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demand that exists. Under this theory, the mere existence of a customer necessitates a 1 

basic transformer, and the majority of costs should therefore be recovered through the 2 

fixed monthly charge. However, this theory ignores operational reality. If transformers 3 

existed on the basis of a customer’s continued existence, then the logical reverse would 4 

occur when a customer leaves the system. However, the company does not operate this 5 

way in practice.18 Further, allocating transformers in this way undermines conservation 6 

and energy efficiency programs, as well as time-of-use rates, by reducing the savings 7 

generated from lower levels of consumption.  8 

Q. Do similar problems exist for any other type of assets included in the company’s cost 9 

study? 10 

A. Yes. Substations are allocated using the same fatal flaw as transformers. Again, the 11 

company has ignored key operational realities in making this cost assignment.19 The 12 

combination of both transformers and substations makes up a significant component of 13 

UES’s distribution assets. The overall effect of the Company’s theory has been to shift 14 

large amounts of costs into the fixed monthly charges. 15 

Q. Are there any widely accepted alternatives to the minimum system method? 16 

A. Yes. The basic customer method is a broadly accepted alternative to the minimum system 17 

method, and has been adopted to varying degrees in Arkansas, California, Colorado, 18 

Illinois, Iowa, Massachusetts, Texas, and Washington.20 Instead of allocating costs based 19 

on a hypothetical minimum system designed by the Company, the basic customer method 20 

                                                 
18 DOE 3-39 (Attachment JLB-05 at 2) 
19 DOE 3-41 (Attachment JLB-05 at 4) 
20 Attachment JLB-03 at 145.  
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classifies only customer-specific plant as fixed charge related — this includes customer 1 

meters, service drops, billings, and collections. The remaining shared distribution 2 

network is classified as demand or energy related.  3 

Q. Is the use of the minimum system method consistent with other proposals made by 4 

the company in this case?  5 

A. No. The company is also proposing a new decoupling mechanism as well as some 6 

innovative rate designs that include time-of-use and electric-vehicle focused options. The 7 

Company explicitly did not account for the impact these new rate offerings could have on 8 

the allocation factors necessary to create its ACOSS or MCOSS.21 At a minimum, the 9 

Company should have considered alternative methods for allocating costs in the ACOSS, 10 

like the basic customer method, given the Company’s recommended decoupling 11 

mechanism.22 As my Colleague Dr. Larry Blank discusses, UES’s proposed decoupling 12 

mechanism has failed to address the issue of recovering fixed charges through energy 13 

usage.  14 

Q. Can large fixed monthly charges be used as a method to recover fixed costs?  15 

A. While they can certainly be designed that way, doing so runs counter to the principles of 16 

cost of service that I outlined previously. Modern technology enables customers to 17 

receive precise price signals instead of relying on large, indirect access charges. As seen 18 

with the results of the minimum system method, high fixed monthly charges yield a poor 19 

customer experience with few options to customers. Moreover, these high access charges 20 

                                                 
21 DOE 4-83  (Attachment JLB-05 at 8) 
22 Decoupling, at its most basic, ensures that the Company will receive the revenue requirement associated with its 
fixed system, regardless of whether sales fluctuate between rate cases, thereby obviating the benefits of 
revenue/payment certainty associated with high fixed charges that might accrue to shareholders, or ratepayers.  
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fundamentally mute the direct incentives to customers to invest in technologies that yield 1 

economic efficiency, such as energy saving appliances.  2 

Q. Would your recommendation change if the Commission does not authorize a 3 

decoupling mechanism for UES? 4 

A. No. Higher fixed monthly charges is not the appropriate response to revenue sufficiency 5 

or stability concerns. While economic viability is a serious issue that I do not dismiss, I 6 

believe there are far better options available to UES if it needs additional ways to recover 7 

demand related costs. The most direct path forward is to increase customer flexibility by 8 

offering a suite of rate designs such as TOU rates, peak time rebates or even real time 9 

pricing. Further pathways to more stable fixed cost recovery could also exist by enabling 10 

two-way communication between customers and the utility, investing in demand 11 

response technologies, and providing customers with information about their available 12 

options. All of these possibilities could yield higher certainty of cost recovery to the 13 

utility without sacrificing the customer experience and without erecting barriers to 14 

ratepayer’s participation in the electricity market.  15 

B. Company Marginal Cost of Service Study (MCOSS) 16 

Q. Please describe the Company’s MCOSS.  17 

A. The MCOSS determines class revenue responsibility using estimated engineering costs 18 

from account level data, interviews with UES staff, design standards, cost manuals, and 19 

utility system data similar to the ACOSS.23 The MCOSS, unlike the ACOSS, casts a 20 

