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REBUTTAL TESTIMONY OF
MICHAEL W. SEARCY
ON BEHALF OF
MOHAVE ELECTRIC COOPERATIVE, INCORPORATED

SUMMARY OF REBUTTAL TESTIMONY

Mr. Searcy is a Managing Consultant for CH Guernsey & Company, the consulting
firm retained by Mohave Electric Cooperative Incorporated to assist in the preparation and
processing of its rate application. In his rebuttal testimony Mr. Searcy discusses:

1. Staff's use of a 2010 test year (instead of the 2009 test year used by Mohave);

2. Adjustments to “other revenue” and rate case expense;

3. The general consensus on revenue requirement, rate design and Mohave’s

service rules and regulations except for differences relating to:

a) Implementing a pre-paid service program,

b) Recovering transformer costs from new customers outside subdivisions,
c¢) The time period Mohave will apply its existing line extension policies to
persons receiving a written estimate prior to a Decision in this case,

d) The level of residential customer charge,

e) The on-peak periods for the residential time of use rate,

f) The design of large commercial and industrial time of use,

g) Staff’s capping the residential class revenue requirement at the overall
percentage rate increase; and

h) Staff’s request that Mohave be ordered to file its next rate case no later than
April 1, 2016 using a 2015 test year.

Mr. Searcy demonstrates that Mohave’s position regarding each of the foregoing
issues is superior to the position advocated by Staff and should be adopted by the
Commission. Mr. Searcy further demonstrates that as the duly elected representatives of
the customers Mohave serves, the determinations and preferences of the Mohave’s Board
of Directors should be given substantial weight and deference.
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1. INTRODUCTION
Please state your name, your employer and your position.

My name is Michael W. Searcy and [ am employed by C. H. Guernsey & Company
(“Guernsey”). My current position is Managing Consultant. 1 have previously
presented Direct and Supplemental Testimony in this matter on behalf of Mohave
Electric Cooperative, Incorporated (“Mohave” or the “Cooperative™).

2. PURPOSE OF TESTIMONY
What is the purpose of your rebuttal testimony?

My rebuttal testimony will address the direct testimony submitted by Staff on the

following issues:
1. Staff’s test year;
2. Staff's $55,820 increase to other revenues;

3. Staff’s omission of rate case expense and recommendation that Mohave be
ordered to file its next case no later than 2016;

4. Staff’s exclusion of both power costs and margins related to third party sales;
5. Staff's recommended revenue requirement;
6. Staff's recommendations on Mohave’s service rules and regulations,

including line extension policy and prepaid metering service;
7. Staff’'s comments regarding Mohave’s cost of service study; and
8. Staff’s class revenue and rate design recommendations.
3. SELECTION OF TEST YEAR
What test year did Mohave use?

Mohave selected the 2009 calendar year for its test year as it was the most recent
audited data available when the application was being compiled. The actual test
year was then adjusted for known and measurable changes of a continuing nature.
At Staff’s request, Mohave supplemented its application with actual 2010 calendar

i e e e s g it o g i e ot S L e e S i e i e
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year data with adjustments to reflect: a) AEPCO’s new wholesale power rates, b)
updated third party sales power cost and revenue projections, c) the expiration of a
special contract rate applicable to a single large customer and d) the PPCA revenues
flowing from the power cost changes. In my supplemental direct at page15, lines 11

- 25, I explained that the supplemental 2010 data served to demonstrate the

A bk W N =

reasonableness of the 2009 test year Mohave had selected.

7 Q. What test year has Staff chosen to use?

A. Staff elected to use the largely unadjusted 2010 calendar year data suggesting it,

“reflected the most recent historical 12 month period, consistent with Commission

10 Rules, and provided Staff with more recent information to perform its analysis. Staff

11 updated the test year to 2010.” (Direct testimony of Crystal S. Brown, page 4, lines
12 12 -14)

13 Q. Does Mohave agree with Staff’s use of the 2010 test year?

14 A Certainly 2010 is more recent than 2009. Mohave does not necessarily agree that

15 2010 is more representative than 2009 or that this change in test year is necessary.

16 However, because the bottom line revenue recommendation of Staff, after making

17 the few necessary adjustments to the 2010 operating revenues and expenses | will

18 specifically discuss, will result in substantially the same revenue requirement as

19 requested by the Cooperative, Mohave will not dispute Staff’s use of a 2010 test |
20 year.

21 4. STAFF ADJUSTMENT TO “OTHER REVENUE”

22 Q. Did Staff recommend an adjustment to Mohave's proposed “Other Revenue?”

23 A Yes. Staff witness Crystal Brown accepted Mohave’s adjusted 2010 test year “Other

24 Revenue” of $606,899. However, in adjusting for the impact of the revised service

25 fees proposed by the Cooperative, Ms. Brown increased the “Other Revenue”

26 adjustment by $55,820, from $256,648 to $312,468. In her testimony (Direct

27 Testimony of Crystal S. Brown, Page 13, line 10 - Page 14, line 3), she states this was

28 to include $55,820 in additional revenue from a new service charge that was not

29 included in Mohave’s proposed revenue requirement. {
30

31
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| 1 Q. Is the $55,820 “Other Revenue” adjustment appropriate?

2 No. Based upon communications with Staff, I believe Ms. Brown may have
3 misunderstood my response to data request CA 5.13 involving the computation of
4 revenues from a new deferred payment plan late fee. In my response, I stated, in
5 part:

6 “In the course of developing the response to this question, an error in the

7 data was discovered... The original projected amount was $56,537. The
revised amount is $55,820. The $717 difference is not material.”

9 The intent of the answer provided was to indicate that the portion of Mohave’s
10 proposed "Other Revenue” increase associated with revenue generated by the new
11 late fee, if adjusted at all, should be lowered by $717, not increased by $55,820.

12 Q. What is the appropriate level of ‘Other Revenue’ for the adjusted 2010 test
13 year?

14 A In responding to Staff's Data Request 5, Mohave discovered other small service
15 charge corrections that were provided to Staff as a part of Data Request 5. Attached
16 as MWS-Rebuttal Schedule 1 is a summary of “other revenue” as originally proposed
17 by Mohave and with all corrections submitted to Staff. The total 2010 test year
18 “Other Revenue” amount, adjusted for the new rates, is $867,282. This reflects an
19 increase of $260,383 over the adjusted test year amount, or $3,735 more than
20 reflected on Mohave Supplemental Schedule A-1.0. The final corrected amount for
21 “Other Revenue” is $52,085 less than reflected on Schedule CSB-3 to Ms. Brown’s
22 direct testimony.

23 Q. Would such an adjustment require further changes beyond an adjustment to
24 “Other Revenue?”

25 A Yes. Any revenue not collected from service charges/other revenue must be
26 recovered from base rates. This will involve slight changes in base rates for the rate
27 classes and will affect the final rates and tariffs to a slight degree. Mohave has
28 included these changes in its Rebuttal Rates as MWS-Rebuttal Schedule 6.

29 Q. Is it your understanding Staff agrees with Mohave's adjusted “Other Revenue”

30 figure?

31 A Yes. It is my understanding Staff agrees with Mohave about making this revenue
32 change and will include both the reduction in “other revenue” and the
33 corresponding increase to base rates as a part of its surrebuttal testimony.

34
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1 5. RATE CASE EXPENSE/NEXT RATE FILING
2 Q. Did Staff include any amount for rate case expense in its adjusted 2010 test

year income statement?

4 A No. As noted, Mohave intended to rely on the 2009 test year which included
5 $150,000 in rate case expense amortized over 3 years. This amount was not carried
6 over to the supplemental 2010 data, since Mohave was not proposing to use it for
7 rate making purposes. Since Staff is using the 2010 test year, Staff should have also
8 included a reasonable sum for rate case expense.
9 Q. Was any amount of rate case expense included in the actual 2010 expenses
10 Staff is using for the 2010 test year?
1 A No. Mohave set up a deferred account, so none of these expenses is included as a
12 part of Mohave’s 2010 expenses and none is included as a part of Mohave’s 2010
13 income statement.
14 Q. What amount is Mohave requesting as rate case expense?
15 A Mohave is requesting $400,000 amortized over 4 years as rate case expense
16 resulting in $100,000 being included in the test year. Of this amount, $341,090 had
17 actually been incurred by January 31, 2012 and the rest is the current projected
18 costs to conclude this matter.
19 Q. = What has caused Mohave’s rate case expense to increase over its original
20 projections?
21 A Staffs request for supplemental 2010 data and Staff's decision to conduct a
22 purchase power prudence review as part of this rate case have significantly
23 increased rate case costs beyond those initially projected by the Cooperative.
24 Mohave agreed to provide the supplemental 2010 data and to provide four years of
25 significant power cost data. Mohave timely objected to Staff’'s request to go back an
26 additional 5 1 years as part of its purchase power prudence review because it is
27 unduly burdensome, had been previously provided to Staff in the form of monthly
28 purchase power filings and is well beyond the customary scope of the historical test
29 year (whether 2009 or 2010) used to set rates in this proceeding. Without seeking
30 an order to compel, Staff, through its consultant Mr. Mend], is recommending the
| 31 Commission impose a $1.946 million penalty, as a prudence adjustment “because
32 MEC failed to maintain and provide the information to support the prudence of its
33 purchased power” for the period between July 25, 2001 and December 31, 2006.
34 (Direct Testimony of Jerry Mendl, pp. 26-28). Mohave is working with Staff in an
35 effort to resolve this issue, but as of the deadline for filing rebuttal testimony, the
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issue is contested and is consuming significant time and effort on the part of

Mohave.

3 Q. Would such an adjustment require further changes beyond an adjustment to

4 operating expenses?

5 A Yes. The recommended increase in operating revenue would need to be increased

6 the same amount as the amount of rate case expense included the adjusted test year

7 to attain the operating margins recommended by Staff. This is reflected on MWS-

8 Rebuttal Schedules A-1 and A-2.

9 Q. Why is a four year amortization period appropriate?
10 A Staff is recommending Mohave be ordered to file a new rate case no later than April
11 1, 2016 based upon a test year ending December 31, 2015. As rates will not go into
12 effect until July or August of 2012, there will be approximately 4 years to collect the
13 rate case expense under the rates approved in this proceeding, based upon Staff’s
14 recommendation.
15 Q. Does Mohave support Staff's recommendation that the Commission require
16 the Cooperative to file a rate case no later than April 1, 2016 with a test year
17 ending December 31, 2015?
18 A While Mohave agrees it likely that a rate case will be appropriate by that period, the
19 Cooperative opposes being ordered to make a rate filing by a date certain or having
20 its test year determined in advance of such filing. Mohave believes its member
21 elected Board of Directors is better able to determine when a rate filing is necessary
22 and that such decision, and the appropriate test year, should be based upon actual
23 operational data. Moreover, Mohave has an annual audit done by an outside
24 certified public accountant. The results of such audits are usually not presented to
25 the Cooperative’s Board until June or July following the close of the calendar year
26 being audited. Therefore, requiring a filing before September1l would not allow
27 Mohave to base its filing upon audited data.
28 Mohave would not object to being required, as a compliance item, to file in this
29 docket on or before April 1, 2016 a copy of its unaudited Form 7 for the calendar
30 year 2015, together with a summary schedule containing the information contained
31 in Schedule CSB-1 reflecting an estimate of any increase in rates the Cooperative’s
32 management anticipates might deem appropriate, unless prior thereto it has already
33 separately docketed a rate case.

o T T R S G S i S e L T g e S e i e e LR ]
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1 6. POWER COST, PPCA BASE COST, BASE REVENUE & PPCA REVENUE
2 Q. Did Staff recommend an adjustment to Mohave’s adjusted 2010 Power cost,
PPCA base cost and Base Revenue and PPCA Revenue?

4 A Yes. Staff witnesses Crystal Brown and Jerry Mendl recommended removing

5 recovery of $594,737 in expenses related to power supply from power cost and

6 from recovery through the PPCA. All but $32,702 of these expenses were found to be

7 justified and transferred to Mohave non-power cost expenses. Mohave is not

8 disputing removal of the $32,702 from adjusted 2010 test year expenses. As

9 discussed further by Carl N. Stover in his rebuttal testimony, Mohave does oppose
10 Staff's exclusion of the remaining $562,035 in costs from power supply related
11 expenses, as well as Staff's proposal that in the future Mohave exclude from PPCA
12 calculations both power cost and margins received from third party sales (TPS), as
13 opposed to its current practice of excluding only power cost.
14 7. REVENUE REQUIREMENT
15 Q. What is the net impact on Mohave’s revenue requirement and how does that
16 compare to Staff's recommendation?
17 A Regardless of whether the Commission agrees with Mohave or Staff relating to the
18 treatment of these items in PPCA calculations, Mohave’s revenue requirement for
19 the adjusted 2010 test year is $79,073,715, (MWS-Rebuttal Schedule A-1) as
20 compared to Staff's recommended revenue requirement of $78,973,715 (Staff
21 Schedule CSB-3). The total difference is $100,000 and is entirely related to including
22 recovery of rate case expense.
23 Since total revenue required by the Cooperative is not in dispute, any increase or
24 decrease in PPCA revenue will require an off-setting decrease or increase in the
25 base rates and revenue. Attached is MWS-Rebuttal Schedule A-1, showing Mohave’s
26 proposed change to Staffs recommended income statement shown on Staff
27 Schedule CSB-3. Changes made were to 1) correct “Other Revenue”, 2) add rate case
28 expense, 3) restore Mohave’s treatment of power-supply-related expense as power
29 cost and recover these costs through the PPCA rather than base rates, and 4) restore
30 Mohave’s treatment of third party sales margins and not refund these margins to
31 members through the PPCA. While the changes affect the items listed above,
32 operating margin and return developed under Mohave’s rebuttal income statement
33 and under Staff's income statement are identical. MWS-Rebuttal Schedule 4, shows
34 the calculation of Mohave’s base PPCA cost continuing Mohave’s existing treatment




1 of power-supply-related expenses and third party sales margins and rejecting Staff’s

2 recommended changes in these areas.

