used in CCOS studies is an evolving

process.

PLEASE EXPLAIN WHY OPC DIDN'T USE "THE TRADITIONAL BASE-EXTRA
CAPACITY METHOD AS DESCRIBED IN THE AWWA MANUAL" IN DEVELOPING

FACTORS FOR YOUR ALLOCATION TO CUSTOMER CLASSES.

The B&EC method is inferior to utilizing an economies of scale factor because

the economies of scale factor aligns cost allocation more closely to cost causation.
The traditional B&EC method is equivalent to a single peak responsibility
method. A single peak responsibility method is not the most appropriate method
for allocating capacity-related costs to customer classes. It does not adequately
recognize that utility systems are constructed for the purposes of satisfying both
the base year-round need for water consumption as well as the maximum-demand.
Furthermore, the method does not adequately reflect the cost cauéer_relationship
due to its inability to capture the economies of scale characteristics and thus
under-allocates costs to base usage and over-allocates costs to usage in excess of

base usage.
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Q.

MR. HERBERT’S COMMENTS ABOUT YOUR INTRODUCING -"MARGINAL OR
INCREMENTAL COST CONCEPTS INTO THE ALLOCATION OF EMBEDDED COSTS TO
CUSTOMER CLASSES." DO YOU CONSIDER THIS TO BE A VALID CRITICISM OF

YOUR METHOD?

No. From page 2, line 9, through page 5, line 14, Mr. Herbert has inaccurately
characterized my testimony and any meaningful extension of it. Specifically his
discussion is inaccurate with respect to proposing marginal cost pricing and
whether base cost should also be allocated to reflect an economies of scale factor.
Public Counsel’s method does not allocate just the incremental cost for recovery
by a class. If that were true, none of the joint and common mains cost would be
targeted for recovery from any class. Instéad, OPC’s method is designed to
address the manner in which the fully distributed embedded costs are allocated to

classes,

DO YOU AGREE THAT YOU HAVE INTRODUCED "MARGINAL OR INCREMENTAL

COST CONCEPTS" WHICH ARE NOT CONSISTENT WITH THE EMBEDDED COST

STUDY METHODOLOGY?

No. The AWWA manual defines extra capacity costs as "costs associated with
meeting rate-of-use requirements in excess of average.” OPC’s modification to
the AWWA B&EC method to reflect economies of scale aims to capture the
lower costs of excess capacity that are associated With requirements in excess of
average and appropriately targets it to the classes that drive that portion of costs.
In addition to this component, classes also receive a cost allocation based én
average use. Under volume discount pricing, it is considered justified torprovide :

a discount for usage above some level when that greater usage produces cost
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savings. Public Counsel’s method simply tries to identify and assign the savings

in terms of cost attributable to each class.

Once again, I want to make it perfectly clear that OPC’s method is fully consistent
with recovering embedded costs. The extra capacity costs that are determinéd by

use of the economies of scale adjustment in OPC’s study are only incremental in

" the sense that they are the costs in addition to the base cost for the purpose of

satisfying the additional demand by customers.

ARE MR. HUBBS CRITICISMS OF THE ECONOMIES OF SCALE ADJUSTMENT

VALID?

No. Mr. Hubbs' comments focus on the characterization that our method relies on
apportioning the cost associated with a hypothetical system. OPC’s method is

consistent with Mr, Hubbs observation that

Although scale economies exist, what is termed extra capacity in
the Base-Extra Capacity Method of class cost-of-service allocation
is essential to providing service to all customers. This extra
capacity is not extra in that it is not needed; it is extra in that it is
the amount of capacity over average flows. The entire system is
needed to supply water service, both base and extra capacity.

