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DIRECT TESTIMONY OF KEVIN C. HIGGINS

Introduction

Q. Please state your name and business address.
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Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah,
84111.

By whom are you employed and in what capacity?

I am a Principal in the firm of Energy Strategies, I.LL.C. Energy Strategies
is a private consulting firm specializing in economic and policy analysis
applicable to energy production, transportation, and consumption.

On whose behalf are you testifying in this proceeding?

My testimony is being sponsored by Kentucky Industrial Utility
Customers, Inc. (“KIUC”), which includes Gallatin Steel Company (“Gallatin
Steel”), AGC Automotive, and Air Liquide.

Please describe your professional experience and qualifications.

My academic background is in economics, and I have completed all
coursework and field examinations toward a Ph.D. in Economics at the University
of Utah. In addition, I have served on the adjunct faculties of both the University
of Utah and Westminster College, where I taught undergraduate and graduate
courses in economics. I joined Energy Strategies in 1995, where I assist private
and public sector clients in the areas of energy-related economic and policy

analysis, including evaluation of electric and gas utility rate matters.
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Prior to joining Energy Strategies, I held policy posiﬁons in state and local
government. From 1983 to 1990, I was economist, then assistant director, for the
Utah Energy Office, where [ helped develop and implement state energy policy.
From 1991 to 1994, I was chief of staff to the chairman of the Salt Lake County
Commission, where I was responsible for development and implementation of a
broad spectrum of public policy at the local government level.

Have you testified previously before this Commission?

Yes. I filed direct testimony in the Union Light, Heat and Power Company
general rate case, Case No. 2006-00172.

Have you testified previously before any state utility regulatory
commissions?

Yes. I have testified in over seventy proceedings on the subjects of utility
rates and regulatory policy before state utility regulators in Alaska, Arizona,
Arkansas, Colorado, Georgia, Idaho, Illinois, Indiana, Kansas, Michigan,
Missouri, Minnesota, Nevada, New York, Ohio, Oklahoma, Oregon,
Pennsylvania, South Carolina, Utah, Washington, Virginia, West Virginia, and
Wyoming.

A more detailed description of my qualifications is contained in

Attachment “A” appended to this direct testimony.

Overview and Conclusions

What is the purpose of your testimony in this proceeding?
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My testimony addresses the appropriate basis for apportioning among
customer classes any revenue requirement increase that may be awarded by the
Commission in this proceeding. In addition, my testimony provides an adjustment
to EKPC’s cost-of-service study to more properly reflect the allocation of
production costs to interruptible load.

What conclusions and recommendations are presented in your testimony?

I recommend that the Commission reject EKPC’s proposal to apportion‘its
requested revenue requirement increase on the basis of the total base revenues
currently recovered from each rate class. Fifty percent of the base revenues that
EKPC uses as the basis for spreading the proposed rate increase among customer
classes is comprised of fuel and purchased power costs. Yet, the revenue
deficiency that is driving EKPC’s need for a rate increase is largely unrelated to
fuel and purchased power costs; instead, it is driven by EKPC’s need to build
equity, which is a component of fixed cost recovery. Given that the underlying
rationale for the requested rate increase is almost entirely related to fixed cost
recovery, I recommend that any revenue increase be apportioned on the basis of
each class’s demand-related revenues.

In addition, I recommend that the revenue apportionment for Gallatin
Steel be determined separately from the other special contract customers, rather
than by deriving a single rate change that would apply to the entire special
contract group, as proposed by EKPC. For purposes of revenue apportionment, it
is appropriate to consider Gallatin Steel separately from the other special

contracts given its size and unique load characteristics. Alternatively, the revenue
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increase for the special contract customers should be separately determined on an
individual customer basis. A customer specific apportionment would better
capture the specific cost characteristics of each individual contract.

With respect to class cost-of-service, I support EKPC’s use of the Average
and Excess Demand method, but I have determined that EKPC’s analysis does hot
correctly allocate the costs of Gallatin Steel’s interruptible load. I recommend an
adjustment to the calculation to better reflect the treatment of interruptible load as
discussed in the NARUC Manual. Even though EKPC’s allocation approach has
no impact on the revenues apportioned to Gallatin Steel in this proceeding, I
believe it is important to raise this issue now so that it is properly addressed in
future proceedings. My corrected Average and Excess cost-of-service study
shows that Gallatin Steel is paying $950,000 above cost-of-service. The
interruptible credit in the Gallatin contract should therefore be increased by

$950,000.