3

4 8. STAFF ADJUSTMENTS TO MOHAVE'S POLICIES, INCLUDING

5 ITS LINE EXTENSION POLICY AND PREPAID METERING

6 Q. Does Mohave agree with Staff's recommended changes to its service rules and

7 regulations?

8 A Mohave will adopt all the changes to its policies recommended by Staff, other than

9 those I will discuss separately related to line extension and the recommendation
10 that Mohave make a separate application for its prepaid metering option.
11 Q. Did Staff recommend any changes to Mohave’s proposed line extension policy
12 with which Mohave does not agree?

13 A Yes. .While Mohave and Staff are in almost total agreement with regard to MEC’s

14 policies, Mohave does not agree with two of Staff's recommendations regarding its
15 proposed line extension policy:
16 1) “Mohave [should] not charge the cost of the transformer to individuals not
17 within a subdivision requesting single phase or three phase service” (Direct
18 Testimony of Candrea Allen, Recommendation 5, Page 9, Lines 18 - 20), and
19 2) “any potential customer who has been given the current line extension
20 free footage allowance estimate or quote by Mohave up to one year prior to
21 an Order in the matter should be given the line extension free footage
22 allowance as specified in Mohave|['s] current Service Rules and Regulations,
23 as discussed in the testimony.” (Direct Testimony of Candrea Allen,
24 Recommendation 7, Page 9, Lines 26 - 30).
25 Q. Please explain why Mohave feels it is appropriate to include the cost of the
26 transformer in calculating line extension allowable investment for those
27 outside of subdivisions in particular.
‘ 28 Mohave’s line extension policy is designed to recover, through a combination of
| 29 revenue from the member over time and as up-front contributions in aid of
30 construction, each member’s share of the cost of providing line extension to serve
31 their facilities. Staff agrees with this general concept. Witness Candrea Allen on page
32 6, lines 22 - 23 states: “Staff believes that Mohave’s proposed line extension
33 allowance would be beneficial for its customers.” Transformers are part of the plant
34 investment whether installed to serve a subdivision or individual lots.

ot o i e U U i e e S g e e i e e e ]
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1 Unlike heavily urban utilities, Mohave is a rural electric cooperative. Mohave serves
| 2 many residential customers outside of urban areas and outside of subdivisions.
| 3 While rural growth is typically slower than in urban areas, residential customers do
‘ 4 request service outside of subdivisions, including quite rural parts of the
5 cooperative’s service territory. They are in areas of low customer density where
| 6 each customer typically requires their own individual service transformer, rather

7 than a typical subdivision where multiple customers are more often connected to a

8 single transformer. So the average per-customer transformer plant investment is

9 often greater outside of subdivisions. Removing recovery of the Cooperative’s

10 investment in transformation facilities from any group creates a subsidy.

11 Mohave believes its proposed method, including full recovery of transformer plant
12 investment from customers outside of subdivisions is fairer to all cooperative
13 members and requests that its proposed line extension policy be approved as
14 submitted.

15 As an alternative, Mohave suggests that outside of subdivisions, the customer’s
16 responsibility for transformer costs be capped at one half of the transformer’s cost.
17 This ensures that individual will share at least one half the transformer cost with
18 either another customer/neighbor or the Cooperative. Where a transformer is
19 expected to serve more than two members, an individual member would only be
20 responsible for his or her pro rata share.

21 Q. Is Staff's recommendation that customers who have received a line extension
22 estimate be given a year to proceed under the existing line extension policy
23 necessary or appropriate?

24 A No. Today, each member is provided a written estimate on a standard printed form
25 identifying the cost on any line extension to a member requesting line extension. A
26 copy of this standard form is attached and included as MWS-Rebuttal Exhibit 2.

27 The form states on page 1, Section [, Item 1 the following:

28 “This estimated construction cost is valid for 60 (sixty) calendar days

29 from . The full estimated cost of construction must be paid, this

30 agreement must be executed, and Mohave’s construction must be

31 started within that 60 (sixty) days, or this agreement may be declared

32 S null and void at the option of Mohave.”

33 To the extent Staff is concerned that a customer might see an unexpected increase in
34 the cost of extension of electric service due to the policy changes, they are already
35 on written notice that the estimate is only good for sixty (60) days.

f Rebuttal Testimony: Michael W. Searcy Page 11
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Q. Does Mohave recommend revisions to the wording of Staff's recommended
change to Mohave's proposed line extension policy?

A. Yes. Mohave believes that recommendation 7 as referenced in the direct testimony

of Candrea Allen, page 9, lines 26 - 30 is unnecessary and should be eliminated. If,
however, the Commission feels some additional customer protection is needed,
Mohave suggests the recommendation and order provide:

“Any potential customer who has been given the current line extension
free footage estimate or quote by Mohave up to sixty (60) days prior to an
Order in this matter shall be given the line extension free footage
allowance as specified in Mohave’s current Service Rules and Regulations
for up to sixty (60) days after the effective date of such Order.”

The foregoing will have the effect of extending the validity of the original estimate
for a period of sixty (60) days following the date the policy changes are effective.
Mohave will include in its customer notice concerning the rate change the following
statement:

“The Commission has also approved changes to Mohave’s line extension
policy. Mohave will continue to honor written line extension estimates
received on or after 60 days prior to the date of the Decision (i.e., on or

after ) for an additional 60 days (i.e., until ). Thereafter, all
line extensions will be calculated based upon the revised line extension
policy.”

Q. Were there other policy matters addressed by the Staff?

Yes. Staff recommended several changes to Mohave’s policies and recommended
that Mohave’s request to implement prepaid metering be considered separately and
not as a part of this proceeding.

Q. Why does Mohave not wish to see the prepaid metering request be handled at
a later date as a part of a separate proceeding?

A Mohave does not wish to delay implementation. Mohave is not proposing a separate

or different rate be applied to pre-paid metering customers. And Mohave is not
proposing that pre-paid metering be considered as a part of its DSM program, either
as assumed reductions in usage or for cost recovery through its proposed DSM
adder.

Mohave is proposing that it be allowed to implement prepaid metering for a single
reason, to allow members with an option to putting up a security deposit, without
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placing the cooperative’s financial position at risk. Customers taking part in prepaid
metering will not have to put up a security deposit, and many customers have
strongly requested their cooperative implement this program.

4 The prepaid metering program would not affect revenue.

5 Q. Does Mohave anticipate that implementing prepaid metering would result in a
reduction in its annual write-offs as recorded in Account 904?

7 A Mohave has no idea how many members whose accounts might result in write-offs
would take part in prepaid program, and therefore, the amount of any adjustment is
9 not known or measurable.
10 9. STAFF REVIEW OF THE COST OF SERVICE STUDY

11 Q. Did Staff conduct its own cost of service study (COSS) for Mohave?

12 A No. Staff reviewed, commented on and relied on the COSS submitted by Mohave.
13 Staff witness Bentley Erdwurm states Mohave’s COSS presents, “a traditional fully
14 allocated cost of service study (“COSS”), along with Mohave’s proposed rate
15 designs.” (Direct testimony of Bentley Erdwurm, page 2, lines 6 - 7} “It is not the
16 position of Staff that Mohave’s proposed functionalization, classification, and
17 allocation techniques used in its proposed COSS fall outside the bounds of standard
18 industry practice . ..” (Direct testimony of Bentley Erdwurm, page 9, lines 7 - 9;
19 underline in original; bold emphasis added. )

20 Q. According to Staff, how does Mohave’s classification approach affect its rate
21 design proposals?

22 A According to Staff's witness Bentley Erdwurm, Mohave’s use of distribution items
23 separate from the functions of metering, meter-reading, the service drop, and
24 customer service, “inflates its proposed residential customer charge to $16.50 per
25 month, which is in excess of a more appropriate charge of $12.00 per month
26 supported by Staff.” (Direct testimony of Bentley Erdwurm, page 9, lines 12 - 19)

27 Q. Do you agree with this assessment of Mohave’s COSS offered by Staff?

28 A No. The COSS classification methodology used is consistent with standard industry
29 practice and does not “inflate” the residential customer charge. In fact, Staff’s
30 proposed rate design uses Mohave’s classification methodology for all rate classes,
31 except for residential and large industrial and commercial time of use customers.
32 The same classification methodology described by Staff as “not acceptable,” (Direct

33 testimony of Bentley Erdwurm, Page 9, line 14) was used to develop cost
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1 classification in two previous TRICO rate cases, one previous SSVEC rate case and
2 one previous Navopache rate case. In each of these cases, the COSS was prepared by
3 Guernsey and Staff recommended approval of the COSS, although with some
4 deviation in rate design.
5 In addition, Guernsey has used the same methodology for cases presented and
6 approved without changes in recent years by Wyoming, Arkansas, and New Mexico
7 regulatory Commissions, along with numerous states where cooperatives are
8 regulated by their elected boards, including Colorado, Florida, Georgia, Kansas,
9 Minnesota, Mississippi, Missouri, Nebraska, Oklahoma, and Texas.
10 This issue is important because Staff recommends Mohave have a significantly
11 lower residential customer charge than the $18.50 residential customer charge the
12 COSS demonstrates is properly recovered by the customer charge. The $16.50
13 residential customer charge proposed by the Cooperative moves toward, but not to
14 the actual customer-related cost the COSS indicates Mohave incurs in making
15 electricity available to individual residential customers.
16 Q. Please explain the basis of a COSS for an electric distribution cooperative?
17 A Classification of costs is in effect a “bucket” that categorizes each cost. There can be
18 many classifications for distribution cooperatives, but they typically are
19 summarized into three main cost components: 1) power supply (demand-related
20 and energy-related), 2) customer-related, and 3) capacity-related. The last two are
21 the costs of operating Mohave’s own distribution, substation and subtransmission
22 systems. No power supply related costs are included in these last two components.
23 To the extent changes in rates move a cooperative closer toward recovering costs in
24 a similar manner to how costs are incurred, rates are generally fairer to customers,
25 and provide a cooperative with a more secure revenue source that causes the
26 cooperative less financial disincentive to promote renewables, energy efficiency and
27 conservation (decoupling).
28 Electric cooperatives have quite different customer mixes than is typically the case
29 with investor-owned utilities. Electric cooperatives nearly always include a greater
30 percentage of their systems in rural areas than is true of more urban utilities.
31 Mohave, for example, serves rural territory in the Kingman area, while an investor-
32 owned utility, UNS, serves most of Kingman itself. Cooperatives have stretches of -
33 rural line with quite low line density that often serve a high percentage of loads such
34 as barns, stock wells, etc. with low usage - yet no matter how low the density, or
35 how low the usage for each customer on a rural line, at least some minimum size of
36 poles and wire must be used and some minimum size of transformer must be hung.
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1 This minimum size of facilities, therefore, is driven not by the customer’s capacity,

2 but by his or her simply being a customer - and the only way the Cooperative can

3 recover these costs from such an extremely low usage customer is through the

4 customer charge.

Q. Has the Commission recognized the foregoing COSS attributes in approving

6 rates for electric distribution cooperatives?

7 A The same classification methodology described by Staff as “not acceptable,” (Direct

8 testimony of Bentley Erdwurm, Page 9, line 14) was used to develop cost

9 classification in two previous TRICO rate cases, one previous SSVEC rate case and
10 one previous Navopache rate case. In each of these cases, the COSS was prepared by
11 Guernsey and Staff recommended approval of the COSS, although with some
12 deviation in rate design.
13 In Decision No. 71230, dated August 6, 2009, the Commission expressly recognized
14 that customer service costs “includes the customer component of distribution line
15 expense, a portion of the transformer expense, [in addition to] the meter and
16 service drop expense and meter reading and customer records expenses.” Decision
17 at p. 7, lines 17-20. Where the only disputed issues with Staff involved rate design,
18 the Commission approved Trico Electric Cooperative’s request for a $15.00 per
19 month residential customer charge and rejected Staff’s lesser increase to $13.50.
20 Q. Staff indicates that Mohave's cost classification, if implemented in rates,
21 “creates a price signal that runs counter to encouraging the efficient use of
22 electricity.” (Direct Testimony of Bentley Erdwurm, page 9, line 24) Do you
23 agree?
24 A No. In fact, Mohave has proposed a $16.50 customer charge that moved it closer to
25 the $18.50 reflected in the COSS in lieu of seeking the more complex decoupling
26 mechanisms proposed by Arizona Public Service Company and Southwest Gas
27 because it provides the customer a simpler and cost based price signal. Before
28 doing so, Mohave considered the impact on its residential customers of moving its
29 residential customer charge to $16.50. The impact was moderated both by the
30 limited overall increase being sought for the residential class and by moving to a
31 three tier energy rate design from the existing single energy rate design. Moreover,
32 the first tier of energy rates for usage from 0 to 400 kWh per month reflects de
33 minimis usage rather than that of normal occupied residence, especially during the
34 hot summer months in the Cooperative’s service area. Mohave’s proposed rates
35 targeted residential customers with energy usage of between 400 to 2,000 kWh to
36 experience a limited increase in their overall electric bills ranging from 3.94% to
37 3.72% (i.e., below the overall increase originally requested). See, Supplemental
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Schedule H-4.0. Because of the Staff-recommended increase in energy charges
between the blocks, under Mohave’s rebuttal rates, residential customers with
energy usage of 400 kWh will experience an increase of only 0.46% as compared to
usage under existing rates. Customer with usage of 1,000 kWh per month would
actually see a small decrease of 0.77%. See MWS-Rebuttal Schedule 8. In contrast,
Staff's proposed residential rate design customer charge would require other
members to subsidize those members who can afford to leave the service area for a
part of the year (particularly in the summer months for vacations or summer
residences) because these customers often have several months in the year with

little or no usage.

Mohave is committed to promoting the efficient use of electricity and has taken
several measures to accomplish this. Two examples include its proposed rates with
inclining blocks and its long-standing rebates for energy efficient HVAC equipment.
But Mohave does not believe the best method of promoting energy efficiency is to
recover its fixed cost of providing service through energy charges.

All of Mohave’s cost of providing service is fixed cost - either driven by customer-
related factors or by peak capacity on facilities. Shifting cost classification from fixed
customer-related cost classification to some other fixed cost classification as
recommended by Staff does not change this. In particular, recovering fixed
customer-related cost through variable (energy) billing units is not fair to all
customers and places cooperative margins at risk in years with low usage.