I fully agree that both base capacity and extra capacity elements are needed.
OPC’s method differs from Mr. Hubbs in terms of the cost allocation of base
versus extra capacity. OPC’s method produces unit cost associated with extra
peak capacity which are lower than the unit cos;r associated with base capacity
cost. In other words, when capacity increases, the cost goes up, only at a

decreasing rate.
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Q. PLEASE COMMENT ON THE CONSOLIDATED BILLING PROPOSAL DESCRIBED ON
PAGE 4 OF BILLIE LACONTE’S REBUTTAL TESTIMONY.

A. Public Counsel does not oppose further ‘investigation regarding consolidated
billing. However, at this time, Public Counsel does not support this proposal
because of insufficient justification and the impact on small customers is
unknown at this time. - ‘

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A, Yes.
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Making Sense of Peak Load
~ Cost Allocations

sage of utilily services is rarely uniform
across the da\' moath, or vear. Pramatic
increases in loads often appuar al particular
times of the day or in particular seasons of
¥ e year. lclcphunc ulilities may choose
nol lo meet extreme peak demands, bul rIu.lm, nat-
ural gas, sewer, and water utilities vsually do not
enjoy that option. Failure to meet peak demands can
lead to catastrophic consequences for both the cusio-
mer and the utility, and can draw the attention of
regulators, For that reason, utilibes adopt design cri-
teria for their production, transmission, and dmnbu-
tion facilities to vnsure that peak Juads are met.
When il comes 1o cost aHlocation, common wisdom
AsSIENS CONSS in proportion to class contributions to
peak luads. The justiication is simple: Sinee the
equipment had W bue sized (0 mevl peak day loads,
those costs should be allocated on the samwe basis,
Many different peak allocators have been developed
on this assumption: single coincident peak contribu-
tlion, sum of cuinciden peaks, noncvincident peak,
average and excess demand, peak and average
demand, base and extra capacity, and so on. Such
pure peak-load allocators may not be pulitically
acceplable, but conceptually, at least, they appear o
offer the only defensible approach. N
Nevertheless, where capadity can be added with
significant econemies of scale, naking cust alloca-
tions in proportion to-puak loads vivlates well-
known relationships between ccomumics and
engineering. Whal is missing is any tracing of the
way in which the peak-load design crileria actually
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The Logical Flaw in Peak Aliocators

Simply to assert that a particutar desiga criteria is
always met does not demonstrale or quantify the
resulting impact on costs. Consider an extreme exam-
ple. Assume that some customers require certain sia-
bility and reliability criteria, but that the wility can
meet those criteria withoul any additional cost under
existing production and distribution technotogy. in -
that case, it would not make any cost-causal sense 10
use such “costless™ dexipn criteria in allocating costs,
though they are imporant to the design of the

- system,

Pupuc UniLmies FORTNIGHTLY, March 15,1985

In developing cost allocations, one heeds to know
mor than what design criteria were used in the
development of the ulility's systein. One also needs
1o know hm\-—qmmhhm.ﬂy—-lho:v clesign crileria
affected the costs the utility incurred. Were Lhey a
major or minar determinant of costs? Didd the design
criteria affect cosls proportionatly, or was the rela.
tinnship more complex?

Economics and Engineering—
Some Known Relationships

Public utilitivs tend to be capital-iniensive. They
incur substantial fixed costs, often with substantial
ceonomics of seale. In this environment, the cosls
associaled with meeling peak demands tend Lo -
merease much more siowly that the peak demands
themselves. That is, the costs of meeting prak do not
incTease in propurtion o peak loads.

Utility planners know that capacity
costs do not-increase in proportion to
the peak. That's evident from the way

they design transmission and
distribution systems.

Consider the relationship between the delivery
capacity of a pipe and the installixd cost of the pipe.
In general, the delivery capacity ol a pipe bears a

.geometric relationship Lo the diameter of the pipe;

the exponent lies in the range of 2 to 2.5. That is, the
capacity of the pipe increases faster than the square
of the diameter. The installed cost of-the pipe, how-
vver, increases much more slowly than the diameter,
fur two reasons, First, the instaltation costs often are
unrelated to the size of the pipe. Installation requires
a righl-al-way, opening and closing a diich, and
resurfacing. Most of these costs are not affected by
whether the pipe diameter is 6, 8, ar 10 inches. Sec-
ondly, the cost of the pipe itsell often does not in-
crease in proportion to the diameter. This ccrmlniy is
true of smatier diameler pipes.