Revenue Apportionment

Q.

What has EKPC proposed as the basis for apportioning among customer
classes any rate increase that is awarded in this proceeding?

As discussed in the direct testimony of William A. Bosta, EKPC is
proposing to apportion its requested revenue requirement increase on the basis of
the total base revenues currently recovered from each rate class. Mr. Bosta

describes this as a “proportion of revenue” rate design approach. He explains that
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due to EKPC’s need for “immediate” rate relief, it did not embark on a significant
effort to alter the existing rate design in this case.

How did EKPC calculate the proposed revenue increase for each customer
class?

To determine the revenue apportionment, or rate spread, EKPC first
removed “buy-through” revenues, and then eliminated the revenue for those rate
categories for which no revenue increase was being requested — substation charges
(Load Center), Metering Charges, and the TGP contract. Next, EKPC determined
the proportion of existing base revenue recovered from each major rate class — the
“E” loads (80.05%), the “B” and “C” industrial loads (9.39%), and Special
Contracts (10.56%). EKPC then apportioned its proposed rate increase on the
basis of the resulting percentages, i.e., 80.05% for “E” loads, 9.39% for the “B”
and “C” industrial loads, and 10.56% Special Contracts.'

What is your assessment of EKPC’s recommended approach to revenue
apportionment?

I recommend against adoption of EKPC’s recommended revenue
apportionment method. Half of the base revenues that EKPC uses as the basis for
spreading the proposed rate increase among customer classes is comprised of fuel
and purchased power costs. Yet, the revenue deficiency that is driving EKPC’s
need for a rate increase is largely unrelated to fuel and purchased power costs;
instead, it is driven by EKPC’s need to build equity, which is a component of

fixed cost recovery. Given this fact, the inclusion of fuel and purchased power

! Direct testimony of William A. Bosta, p. 8.
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costs in the derivation of the revenue apportionment violates the ratemaking
principle of assigning cost responsibility on the basis of cost causation.

EKPC’s approach overstates the cost responsibility for those rate classes
whose energy-related revenues in relation to their demand-related revenues are
above the system average. These customers already pay for the full recovery of
their (relatively high) fuel and purchased power usage in their energy charges and
through the fuel adjustment clause (“FAC”). Including fuel and purchased power
costs (again) in the calculation of the apportionment of the requested rate increase
causes fuel and purchase power costs to be over-weighted in the determination of
class cost responsibility, unreasonably distorting the results.

What is your basis for concluding that EKPC’s requested base revenue
increase is primarily a request for increased fixed cost recovery?

It is clear from EKPC’s filing that its primary objective in seeking to
increase rates is to build equity — and the request to build equity is a request for
increased fixed cost recovery.

One of the stated purposes of EKPC witness David G. Eames’ testimony is
to describe EKPC’s need for additional equity. Mr. Eames testifies that EKPC’s
equity as a percentage of its assets has fallen from 13.71% at end of 2002 to just
4.87% at the end of the test year ending September 30, 2006. He further testifies
that:

A strong equity position is necessary for EKPC to meet its mortgage

covenants and to be able to obtain future financing. EKPC expects the

need for credit facility financing through 2019 for its capital expansion

program. Having the appropriate amount of equity will significantly reduce
the cost of future borrowings.

2 Direct testimony of David G. Eames, p. 3, lines 4-8.
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Mr. Eames also points out that EKPC would violate its $650 million credit
agreement with sixteen financial institutions if EKPC’s equity were to fall below
$90 million as of the last day of any calendar year between 2005 and 2007. He
further testifies that on September 30, 2006, members’ equity stood at $92
million.

EKPC’s desire to increase its equity is a function of the Cooperative’s
existing asset valuation as well as the Cooperative’s need to attract capital to meet
future investment requirements. Both considerations are inherently related to
EKPC’s fixed assets — current and future. If EKPC’s rates are increased to allow
EKPC to attain a higher equity-to-asset ratio, the added revenue would constitute
increased fixed cost recovery.

But doesn’t EKPC’s filing also focus on increasing the Times-Interest-Earned
Ratio (“TIER”)?

Yes, the TIER is the standard benchmark for setting rates for electric
cooperatives. But in seeking approval to set rates based on a TIER of 1.35, EKPC
is seeking to earn a level of net income that will allow the Cooperative to meet its
objective of increasing its equity.