Cooperatives are quite small and have relatively little industrial load as compared to
investor-owned utilities. This makes them extremely vulnerable to the changes in
margins that occur when fixed costs are recovered through variable billing units
that are highly dependent on weather, the economy, and the cooperative’s own
promotion of renewables, energy efficiency and conservation.

In addition, recovering fixed customer-related costs through variable energy rates
runs counter to the PURPA standard that promotes decoupling in rate making.
Mohave believes that the simplest, most logical, and easiest to understand method
of decoupling rates, particularly for a small electric cooperative, is by recovering
much of its fixed customer-related cost of providing service through fixed customer
charges instead of through variable energy charges. If rates are not decoupled, as

- Mohave continues to succeed in promoting energy efficiency, margins will

continually fall and new subsidies will be created.

Finally, Mohave believes long-standing, industry standard and historically Staff and
Commission approved COSS classification methodology should not be modified to
produce a result. For example, if Staff were to believe Mohave has requested a
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customer charge that produces what it considers to be an unacceptable increase, the
focus of discussion should be entirely on that customer impact issue, rather than
suggesting that the COSS be modified to show justification for a lower customer
charge.

Mohave’s elected Board of Directors deems its proposed movement toward cost of
service as demonstrated in the COSS, including its increased residential customer
charge, coupled with a three tier energy charge and the absence of a decoupling
mechanism, to be fair and reasonable for its members.

What is Mohave’s recommendation with regard to the COSS?

Mohave recommends the COSS be approved as prepared and without changes,
including classification of costs.

10. STAFF REVENUE CHANGES BY RATE CLASS

Do Staff and Mohave agree as to Mohave’s system revenue requirement and

Mohave’s requested rate change request?

Adjusted for rate case expense and properly accounting for “Other Revenue”, the
system revenue requirement proposed by Mohave and Staff are very similar. See
MSW-Rebuttal Schedule A-1.

Does Staff recommend changes to Mohave’s proposed revenue allocation to

the various rate classes?

Yes. As shown on Staff Exhibit DBE-1, Mohave’s proposed increase to the residential
rate class of 4.07% has been reduced to 3.81%. Staff witnesses Bentley Erdwurm
states in direct testimony on Page 5, beginning on line 16, “Staff believes that the
residential percentage increase should not exceed the system percentage increase,

unless compelling cost considerations indicate otherwise.”

Does Mohave agree with Staff that the “residential percentage increase should
not exceed the system percentage increase?”

No. Such a cap on the allocation of revenue responsibility to the residential class a)
is arbitrary, b) is unsupported by the record, c) is contrary to the Public Utility -
Policy Act’s intent to structure rates that, to the maximum extent practicable, will
reflect the costs of service to each customer class, d) ignores the minimal amount of
additional revenue Mohave is proposing to shift to the residential class, e) foregoes
the opportunity to make such shifts when the overall increase request is minimal,
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1 and, f) if followed consistently, would forever preclude closing the gap between the

2 residential and other customer classes.

3 Mohave believes, given the long regulatory history of basing cost recovery from the

4 rate classes more closely to how each class incurs costs, that it should be assumed

5 that, while balancing the impact on customers, a cooperative will move each rate

6 class closer to cost of service UNLESS there is a compelling cost consideration or a

7 practical reason not to do so. Imposition of an arbitrary cap is not a compelling cost

8 consideration to preclude the movement of the residential class somewhat closer to

9 paying its actual cost of service.
10 On Schedule G-2.1 of the original filing, relative performance of each rate class with
11 and without Mohave’s proposed rate change is shown. Prior to any rate changes, the
12 residential rate class relative rate of return (RROR) is 0.2. Any RROR number less
13 than 1 means a rate class is receiving a subsidy provided by other rate classes. After
14 Mohave’s proposed rate change, the residential RROR is 0.72. Mohave has balanced
15 the impact on residential customers, therefore, and while not proposing an increase
16 to the residential class large enough to bring the residential class RROR up to the
17 system average, has proposed that a small step in that direction be made. Mohave is
18 over 90% residential. If Staff's position is that Mohave can never increase its
19 residential rate class by a percentage increase above the system average percentage
20 increase, Mohave will never be able to close the gap that exists between residential
21 and other rate classes.
22 As shown on Staff Schedule DBE-1, the difference between Mohave’s proposed
23 revenue from the residential rate class and Staff's recommended revenue from the
24 same class is only $110,090. Staff indicates the small difference is a reason to adopt
25 their suggested change. Mohave believes the small difference is an insufficient
26 reason to step away from its proposed modest step toward cost-based class
27 revenue.
28 Furthermore, the best time to correct subsidies between rate classes is when the
29 over-all rate change is small. The total proposed rate increase is less than 4%.
30 Taking a quite small step now toward reducing subsidies between rate classes will
31 result in less customer impact than waiting for some future rate case when the over-
32 all change might be higher.
33 - For the foregoing reasons, Staff's suggestion “there exists no practical reason that
34 the residential percentage increase cannot be capped at the system increase” (Direct
35 Testimony of Bentley Erdwurm, p. 5, lines 22-23) is wrong.
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Other than the residential rate class, does Mohave disagree with the revenue
allocation changes Staff proposes for any other rate classes?

Yes. Mohave also objects to Staffs proposed change to the Large Commercial &
Industrial time of use rate (LC&I TOU) class. Mohave’s disagreement will be
discussed below as a part of the rate design testimony. In addition, adjusting “Other
Revenue” and adding rate case expense will necessitate a small change in the total
revenue requirement from Staff's recommended totals allocated to the various rate
classes.

What is Mohave’s proposal with regard to the class revenue requirement?

Mohave believes the proposed class revenue requirements should be as provided on
the attached MWS-Rebuttal Schedule 5.

11. PROPOSED STAFF RATE DESIGNS
Did Staff reccommend changes to Mohave’s proposed rate designs?

While Staff generally followed the rate designs proposed by Mohave, Staff did
recommend some changes as illustrated on Staff Exhibit DBE-3. Mohave does not

oppose:

1. Increasing the charge between residential energy blocks 15 mills
per block instead of 10 mills per block.

2. Adjusting the rate designs to reflect changes to the base power
cost and to achieve the overall revenue requirement authorized by
the Commission, (although not agreeing with the specific base
power cost and revenue requirement proposed by Staff).

3. Aninclining energy rate in the TOU rates.

4. Changing the on-peak period for the optional residential time of
use (RES TOU) rates that include weekends.

5. Subject to adjustments for base power costs and the final overall
revenue requirement, the rate designs for Small Commercial,
Large Commercial & Industrial, Irrigation and Lighting customers.

Despite general agreement on rate designs, Mohave does oppose Staff’s proposals
relating to:

1. Residential customer charges.
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2. A dramatic revision to the LC&I TOU rate required to cap the
overall increase in revenues from the three (3) customers on this
rate to 26%, versus the 40% proposed by Mohave.

4 3. A change to the on peak period for the RES TOU, excluding

5 weekends.

6 4. While Mohave agrees with establishing differential-based

7 customer charges between the standard rates and the RES TOU

8 rate, the RES Experimental demand rate, the Small Commercial

9 Energy rate and the Small Commercial TOU rate, Mohave does not
10 agree with Staff's recommended amount of differential.
11 Mohave’s rebuttal rate designs are developed on attached MWS-Rebuttal Schedules
12 6, 6a and 6b and summarized on attached MWS-Rebuttal Schedule 7. Revisions to
13 the proposed PCA base cost are shown on attached MWS-Rebuttal Schedule 4. The
14 differences with Staff are discussed in more detail below.
15 12. RESIDENTIAL RATE DESIGNS

16 Q. What changes did Staff make to Mohave’s proposed residential rate?

17 A Staff recommended:

18 1. A decrease in the customer charge from Mohave’s proposed

19 $16.50 per month to $12.00 per month.

20 2. Bundled inclining energy blocks to be increased by a total of 15

21 mills per block instead of Mohave’s proposal of 10 mills per block.

22 3. Unbundled rate designs to include inclining block for power

23 supply as well as wires cost recovery.

24 In addition, as was the case with all rates, Residential rates were modified to reflect
25 the Staff-recommended change in base power cost and total revenue requirement.

26 Q. Does Mohave agree with Staff’'s proposal for a $12.00 per month residential
27 customer charge?

28 A No. As previously explained in the COSS section, Mohave disagrees with Staff’s

29 interpretation of its customer cost classification. Mohave believes its COSS
30 classification as filed is sound, accurate, and reflects standard industry and
31 historical practice for cooperative cost classification across the country, and in

32 Arizona. Staff has agreed Mohave’s approach falls within the bounds of standard
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1 industry practice. Staff's primary concern is the percentage impact the rate design
2 will have on customers using a nominal amount of energy (0 to 400 kWh per
3 month).
4 Mohave took into account customer impact in considering an appropriate level for
5 the customer charge. Mohave’s elected Board of Directors determined $16.50 is a
6 good balance of moving cooperative rates closer to the cost-based $18.50 rate
7 demonstrated by Mohave’s COSS (see, Schedule G-6.0, p. 1), moving rates closer to
8 the PURPA decoupling standard, and reducing subsidies from one residential
9 member to another, while minimizing customer impact.
10 Importantly, customer billings reflecting energy usage of less than 400 kWh can
11 often be explained by absence from the home (e.g., for vacations or use of second
12 homes), a partial month’s billing, or by a rental home being vacant, rather than a
13 consistent level of usage. Mohave’s service area has high level of turnover, so
14 billings for part of a month are numerous. Customers that can afford to do so will
15 leave the service territory during the hotter summer periods minimizing their
16 energy usage for that period. Mohave deems it inappropriate for the rest of the
17 membership to subsidize these customers and have proposed a customer charge
18 and tiered rate blocks to avoid such subsidization.
19 Mohave’s proposed changes to energy charges are closely linked to customer
20 charges. Mohave proposed an inclining block rate. This rate helps offset the impact
21 of the proposed customer charge increase on low usage customers, since the
22 inclining block change in rate falls most heavily on customers with highest usage
23 and reduces the per kWh charge that would otherwise be applied to customers with
24 low usage. In agreeing to Staff's recommended increase in the inclining energy block
25 charges, Mohave’s rebuttal rate designs even further offset the impact of the
26 customer charges because of the higher per-block increase.
27 Mohave’s over-all rate request is under 4%. Mohave feels that the best time to
28 address inequities between and within rate classes is when the over-all rate change
29 is low.

30 Q. What would Mohave’s rebuttal residential rate look like?

31 A Mohave’s rebuttal residential rate design is attached as MWS-Rebuttal Schedule 6.

-32 - The comparison of existing, originally proposed, Staff recommended and Mohave
33 rebuttal rates is shown as MWS-Rebuttal Schedule 8. As shown, Mohave’s rebuttal
34 rates, without any phasing, result in the average customer with usage of 860 kWh
35 per month seeing a slight decrease of -$0.63 per month or -0.62% as compared to

P i e b i i e e e R e e SR S S L s g e e i i

Rebuttal Testimony: Michael W. Searcy Page 21




existing rates. A customer with median usage of 637 kWh would see a decrease of -
$0.21 per month or -0.27%.

3 The rebuttal rate provides a strong pricing signal promoting energy efficiency
through its inclining block rate — which under the rebuttal rates incline more steeply
| 5 than originally proposed.
\
| 6 As was the case with all rates, Residential rates were modified to reflect rebuttal

base power cost and total revenue requirement.

Q. Would Mohave be willing to phase in its requested change in customer charge
9 over time?

10 A Mohave proposed a $16.50 customer charge for the residential class because that is
11 the level its elected Board of Directors deems appropriate after balancing the factors
12 I have discussed. If the Commission deems such a rate change is too large in one
13 step, then Mohave would be willing to work with Staff to develop a phase in plan
14 leading to its proposed $16.50 customer charge over a period of years. If this
15 approach is selected by the Commission, Mohave proposes starting with Staff’s
16 proposed customer charge of $12.00 on the effective date of the new rates, and then
17 over the next two years commencing with November usage in 2013, increase the
18 customer charge an additional $2.25 each year and lower the energy charges for
19 each rate block so that, based upon test year billings, the authorized revenue for the
20 residential class was produced. November is selected because this is a period when
21 energy usage is normally close to its lowest. In this manner the full customer charge
22 would be implemented with November usage of 2014.

23 Q. What would the phased rates discussed above look like?

24 A MWS-Rebuttal Schedule 7 shows the phasing set forth above. MWS-Rebuttal

25 Schedule 8 shows comparisons under the phases at different usage levels.
26 13. RESIDENTIAL TIME OF USE RATE AND
27 NET METERING CUSTOMER CHARGE

28 Q. What changes did Staff recommend to Mohave’s RES TOU rate?

29 A Staff did not provide a copy of a suggested RES TOU rate. In testimony, Staff

- 30 - recommended a decrease in monthly customer charge from Mohave’s proposed
31 $21.50 per month to $15.00 per month (which is the existing customer charge for
32 RES TOU). Staff recommended changes in summer on-peak hours and agreed with
33 Mohave’s proposed winter on-peak hours.
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1 Staff indicated it was important for Mohave’s RES TOU rate to have inclining blocks
2 similar to those in the standard RES rate. Mohave agrees with this last statement.
3 As was the case with all rates, the RES TOU rates were modified to reflect the Staff-
recommended change in base power cost and to total revenue requirement.
5 Q. Does Mohave agree with the Staff recommended customer charge?
6 Mohave agrees that the customer charge for RES TOU customers should be set to
7 collect the cost difference between the standard RES rate and the RES TOU rate.
8 Mohave contends this cost differential is $5 rather than the $3 recommended by
9 Staff.
10 The proposed customer charge difference between the RES and RES TOU rates is
11 based on the added cost in buying, programming, reading and billing TOU meters as
12 compared to standard meters. Mohave only installs meters for TOU customers that
13 display TOU information. Mohave’s cost for a standard AMI meter that will NOT
14 display TOU data is $125. Mohave’s cost for a meter and module that will display
15 TOU data is $449. Assuming cost recovery over ten years, depreciation cost alone
16 adds $2.70 per month per customer. Mohave’s cost of billing and accounting per
17 standard residential meter is $5.00 per month, according to the COSS (Schedule G-
18 6.0, page 7, original filing). The Cooperative estimates the added cost of customer
19 service, installation, meter reading, billing and accounting for TOU customers would
20 exceed $2.50 per customer per month.
21 Once the Cooperative has completed installation of its AMI metering system, this
22 cost differential may decrease but such is currently speculation. In 2009 and 2010
23 deployment of Mohave’s AMI metering system was in its early stages and is still an
24 ongoing effort.
25 Q. Does Mohave agree with the Staff's recommended changes to the on-peak and
26 off-peak hours included in the proposed RES TOU rate?
27 A Mohave can support a shortened peak period for both its optional RES TOUs rates,
28 but does not support the same peak period for both.
29 Mohave’s system can and does peak on weekends. Currently, Mohave’s optional
30 RES TOU does not include weekends. Thus customers can contribute to Mohave’s
31 peak, while receiving a discounted TOU rate. To address this situation, Mohave
32 proposed an innovative second optional RES TOU rate that had shorter peaks and an
33 additional 2.25% discount on energy charges if the customer agreed to include
34 weekends, while maintaining the existing (longer) peak periods if the customer
35 desired to continue to exclude weekends. The basic concept was to balance
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1 providing a pricing signal to members with having an easily understandable rate

2 and encouraging members to take part in reducing peak load while minimizing the

3 negative margin effect of “free riders.”