                                                 
23 Amen Direct Testimony at 37:1-4. 
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forward looking projection for the incremental cost of serving the next customer or unit 1 

of load.  2 

Q. Does the Company’s MCOSS also use the minimum system method? 3 

A. Yes. The information that created the minimum system method was critical to the 4 

Company’s MCOSS.24  5 

Q. Does the minimum system create the same flaws in the MCOSS as it did in the 6 

ACOSS? 7 

A. Yes. By relying on the minimum system method, the Company’s MCOSS contains the 8 

same assumptions as the Company’s ACOSS. However, in the case of the MCOSS, the 9 

lack of load diversity analysis is particularly troubling.25 Newer rate designs, such as 10 

time-of-use rates, as well as modern technologies, such as customer roof-top solar, will 11 

impact the hour-by-hour and day-by-day characteristics of UES’s electrical distribution 12 

system. The company’s MCOSS relies heavily on historic, long-term trends in costs (as 13 

well as today’s engineering standards). This means the MCOSS UES prepared will 14 

ultimately have little relationship to tomorrow’s electrical grid or the way it is used. 15 

Q. Did the Company consider using other information or analysis to conduct the 16 

marginal cost study? 17 

A. Yes. The company evaluated the use of mathematical extrapolations known as regression 18 

analysis but did not use them “because of poor statistical results.”26 This answer is 19 

                                                 
24 Id. at 37:6-8. 
25 DOE 4-87 (Attachment JLB-05 at 9) 
26 DOE 4-89 (Attachment JLB-05 at 10) 
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wholly unsatisfactory especially given that at least one other utility in New Hampshire 1 

uses statistical evidence in the creation of their studies.27  2 

Q. Do you have other concerns with the MCOSS?  3 

A. Yes. The MCOSS that the company provides is essentially just a long term embedded 4 

cost study of UES’s distribution system masquerading as a forward looking marginal cost 5 

study. UES witness Ron Amen describes the process as follows: 6 

As stated earlier, marginal costs are generally forward-looking and require 7 
making estimates of future costs with an understanding of the elements that drive 8 
those future costs. As a practical matter, marginal costs bear no relationship to 9 
the mix of actual historical costs that constitute the utility revenue requirement.28 10 

Unfortunately, the MCOSS the company provided is chiefly based on the historical costs 11 

for the utility. Transformers are, again, a clear example. The MCOSS takes an average 12 

cost of the transformers across the entire embedded system, converts them to 2020 13 

dollars, and calculates a per customer average transformer charge. This calculation is just 14 

an embedded system cost averaged through time, not a forward looking estimate of future 15 

costs. These historical trends and their assumptions are no longer reliable. For instance, if 16 

near-future electrical load growth is driven by the demand for electric vehicle (EV) 17 

charging equipment, then the related investments would most likely have little 18 

resemblance to the investments made throughout the 20th century. Transformers designed 19 

to serve residential and industrial load growth will not necessarily be the best fit for 20 

densely concentrated, frequently accessed, EV super chargers. Disruptive technologies, 21 

                                                 
27 Liberty Utilities, DE 19-064. 
28 Amen Direct Testimony at 35:5-9. 
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such as distributed generation and storage will only further divorce historical cost trends 1 

from their forward-looking counterparts.   2 

Q. What is your overall recommendation regarding the use of a MCOSS for this case?  3 

A. I recommend the Commission disregard the MCOSS for the purposes of revenue 4 

apportionment. To the extent the MCOSS is necessary for creating new rate designs, I 5 

recommend the Commission rely on the MCOSS, as I discuss below, since there isn’t an 6 

alternative readily available.  7 

V. DOE ALLOCATED COST OF SERVICE STUDY 8 

Q. Have you prepared an alternative cost of service study for the Commission to 9 

consider? 10 

Yes. Attachment JLB-06 provides the results of an ACOSS that uses the “basic customer 11 

method” instead of the minimum system method. The differences in the parity ratios 12 

between this study compared and the Company’s ACOSS is summarized below. 13 
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 1 

 2 

Q. Please summarize the unit costs from your proposed ACOSS.  3 

A. The unit costs are summarized in the table below.  4 

Summary of Unit Costs from DOE ACOSS 

Customer Class 

Energy 
(kWh) 

Demand 
(kW) 

Customer 
(Fixed 

Monthly) 
D - Domestic Delivery Service $160.16 $0.52 $15.25 
G2 - Regular General Service $144.32 $0.52 $21.83 
G1 - Large General Service $129.62 $0.52 $114.99 