Can a cooperative’s need for additional equity occur due to under-recovery
of fuel and purchased power costs?

This can occur if base rates do not recover the cost of fuel and purchased
power and the cooperative does not have a fuel adjustment clause. But in the case

of EKPC, the FAC allows the cooperative to fully recover its fuel and purchased
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power expenses to the extent such expenses are not the result of forced outages. In
EKPC’s rate increase request of $43.4 million, $4.6 million, or 10.6%, is related
to recovery of projected forced outage replacement costs. The balance of the
requested rate increase is unrelated to fuel and purchased power costs. This
remaining 89.4% of the requested rate increase is a request for increased fixed
cost recovery.

Q. Are there other indications in EKPC’s filing that its rate increase request is
driven by fixed costs?

A. Yes. EKPC proposes to recover its requested revenue increase for service
to “B” and “C” customers, as well as Special Contract customers, via an increase
in the demand charges levied for service to these classes — with no increase in the
energy charges. As explained by Mr. Bosta: “...[T1his case is geared to improving
EKPC’s equity and TIER level and the increase in cost is more oriented to
demand-related costs.” I agree with Mr. Bosta on this point, and this principle
should be reflected in the apportionment of class cost responsibility.

Q. What alternative do you propose for apportioning any revenue increase
awarded in this case?

A. Given that the underlying rationale for the requested rate increase is
almost entirely related to fixed cost recovery, I recommend that any revenue
increase be apportioned on the basis of each class’s demand-related revenues.*

Such an approach would result in a better alignment of revenue recovery and cost

? Direct testimony of William A. Bosta, p. 9, lines 19-21.
* Another reasonable alternative would be to apportion any revenue increase on the basis of each class’s
non-fuel-and-purchased-power-related revenues. This is conceptually similar to an allocation based on
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causation than the EKPC’s “proportion of revenue” approach, which includes fuel
and purchased power costs. It would also meet EKPC’s objective of making a
“streamlined” determination of revenue apportionment and avoiding a major rate
re-design in this proceeding.

In addition, I recommend that the revenue requirement for special
contracts be apportioned to Gallatin Steel separately while aggregating the
remaining Special Contracts into a single group for apportionment purposes.’
Gallatin Steel is the single largest Special Contract customer, and the terms of its
service are unique in that a very large proportion of its load is interruptible. These
special circumstances warrant a stand-alone revenue apportionment for this
customer.

Has EKPC expressed a position with respect to your proposal to apportion
any revenue requirement increase on the basis of demand-related revenues?

Yes. Mr. Bosta put forward a position in EKPC’s Response to KIUC 1.1.
While Mr. Bosta maintains that EKPC’s filed apportionment approach is
reasonable, Mr. Bosta “agrees that the overall rate increase is more oriented to
demand-related cost and that an apportionment of the increase on the basis of
demand-related revenue or non-fuel revenue would be another way to reasonably
apportion the increase.”

Why do you believe it is preferable for any revenue increase for Gallatin

Steel to be apportioned separately for the other special contracts?

demand-related revenues, but the allocation would include non-fuel-and-purchased power-related energy
charge revenues.
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A special contract may have terms that reflect the unique nature of the
service being provided to a customer — and the apportionment of any revenue
increase should reflect each contract customer’s unique circumstances. For
example, most of the service to Gallatin Steel is interruptible, and as a result,
Gallatin Steel takes service under three different demand charges — one for firm
service, another for interruptions on ninety minutes notice, and a third for
interruptions on ten minutes notice. These three demand charges were negotiated
by the customer, EKPC, and the relevant distribution cooperative (Owen), and
were subsequently approved by the Commission. The differentials between these
demand charges represent the most reasonable measure of the differences in the
level of service received by Gallatin Steel. To the extent that Gallatin Steel
receives a rate increase to recover increased fixed costs for EKPC, the increase
should be proportionate to the revenues associated with these three levels of
demand charges, so as to best reflect the type of service provided to this customer.
This can be accomplished with a separate Gallatin-specific apportionment.
Would your recommended special contract apportionment produce the same
total apportionment to Special Contract customers as a group as would an
aggregate apportionment to the Special Contract class, such as that proposed
by EKPC?

Yes. A Gallatin-specific apportionment within the Special Contract class
would not change the apportionment to Special Contracts as a class, nor would it

affect the apportionment to the other rate classes.