4 Mohave wants to give customers a clear indication that it understands controlling

5 load on weekends might be more difficult or less desirable. So a customer

6 voluntarily choosing the weekend option receives two benefits, he or she has fewer

7 hours per day (though the same number per season) requiring control, and a clearly

8 indicated per kWh credit for any added effort or inconvenience caused by weekend

9 peak load reduction.
10 Staff's proposal that the same on-peak periods be used for both options (with and
11 without weekends) during the summer, results in the weekend option having more
12 total hours of control in the season - thus defeating a key part of Mohave’s attempt
13 at simplicity and reward for including weekend hours.
14 As an alternative to its initial RES TOU rates, Mohave is willing to offer shortened
15 summer on-peak periods for both RES TOU optional rates (with and without
16 weekends) in the summer, while maintaining the differential in total hours of
17 control between the two options. This alternative rate design for the RES TOU rate
18 options is summarized on MWS-Rebuttal Schedule 7 and developed on MWS-
19 Rebuttal Schedule 6a. A summary of the proposed hours in each option is provided
20 on MWS-Rebuttal Schedule 3.
21 As originally proposed, the summer peak period excluding weekends would be from
22 12PM to 9PM (9 hours) and the summer peak period including weekends would be
23 from 2PM to 8:30 PM (6.5 hours). Both options would have approximately 2,350
24 peak hours per year (including winter). Mohave’s rebuttal proposal is that the
25 summer peak period excluding weekend would be from 12PM to 7:30PM (7.5
26 hours) and the summer peak period including weekends would be from 2PM to 7:30
27 PM (5.5 hours). Both options would have approximately 2,090 peak hours per year
28 (including winter). Staff and Mohave agree with Mohave’s originally proposed
29 Winter hours.
30 No residential customer desiring to participate in the TOU rate is required to reduce
31 weekend load. And, since the existing TOU rate has a summer peak period from
32 12PM to 9PM, any customer connecting to TOU before rates could be changed would
33 have decreased hours of peak as compared to existing rates.
34 As was the case with all rates, the Residential TOU rates were modified to reflect the
35 rebuttal change in base power cost and to total revenue requirement.
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Q. How does Mohave's customer charge for its net metering customers relate to
its time of use rates?

N

A Under the net metering tariff approved by the Commission, the customer charge for
net metering customers is the same as the customer charge for the applicable TOU
rate for that class of customer. The Commission recognized that TOU and net
metering customers require similar metering, meter reading, customer service, and
billing services and cost Mohave more to service than standard customers.
Therefore the customer charge for both, in a particular class of customers, should be
generally be the same.

W 00 N OV bW

10 Q. Would the residential TOU and net metering rates be phased if the standard

11 residential rates are phased?

12 A Because of the costs associated with phasing in a relatively few customers, Mohave

13 would prefer not to phase in the customer charges for TOU and net metering

14 residential customers. These rates are optional and customers can chose to move to

15 the standard rate if the difference in customer charge per month is an issue to them.

16 14. RESIDENTIAL EXPERIMENTAL DEMAND RATE

17

18 Q. What rate design does Mohave recommend for its proposed experimental

19 residential demand rate?

20 A Staff did not discuss this rate in direct testimony or provide suggested rate designs

21 for review. Mohave believes the customer charges for the experimental residential

22 demand rate and the RES TOU rate should be set at the same level since both rate

23 classes, along with net metering customers, require additional metering, meter

24 reading customer service, and billing expenses. Mohave proposes this level be set at
| 25 $21.50 per month, but in any case, believes the level should be $5 greater than the
| 26 approved customer charge for the standard residential rate.

27 The rebuttal rate design for net metering is shown on MWS-Rebuttal Schedule 6.

28 The rebuttal rate design for residential demand is shown on MWS-Rebuttal

29 Schedule 6b and summarized on MWS-Rebuttal Schedule 7.

30 As was the case with all rates, the Residential Demand rate was modified to reflect

31 the Rebuttal base power cost and total revenue requirement.

32

33

R A T N R B T R T T e T
Rebuttal Testimony: Michael W. Searcy Page 25




1 15. SMALL COMMERCIAL RATES

2 Q. Does Mohave agree with Staff rate designs for the small commercial energy,
3 small commercial TOU and small commercial net metering rates?
4 A Mohave agrees with Staff that Mohave’s “Small Commercial Energy and Small
5 Commercial - Net Metering customer charges are based on residential charges.”
6 (Direct Testimony of Bentley Erdwurm, p. 10, lines 18-19). Therefore, Mohave
7 continues to propose that the Small Commercial - Energy customer charge be the
8 same as the customer charge for the RES TOU customers and that the Small
9 Commercial - Energy net metering customer charge should be an additional $5 per
10 month. The customer charge for Small Commercial - Demand TOU customers
11 should also be $5 per month more than the customer charge for the standard Small
12 Commercial - Demand customer. In other words, a $5 per month differential is
13 appropriate for the additional costs associated with providing net metering and
14 TOU service to members.
15 Q. Does Mohave agree with Staff rate designs for the small commercial demand
16 rate?
17 A In general, Mohave agrees with the Staff recommended rate designs. Mohave has
18 proposed a small change in the bundled demand charges for all rates related to its
19 rebasing of power cost. Mohave agrees with the Staff customer charge.
20 The rebuttal rate designs are shown on MWS-Rebuttal Schedule 6 and summarized
21 on MWS-Rebutta] Schedule 7.
22 As was the case with all rates, Small Commercial rates were modified to reflect the
23 Rebuttal base power cost and total revenue requirement.
24 16. IRRIGATION AND IRRIGATION TOU RATE

25 Q. Does Mohave agree with Staff rate designs for the Irrigation and IRR TOU

26 rates?
| 27 A In general, Mohave agrees with the Staff recommended rate designs. Mohave has
| 28 proposed small changes in bundled demand charges related to rebasing of power
29 cost. Mohave agrees with the Staff customer charge.
30 The rebuttal rate designs are shown on MWS-Rebuttal Schedule 6 and summarized
31 on MWS-Rebuttal Schedule 7.
32 As was the case with all rates, Irrigation rates were modified to reflect the Rebuttal
33 base power cost and total revenue requirement.
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1 17. LARGE COMMERCIAL AND INDUSTRIAL RATE
AND LC&I TIME OF USE RATE

N

4 Q. Does Mohave agree with Staff rate designs for the LC&I standard rate?

In general, Mohave agrees with the Staff recommended rate designs for the LC&I
standard rate. Mohave has proposed a small change in the bundled demand charge
related to its rebasing of power cost. And, as was the case with all rates, LC&I
standard rates were modified to reflect the Rebuttal base power cost and total
revenue requirement. Mohave agrees with the Staff customer charge.

O & N O U

10 Q. Does Mohave agree with Staff rate designs for the LC&I TOU rate?

11 A No. Staff's recommended LC&I TOU rate, Mohave believes inadvertently, has the
12 potential to send an incorrect price signal and allow the standard LC&I customers to
13 dramatically reduce their electric costs without providing any cost savings to
14 Mohave or any benefit from reductions in peak load. As a result, if Staff’s rate design
15 were adopted and a significant number of LC&I standard customers shifted to the
16 TOU rate, Mohave’s operating margins, TIER and DSC would all be negatively
17 impacted. Total revenue Mohave and Staff have agreed should be recovered from
18 Mohave’s members would not be recovered, specifically due to under recovery from
19 this rate class.

20 Q. Please explain.

21 A While Staff deems Mohave’s proposed LC&I TOU rate is appropriate for new

22 customers (Direct Testimony of Bentley Erdwurm, p.4, line 24), Staff developed a
23 different TOU rate design in an effort to limit the impact on the three existing LC&I
24 TOU customers. Id., p.4, lines 25-26. As a result, a large number of existing standard
25 LC&I customers could save money simply by moving to the Staff's recommended
26 LC&I TOU rate. They would not be required to do anything to reduce on-peak usage
27 to achieve savings. If these customers were to shift to the LC&I TOU, Mohave would
28 lose approximately $1.8 million per year in revenue where the total rate increase
29 being requested is just under $3 million.

30 Q. Why do the proposed LC&I TOU rates result in a 40% increase to the 3 existing

31 LC&I TOU customers?

32 A The primary reason for the large percentage increase to the three existing LC&I TOU
33 customers is that the existing rate is not correctly designed. It allows customers to
34 shift usage out of on-peak windows and eliminate paying for both power supply
35 related demand costs, as well as any portion of Mohave’s distribution wires service

e ]
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| costs. The large percentage is not a reflection of the fact that the proposed rate is too
| 2 high, but rather that the existing rate is poorly designed and therefore unacceptably

3 low for these 3 customers.
4 Designing an optional rate available to existing customers must never happen in a
5 vacuum. Each standard LC&I customer will have the option of selecting the
6 proposed LC&I standard rate or the LC&I TOU rate. So the LC&I TOU rate must be
7 designed to match the LC&I standard rate or customers can migrate to the TOU rate,
8 do nothing to lower on-peak usage, and dramatically reduce the Cooperative’s
9 margins. This is particularly the case with this rate class, which makes up the
10 Cooperative’s largest customers.
11 MWS-Rebuttal Schedule 9, shows application of the Staff proposed rate to each
12 existing LC&I customer with the assumption that 100% of each customer’s NCP kW
13 will become its on-peak kW under the LC&I TOU rate. Almost every customer would
14 see a decrease - the total decrease is $1.8 million.
15 It is my understanding that Staff is in agreement with Mohave about this issue and
16 that Staff has indicated their agreement that the originally suggested Staff LC&I TOU
17 rate will need to be modified in some way to avoid the potential revenue impact |
18 have described above.
19 I have reviewed a variety of rate design options to correct this situation without a
20 large increase for existing LC&I TOU customers. No solution was found that both
21 preserved the Staff-approved margins and reduced the percentage increase for the
22 existing customers. In addition, Staff has agreed with Mohave that its proposed LC&I
23 TOU rate is “reasonable for designing a new rate.” (Direct Testimony of Bentley
24 Erdwurm, p.4, line 24. Given the agreement expressed by Staff with the rate design
25 proposed for new customers, therefore, I believe it would be a mistake to design a
26 rate applicable to all LC&I customers driven by the negative impact it has on three
27 customers with usage that is quite atypical of the customer group as a whole.

28 Q. Given the fact that Staff agrees that Mohave’s proposed LC&I TOU rate is

29 reasonable for new customers (Direct Testimony of Bentley Erdwurm, p.4,
30 line 24), did the Cooperative consider requesting that the three existing
31 customers be “grandfathered” and applying the proposed rate to new
32 customers in the rate class?

33 A Yes, but the Cooperative ultimately decided this was unfair to other members and is
34 not proposing it as a part of its rebuttal rate designs. Mohave’s COSS shows on
35 Schedule G-2.1, the standard LC&I rate class under existing rates has a relative rate
36 of return (RROR) of 10.47, while the LC&I TOU rate class under existing rates has a
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RROR of -0.34. Mohave’s residential rate class has a RROR of 0.20. RRORs greater
than 1.0 provide a subsidy to other rate classes. RRORs under 1.0 receive a subsidy.

1
2

Mohave’s other customer classes (including residential) with higher RRORs than
LC&I TOU are, therefore, subsidizing existing LC&I TOU customers. Under Mohave’s
proposed rates, the LC&I RROR moves to 4.11, while the LC&I TOU RROR moves to
1.74.

o U W

7 Q. What types of customers are included in this rate class?

8 A The existing customers have relatively high monthly NCP kW and quite low monthly

9 CP kW. One customer in particular creates great rate design difficulty within the
10 class. This customer is a commercial/industrial aggregate business. In 2010, the
11 customer had total annual usage of 179,880 kWh. The sum of the customer’s
12 monthly NCP kW was 3,637 KW. This means the customer’s annual load factor was
13 only 7%. At the same time, the sum of this customer’s on-peak kW for the entire
14 year was 49.2 kW.

15 Mohave very much wants the existing LC&I TOU customers to be in its TOU rate.
16 Since these customers have so little usage and can easily avoid peaks, the
17 Cooperative wants to provide a pricing signal to do so. But Mohave cannot continue
18 to provide these customers with a rate that also allows them to avoid recovery of
19 Mohave’s own cost of providing service. In his testimony on page 4, Mr. Erdwurm
20 says that, “having an “on-peak” demand charge and an NCP demand charge is a
21 more cost-based design that recognizes that “upstream” costs (incurred closer to
22 power generation and further from the end-use customer) are more driven by the
23 level of “on-peak demand” (system-wide coincident peaks) and “downstream” costs
24 (incurred further from power generation and closer to the end-use customer) are
25 more driven by NCP demand (localized non-coincident peaks).” 1 agree with his
26 analysis. Later on the same page, he says, “the Staff proposal maintains this
27 [Mohave’s proposed NCP and CP demand rate] structure.”

