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PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Petition of PUGET SOUND POWER & LIGHT
QOMPANY for an Order Regarding the
Accounting Treatment of Residential

Exchange Benefits

Docket No. UE-920433

WASHINGTON UTILITIES AND
TRANSPORTATTION OCOMMISSION,

Canplainant,
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V L]

PUGET SOUND POWER & LIGHT COMPANY,
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WASHINGTON UTILITIES AND
TRANSPORTATION OCMMISSION,

Camplainant,
Docket No. UE-921262
v .

POGET SOUND POWER & LIGHT COMPANY,

Respordent.

OPENING BRIEF OF THE FEDERAL EXECUTIVE AGENCIES

The Secretary of Defense, through authorized counsel, on behalf
of the consumer interests of all Executive Agencies of the United States
hereby files the following opening brief of the Federal Executive Agencies

(FEA) on the issues of class cost of service, reveme allocation, rate

design, and phase-in.




I. TINTRODUCTION AND RECOMMENDATION

In this case, Puget Sound Power & Light Company (PSP&L) and other
parties are recammending the use of class cost of service studies that are
inappropriate. The Campany's proposed method of allocating production-
related fixed and variable costs entitled the "Peak Credit" method is not
reflective of how production costs are incurred, is mechanically flawed,
does not satisfy the Cammission's guidelines for cost of service, is not
recognized throughout the utility industry, and assigns far too frmch of the
fixed demand-related costs on a variable or energy-related basis. Further-
more, the Commission Staff is inappropriately recommending that this same
method be applied in the classification and the allocation of fixed trans-
mission costs. In addition, the Campany has not properly assigned distri-
bution plant between custamer and demand-related functions. The Campany's
class cost of service study, unless it is corrected for the deficiencies
described herein, should not be used as a guide in allocating revenue
responsibilities to the customer classes on PSP&L's system. Instead, this
Camission should initiate an investigation into the most appropriate cost
study method for PSP&L.

Absent a reasonable class cost of service study, revenues should
be allocated to each custamer class on a uniform equal percent basis. This
method maintains the current relationships among classes and is the only
appropriate revenue allocation method available until a reasonable class
cost of service study can be developed to support changing the class
revenue relationships.

However, if this Cammission approves the use of the "peak credit"
method for allocating costs, revenues should be allocated to each custamer
class so that existing subsidies are reduced by one-third. Subsidies




represent the dollar difference between a class' current revenue assigrment
and its cost of service reverue assigmment. In only this manner will
revermues be moved in an orderly fashion toward class cost of service.

With regard to rate design, all demand and energy charges should
be increased by the same percentage. 'Ihisistheonlywaytomainﬁain
existing rate relationships. Absent a reasonable class cost of service
study, existing f‘ate relationships should not be altered. Also with regard
to rate design, this Commission should not approve the use of an elasticity
adjustment. Elasticity adjustments are inaccurate and result in shifting
risks from stockholders to ratepayers. Because of these problems, most
Camnissions throughout the United States do not use elasticity adjustments
in designingj rates. Additionally, the FEA supports the Campany's proposed
changes in kvar billing. They are cost-based and should be approved.

FEA supports the Campany's proposed rate moderation proposal. A
one time 11.6% overall increase is far too great given current econcmic
conditions. It is more appropriate to phase-in this increase in order to
mitigate a large ane-time increase.

Finally, the Company's proposal to collect PRAM reverues on a per
kilowatthour basis is inappropriate and should be rejected. The existing
method of collecting PRAM revenues, whereby demand and energy charges are
increased by the same percentage, should be maintained.

II. CLASS COST OF SERVICE STUDY
PSP&L's class cost of service study, and those sponsored by other

parties, should be rejected because they contain at least three major flaws
which render them inappropriate for cost allocation. First, the Campany
and other parties are recommending that resource costs be classified and



allocated using the "peak credit" method (Exhibit T-1, Pages 3-4). Second,
the Cammission Staff (Exhibit T-33, Page 6) and other parties are recom
mending that transmission fixed cost also be allocated on the basis of the
"peak credit" method. Finally, the Campany and other parties are recom
mending that distribution costs be classified as demand-related only.
Implementation of these three positions totally disregards the principle
of cost allomti'fm thus rendering any class cost of service study using

them inappropriate and invalid for revenue allocation.