Thuse Lwo economic-enginecring relationships com-
pound the cost of capacity. If pipe capacily rises with

Attachment 1
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the square of the diameler, and cosi rises {very con-
servatively) only with the square root of the diame-
ter, then the cost of delivery capacity rises only wnh
the fourth raot of capacity needs.

This relationship exists for electric transmission and
distribution lines, too, where the peak capacity of the
line increases with the square of the voltage, but the
installed cost of a line increases much less than pro-
‘portionally with voliage. As a result, the instalied
cost of electric lines can increase as slowly as the sixth
root of the design capacity.

When economies of scale are
‘significant, it’s inappropriate to spread
costs in relation to system demand.

Figure 1 contrasts the proportional assumption
with a cube- or fourth-root assumption. While the
proportional cast assumptions wouid suggest that
costs rise rapidly as one seeks to meet peak loads,
the fourth-root relationship suggested by actual
economics-engineering relationships indicates that
costs do not vary much with peak loads. Figure 2
applies these two cost-allocation approaches to the
caiculation of peak and oftpeak costs using the base-
excess approach widely favored in the.water indus-
try. For peak loads three times greater than offpeak
toads, the proportional assumptions would suggest
that peak costs perunit climb to five times the off-
peak cost. If, en the other hand, we make use of the
actual relationship, the peak costs per unil rise only
63 percent above offpeak costs—not 400 percent
above.
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Utilities Understand Their Capacity Costs

Utility planners kaote that capacity costs do not in-
crease in proportion to the peak. This is evident, for
instance, in the choices ufilities make in designing
transmission and distribution systems. Because ad-
ditional delivery capacity can be obtained 50 cheaply
by laying a somewhat larger line, utilities alimost
always install what is at the ime redundant capacity
in their delivery systems. The cost of removing and
replacing transmission and distribution lines is so
much higher than the cost of initially installing a
slightly larger line that utilities as standard practice-
install the next Jarger line than projections of [-uture
demand indicate as appropriate.

It utility planners recognize the significant
economies of scale associated with increasing deliv-
ery capacity, why should cost analysts not do the
same? They should allocate costs on the same empir-
ical economics-engineering relationships that are
used to plan the delivery system.

Significant economies of scale are not limited to .
pipeline systems. One can find them in electric trans
mission and distribution, in natural gas storage, and
in water treatment, to name ]ust a few. Consider the
water treatment plant costs in Table 1:

Table 1

Water Treatment Costs

Totat Cast Capacity
(SMM) {MM gallons/day)
§14.3 )

518.2 16

PusLic Unitmes ForrwisHuTiy, March 15, 1995



In this exampile, the utility testified thal much
of the SH4.8-million cost of the inltisl capagity of
# milhion of gatlonsaday IMMad) wiss Band diud
wudd have been icurred regandiess of the capacity
ot the plant becatse the “laboratury, laboralory
vepmient, Comedl room, conlsol Systein, abministea
tive area, chemical ived ares, maintenance shop,
_eiver intake, pumping chambers, site improvements,
ele. are necessary no walter what the production
capacity of the plant might be” This vosf information
supports the basie idea that as daily demand nises, so
does The cust of meoeling that demand, thoogh much
tess than propertionatly. One can interpret this cost
data either hnvarly~aisweing a large fixed cost
{8115 million} and & very low finear (proportionat)
inerginental cost (SO0 per MMpdlw—ur uxing a
power fungiion (sisth reot). The propoertosal
assumption implicitly assumes that the cost of addi-
tional capatily was $1.9 MMpd when, in fact, the cost
of additional capacity was S200,000 to 5400,000
MMgd. That is, using & proportional assunption
could skew the resuli by p faclor of five 1o 10,

frplications for Rate Dasign

‘When significant veonomivs of scaly are present, it
Is dlearly inappropriale to allocale costs and set rates
in proportion 1o the demand placed. on the systen.
The less-than-proportional nature of the cost rela-
tionship has 10 be taken into account, One way of
doing this would be 1o simply replace the proper-
ticnal assumplion with the appropriate n-th root
assunmption. Consider the vxamyle inTable 2