28 Q. What is Mohave’s ultimate solution?

29 A Mohave believes these customers should be billed under its rebuttal LC&I TOU rate
30 structure. While this results in high percentage changes for these customers, and
31 while Mohave is sensitive to the customer impact issue, such a percentage change is
32 unavoidable without either placing Mohave’s financial integrity at risk or without
33 continuing to provide an unfair and unjustifiable subsidy to three customers at the
34 expense of other customers, including residential customers. And, since Staff and
35 Mohave are in agreement with the basic structure of the rate design, that design

36 should be put into effect.
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1 Q. Has Mohave considered phasing in the rate change to minimize customer

2 impact?
3 A Yes. While Mohave believes its proposed LC&I TOU rate is well structured and that
4 existing LC&I TOU customers should ultimately move to this rate, Mohave is also
5 sensitive to the customer impact issue raised by Staff and has developed a three
6 phase approach for consideration.
Under this approach, all new LC&I TOU customers would be billed under Mohave’s
proposed LC&I rate. For the three existing customer only, a tariff would be approved
9 that would be similar to Mohave’s proposed Residential TOU rate phase in. That is,
10 the customer would be billed under phase one on the effective date of the new rates,
11 and then over the next two years commencing with November usage in 2013, move
12 the customers to phase two, and then commencing with November usage in 2014,
13 move the customers to phase three. In this manner the existing customers would be
14 billed under the standard LC&I TOU rate with November usage of 2014.
15 The three phases would not be revenue neutral, and Mohave would not receive the
16 full amount of the revenue requirement until phase three was in effect. But the
17 amount of revenue difference between the phases is not significant. MWS-Rebuttal
18 Schedule 11 shows development of the three phases and the amount of revenue
19 change between each phase and the existing rate, as well as the revenue change
20 between one phase and another.

21 Q. Does Mohave believe that Staff’'s focus on the percentage change between the

22 existing and proposed LC&l TOU rate is the correct metric to employ in
23 evaluating these rates?
24 No. Mohave believes the focus on difference between existing LC&I TOU rate and
25 proposed LC&I TOU rate is not the key factor in reviewing the proposed rate. The
26 focus should instead be on whether the proposed LC&I TOU rate as compared to the
27 proposed LC&I standard rate provides these customers an opportunity to continue
28 to achieve significant savings by moving usage out of on-peak windows.
29 MWS-Rebuttal Schedule 10 page 1 shows that under existing rates, existing LC&I
30 TOU customers save $48,035 per year as compared to billing under the existing
31 standard LC&I rate. Under Mohave’s originally proposed LC&I TOU rate, the same
32 - customers would save $39,031 per year as compared to Mohave’s originally -
33 proposed LC&I rate - still a significant savings. Under Staff's recommended LC&I
34 TOU rate (see page 2 of the same report), the same customers will save $46,836 per
35 year as compared to Staffs recommenced LC&I rate. Under Mohave's proposed
36 rebuttal rates phase three (see page 5 of the same report), these customers would
Rebuttal Testimony: Michael W. Searcy Page 30




1
2

A bW

10
11

12

13

14
15
16

17
18
19

20
21

22
23
24

25
26
27
28
29
30

have savings of $39,477 as compared to the proposed rebuttal LC&I standard rate -
a strong pricing signal to adopt the TOU rate.

It should be noted that, as is the case under existing rates, each LC&I TOU customer
can at any time move back to the standard LC&I rate. This means their potential
billing increase is effectively capped at no more than what any other customer of
their size and usage would see under the LC&I rate.

18. LIGHTING RATES

Does Mohave agree with the Staff reccommended lighting rates?

Just as Staff revised lighting rates primarily to account for Staff differences in base
power cost and revenue requirement, Mohave’s rebuttal rates have been modified
for differences in rebuttal base power cost and revenue requirement.

19. GENERAL RATE DESIGN COMMENTS

Do you have comments of a general nature related to rate designs to add?

Yes. It is important to note that Mohave’s proposed rate designs were approved by
its board of directors prior to being submitted to the Commission. This fact should
be considered in three main areas.

First, Mohave’s board is democratically elected by cooperative
members to represent the member-customers when making
decisions, including decisions related to rate changes.

Second, each board member lives in the area and is themselves a
Mohave member who will pay the rates they approve.

Third, should Mohave’s members disagree with rate designs
recommended by their board, they can influence change and/or their
board member representative through the democratic process.

In addition, Mohave held a series of member meetings across its service area at the
time rates were submitted to Staff. During those meetings, proposed rates were
shown and discussed and opportunities were given to express objections. Mohave

" staff and board members were present to answer questions and to hear comments.

No rate design objections were presented, including no objections to proposed
customer charges.
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Mohave’s members have a great deal of opportunity to control the rate change
process. While the Mohave Board or its members would prefer it if no rate increase
were necessary, they also recognize that a small percentage increase coupled with
much better rate designs are necessary and will serve Mohave and the members in

Vi H W N R

the long term.

Mohave believes that as the elected representatives of the member-customers
Mohave serves, the designs of the Mohave Board should be given weight and
deference when it comes to the rate designs they propose to apply to themselves
and the member-customers they represent.

O 00 N O

10 Q. Does this conclude your testimony?

11 A Yes, it does.
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MWS - REBUTTAL EXHIBIT 2

Work Order # Form LECA1
Page 1 of 3

AGREEMENT FOR CONSTRUCTING ELECTRIC FACILITIES

THIS AGREEMENT, made and entered into in duplicate on this
day of , 20 by and between MOHAVE

ELECTRIC COOPERATIVE, INC., an Arizona Corporation, party of the first part,
(hereinafter referred to as "Mohave") and

a corporation, partnership, or individual, party of the second part (hereinafter referred to
as the "Consumer").

WITNESSETH:

WHEREAS, Mohave is a corporation engaged in the sale and distribution of electrical
energy in portions of Mohave, Yavapai, and Coconino Counties, Arizona; and

WHEREAS, the Consumer is subdividing and developing a portion of that area and it is
to be served with electricity by virtue of an electric system; and

WHEREAS, it is desired by the parties hereto to enter into an agreement whereby
Mohave will construct and operate such a system to service said area:

NOW THEREFORE for and in consideration of mutual covenants and agreements
hereinafter set forth, it is agreed as follows:

Mohave agrees to construct or cause to be constructed and to maintain and operate an
electric system in the above-described area in accordance with existing specifications
and estimates upon the following terms and conditions:

SECTION . TERMS OF CONSTRUCTION

1. Thrs estamated construction  cost is valid for 60 (sixty) calendar days from

. The full estimated cost of construction must be paid, this

agreement must be executed, and Mohave’s construction must be started within that

&0 (sixty) days, or this agreement may be declared null and void at the option of
ohave.

2. The Consumer will advance Mohave the full estimated cost of construction, $ ,
in accordance with Mohave's construction practices.




Work Order # Form LECA1
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At the time construction is finished, Mohave will:

a. Return to the Consumer any advance in excess of actual construction cost, or
b. Bill the Consumer that amount which is in excess of the estimated construction cost.

3. If an underground electric line extension is requested, then the Consumer will provide all
necessary conduit, trenching, backfill, vaults, and three phase transformer pads as
required by Mohave without cost to Mohave. All primary and secondary conduits are to be
inspected by Mohave prior to backfill, and shall be 3" Schedule 40 electrical grade PVC
conduit(s).

SECTION Il. REFUNDING

1. Upon completion of construction, the estimated cost on this agreement will be adjusted to
reflect the actual cost of construction.

2. The term of this agreement is five (5) years. Refunds will be calculated and made each six
(6) months during the term of this agreement. Any advance funds remaining un-refunded
at the end of the five (5) year term will revert to Mohave as a direct contribution in aid of
construction

3. Mohave will refund a portion of the cost of construction to the Consumer for each
electrical consumer attached to the electric system during the term of this agreement
upon the following terms and conditions:

a. The connection must be a permanent member/consumer as defined by Mohave.
b. In no case shall refunds exceed the Consumer's aid-to-construction.

4. The Consumer will furnish to Mohave names and addresses of residents as they occupy
individual lots during any six (6) month period for the purpose of refunds.

SECTION lll. OTHER CONDITIONS

1. This estimate is based on information supplied to Mohave by the Consumer. Should the
plans, specifications, and/or details supplied to Mohave change, Mohave has the option of
rendering this agreement null and void, or requiring the Consumer to make the necessary
corrections at his expense.

2. All easements or rights-of-way and surveying required by Mohave will be furnished to
Mohave without cost. These will be furnished in a manner and form approved by Mohave,
and must be satisfactory to Mohave.
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If an underground line extension is requested, then a detailed, referenced as-built plan of
the conduit system shall be provided to Mohave upon completion of the conduit

installation.

All construction will become the property of Mohave and will be owned, operated and
maintained by Mohave, except the individual Consumer's wiring, disconnect breakers or
switches, and facilities on the Consumer's premises.

In the event this construction agreement is cancelled by the Consumer, an amount equal
to 15% of the Consumer’s advance shall be withheld from the Consumer’s advance as a
Cancellation Fee. This Cancellation Fee is in addition to any direct costs, including
overheads, that may have already been incurred on this construction agreement at the
time of cancellation by the Consumer. This fee does not include the purchase cost of
Special Equipment (special order materials) purchased for the construction agreement;
the purchase cost of Said Special Equipment (including tax and shipping) shall also be
deducted from the Consumer’s advance, and Said Special Equipment shall become the

property of the Consumer.

SECTION IV. EXECUTION OF AGREEMENT

The parties hereto have caused this agreement to be executed by their duly authorized
officers all on the day and year written below.




Consumer Signatures

By

Consumer Signature

By

Consumer Printed Name

By

Attestor Signature

By

Attestor Printed Name

Date

Cooperative Signatures

By

Mohave Electric Cooperative, Inc.

By

Attestor

Date

Revised 07/09
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IN THE MATTER OF THE APPLICATION OF Docket No. E-01750A-11-0136
MOHAVE ELECTRIC COOPERATIVE,
INCORPORATED FOR A HEARING TO DETERMINE
THE FAIR VALUE OF ITS PROPERTY FOR
RATEMAKING PURPOSES, TO FIX A JUST AND
REASONABLE RETURN THEREON AND TO
APPROVE RATES DESIGNED TO DEVELOP SUCH

RETURN

4
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REBUTTAL TESTIMONY OF
CARL N.STOVER, JR,, P.E.
ON BEHALF OF
MOHAVE ELECTRIC COOPERATIVE, INCORPORATED

SUMMARY OF REBUTTAL TESTIMONY

Mr. Stover provides rebuttal testimony related to Staffs recommendations that
would result in Mohave writing-off approximately $3.1 million! consisting of prudence
costs and power supply-related costs. The staff recommended disallowance is greater than
the approximate $2.9 million rate increase proposed by the Staff.

With regard to the prudence cost, Mr. Stover will show that Staff’s rationale for
$1.946 million of the proposed write-off which is based on sending “. .. a signal that a utility
can avoid scrutiny by failing to maintain records and file requested information.”
(reference Mendl testimony page 27, line 27) is inapplicable to Mohave because Mohave
has provided all required data supporting purchased power costs applicable for the PPCA
bank and timely objected to resubmitting data provided to Staff in the past.

With regard to the power supply related costs which Mr. Mendl characterizes as
ineligible cost, Mr. Stover will show that the Staff specifically allows the costs at issue to be
recovered and the only question is how the costs are recovered and whether the PPCA
bank balance is to be adjusted.

Mr. Stover will also explain why Mohave’s current method of dealing with third-
party sales is appropriate, consistent with past practices, and in the best interest of the

retail member-consumers.

Finally Mr. Stover will show that the Staff recommendation will have a serious
negative impact on Mohave’s financials and is not in the best interest of the retail member

consumers that own Mohave.

! Components include:

2001-2006 prudence cost $1.946 miliion
Test Year power supply cost:  $562,035
Estimated 2011- current: $562.035

0000 RO
R R TR R I ——————=
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Mr. Stover recommends:

1.

R —

Rebuttal Testimony: Carl N. Stover, Jr., P.E. -2/23/2012

Prudence adjustment related to 2008 power cost be rejected (Staff has already
agreed with this recommendation)

Prudence adjustment (sanction) related to Mohave’s timely objection to producing
7/25/2001 - 12/31/2006 data be rejected.

Power supply related cost:

a. Lobbying cost be removed from recoverable cost.

b. All other disputed costs continue to be part of PPCA. Alternatively, continue
recovery under the PPCA until revised rates with test year costs included in
base rates are effective.

Third-party sales:

a. Continue current treatment, as consistent with Commission treatment of
other sales excluded from PPCA and discussions with Staff in 2004 and also
providing the greatest equity to the member consumers.

b. If treatment is changed, then make appropriate adjustment to base
purchased power cost as described by Mr. Searcy.



1 1. INTRODUCTION
2 Q. PLEASE STATE YOUR NAME, YOUR EMPLOYER AND YOUR POSITION.
3 A My name is Carl N. Stover, Jr., and | am employed by C. H. Guernsey & Company.

4 Q. ARE YOU THE SAME CARL N. STOVER, JR. WHO SUBMITTED DIRECT

5 TESTIMONY IN THIS PROCEEDING?

6 A Yes. I previously presented Direct and Supplemental Testimony in this matter on
7 behalf of Mohave Electric Cooperative, Incorporated (“Mohave” or the
8 “Cooperative™) in this proceeding.

9 2. PURP F TESTIM

10 Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

11 A My rebuttal testimony focuses on the following:

12 1. Staff witness Mendl’s recommendation that the Mohave purchased power
13 cost adjuster (PPCA) bank balance be reduced by $163,222 for
14 undocumented 2008 transmission costs.

15 2. Staff witness Mendl’s recommendation that the Mohave PPCA bank balance
16 be reduced by $1.946 million as a sanction for Mohave timely objecting to
17 producing detailed support for power costs prior to 2007.