* The TGP contract is not proposed to receive a rate increase. According to EKPC Response to KIUC 1.3,
“Due to the nature of the elements that comprise the [TGP] contracts, there is no specific provision in the

10
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Q. What is the revenue increase by class that results from your recommended
apportionment method if EKPC’s requested revenue increase of $43.4

million is adopted?

A. These results are presented in Table KCH-1.The derivation of these

figures is shown in Exhibit KCH-1.
Table KCH-1

KIUC Apportionment of Revenue Increase if EKPC-Recommended
$43.4 Million Revenue Increase Is Adopted

Customer Class % of Demand Rev. Revenue Increase
B & C Industrial 8.65% $ 3,751,395
Bundled Contracts 3.58% $ 1,552,600
Gallatin Steel 3.34% $ 1,448,515
Schedule E 84.43% $36,616,216
TOTAL 100.00% $43,368,727
Q. What is the revenue increase by class that results from your recommended

apportionment method if KIUC’s requested revenue increase of $19.0 million

is adopted?

A. These results are presented in Table KCH-2.The derivation of these

figures is shown in Exhibit KCH-2.
Table KCH-2

KIUC Apportionment of Revenue Increase if KIUC-Recommended
$19.0 Million Revenue Increase Is Adopted

Customer Class % of Demand Rev. Revenue Increase
B & C Industrial 8.65% $ 1,643,500
Bundled Contracts 3.58% $ 680,200
Gallatin Steel 3.34% $ 634,600

contracts that permit a general rate increase.

11
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Schedule E 84.43% $16,041,700

TOTAL 100.00% $19,000,000

Is there an alternative to your proposal to treat Gallatin separately from the
other special contracts and EKPC’s proposal to aggregate all Special
Contracts into a single apportionment?

Yes. An alternative would be to apportion the revenue increase to each
special contract separately for apportionment purposes. Apportioning their
respective revenue increase responsibilities on an individual customer basis would
better capture the specific cost characteristics of each individual contract than
would occur by determining a “one-size-fits-all” rate change for Special Contracts
as a whole as proposed by EKPC. Like the Gallatin-specific apportionment
proposal, this customer-specific apportionment within the Special Contract class
would not change the apportionment to Special Contracts as a class, nor would it
affect the apportionment to the other rate classes
Have you calculated the revenue apportionment by class that would result if
the variant of your recommendation (apportioning the revenue increase
based on class non-fuel-and-purchased-power-related revenues) discussed in
Footnote 4 is adopted?

Yes. These calculations are shown in Exhibit KCH-3.

Please summarize your recommended revenue apportionment for this

proceeding.

12
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Given that the underlying rationale for the requested rate increase is
almost entirely related to fixed cost recovery, I recommend that any revenue
increase be apportioned on the basis of each class’s demand-related revenues.

In addition, I recommend that the revenue apportionment for Gallatin Steel be
determined separately from the other special contract customers, rather than by
deriving a single rate change that would apply to the entire special contract group,
as proposed by EKPC. If EKPC’s recommended rate increase is approved, my
recommended revenue apportionment is shown in Table KCH-1. If KIUC’s
recommended rate increase is approved, my recommended revenue apportionment

is shown in Table KCH-2.

Class Cost-of-Service Study

What is the role of the class cost-of-service study performed by EKPC in this
proceeding?

EKPC’s class cost-of-service study is presented for informational purposes
only. It plays no role in EKPC’s proposed apportionment of its requested revenue
increase.

Do you disagree with the purely informational role assigned to the class cost-
of-service study by EKPC in this proceeding?

No. For the purposes of this proceeding I believe it is reasonable to
apportion any revenue increase based on demand-related revenues, as I discussed
in the preceding section. Consequently, it is appropriate to view the class cost-of-

service analysis solely for information purposes at this time.

13
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Even though the class cost-of-service study is presented just for informational
purposes, do you have any disagreements with the calculation performed by
EKPC?

Yes. In my opinion, EKPC’s analysis does not correctly allocate the costs
of Gallatin Steel’s interruptible load. Even though EKPC’s allocation approach
has no impact on the revenues apportioned to Gallatin Steel in this proceeding, I
believe it is important to raise this issue now so that it is properly addressed in
future proceedings and because it impacts the proper level of Gallatin’s
interruptible credit.

What cost-of-service methodology does EKPC utilize in this proceeding?

EKPC uses the Average and Excess Demand method. This method is
generally well accepted, and in my view, it is based on sound reasoning, although
particular care must be taken when applying this method to interruptible loads.
Please generally describe the Average and Excess Demand method.