A. The Company's "“Peak Credit" Method for Allocating

Resource Costs is Inappropriate and Should be Rejected

'Ihe Campany. and other parties are recammending that resource
costsbeallowtedmmatthecarpanymllsme 'peakcredlt"metmd.
Under this method, the current 30-year levelized fixed cost of a peaking .
unit is compared to the 30-year levelized cost of a base load cambined
cycle unit. The percentage that the 30-year levelized cost of the peaking -
unit represents of the 30-year levelized cost of a base load unit becames
the percentage of total resource costs that is classified as demand-related
and allocated on a peak demand basis. The remaining resource costs are
then classified as energy-related and allocated on an energy basis.
According to the Campany's calculation, only 16% of all resource costs are .
classified as demand-related and allocated on a demand basis and the
remaining 84% of all resource costs are classified as energy-related and
allocated on an energy basis (Exhibit T-41, Page 3).

This method is arbitrary, does not reflect cost causation, is
mechanically flawed, does not satisfy the Commission's cost of service
requirements, and is not generally recognized in the utility industry and
therefore should be rejected. We will discuss these weaknesses below.



This method is arbitrary because in the calculation of the 30-
year levelized cost of the peaker, the Company arbitrarily includes only
50% of the fixed capital and fixed OSM cost. The Campany has provided no
evidence demonstrating why it is appropriate only to include 50% of these
costs. If these costs were not discounted by 50%, the "peak credit" method
would result in 25% of the resource costs being allocated on demand-basis
instead of 16% (Exhibit T-41, Page 4). Intervenor Washington Industrial
Consumers for Fa‘ir Utility Rates (WICFUR) agrees (Exhibit T-73, Page 6).

The method is not cost-based because it does not reflect how
costs are incurred on a utility system. First, for PSP&lL, much of the
resource costs are purchase power costs.. In the decision to purchase power
ratherﬂman‘cmstnwtmpacity,ﬂ)ereismcmparismmdebetweenthe
cost. of a peaking unit and the cost of a base load unit. It is simple
long-term economics that dictate the most appropriate choice between
purchasing power or building the lowest cost capacity. Second, with regard
to the capacity that PSP&L actually constructs, the "peak credit" method
mlycmparestheamxtdaycostsofapeakervermsammdayoosts
of a base load unit. Under this method, the amount of resource costs which

are allocated an an energy (versus a demand) basis is not at all sensitive

to a utility's load factor or resource mix. Auti.lit'ywithahighersystan

load factor should have more base resource costs than a utility with a low
system load factor. The "peak credit" method will not recognize this fact.
Therefore, it is not cost-based (Exhibit T-41, Page 5 and Tr. Page 1579).

The method is mechanically flawed because it double-counts the
amount of capacity which is allocated on an energy basis. The intent of
ﬂle”peakczedit“meﬁndistoallo:nte"base"mswxvecostmanenatgy
basis (arguing that base plant serves energy needs) and "peak" resource

.



cost on a peak demand basis (based on its assumption that peak plant serves
the peak needs above the energy needs served by base plant). If this
method were to truly reflect the concept that cambustion turbines are used
toservepeakmgloadgbo&thatservedbymebasegenemtimplant,ﬂwn
the portian of resource cost allocated on a demand basis should be allocat-
ed on the basis of the peak demands above the average demands, and not on
the basis of total peak demands as the Company has done in its cost of
service study. ‘Peakdenands above average demands are called "excess"
demands. This term and concept is well recognized in the utility industry
in one of the more uniformly accepted cost of service methodologies, known
. as the "average and excess demand" method The Company's method does not.
calculate ﬂ;e "excess" demands but merely allocates what is supposed to be
the peaking capacity portion of the resource cost on total peak demands.
This is inappropriate (Exhibit T-41, Page 5).