18 3. Staff witness Mendl’s recommendation that the Mohave PPCA bank balance
19 be reduced by $594,737 related to power purchase related costs, $562,035 of
20 which Staff allowed as re-categorized administrative and general expenses
21 and $32,702 of which Staff disallowed as lobbying expenses.

22 4. Staff witness Mendl’s recommendations related to the treatment of third-
23 party sales.

24 5. Staff witness Mendl’s recommendation that Mohave reconsider the limit on
25 power purchased from the spot market.

26 Q. DID YOU PREPARE EXHIBITS IN SUPPORT OF YOUR REBUTTAL TESTIMONY?

27 A Yes.

B T e e eseomoem et e e e
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1 Q. WERE THE EXHIBITS PREPARED BY YOU OR UNDER YOUR DIRECT
2 SUPERVISION?

3 A Yes.

4 Q. DO YOU HAVE ANY GENERAL COMMENTS ON MR. MENDL'’S PRUDENCE REVIEW

AND TESTIMONY?
6 A In reviewing Mr. Mendl's direct testimony, while not agreeing with all of his
7 conclusions and recommendations, [ found the general approach taken to evaluate
8 Mohave’s procurement process sound. However, it is insufficiently tailored to an
9 electric distribution cooperative that is owned and governed by its member-
10 customers, making a transition to a partial requirements member of a G&T
11 cooperative, still making the vast majority of its power purchases under contracts
12 and rates approved by the Arizona Corporation Commission and submitting
13 monthly fuel bank reports to Commission Staff for the specific purposes of tracking
‘ 14 and monitoring the Cooperative’s purchase power bank balance and ensuring the
‘ 15 costs of purchased power are accurately calculated and documented. As a result, Mr.
16 Mendl’s recommendations to penalize Mohave in the absence of any evidence of
‘ 17 wrongdoing are inappropriate and should be rejected.
18 3. MR.MENDL'S RECOMMENDATION TQ REDUCE THE PURCHASED
19 ER BAN LANCE BY $163,222 F ND MENTED
20 P R TIS NO LONGERAT 1

21 Q. WHAT IS THE NATURE OF THIS ADJUSTMENT?

22 A Mr. Mendl stated he made an adjustment of $163,221.69 related to firm
23 transmission services provided by the Western Area Power Administration
24 (“WAPA” or “Western”) for the months of June through November 2008.

25 Q. DID HE MAKE THE ADJUSTMENT BECAUSE THERE WAS A QUESTION AS TO
26 WHETHER OR NOT MOHAVE ACTUALLY RECEIVED THE TRANSMISSION
SERVICE?

No. His testimony does not raise any question regarding Mohave’s utilization of the

29 firm transmission service, the provision of the service or the rates charged. The sole
30 basis for his recommended adjustment was the absence of Western invoices
supporting the cost amount in the vast amount of documentation provided by

Rebuttal Testimony: Carl N. Stover, Jr., P.E. -2/23/2012 Page 6



Mohave in response to Mr. Mendl’s data requests. A major element of his review
process apparently involved checking amounts charged to Mohave’s PPCA against
invoices - an activity the Staff asserts is done when the monthly reports are initially
filed. See Staff Response to MWS-2.11 attached as CNS-Rebuttal Exhibit 1.

HOW N =

w
e

HAS MOHAVE SUBSEQUENTLY PROVIDED THE REQUESTED INVOICES?

A Yes. Reference CNS - Rebuttal Exhibit 2 which is a copy of Staff's response to MWS-
2.6. Mohave also believes the invoices were initially submitted with its monthly fuel
bank reports, but has not taken the time to locate and review its original filings,

O 0w N o

since ACC Staff is no longer proposing the adjustment.

10 4. MR.MENDL'S RECOMMENDATION TO REDUCE THE PURCHASED
11 P BANK B BY $1.9 LION IS AN

12 PPORTED ION AND LD BE REJE

13 Q. WHAT IS THE NATURE OF THE $1.946 MILLION ADJUSTMENT PROPOSED BY

14 MR. MENDL?

15 A Mr. Mendl characterizes the amount as a prudence adjustment (page 28, line 10;
16 page 33, line 5; page 47, line 19), but as I will explain, it is imposed as sanction for
17 Mohave’s timely exercise of its right to object to unduly burdensome and
18 questionably relevant data requests. It is a calculated amount equal to 1% of
19 Mohave’s entire purchased power costs reported in its monthly fuel bank reports
20 submitted to the Commission during the period August 1, 2001 through December
21 31, 2006. Mr. Mendl recommends Mohave be required to refund this amount to
22 Mohave’s owner/member/customers through its PPCA. Mohave is discussing this
23 recommendation with Staff and hopes to resolve it prior to hearing.

24 Q. WHAT IS THE BASIS FOR THIS SANCTION/ADJUSTMENT?

25 A Mr. Mendl states that the adjustment is appropriate “because MEC failed to maintain
26 and provide the information to support the prudence of its purchased power.”
27 Reference Direct Testimony of Jerry Mendl, p. 27, lines 16-17. No other basis for the
28 proposed $1.946 million adjustment is provided.

:

L
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1 Q. DO YOU HAVE PERSONAL KNOWLEDGE OF DISCUSSIONS WITH STAFF ON
ISSUES RELATED TO THE PPCA MONTHLY REPORTING PROCESS?

N

A. Yes. I participated in a meeting on January 28, 2004, with Mohave and ACC Staff at
which time we discussed supporting data for the PPCA. That particular meeting
focused on treatment of third-party sales. However, I reference the meeting to
illustrate Mohave’s efforts to work with Staff to make certain they have the
information needed to ensure that costs for purchased power are accurately

0 N o N b W

calculated and documented.

9 Q DID MOHAVE FAIL TO MAINTAIN ANY INFORMATION THE COMMISSION HAS

10 REQUIRED IT TO MAINTAIN?

11 A No. Mohave regularly submitted its monthly fuel bank reports to the Commission,
12 including invoices to support its power purchase costs. “The purpose of the monthly
13 purchase power report is to track and monitor a utility’s purchase power bank
14 balance and ensure the costs of purchased power are accurately calculated and
15 documented.” (Italics added) See Staff Response to MWS-2.11 attached as CNS-
16 Rebuttal Exhibit 1.

17 Q. DID MOHAVE FAIL TO PROVIDE STAFF MONTHLY REPORTS RELATING TO ITS
18 PURCHASED POWER FOR THE PERIOD JULY 25, 2001 THROUGH DECEMBER
19 31,2006?

20 A No. CNS-Rebuttal Exhibit 3 (Staff Response to MWS-2.36) shows that Staff received

21 the reports for this time period. Mohave occasionally receives requests from the
22 Staff to clarify or file additional information if the Staff has questions or finds that a

| 23 particular report is missing or insufficient. To my knowledge, Mohave has never
24 refused to provide any additional or missing information requested by Staff in
25 relation to the monthly power purchase reports.

26 Q. THEN WHAT IS THE BASIS OF MR. MENDL'S ASSERTION THAT MOHAVE

27 FAILED TO MAINTAIN AND PROVIDE INFORMATION TO SUPPORT ITS
28 PURCHASED POWER?

29 A Apparently, it is Mohave’s exercise of its right to object to burdensome and
30 questionably relevant data that is the sole basis of Mr. Mendl’s recommendation of a
31 $1.946 million adjustment/sanction.

S
Rebuttal Testimony: Carl N. Stover, Jr., P.E. -2/23/2012 Page 8
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When Mohave unexpectedly received data requests seeking voluminous power
purchase information for the period July 2001 through 2010, it timely objected as
permitted by Commission rules and the Procedural Order, dated July 15, 2011,
governing this proceeding. The formal basis of the objection is set forth in a letter
dated September 8, 2011, a copy of which is attached as CNS-Rebuttal Exhibit 4.
Without waiving its objections, Mohave provided Staff an extensive confidential
narrative setting forth the nature of its purchase power procedure and purchases
since July 2001, and all supporting invoices encompassing the period January 1,
2007 through 2010. Reference JEM-2 Confidential. Mohave also provided some
additional historical information, such as the historical Mead Index monthly on-peak
and off-peak prices for the period January 2001 through December 2010 (Reference
[EM-14 Confidential, which is Mohave’s response to JM-3.64).

Preparation of these responses to the questions, and providing documentary
support related to the January 1, 2007 through 2010 period, required significant
time and effort by Mohave’s employees, attorneys and outside consultants, as well
as extensive effort on the part of Mr. Mendl to review and analyze. Reference CNS-
Rebuttal Exhibit 5 (Staff Response to MWS-2.34). It should be noted that Staff also
needed an additional 45 days to complete its review of the data supplied, thereby
delaying a hearing on Mohave’s application and its needed rate relief.

IN YOUR OPINION WAS IT REASONABLE FOR MOHAVE TO ASSUME THAT
DETAILED DOCUMENTARY SUPPORT FOR ITS PURCHASED POWER COSTS FOR
THE PERIOD JULY 2001 THROUGH DECEMBER 31, 2006, WAS AVAILABLE TO
MR. MENDL AND THAT STAFF WOULD MOVE TO COMPEL PRODUCTION OF
ANY MISSING INFORMATION?

Yes. Mohave had previously provided the detailed support for these costs to Staff on
a monthly basis and had responded to any requests for additional information.
Therefore, it was reasonable for Mohave to assume that Mr. Mendl had independent
access to this data and that Staff would move to compel production of any missing

support.

B e ——— o ————————— et e ettt
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1 Q. DID STAFF SEEK TO COMPEL MOHAVE TO PROVIDE ANY OF THE DATA THAT

2 IT OBJECTED TO PROVIDING AS PERMITTED BY THE COMMISSION RULES AND
3 THE JULY 15,2011, PROCEDURAL ORDER?
4 A No.

5 Q. WHY DO YOU REFER TO MR. MENDL'S PROPOSED $1.946 MILLION

6 ADJUSTMENT AS A SANCTION?

7 A Because the purpose is to penalize Mohave for timely objecting to a portion of the

8 data requests he crafted and to avoid sending “a signal that a utility can avoid

9 scrutiny by failing to maintain records and file requested information.” Reference
10 Direct testimony of Jerry Mend], p. 27, lines 11-12.

11 Q. DOES MR. MENDL HAVE ANY BASIS FOR RECOMMENDING THAT A PRUDENCE

12 ADJUSTMENT IS APPROPRIATE BASED ON INADEQUACY OF THE
13 INFORMATION PROVIDED?

14 A No. CNS-Rebuttal Exhibit 6 is response to MWS-2.29(a) which asked for this
15 information. The response is not yet complete with regard to certain elements of the
16 question. However, the response to (c) references a lack of supporting invoices as
17 specified in Mr. Mendl’s testimony. But Mr. Mendl has not provided Mohave any
18 listing of specific data that was not provided or was missing when Mohave
19 submitted its PPCA monthly reports for the period July 25, 2001 through December
20 31, 2006.

21 Q. IS IT CLEAR THAT MR. MENDL WAS PROVIDED ALL OF THE MONTHLY PPCA
22 REPORTING DATA SUBMITTED TO THE ACC BY MOHAVE FOR HIS AUDIT?

23 A Yes. CNS-Rebuttal Exhibit 7 is copy of Staff's response to MWS-2.24 which indicates
24 Mr. Mendl was provided copies of the monthly purchased power adjustor reports.

25 Q. IS THERE A LIST IN MR. MENDL’S TESTIMONY IDENTIFYING SPECIFIC MONTHS

26 OR DATA THAT WERE MISSING OR NEEDED FURTHER EXPLANATION TO
27 SUPPORT THE PPCA MONTHLY REPORT?

28 A No. Mr. Mendl’s testimony, as well as the data requests received by Mohave only
29 reference the entire sixty five (65) month period. In responding to a question about
30 conclusions regarding prudence during this period he states “...MEC objected to

Rebuttal Testimony: Carl N. Stover, Jr., P.E. -2/23/2012 Page 10




1 providing information prior to 2007. .... Therefore Staff can make no determination
2 regarding the prudence of MEC’s power purchases prior to 2007.” (Reference Direct

3 testimony of Jerry Mend], p. 26, line 19).

4 Q. WHAT IS MOHAVE'S REBUTTAL POSITION WITH REGARD TO PROVIDING

5 REQUIRED DATA TO SUPPORT THE PPCA BANK?

6 A Mohave has fully documented all purchased power expenses for the 2007 through

7 2010 period in responses to data requests in this proceeding. In addition, Mohave

8 provided monthly reports for the 2001 through 2010 period. Mohave further

9 acknowledges the requirement to provide Staff adequate supporting data of its
10 purchased power costs with its monthly filings and to timely supplement that
11 information when requested by Staff. Having done so, it is unreasonable and
12 arbitrary to require Mohave to produce that same data during a rate proceeding or
13 independent proceeding so Staff can conduct an independent prudency review of
14 Mohave’s purchase power practices. In the event Staff conducts an independent
15 review of those monthly reports and identifies specific gaps in the documentation
16 Mohave previously supplied, then Mohave should and will commit to make a
17 reasonable effort to provide documentation in order to address those specifically
18 identified gaps in information. However, Staff and Mohave have a joint
19 responsibility to verify the completeness of the monthly reports when submitted.
20 CNS Rebuttal Exhibit 1 and CNS Rebuttal Exhibit 1A, response to MWS-2.11 clearly
21 identifies this process.

22 Q. IS THERE ANY COMMISSION RULE OR ORDER OR AN ACCOUNTING PRINCIPLE

23 THAT REQUIRED MOHAVE TO MAINTAIN DOCUMENTATION OF ITS
24 PURCHASED POWER COSTS FOR MORE THAN FOUR (4) YEARS?
25 A I know of none and Staff has not identified any.

26 Q. HOW WAS THE ADJUSTMENT OF $1.946 MILLION PENALTY DETERMINED?

27 A The value is equal to 1% of the total wholesale power cost for the period July 25,
28 2001 to December 31, 2006, of $194.681 million. Reference direct testimony of Jerry
29 Mendl], p. 28, lines 4-11.