"

Real World Examples

Testimony atvacating these ideas was presenzed by
the author in the folfowing Cases:

Elethic:

iaho P Lo, Case No. IPC-£-94-5 {fidaho
PU.LC.1904).

Natural fias:

Ko, Hlinois Gas Corp., DL No. 88-0277, June 24,
1988, 103 PURam 290 (R C.C.)

Castade Nal. Gas Corp., Cause No. U-86- 100, May
20, 1987, B4 PURSh 115 (Wash UTL.).

Watpr: .
Boise Water Cﬂfﬂ {ase Np. BOMW-93-3. July 14,
1994, 153 PURAIR 320 fidaho BUC.S.

commodily usage under a proportional peak load
Monaiue, Lmdilmuaﬂv suich divergent alfucations
wonkl be justified on the basis that the dehvery sys-
i “had to be designed o meet peak loads” Burif
thw cost of meeting peak loads increases only with
the fourth rool of the capacily, an allocation much
cloner 10 the commodity altocation would be appro-
priate, The residential peak allocator would rise only
11 percent above the comnvbdity allocation, not

40 percent above it. The industrial alfocation would
fall 14 per¢ent below the conmymodity allocator, not 50

Table 2

Water Utility Plant Altarnative Allocators

pereent below it {Nofe: The fourth
rovt atlocalgr is enfcednled by iaking
the fresrtls w0t of the ratio of peak lo
riwrige wsagy, Hen multiplying this
times the mverage ase, The sum of

Mverage  Maximum How Peak-Hour PeakHlowr | Fese closs vlues 15 Hen wsed a5 the
Customer  DaityUse  Coasymption  Aep.Use Atiocatien focation | Hienemisator in calcxilating the per-
Growp {MMyd} (MMgd)  Aliocation  (Proporional)  [Faurth Bowg)]  Crovtege alicentor for ench class.)

1 Clearly, the economic-engineer-
fesidential = 20 B9 a, B2% 4% ing assumplion makes a signifi-
Commercisl - 15 % 1% 25% 12 cant difference in cost alfocation,
industrial 1 1 % 10% 1Y, The same would be true in the

B.2% % .4% design of peak-periad prices, if

Fire Servige B, 3

the demangds in excess of the

Residential peak demand is three times average
use, while incustrial use is Nt across the vean The
comumercial class falls in between, An aliucation of -
costs in proportion 1o peak load wonid boost the res.
idential cost share by 40 percent compared 1o an allo.
cation based upon average or convmodity wse,
Industrial cnstomers, on the other hand, would sec
an allocation vnly half as barge 23 sugpested by

Systie Unumce Fortwautey, March 151995

average anwal kevel are assigned solely to peak-
pericd vsage, as Figure 2 indicates, peak period rates
dramatically exceed offpeak levels—iy 200 percent
where the peak Joad is twice the average load, as in
the example above. I the fourth root relationship is
wsed instead, the peak period rates would 1otal anly
3 percent abovy the offpeak rates.

45
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The Case Against Customer Charges

These results may simply confirm the legiv of &
“miniraum system” approach to distribution cost
allocation: Economies of scale Buw from the high
fixed costs associated with any distribution svstem,
no maller what its design capacity. Fhis view hokds
thas delivery sysiem cosls are fixed and should be
coliected not on the bagis uf pt‘ak demands byl
through monthly fixed “access charges that are nof
usage-sensilive.