The "peak credit" method is not in accordance with Comission
past Orders on cost of service. In its last order relating to cost of
service for PSP&L, the Camnission stated that the Campany's embedded class
cost of service study should use a classification method which recognizes
the current cost relationships between base load and peaking facilities
(Third Supplemental Order, Docket Nos. U-89-2688-]_. and U-89-2955-T,
Page 5). While the Campany does compare the current costs of a base load
facility with the current costs of a peaking facility, it incorrectly
concludes that those cost relationships mean that the base load portion of
resource costs should be allocated on energy and the peak load portian
should be allocated on peak demand. If ane is to consider the cost rela-
tionships between base and peaking capacity, one must also consider what
causes the decision to build base load or peaking load capacity for
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purposes of allocation. That decision does depend upon how many hours
capacityisrequired,mggr_n_im,arﬂthatpointismta,760hmrsasv
an ene.ngy—based allocation implies.

What causes either base or peaking load capacity to be huilt is
the need to serve the required load at the lowest overall cost. This
decision is made based upon use of capacity up to the break-even point
betweenbaseand‘peaklng capacity (Exhibit T-41, Page 6). The break-even
point according to the Campany's levelized cost of a base and a peaker is
396 hours (Exhibit T-41, Pages 6-8). Required use of a plant for less than
396 hours means that a peaking plant is more economical. Required use of
a plant for more than 396 hours means that a base load plant is more
eoormicnl."lherefore, if one is to consider the trade-off between base
and peaking capacity for purposes of cost allocation, then what causes
either base or peaking capacity to be built is all demands within the top
396 hours. In allocating these fixed costs, it is thus appropriate to
allocate them on the basis of the top 396 hours of peak demand, instead of
8,760 hours (energy) as the Campany has dane. Also, it is proper to allo-
cate fuel costs on the basis of all demands within the top 396 hours of
peak demand because of the trade-off which is being considered in the
capital cost equation. Therefore, if one is to properly follow the Comnis—
sion guidelines relating to cost of service methodologies, it would be more
appropriate to allocate all of the resource costs on the basis of the
highest 396 hours of peak demand rather than all 8,760 hours of demand.

Finally, the "peak credit" method is not well recognized in the
utility industry. The touchstone for utility cost allocation is the NARUC
Cost Allocation Marmal. This mamual does not discuss the "peak credit"
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method as being a well-recognized method in the industry (Exhibit T-41,
Page 9).

RlblicAdvocatewitrmsJimIazarstatedinhistestinnnythat
the "peak credit" method is simply a variation of the equivalent peaker
method, vhich is discussed in the NARUC Cost Allocation Marmal (Tr.
Page 1631). Nothing could be further from the truth. His conclusion that
the "peak credit" method is a variation of the equivalent peaker method
would be simila:;' to concluding that an energy-based allocation method
(which allocates cost on the basis of all 8,760 hours of coincident peak
demand) is a variation of the multiple coincident peak method (which
allocates cost on the basis of the highest 10 or 20 coincident peak demands
in the year). Unlike the Company's "peak credit" method, the equivalent
peaker method actually takes into consideration the type and cost of actual
installed capacity on a utility system.

The equivalent peaker method first calculates what the total
installed capacity cost would be on a utility system if all installed
capacity were priced at the cost of a new cambustion turbine. That repre-
sents the demand-related cost. The difference between the total production
investment and this calculated demand-related cost is considered to be
energy-related. Thus, the eguivalent peaker method qonsiders the actual
mix and installed capacity cost on a utility system. It does not merely
consider the hypothetical cost of a base versus a peaking unit as the "peak
credit" method does. However, even the equivalent peaker method suffers
from the same infirmities previously described with the "peak credit"
method. That is, it is not cost-based, it is mechanically unsound, and it
does not follow cost causation. Furthermore, the regulatory bodies in only



a very few states use the "peak credit" method (Exhibit 42, and Tr.
Page 1535).

The "peak credit" method as used by the Company is not an appro-
priate method for allocating resource costs on a utility system and should
be rejected. |

B. The Commission Staff's Recommendation
to Classify Transmission Costs on the Basis

of the. "Peak Credit'" Method should be Rejected

The Commission Staff is recammending that transmission costs also
be classified and allocated using the "peak credit" method (Exhibit T-33,
Page 6). That is, 84% of transmission costs would be classified as energy-
related ‘and.allocated an an energy basis and 16% classified as demand- -
related, and allocated on a demand basis. This is totally inappropriate.
Fﬁmt,thel;n;nsecm<ﬂassrﬁﬁnggenaz¢iancnstbeuﬁwmckmandandenennr
in the "peak credit" method is to:ﬁaxxyﬁze a trade-off between base and
peaking capacity. For transmission capacity, there is no consideration of
base or peaking capacity. Therefore, there is no trade-off in the consid-
eration of the installation of transmission plant as there is in the
consideration for generation plant. Transmission investment is not the
same type of investment.