30

31
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1 Q. WHY DID MR MENDL USE A 1% FACTOR?

2 A Mr. Mendl does not state the basis for the 1% value. Attached is CNS-Rebuttal
Exhibit 8 (Response to MWS-2.28) which indicates that values of 0% up to 100%
4 were considered by Staff.

5 Q. WHAT IS THE AUTHORITY FOR PROPOSING THE PRUDENCE ADJUSTMENT?

A Mohave’s data request MWS-2.28(d) asked Staff to “identify any authority upon
which Staff relied in developing its $1.946 million (1%) prudence adjustment
recommendation.” As of the filing of this rebuttal testimony, Staff has not provided

O 00 N O

any.

10 Q. WHAT IS THE REASON FOR USING THE TOTAL PURCHASED POWER COST OF
11 $194.681 MILLION (PAGE 28, LINE 9) IN THE CALCULATION OF THE
12 PRUDENCE ADJUSTMENT?

13 A Again, Mr. Mendl does not state why he applies the 1% factor to the total purchased

14 power cost incurred by Mohave for the period July 25, 2001 to December 31, 2006.
i 15 The total includes power costs incurred by Mohave for payments under ACC
| 16 approved rates to AEPCO and also includes transmission costs. However, in
17 response to MWS-2.30, Staff acknowledged it is not its position that a prudency
18 penalty should be paid for amounts paid to AEPCO or others at ACC approved rates.
19 See CNS-Rebuttal Exhibit 9 (Response to MWS-2.30).

20 Q. DID MR. MENDL INDICATE THE APPROPRIATE FACTOR THAT WOULD BE

21 APPLICABLE FOR THAT PORTION OF THE POWER COST THAT WAS EITHER
22 PURCHASED AT MARKET RATES OR THAT PORTION OF THE AEPCO COST
23 THAT MOHAVE COULD HAVE REPLACED WITH MARKET PURCHASES?

24 A No. In response to data request MWS-2.30, Staff merely suggests such calculation
25 was precluded due to a lack of information supplied by Mohave. Staff does not
26 explain why the information was unavailable from the monthly reports Mohave had
27 submitted and it provided to Mr. Mendl. Given the fact that Staff considered values
28 ranging from 0% to 100%, it is fair to assume Staff arrived at a value it believed sent
29 the intended signal that a utility cannot avoid scrutiny by failing to maintain
30 requested file data, even though it presented no evidence Mohave had failed to
31 maintain or file data. In reality, Staff is recommending a $1.946 million sanction be
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1 imposed on Mohave for timely objecting to re-submitting data 5 to 10 years
2 following its initial submittal with Staff.

| Q.  DOES MR. MENDL SPECIFICALLY CONCLUDE THAT MEC’S PURCHASED POWER
4 COSTS BETWEEN 7/25/2001 AND 12/31/2006 WERE IMPRUDENT?

5 A No. When asked what the Staff concluded about the prudence of Mohave’s power
6 cost during this period, his answer is “Nothing.” (Reference direct testimony of Jerry
7 Mendl], p. 26, line 19.)

8 Q. GIVEN THE FACT THAT MR. MENDL WAS NOT ABLE TO COME TO A

9 CONCLUSION ABOUT PRUDENCE, DOES HE PROVIDE ALTERNATIVES TO DEAL

10 WITH THE PRUDENCE OF MOHAVE PURCHASED POWER COSTS BETWEEN
11 7/25/2001 AND 12/31/2006?
12 A Yes. He lists three options beginning on page 27 of his testimony. The options are:
13 1. The Commission could direct MEC to file the needed information. As
14 discussed above, Staff had this option but did not pursue it. This may be
15 based on Mr. Mendl’s unilateral determination that “it is likely that the
16 requisite information is no longer available. Even if MEC provided its
17 purchased power information, it would also have to reconstruct the context
18 of the market and other parameters in that time period. Doing this option
19 would be at best time consuming and burdensome [the precise basis of
20 Mohave’s objection], if even possible.” As discussed earlier, Staff has never
21 identified which of the sixty five (65) months required additional supporting
22 data, yet the penalty (prudence adjustment) is applied equally to all power
23 purchases over the entire sixty five (65) month period, suggesting all months
24 were of equal concern.

| 25 2. The Commission could accept the costs reported for the period July 25, 2001
26 through December 31, 2006, as prudent. He rejects this option as sending a
27 signal that a utility can avoid scrutiny by failing to maintain records and file
28 requested information, which, as discussed, is not consistent with Mohave’s
29 actions. However, this option is actually supported by the facts. The four-year
30 period for which Mohave re-submitted purchase power documentation, of

| 31 the more than $54 million in annual purchased power costs claimed by

} 32 Mohave, not a single expense remains undocumented and only $32,702 is
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being completely disallowed. From this evidence, it is reasonable to conclude
that Mohave does maintain documentation for all of the purchase power
costs it claims in its monthly reports.

3. The Commission could impose a 1% prudence adjustment, based upon the
unsupported accusation that MEC failed to maintain and provide the
information to support its purchased power cost.

Mr. Mendl and Staff adopted option #3 as a signal to Mohave and other utilities that
they should not try to avoid Commission scrutiny.

Importantly, Mohave has never asserted it is inmune from Commission scrutiny or
has no obligation to maintain and file documentation supporting its purchased
power costs. The sole question is whether it is reasonable to penalize Mohave
$1.946 million for timely objecting to Staffs broad request, during this rate
proceeding, that Mohave resubmit data going back 5 to 10 years without indicating
what specific information had not been submitted with its monthly purchased

power reports, where:

¢ No Commission rule or order or accounting principle mandates retention of
such documentation for such a prolonged period;
e Mohave regularly submitted its monthly reports (CNS-Rebuttal Exhibit 3
(response to MWS-2.36) indicates Staff did receive information from
Mohave);
e Staff acknowledges that the purpose of the monthly purchase power reports
is to allow Staff to track and monitor a utility’s purchase power bank balance
and ensure the costs of purchased power are accurately calculated and
documented (CNS-Rebuttal Exhibit 1 (response to MWS-2.11));
e Mr. Mendl was provided the monthly reports (CNS-Rebuttal Exhibit 5
(response to MWS-2.24}), but did not identify any specific data that was
missing; and
e The documentation that has been provided demonstrates Mohave does
maintain that appropriate documentation.

In my opinion imposing any penalty under the facts of this case is unreasonable.
Applying a blanket percentage against all purchased power costs incurred during
the period is arbitrary and unduly penalizes this electric distribution cooperative for




exercising its right to object to burdensome data requests. To suggest Mohave is not
maintaining or has not responded to reasonable requests for information is simply
not true. As I indicated previously, Mohave staff and ACC Staff met in 2004 where
Mohave described the change from an All Requirements Class A Member of AEPCO
(“ARM”) to a Partial Requirements Member of AEPCO (“PRM”), explained the
treatment of costs, including third-party sales, explained the reports Mohave

intended to file, and sought feedback from Staff as to the adequacy of the proposed
treatment of the PPCA bank. To my knowledge Mohave has always provided data
requested by Staff to support the PPCA.

O 00 N O U b W N

10 Q. DO YOU BELIEVE THERE ARE ADDITIONAL REASONS TO REJECT STAFF'S
11 RECOMMENDATION OF A $1.946 MILLION PENALTY (PRUDENCE
12 ADJUSTMENT)?

13 A Yes. Mr. Mendl references Exhibit JEM-15 in coming to conclusions about the

14 prudence of Mohave’s purchased power cost for the period following 12/31/2006.
15 The exhibit also shows data for the period July 2001 to 2007. The exhibit shows
16 MEC’s Average Cost, excluding transmission, was competitive with Mead On-Peak
17 and Off-Peak prices (provided by Mohave in Data Response Attachment JEM-3.64).
18 In fact, Mohave was more competitive during this period than the period post July
19 2008, which Mr. Mendl found to be reasonable. This data supports the notion that
20 Mohave’s actual implementation of the power supply strategy resulted in
21 competitive rates.

22 Mr. Mendl also makes a specific recommendation to “Acknowledge that MEC’s
23 selection and management of Western to provide critical services are prudent and
24 reasonable” (page 33, line 22). Western has had active involvement and has played
25 essentially the same role for Mohave since Mohave first became a PRM. I believe it is
26 reasonable to assume that Western’s actions for the period 2001-2006 resulted in
27 the same prudent decisions as for the period 2007-2010. Exhibit JEM-15 data
28 supports this conclusion.

29 Q PLEASE SUMMARIZE YOUR CONCLUSIONS RELATED TO THE PRUDENCY

30 ADJUSTMENT PROPOSED BY MR. MENDL.
31 A Mohave does not oppose filing data to support the purchased power adjustment
32 bank and Mohave is not seeking to avoid scrutiny. Mohave has filed data in support

00000000000
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1 of the costs included in the purchased power bank since its inception. Mohave also

2 met with the Commission Staff to review data that would be filed after becoming a
3 PRM to make certain the required information was being provided.
4 Mohave generally agrees with Mr. Mendl's conclusion regarding the relative
5 difficulty of reconstructing, in 2011 or 2012, events that occurred in the 2001-2006
6 period due to the absence of detailed market data.
7 Mohave believes that Mr. Mendl has done a good job in reconstructing cost and
8 market relationships in prior periods with his Exhibit JEM-15, page 1. Mohave
9 believes that this analysis indicates the strategy as reflected in actual power cost
10 would clearly not support an imprudence finding.
11 Mohave appreciates the time and effort Mr. Mendl has spent in understanding
12 Western’s role in the power supply acquisition and implementation process.
13 Mohave places great value on Mr. Mendl’s conclusion that involving Western’s
14 services was prudent and reasonable. Western has been involved since 2001 and
15 continues to be an integral part of the team.
16 Staff provided Mr. Mendl with data for the 65-month period from August 2001 to
17 December 2006; data which Staff indicates it had already reviewed in order to
18 ensure the monthly power purchase costs reported were accurately calculated and
19 reported.
20 For these reasons I have stated, Mohave does not believe the $1.94 million prudence
21 adjustment is supported by the facts in this proceeding.
22 5. MR.MENDL'’S RECOMMENDATION TO REDUCE
23 THE PURCHASED POWER BANK BALANCE BY $ 594,737 1S
24 N RTED AND SHOULD BE REJECTED

25 Q. WHAT IS THE NATURE OF THIS ADJUSTMENT?

26 A During the 2010 test year, Mohave incurred $594,737 in purchased power activities

27 that it included in its PPCA bank balance and that Mr. Mendl characterizes as
28 ineligible costs. These costs involved outside consulting and legal costs, as well as
29 Mohave staff's costs associated with securing, scheduling, documenting and
30 reporting purchased power.

m
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1 Q ARE THE COSTS INELIGIBLE BECAUSE THEY INCLUDE COSTS THAT SHOULD
NOT BE PAID BY THE RATE PAYER?

N

A. No. Staff has reclassified $562,035 of the $594,737 as administrative and general
expenses for recovery in base rates. Staff recommends disallowing $32,702 of the
costs associated with efforts relating to federal Hoover power remarketing
legislation. Mohave does not contest this part of the adjustment, while not conceding
it is appropriate. Therefore, the question is how the $562,035 should be recovered,
i.e., as part of the PPCA as proposed by Mohave or part of the base rates as proposed
by Staff.

W 0 N O U bW

10 Q. WHAT APPEARS TO BE THE BASIS FOR DETERMINING WHETHER THE COSTS

11 SHOULD BE RECOVERED THROUGH THE PPCA OR BASE RATES?

12 A Mr. Mendl suggests two criteria.

13 1. Whether the costs are within the control of the utility. If the costs are within
14 the control of the utility, they should be recovered through general rates
15 (page 15, line 6).

16 2. Whether the costs are subject to volatile change (page 15, line 4 and line 12).
17 If the costs are volatile (like fuel prices) they can be included in an adjustor.

18 Q. DO YOU AGREE WITH MR. MENDL'S RECOMMENDATIONS AS TO THE

19 APPLICABLE CRITERIA FOR DETERMINING HOW COSTS SHOULD BE
20 RECOVERED? |

21 A Yes, I believe his criteria-related volatility/predictability and control are
22 appropriate. Mohave’s primary objective in the development of retail rates is to
23 recover only the cost of providing service to the retail member-consumer. Mr.
24 Mendl’s criteria are an important part of deciding how best to accomplish this
25 objective.

26 Q. WHY DO YOU BELIEVE IT IS APPROPRIATE TO RECOVER THE $562,035 IN

27 PURCHASED POWER RELATED COSTS THROUGH THE PPCA RATHER THAN
28 BASE RATES?

29 A I believe these purchase power related costs track both of Mr. Mendl'’s criteria. First,
30 I agree there is a portion of the costs that are predictable; however, there is also a

e e —— e et
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1 component of the costs (particularly those related to outside services) that are

2 volatile and unpredictable. For example, the level of costs is driven by:
3 1. When AEPCO and SWTCO have a rate proceeding before the ACC. The timing
4 for the AEPCO rate cases, the complexity of the cases, and the level of effort
5 required are not readily defined.
6 2 AEPCO may have a special filing with the ACC such as the recent fixed fuel
7 adjustor filing.
1 8 3. Mohave must deal with potential legislative actions that can adversely impact
; 9 the hydro allocation.
1 10 4. Market conditions will require differing levels of effort to track costs and take
‘ 11 advantage of market purchases.
‘ 12 5. Mohave will evaluate power supply alternatives when they come up.
13 The point is that the volatility that Mr. Mendl references is a fact of life for Mohave,
14 as staff and consultants manage power supply issues.
15 With regard to management control, while Mohave’s management and Board have
16 some control over the level of staff costs and outside costs associated with dealing
17 with power supply issues, the level of involvement is driven by the significant
18 portion of Mohave's total cost of service represented by power supply costs. While
19 Mohave could decide not to participate in a particular filing, hearing, litigation,
20 power supply plan, etc., its failure to actively represent its members’ interest in
21 maintaining a reliable and low cost wholesale power supply would not be seen as
i 22 prudent by the Commission. Therefore, the level of activity is to a large extent
i 23 driven by external factors over which Mohave has no direct control. Since these
! 24 costs are also directly related to securing, scheduling, and documenting and
25 reporting purchased power, it is appropriate to record them as purchased power
26 costs and recover them under the PPCA.