The aliernative view finds these cosis mcurred lo

- sell profitable volumes of commodity throughout the

year. Most uiility line-exiension policies condirn: this
cost-causal utility motivation, tying the invesiment
the utility is willing to make o the revenues the util
ity expects to receive on sales volumes thrgughout
the year. Advocates for this approach woutd poim
put that a competitive sconomy rasely enables any
business to coltect high fixed costs through fived
"per-customer” charges. Almast all competitive busi-
nesses must collect their “lixed overhead” costs in

usage-sensitive charges. Comspetition tends 10 bid
down any customer “access™ fee such as entrance
charges ur annual service charges. Only businesses
with significamt manopoly power can cover their .
fixed costs through a fixed castomer charge.

- f reguiation seeks o reproduce the resulis of a
competitive €Conomy, rale designs containing high
fixed charges are inappropriale. Usage-sensitive rate
design waould then. be approprinte for coflecting
delivery system costs. Because of the substantial
economies of stale, even after accounting for the
impact of peak loads, the-cost allocation would
largely resemble a volunietric or commodity
allocation. This may explain the significant rale that

volumetric altocations have always played in uhtsty
rate design. ¥

Thoreas Michael Pojues, PhD, 15 a professor and chairman

of the.ceonomics department at the Uiiversity of Mautnna
i AMissle,

Courts Beject FL0g  The fudent Comm

mr'\tn}m Comnus.

Hlexible Pricing Again sion 20 hos been

seb\niﬂ! vt agmn by
the cousts in its effort to relax tariff hhn;:, requires
ments for nondoninant conunan cuiners, The U8
Caurt of Appeals for the District of Columbia Cireoit
thwarted the FCC's fatest attenyp, rejecting pro-”
posed reles that would permit the nandominant car-
riers to file a range of rates rathec than fived cates
tied 1o 5 schedule of charges.

The courts had eartier vventurned a series of FCC
rulings. In those cases, the vourts denivd the FCC
authority to attow the detariffing, Citing the Federal
Cornmumfauom Act of 1934; “jelvery conumon car-

.- shal ... Ble” Danffs with Lthe FOUL Inits recemt
tase, the FCC argued that the Communications Act
does nat precisely define the type filing requived, and
therefore permils a tasifl containing 3 range of rates.
As in the past, the FCT clained that strict tasif
requirements were counterproductive and inhibited
price competition in the marketplave. The circust
court rejected this argument, huwever, finding that
the Communications Act vlearly requires Ml carmivers
1o file “schedules showing all charges 7 Relying heav-
ily on 2 1994 decision by the US. Supreme Court.
concerning FCC anthority so modify legislatiy ¢ re
quitements (MCT Teipemmenications Corp, v ATGT
134 5.0 223}, the cirvent vouet rubed that the FCC

45

mwst take its Case 1o the Congress i it believes that
existing legislative mandates are adequate under
current market conditions, Soutlnweziorn Bell Corp, ot
al. v Federal Connnnientions Cotmmission, Nos. 93-1582
et of, fan 20, 18995 (D.C.Cir ).

- Florida Power Cerp.
Ihas won approval for

-a three-year experi-
mend to remove-exist-

Florida Approves

Decouphng
Mechanism inasstment in conter

vation programs by “decoupling” residential reve-
nues from sales for ritemaking purposes. The
mechanism permits customer surcharges and re-
funds if revenus levels vary from targeted levels.

The new mechanism relies on a per customer
revense target figure based on the allowed revenue
and average residential customer count usedt in the
company's tast rate case, The target is then adjusted
10 account for projected per customer revenue
growth ang changes in personal income. According
to the vtifity, the adjustmers assign more of the eco-
momic ¥isk 1o sharchalders. Customer surcharges or
refunds are permitted if revenue levels vary from
tasgeted fevels, bul will ondy be implemented to the
extent thal company garnings remain within a speci-
fiecd ranpe.

Pusur Uninmes Fosrsswrer, March 15, 1485
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