Second, transmission costs are fixed costs (Tr. Page 1535). The
allocation éf 84% of these costs on the basis of energy implies that the
investment in transmission facilities varies depending upon energy usage.
Because transmission costs are fixed costs, their investment does not vary
with energy usage. To allocate 84% of these costs on the basis of energy
sends a signal to the custamer that the higher the customer's load factor
(the more energy usage), the more fixed transmission cost that customer



will be assigned, even though those costs do not vary on an energy basis
(Tr. Pages 1535-1536). It is wrong to send that signal.

Finally, the Company itself states that it plans and designs its
transmission system based upon the peak demands imposed on that system, and
not energy usage (Exhibit T-2, Page 17). Staff witness Ms. Sorrells is not
a transmission planner (Tr. Page 1517). The Company is the transmission
planner. It knows the basis upon which transmission costs are incurred.
’Bntbasis,asst;tedbyﬂlecmpanyispealcdmrd. It is upon that basis
- that transmission costs should be classified and allocated.

C. The Company's Proposal to Allocate 100% of the
‘ Distribution Costs on the Basis of Demand is

Inappropriate and S8hould be Rejected -
The Company and other parties are proposing to classify and
allocate all distribution plant, with the exception of services and meters,

on the basis of noncoincident peak demand (Exhibit T-2, Page 19). This is
inappropriate. Even the Company believes that the minimm distribution
system approach of classifying distribution plant between custamer and
demand is more appropriate; but in the "interests of pramoting consensus"
does not support its use (Exhibit T-2, Page 19).

The classification and allocation of distribution plant should
follow cost causation. Distribution plant serves two functions. First,
it'servestheftmtimofcamectin;autilityastanertotheutility
system irrespective of the custamer's level of demand. Second, the distri-
hrtimsystemmstbesizedtosexveallmstaner'sramincidartpeak
demands. Therefore, distribution systems serve both a customer-related
function and a demand-related function. The Company has anly recognized
the demand-related function of the distribution system. The customer-
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related function should also be recognized. In a cost of service study,
the investment in the distribution system should be split into customer and
danarﬂ;relatedcatlpormts. One method of doing so is the minimum distribu-
tion system approach. This approach recognizes that a utility must invest
npminadistributimsystemtoservelOOmidentialwstanerswi{:ha
total noncoincident peak demand of 500 kW than it must invest to serve one
camercial or industrial customer with a noncoincident peak demand of 500
kW. Wittm:tthe‘useofaminimmdistributimsystema;proadl, both of
these "custamer classes" would be assigned the same amount of distribution
costs. This is clearly inappropriate. Even Staff witness Sorrells agrees
-that these two hypothetical customer classes would be assigned the same
amount of d::.stnb.rtlm costs even though the 100 single family homes would
require a greater investment in distribution plant (Tr. Pages 1539-1541).

Public Advocate witness Jim Lazar recammends that distribution
plant be classified and allocated in the same way as gas distribution plant
in a gas class cost of service study. This means that a portion of the
distribution plant would be classified and allocated on an energy basis
(Bench Request No. 6). This is totally inappropriate. Distribution plant
is a fixed cost (Tr. Page 1665). As such, these costs do not vary with the
amount of energy that moves through the distribution system. They vary
with the level of noncoincident peak demand and the mumber of customers on
the system. To classify these costs and allocate them on an energy basis
presents an incorrect price signal to ratepayers. It tells ratepayers that
the higher your load factor, the more distribution plant cost you incur and
the higher your rates became. This is not how distribution plant cost are
i:mnedarﬂitshaﬂdmtbetheprioesignalthatissenttoaxstmexs.
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The Commission should reject this notion that some portion of distribution
plant cost are energy-related and should be allocated on an energy basis.