The Average and Excess Demand method is described in the Electric
Utility Cost Allocation Manual published by the National Association of
Regulatory Utility Commissioners (“NARUC Manual”). As the name suggests,
the Average and Excess Demand method allocates costs on two bases: average
demand and excess demand. Average demand is simply annual energy
consumption divided by the number of hours in the year. This portion of the
allocation is akin to a “base load allocation” in that it allocates that portion of
system generating capacity that would be needed if all customers used energy at a

constant 100 percent load factor.
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The second component, excess demand, is equal to each class’s non-
coincident peak (“NCP”) demand minus its average demand. This component
measures each class’s contribution to generation costs based on the class’s
individual peak demand above its average demand. This measure attempts to
capture each class’s need for generating capacity that is attributable to load shape
—i.e., demand for capacity beyond that needed for provision of 100-percent-load-
factor service.

Does the NARUC Manual call attention to the need for special treatment of
interruptible load when using the Average and Excess Demand method?

Yes, it does. Specifically, the NARUC Manual states:

The second component of each class’s allocation factor is called the

“excess demand factor.” It is the proportion of the difference between the

sum of all classes’ non-coincident peaks and the system average demand.

The diﬁ;erence may be negative for curtailable rate classes. [Emphasis
added.]

What does the underlined sentence in the above excerpt from the NARUC
Manual mean?

The underlined sentence means that the excess demand factor applied to
an interruptible rate class may be negative, reducing the allocation of costs to this
class. This reduction occurs because load that is contractually interruptible can be
treated as a resource during periods of peak demand or system constraints,
permitting the utility to meet its firm load requirements with fewer generating

resources. The ability to use interruptible load in this way provides cost savings to

¢ NARUC Manual (1992), p. 49.
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the system. A negative excess demand allocation factor occurs when an
interruptible class’s firm demand is less than its average demand.
Please explain.

Recall that excess demand is measured as that portion of class NCP that is
greater than (or in “excess of””) average class demand. It follows from the
underlined passage in the NARUC Manual that the relevant portion of class NCP
that must be considered in measuring excess demand is the firm — or non-
curtailable — portion of the class’s NCP. This is because the curtailable portion of
class NCP is not contributing to the need for additional system capacity and thus
should not be used to allocate capacity costs. Indeed, the curtailable portion of the
class NCP allows system load to be served with less system generating capacity.
The upshot is that the curtailable portion of the class’s NCP should be subtracted
from the total class NCP when determining excess demand. Algebraically, then, if
the curtailable load is greater than the difference between total class NCP and
average class demand, the excess demand factor will be negative, as indicated in
the NARUC Manual. Mathematically, this will occur if firm class demand is less
than average class demand.’

Can you illustrate this point with a simple example?

Yes. In fact, we can use Gallatin Steel’s load to illustrate this point.
EKPC’s cost-of-service study treats Gallatin Steel (appropriately) as a stand-alone
class. In the test period, Gallatin Steel had an average demand of 118 MW and an

NCP of 171 MW. Even though Gallatin Steel’s firm load is only 15 MW, let us

7 The negative excess demand will be equal to class firm demand (as a component of class NCP) minus
average class demand.
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assume for the moment that all of Gallatin Steel’s demand is firm. In such a
situation, Gallatin Steel’s excess demand would be equal to its NCP (=Firm
Demand) — Average demand =171 MM — 118§ MW =53 MW.

Now, let us assume that Gallatin Steel’s firm demand is 130 MW. In this
case, to properly determine excess demand, Gallatin Steel’s NCP would have to
be adjusted by removing its curtailable load, such that only its firm demand
remained. Therefore, Gallatin Steel’s excess demand would equal Firm Demand —
Average Demand = 130 MW - 118 MW =12 MW. This example shows that
with 41 MW of curtailable load (i.e., 171 MW of total NCP minus 130 MW of
firm load), Gallatin Steel’s excess demand would be reduced relative to the first
example, but its excess demand would still have a positive sign, as its firm load
would exceed its average demand (i.e., it would still have positive “excess”
demand).

Now let us consider a third case, in which Gallatin Steel’s firm demand
was coincidentally equal to its average demand of 118 MW. In this case, Gallatin
Steel’s excess demand would equal 118 MW — 118 MW = 0 MW, as it would
have no firm load in excess of its average demand.