Outdoor Lighting $136.48 $0.52 $4.09 
 5 

Q. How do the customer costs compare to the fixed monthly charges that customers 6 

currently pay?  7 
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A. In general, the customer costs produced from the ACOSS are significantly lower than the 1 

current fixed monthly customer charges, as described in the table below. I recommend 2 

the commission adopt a gradual approach to begin reducing the fixed monthly charges to 3 

reflect more cost based rates.  4 

DOE Proposed Changes to Fixed Monthly Charges  
 

Customer Class 

Customer 
Unit Cost 
per DOE 
ACOSS 

 Current 
Fixed 

Monthly 
Rate 

DOE 
Proposed 

Fixed 
Monthly 

Rate 

DOE 
Proposed 
Reduction 

(%) 

D - Domestic Delivery Service $15.25   $16.22  $15.74  -3% 
G2 - Regular General Service $21.83    

Standard 
  

 $29.19  $25.51  -12.6% 
kWh Meter  $18.38  $16.06  -12.6% 

Water/Space Heating  $9.73  $8.50  -12.6% 
G1 - Large General Service $114.99    

Secondary   
 $162.18  $138.59  -14.5% 

Primary  $86.49  $73.91  -14.5% 
 5 

Q. How do you recommend the Commission apply the results of DOE’s proposed 6 

ACOSS? 7 

A. I recommend the Commission begin reducing the fixed monthly charges to reflect the 8 

unit costs in the DOE ACOSS. Aligning these rates with their actual cost encourages 9 

equitable access to the electrical system without creating inappropriate price signals. This 10 

is tempered however by the need for gradualism and to reduce the instability of 11 

customers overall bills. As discussed in the next section, I also recommend the 12 

Commission adopt a revenue apportionment based on the parity ratios from the DOE 13 

ACOSS.  14 
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Q. Is your proposed ACOSS and proposed fixed monthly charges consistent with the 1 

principles you outlined in section III? 2 

A. Yes. The fixed monthly customer method provides a flexible customer experience where 3 

innovative rate designs can send appropriate price signals to customers. The minimum 4 

system method the Company uses places significant amounts of costs in the fixed 5 

customer charge, limiting the potential for more expansive and broader rate offerings, and 6 

reducing customer options. Reducing the fixed monthly charges to reflect cost causation 7 

is also an important component of accurate price signaling 8 

Q. Did you prepare a marginal cost of service study?  9 

A. No. A proper MCOSS would require detailed information about customer usage 10 

including hourly data for each customer class, metrics on system reliability, investment 11 

analysis, and statistical relationships between expenses and key cost drivers.29 Collecting 12 

this information and conducting the relevant analysis is outside the scope of my 13 

testimony here. However, the Commission should consider directing the Company, in its 14 

next rate case, to develop a marginal cost of service study that uses class specific 15 

customer usage profiles (derived either from default service load research meters, or the 16 

Company’s continued deployment of interval data collectors) and relies on the 17 

Company’s actual five-year investment plan to determine key cost drivers. I recommend 18 

the Commission order UES to conduct a collaborative process with all stakeholders so 19 

that everyone has a chance to weigh-in on the appropriate methods of collection and 20 

analysis. 21 

                                                 
29 Attachment JLB-03 at 189. 
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classes that are close to parity and would not be harmed through an allocation (i.e. move 1 

further from parity) are sharing in the overall rate increase, contributing to the principle 2 

of fairness.  3 

Q. Would you change your recommendation if the Commission approves a different 4 

revenue requirement increase?  5 

A. Possibly. The revenue requirement increase that the DOE proposes is the main driver of 6 

my recommendation, as are the principles I outlined previously. If the Commission 7 

authorizes a different revenue requirement, my revenue apportionment recommendation 8 

could potentially be affected. In general, I recommend the Commission rely on the 9 

ACOSS I have presented as well as the principles I have cited above to determine the 10 

appropriate spread. 11 

Q. Do you agree with the Company’s rationale for not allocating any revenue increase 12 

to the lighting schedules?  13 

A. Yes. The lighting schedules are undergoing a significant revision from the proposed 14 

move towards LED lighting. Allocating a revenue increase during this time would only 15 

complicate the rate change further. In addition, the stark difference in the technologies, as 16 

discussed by my colleague Dr. Larry Blank, could have profound implications on the 17 

classes load profiles. However, the ACOSS I have provided indicates that the lighting 18 

schedules are significantly overpaying their costs. I recommend the Commission examine 19 

this issue closely in the next rate case that UES files.  20 

Q. Does this conclude your testimony? 21 

A. Yes.  22 
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