Therefore, a proper class cost of service study should recognize
that there is a custamer component of the distribution system as well as
adanarxicatmmentofﬂmesystanarﬂmenergycmpmut. Inadditicn.to
the Campany, Intervenors WICFUR and BOMA also agree (Exhibit T-73, Page 29,
Exhibit T-54, Pages 12-16, and Tr. Page 1709).

D. This Commission should Initiate a
Separate Docket to Determine the Most

Appropriate Class Cost of Service Method for PSP&L

FEA and others have discussed fatal flaws with the Company's and
otherpartie'sproposedclasscostofservicésuxiyinthismse. These
fatal flaws make any class cost of service study submitted before this
Cammission inappropriate for cost assigrmment and revemie allocation. FEA
‘recamends that the Commission initiate an investigatory docket in order
to determine the most appropriate class cost of service study method to use
for PSP&L. In that docket, all of the issues raised by parties in this
proceeding could be submitted and argued before the Comission in order to
arrive at an appropriate resolution to this cost of service study dilemma.
Among the issues which should be dealt with in this investigatory docket
are:

(1) If this Comission determines that a proper class cost of
service study should consider the trade-off between base and
peaking capacity, is it appropriate to allocate all resource
costs, including purchase power costs, on this basis?

(2) In the determination of a class cost of service study, is it
appropriate to recognize actual installed capacity costs and
mix on a utility system?

(3) Is it more appropriate to use a well-recognized utility
industry cost of service method?
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(4) If one is to use the "peak credit" method for allocating
resource costs, shazldoneexcluieSO%oftheflxedcapltal
and O&M cost associated with the levelized cost of a peaking
unit?

(5) If one is to use the "peak credit" method in classifying and
allocating production costs, does this mean that the base
load portion of production costs should be allocated an an

energy basis?

(6) If one is to consider the capital trade-off between base and
peaking capacity, does that mean that these costs should
only be’allocated on the basis of the "break-even" mmber of
hours bétween base and peaking capacity?

(7) If one is to allocate base resource cost on the basis of
energy, under the assumption that base costs serve the ener-
gy load, then shouldn't peaking resource costs be allocated
on the basis of "excess" demards above the energy load?

(8) If one is to consider the trade-off between base and peaking
capacity in the classification and allocation of fixed
costs, should one also consider that trade-off in the fuel
cost classification and allocation process?

(9) What is the most appropnate netlwd for allocating transmis-
sion fixed costs?

(10) Isthereaaxstanercatpmentofthed:strmltlm
system which should be recognized in the classifica-
tion and allocation of distribution plant?

(11) Is there an energy-related camponent of the distribu-
tion system which should be recognized in the classi-
fication and allocation of distribution plant?

All these questions are camplex and interrelated and would be
properly dealt with in the context of a special investa.gatlmrelatin;to

class cost of service.

E. If the Commission Approves a Class Cost of Service
study nethod Based Upon tho "Peak Credit" uethod,

Ifthe(:amissimistousethe“peak__c:redit"mtlndforallo—
cating costs and revenue responsibility for the PSP&L Campany rate classes,
certain modifications should be made to make this method more cost-based
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and logical. FEA's primary recammendation which would make this method
more cost-based would be to allocate all resource costs on the basis of all
classes' contributions to the peak demands for all hours which represent
the "break-even" point between base and peaking capacity. According to the
Campany's assumpticns on base and peaking capacity costs, this would mean
that all resource costs should be allocated on the basis of each class'
contributions to the top 396 peak demands on PSP&L system. This would
includeborththe‘fixedandvariablemmecostsgiven that this method
attempts to consider the trade—off between base and peaking capacity; which
includes both the fixed and variable components of that trade-off.
However, if the Commission is not inclined to allocate costs only
onﬂmebxeal;-evenmmberofhans,ﬂmeamoﬂmeradjusﬁrermsttntstmld
be made to the Campany's proposed “peak credit" method which would make it
more cost-based. First, the Company should not arbitrarily exclude 50% of
the fixed capital and O&M cost associated with the peaking unit. If it
properly includes these costs, then resource costs should be split between
peak and base on the basis of 25% peak and 75% base. Second, the 25% peak-
related costs should be allocated on the basis of peak demands above the
average demands, or "excess" demards. This means that the average demands
for each class should be subtracted from its "peak demand"” in order to.
determine the "excess" demand which should be used to allocate the peak-
related costs. Third, fuel costs should be assigned on the same basis as
production costs if the trade-off between base and peaking capacity is to
In addition to the above changes to the "peak credit" method, a
proper cost allocation study should consider transmission fixed costs as
demand-related and should allocate these costs on the basis of peak
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demands. Also, in the classification of distribution plant cost, there
should be recognition that a certain portion of the system is required
simply to bring service to a customer, and hence is customer-related.
FEA's primary position, however, is that the Commission should
initiate an investigation ﬁﬁx:thelmxn:appnqnﬂatecﬂass«xxx.ofswnvice
study method which should be used for PSP&L (Exhibit 41, Pages 9-10).