Finally, let us consider the actual firm load for Gallatin Steel, which is just
15 MW. In this case, we have an excess demand equal to 15 MW - 118 MW =
(103) MW, which is the negative excess demand case referenced in the NARUC
Manual.

How has EKPC treated Gallatin Steel’s interruptible load in its cost-of-

service study?
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EKPC’s cost-of-service study recognizes that Gallatin Steel has
interruptible load, but the adjustment made in the study is not consistent with the
NARUC Manual. Rather than subtract Gallatin Steel’s curtailable load from its
NCP, EKPC simply sets Gallatin Steel’s excess demand equal to its firm load of
15 MW. This ad hoc adjustment overlooks the fact that a customer’s firm load is
“first in” to its total load at any given time; that is, 15 MW of firm load is not

excess to 118 MW of average demand — it is subsumed within it.

EKPC’s approach of setting excess demand equal to the customer’s firm
demand is clearly inconsistent with the NARUC Manual in that the excess
demand for an interruptible class could never be negative under such EKCP’s
approach. In fact, applying EKPC’s approach to the example of 130 MW of firm
demand discussed above would produce a clearly absurd result: it would result in
130 MW of excess demand — which, when combined with Gallatin Steel’s
average demand would exceed Gallatin Steel’s NCP. In other words, EKPC’s
method applied to 130 MW of firm demand would create an interruptible service
penalty, demonstrating that its approach to treating interruptible load is not
reasonable.

Have you queried EKPC regarding this issue in discovery?

Yes. When queried regarding its treatment of interruptible load in the cost-
of-service study, EKPC responded that its approach was based on “informed
judgment”.® When queried regarding the potentially absurd results that would
obtain from EKCP’s approach if Gallatin Steel’s firm load happened to be

substantially greater than 15 MW (e.g., 80 MW), EKPC responded that it would
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ensure reasonable results through exercise of “reasonable judgment.” I interpret
this response to mean that EKPC would change its method of accounting for
interruptible load if the amount of interruptible load happened to be much greater
than 15 MW. This reinforces the notion that its treatment of Gallatin Steel’s
interruptible load is ad hoc, rather than based on a consistent set of cost-of-service
principles.

Has EKPC expressed a view on your recommended approach?

In data responses, EKPC indicated it would never recognize a negative
excess demand for an interruptible customer, contrary to the prescription in the
NARUC Manual. For example, in EKPC Response to KIUC 1.9, EKPC states that
it believes that the allocation for a 100% interruptible customer should not be
lower the average demand allocator — which is another way of saying that the
excess demand allocator can never be negative. This statement also implies that
EKCP believes a 100%-load-factor firm customer and a 100%_interruptible
customer should receive the same cost allocation.!” This position strikes me as
inherently unreasonable.

EKPC also attempted to show that applying my recommended approach to
Gallatin Steel, or to a 100-per-cent interruptible customer, would produce
allocations that are too low. However, in making this demonstration, EKPC failed
to adjust its system “adjusted excess demand” to reflect the removal of the

curtailable load. Consequently, the example it provided in its Response to KIUC

8 EKPC Response to KIUC 1.6.

® EKPC Response to KIUC 1.7.

19 The allocation for a 100%-load-factor firm customer is based solely on the average demand allocator, as
its excess demand is zero, a point to which EKPC agrees. See EKPC Response to KIUC 1.6(a).
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1.9(e) produces a much lower allocation to Gallatin Steel than does my
calculation, which is presented below. Similarly, if EKCP had made this
adjustment to its calculation of a 100-percent-interruptible customer, the resulting
allocation would not be negative, as EKPC claims in its data response.

Have you re-calculated EKPC’s cost-of-service study using the treatment of
interruptible load that you have discussed above?

Yes. The results of my analysis — and a comparison to EKPC’s results —
are shown in Exhibit KCH-4. These results show that Gallatin Steel’s current rates
are providing a revenue sufficiency in excess of $950 thousand per year.

What is the implication of this $950 revenue sufficiency?

This $950 thousand revenue sufficiency implies that Gallatin Steel is
currently overpaying for its electric service. One way to eliminate this
overpayment would be to increase Gallatin’s interruptible credit until the $950
thousand sufficiency is eliminated. Irecommend that this increase in the Gallatin
interruptible credit be made in this case. Such a change would slightly increase
EKPC’s overall revenue deficiency from $43.4 million to $44.3 million.

Does this conclude your direct testimony?

Yes, it does.
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