s IXI. REVENUE ALLOCATION

A. Absent a Reasonable Class Cost of Service Study, Any
Revenue Increase Authorized by this Commission should be
Allocated to Each Customer Class on a Uniform Percentage
Basis

FEA's primary position is that no party has presented a proper
class caﬂ:é% service study in this proceeding. Absent such a presenta-
tion, class revenue responsibility should pot be modified. Therefore, any
increase in this case should be allocated to each custamer class on a
uniform percentage, perding development of a reasonable class cost of
service study (Exhibit T—41, Page 12).

B. If the Commission Approves the Use of the "Peak Credit®

Method as 8et Forth by PSP&L, the Revenue Increase
shoul Allocated so that Subsidies are Red pd b

The term "subsidy" represents the difference between a class'
current revermes and a class' cost of service. A negative subsidy means
that a class is paying rates below cost and a positive subsidy means that
a class is paying rates above cost. Subsidy is the only true measure of
the relationship between rates and cost.

If the Commission approves the "peak credit" method for cost
allocation, then reverues should be allocated to each class in a way that
reduces subsidies by one-third (Exhibit T-41, Page 12). This represents
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a movement toward cost while at the same time considering rate impact to
each customer class. The Campany's proposed revenue allocation does not
reduce subsidies by one-third and, hence, is not a movement towards cost
of service. In fact, for the residential class, the Company's proposed
revenue allocation actually moves rates further from costs, i.e., the
residential subsidy increase (Exhibit 42, Schedule 2).

Public Counsel witness Jim Lazar has presented a revemue alloca-
tion which nust‘be rejected because it is irresponsible. Mr. Iazar's
proposal would result in an increase to the high voltage class of 67%
(Tr. Page 1609). As a further demonstration of the irresponsible nature
of his proposal, Mr. lazar stated that he does not even consider this 67%
increase ex::assive (Tr. Page 1670). The Commission must reject this
proposal.

Public Counsel witness lLazar also recommended that reverues be
allocated to the various customer classes not only by locking at the
system-wide rate of return, but also by making a subjective evaluation of
the risk of each class. What he is suggesting is that those classes that
he feels are riskier to a utility should produce a higher rate of return
than those classes that are presumed to be less risky. Mr. lazar has
assumed that the larger high load factor customer classes are more risky
than the other classes. This is totally inappropriate for several reasons.
First, it makes no sense to further increase rates to those classes that
are presumed to be more risky than the other classes because this makes
these classes even more risky and more likely to leave the system than
prior to those rates being increased. Second, and more important, Mr.
Iazar is unable to identify any studies where there was a verifiable
caonclusion that the large custoamer classes were riskier to serve than other
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customer classes. Even Mr. lazar himself conducted a study, which he
started in 1982, in which his result of camparing risk with the amount of
industrial load was "inconclusive" (Tr. Pages 1665-1666). Finally, Mr.
ILazar was unable to provide any regulatory jurisdictions which made a risk
adjustment to classes (Tr. Page 1611).

This Camnission should not adopt Mr. Iazar's illogical and unsup-
ported propositién that the large industrial rate classes should pay higher
tmmmcnsbdxmwd.;ﬂuz;baxnme‘duararelmne:nhmy.

IV. RATE DESIGN

A. Rates should be Designed in this Case by Increasing
: All Demand and Energy Charges by the Same Percentage

-

Because it is FEA's position that a reasonable class cost of
service study has not been presented -in this case, revenue collection
between demand and energy charges should not be altered. Until a reason-
able cost of service study can be used as a quide for both reverue alloca-
tion and rate design, the rates charged to each custamer class should be
increased by a uniform percentage. To do anything different would alter
the reverue collection among custamers within each customer class. This
should only be done after proper cost considerations. These considerations
are not present in this case (Exhibit T-41, Pages 2-3).

However, FEA does support the Company's proposed kvar billing
charge. It is cost-based and should be approved (Exhibit T-41, Page 13).

B. The Commission should Reject PSP&L's Proposed Elasticity

In its rate design, the Company alters the billing units between
Present and proposed rate calculations to reflect an elasticity adjustment.
This results in fewer billing units at proposed rates than at present
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rates, and produces higher proposed rates. The Cammission should reject
this adjustment. Elasticity adjustments in the utility industry are
subject to a great deal of criticism. First, they are highly inaccurate.
It is difficult, if not impossible, to project how a custamer's usage will
change based upon higher or lower rates. This is exactly what an e&mr
ticity adjustment tries to capture.

Seoorxi,'}the use of an elasticity adjustment increases the likeli-
hood of overrecovering fram ratepayers. As a result, elasticity adjust-
ments are generally felt to shift risk fram the utility stockholders to the
utility ratepayers. The Commission should protect against this.

' Finally, most Comissions. throughout the United States have
rejecuzith; use of these adjustments for rate-making. This Comission
should also reject the use of this adjustment (Exhibit T-41, Pages 13-14).

« O 88U

A. The Company's Proposed Rate Moderation Proposal should be
Approved

In its direct testimony, the Campany suggests that the ane-time

11.6% overall increase as proposed by the Campany would be too hard on
ratepayers. FEA agrees. As a result, the Campany is proposing to phase—-in
this increase. FFA also agrees with this. Qurrent econamic conditions
vmldmakeame—tinell.s%immaseintofél,withpowmianyvaryirg
increases to the customer classes, far too great. A phase-in proposal
would be the preferred alternative in this case (Exhibit T-41, Page 14).
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B. The Company's Proposal to Charge the

Periodic Rate Adjustment Mechanisms

P on a Per kWh Basis should be Rejected

In its initial filing, the Campany stated that it will ask the

Camnission to eliminate the demand portion of the periodic rate adjustment
mechanism (PRAM) and charge all PRAM increases on a per kh basis. This
is inappropriate. To do this would alter the reverue/cost relationships
xxt.aﬂyamnngc?mxes,butaﬂs:wi&ﬁncﬂaﬁws. Current rate relation-
ships should not be altered unless there is cost-based evidence supporting
the same. In a PRAM proceeding, cost-based evidence is not present.
Therefore, the existing mechanism whereby all charges are increased by an
equal percentage should be maintained. This is the anly mechanism that
does not alter current rate relationships (Exhibit T-41, Pages 14-15).

VI. CONCLUSION

For the reasaons stated above, FEA urges this Cammission to reject
any class cost of service study recommending the use of the "peak credit"
method for classifying and allocating production and/or transmission plant,
and any study which fails to recognize a customer-related component of the
distribution system. However, if a cost sthdy is to be used in this
proceeding for reverue allocation, the "peak credit™ method should be
modified to eliminate same of the fundamental problems discussed pre-
viously. For example, transmission costs should be allocated on the basis
of peak demand, and distribution cost should be classified between cus-
tomers and demand-related camponents. FEA's primary recommendation is that
this Conmission initiate an investigation into the most appropriate class
cost of service study method for PSP&L.
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Absent a reasonable class cost of sexrvice study, revemues should
be allocated to each custamer class on a uniform percent increase basis.
If a class cost of service study is used, revemues should be allocated so
that current subsidies are reduced by one-third.

In this proceeding, rates should be designed by increasing all
demand  and energy blocks by the same percentage. This keeps the existing
rate relationships intact. Also, this Commission should reject the use of -
any elasticity a:ijust:nent in this case.

FEA supports the cancept of a phase-in in this rate case. This
would help mitigate a large one-time increase to all custamer classes.

Finally, the existing method of collecting PRAM increases through
rates, wher;byalldlargzsami:m'easedhyatmifompercent, should be
contimed.
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