27 Q. WHAT IS YOUR RECOMMENDATION IF THE STAFF PROPOSAL IS ADOPTED?

28 A If the Staff recommendation to include cost recovery in the base rates is adopted,
29 then the costs in question should continue to be covered in the PPCA until the
30 revised rates go into effect. On the effective date of the new rates, the costs should
31 be excluded from the PPCA. The costs should not be included in the prudence

R ——
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1 adjustment because this would result in refund to the consumers of costs that the
2 Commission has determined to be recoverable.

Q ARE THERE ANY OTHER REASONS IT IS APPROPRIATE TO CONTINUE TO
RECOVER THE COSTS IN THE PPCA UNTIL THE EFFECTIVE DATE OF THE NEW

RATES?
6 A Yes. The current base rates were designed prior to Mohave transitioning to partial
7 requirement status. Therefore, there are no power supply support costs in the
8 existing Mohave base rates and it is appropriate to recover these costs through the
9 PPCA until such time as they are transferred (assuming Staff's recommendation is
10 adopted) to the base rates.

11 Q. WAS MR. MENDL CRITICAL OF MOHAVE'S NOT INCLUDING THE POWER

12 SUPPLY SUPPORT CHARGES IN THE PPCA UNTIL JANUARY 1, 2010?
13 A Yes. As Mr. Mendl recognizes, Mohave has been evolving as to its purchase power
14 practices since its conversion to a PRM in 2001. Prior to 2008, Mohave did not
15 specifically record legal, consulting and staff expense that was dedicated to
16 purchase power activity. Additionally, it had sufficient margins from third-party
17 sales to support these activities. During 2008 and 2009, Mohave refined its
18 documentation of these costs and how they were booked. By 2010, appropriate
19 procedures had been implemented to document and book these costs as power
20 purchase costs so they could be submitted, with necessary documentation, under its
21 PPCA. This action also assisted Mohave in addressing substantially eroding margins,
22 in part due to the decrease in margins made from third-party sales. Contrary to Mr.
23 Mendl’s testimony, Mohave had not intentionally excluded these costs from the
24 PPCA prior to 2010. Mohave did not have them properly segregated and
25 documented and there was less of a need to recover them prior to 2010.

|

| 26 6. OTHE NSIDERATI RELATED TO MR.

’ 27 RECOMMENDATION ED E PP NK BA E

28 Q. WHAT IS THE TOTAL AMOUNT BY WHICH MR. MENDL RECOMMENDS THAT
29 THE PURCHASED POWER BANK BALANCE BE ADJUSTED?

30 A The total adjustment is $2.704 million (reference p. 46, line 3) and consists of the

31 three components described above:

T T e e e e}
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1 Adjustment for unsupported 2008 power cost: $ 163,221

2 Adjustment to reflect imprudence penalty: $ 1,946,000
3 Adjustment for ineligible power supply-related costs: $ 594,737
4 Total $2,703,958
5 My understanding is that Staff has accepted the documentation for the 2008 power
6 cost and [ assume the recommended reduction is now approximately $2.54 million.
7 Mr. Mendl also recommends that the PPCA bank balance be adjusted to reflect
8 additional legal, consulting and staff purchased power-related costs included in the
‘ 9 PPCA bank balance from the end of the test year to when new rates are effective.
| 10 The actual amount is currently unknown, but it can be expected to meet or exceed
11 the $562,065 incurred in 2010. Therefore, the total adjustment is estimated to be
12 $3,102,802.
13 Q. ARE THERE FACTORS THE COMMISSION SHOULD CONSIDER IN EVALUATING
14 THE REASONABLENESS OF MR. MENDL’S RECOMMENDATION?
15 A Yes. There needs to be an understanding as to how not only Mohave but also the
16 member-consumers will be impacted by reductions in the PPCA bank balance. My
17 understanding, based on Mohave’s discussions with its auditor, is that there will be
18 the following accounting adjustments made in the year in which the new rates go
19 into effect (I am assuming this will be 2012) to reflect Mr. MendI’s recommended
20 write-off. The adjustments include:
21 1. Income Statement:
22 a.  Total revenue will be reduced to reflect the amount of the write-off.
23 b.  Operating Income will be reduced to reflect the amount of the write-off.
24 c.  Netincome will be reduced by the amount of the write-off.
25 d. Coverage ratios (TIER and DSC) will be reduced by the amount of the
26 write-off.
27 2.  Balance Sheet:
28 a.  Equity will be reduced by the amount of the write-off.

Rebuttal Testimony: Carl N. Stover, Jr., P.E. -2/23/2012 Page 20




1 b.  Current and Accrued Liability will be increased by the amount of write-

2 off.
3 3. Member Patronage Capital Accounts:
4 a. Member patronage will be reduced by the amount of the write-off

(subject to any other applicable limitation).

6 Q WHAT ARE THE IMPLICATIONS OF THESE ADJUSTMENTS RESULTING FROM

7 MR. MENDL’S RECOMMENDATION?

8 A The consequences include:

9 1. The Income Statement Impact: The adjustment will result in completely
10 eliminating any increased revenue associated with approved rates in 2012.
11 As a result, Mohave will be in default of its mortgage coverage requirements.
12 This means Mohave will be in default of the mortgage requirements for the
13 last four years. RUS requires the Cooperative to maintain OTIER coverage
14 greater than 1.10 for two of the last three years. CNS-Rebuttal Exhibit 10
15 shows the OTIER values of:

16 2009 0.32
17 2010 0.19
18 2011 (0.12) est
19 CNS-Rebuttal Exhibit 10 shows the impact assuming the Staff revenue
20 requirement for the 2010 test year and assuming the rates are in effect for a
21 full twelve months and the Staff adjustment of $3.1 million is adopted. The
22 resulting OTIER is 0.42. Given that the proposed rates will not be in place for
23 a full twelve months, Mohave will clearly be in default of the mortgage
24 requirements and this will be the 4th consecutive year of default.

‘ 25 2. The Balance Sheet Impact: The adjustment will result in a reduction in the
26 equity.
27 3. The Patronage Capital Impact: The adjustment will mean the patronage
28 capital assigned to all member-consumers will be reduced.
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1 Q. TYPICALLY, THE NOTION OF A PENALTY APPLIED TO A UTILITY SUGGESTS
2 THAT SOME THIRD PARTY WILL BE IMPACTED AND NOT THE RATE PAYERS.

3 IS THIS THE CASE WITH THE ADJUSTMENT PROPOSED BY MR. MENDL?

4 A No. There is no third party. There are no stockholders. The member-consumer is the
5 owner of the Cooperative and is directly impacted by the adjustment. The
6 Cooperative needs access to funds for capital expenditures to serve the member-
7 consumers, the adjustment puts this at risk. It is in the Cooperative’s interest to
8 maintain adequate equity— the adjustment will adversely impact the equity. The
9 member’s patronage capital accounts will be reduced.

10 As described above, Mohave does not believe the prudency adjustment related to
11 the 2008 period, the 2001-2006 period, or the power supply-related costs is
12 justified or appropriate. Any suggestion that this is in the best interest of the retail
13 member-consumers served ignores the business model of a cooperative.

14 Q. DID THE STAFF ADDRESS THE FINANCIAL IMPACT ISSUE?

15 A Not in direct testimony. However, in response to data requests when asked about
16 the financial impact of the prudence adjustment, Staff indicated that for Staffs
17 calculation of cash flow, TIER, and DSC there would be no impact of a prudence
18 adjustment that would be recorded below the line - CNS- Rebuttal Exhibit 11 (MWS-
19 2.32).

20 Q. DO YOU AGREE?

21 A As mentioned earlier, Mohave has had discussions with their auditor as to how the
22 adjustments would be reported. The auditor indicates that assuming prior period
23 financials did not have to be restated, that the prudence adjustment would be made
24 to revenue and would impact the income statement and balance sheet as I have
25 described above. I am not an accountant and it would be important for Staff and
26 Mohave accountants to discuss this issue. One very important point, however, is
27 Staff does recognize that even with the Staff assumptions, the RUS/CFC financial
28 ratios would be impacted. See CNS-Rebuttal Exhibit 11 (Response to MWS-2.32).
29 RUS and CFC are the lenders to Mohave. A cooperative is obligated to meet coverage
30 ratios based on both OTIER and Net TIER which include both operating margins and
31 net margins. The retail member-consumers served by Mohave are also Mohave’s
32 owners and will be directly impacted not only in terms of current financials but

o e —————— e rrereo————— e eeseeroA—————— e e st e ———
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1 more importantly in terms of the ramifications of not having debt financing

2 available. This can only lead to higher rates for Mohave.
| 3 7. IT1 PRIATE TO CREDI EPPCAB BALAN
1 4 WITH T LES TO THIRD-PARTY SALES AND A ATE
| 5 MAR TO THE BENEFIT OF ALL MEMBE

6 Q. WHAT IS THE ISSUE RELATED TO THE PPCA TREATMENT FOR THIRD -PARTY

7 SALES?

8 A The issue is whether the PPCA bank should receive a credit in the amount of cost

9 associated with making third-party sales or with the total revenue associated with
10 third-party sales. Mohave has historically credited the PPCA bank with the cost of
11 the third-party sales and reported the revenues as income, with the margins
12 reflected in the income statement. This is consistent with the discussion Mohave had
13 with Staff in January 2004. Staff is now recommending that the total revenue be
14 credited to the PPCA bank.

15 Q. WHAT IS THE DIFFERENCE BETWEEN THE TWO ALTERNATIVES?

16 A In explaining the difference, it is important to keep in mind that the revenue from a
17 third-party sale consists of two components:
18 1. The cost associated with making the sale. The cost typically consists of
19 energy cost and sometimes a transmission cost.
20 2. The margin associated with the sale. The margin is the amount the third-
21 party is willing to pay less the cost incurred in making the sale.
22 Mohave’s approach is to credit the PPCA with the cost of making the third-party
23 sale. As a result, the retail member-consumers are not charged any cost associated
24 with making a third-party sale. Mohave then flows through the margins earned from
\
| 25 third-party sales to the net income. The Staff proposal credits to the PPCA the total
26 revenue associated with the third-party sale.
27
28
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1 Q. DOES THE STAFF PROPOSAL RESULT IN A LOWER PPCA BANK BALANCE AS

2 COMPARED TO MOHAVE’'S METHODOLOGY?
A Yes, the difference is typically the amount of the margin. Mohave’s methodology
4 ensures that the PPCA is always credited with the cost of the transaction so the

retail member-consumer is never at risk.

6 Q. DOES THE RETAIL MEMBER-CONSUMER BENEFIT FROM THE MARGIN UNDER

7 MOHAVE’'S METHODOLOGY?

8 A Yes, the retail member-consumer benefits as follows:

9 1. Increases the margins resulting in higher coverage ratios
10 2. Flows to equity and increases the equity ratio for the Cooperative
11 3. Flows to the member’s patronage capital account which increases the equity
12 each member has in the Cooperative
13 The retail member-consumer benefits in that the margin component is allocated as
14 part of patronage capital, the Cooperative is able to realize a stronger financial basis,
15 and, depending on how rates and costs perform, it is possible margins from third-
16 party sales can postpone the need for base rate increases.
17 Q. DOES THE STAFF METHODOLOGY ACCOMPLISH ANY OF THESE OBJECTIVES?
18 A No. The Staff alternative credits the total revenue of the third-party sale to the PPCA
19 bank. This results in a lower PPCA bank balance. However, because the total amount
20 is a credit to the PPCA bank balance, there is no contribution to an increase in
21 coverage ratio, equity or allocated patronage capital account.

22 Q. WITH THE STAFF METHODOLOGY, WHO WILL GET THE BENEFIT OF THE

23 MARGINS ASSOCIATED WITH A THIRD-PARTY SALE IN A PARTICULAR
24 MONTH?

25 A The benefit flows to those member-consumers who are taking service in the month
26 in which the third-party sale is made. Typically, these are off-peak months.

27 Q. DOES THIS RESULT IN SOME INEQUITIES IN YOUR OPINION?

28 A Yes. Mohave is able to make third-party sales because they have the assets in place
29 to make the sale. Most of the sales are a result of excess AEPCO Base Resource
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energy. The excess sales occur during those months in which Mohave’s retail load is
low and excess energy is available. However, Mohave’s member-consumers pay the
fixed costs for the asset as a part of the rate each month of the year. In fact, a large
part of the fixed costs is covered during the peak usage month. These are the very
months in which there is little or no excess Base Resource energy available for third-
party sales. Therefore, with the Staff methodology there is a disconnect between
payment of fixed costs and receipt of margins realized from utilization of the asset.

HOW DOES MOHAVE'S METHODOLOGY PROVIDE A MORE EQUITABLE
ALIGNMENT OF COSTS AND BENEFITS?

Mohave explicitly recognizes the margin component. The margin component flows
to the benefit of all members by increasing earnings, coverages and equity. The
margins are allocated to individual members-consumers based on business done
with the Cooperative. This provides a better alignment with allocation of benefits to
those members that are paying for the assets that create the benefits.

ARE THERE ANY OTHER FACTORS THE COMMISSION SHOULD CONSIDER IN
EVALUATING THE APPROPRIATE WAY TO DEAL WITH THIRD-PARTY SALES?

Yes, the methodology used by Mohave to deal with third-party sales in the
calculation of the PPCA is not new or different. In fact, it is the same methodology
that Mohave used for sales to another customer; it is a methodology that has been in
place for a number of years; it is and a methodology that was reviewed with
Commission Staff in January 2004.

PLEASE EXPLAIN.

For many years, Mohave provided service to a large power customer. In establishing
the purchased power cost applicable to the PPCA, Mohave subtracted from the total
power cost the power cost associated with serving the large power customer. This
isolated the other retail member-consumers from any wholesale power costs
incurred in serving the customer. After Mohave became a PRM and had the
opportunity to make third-party sales, we met with the Commission Staff in January
2004 and explained the situation. We proposed a treatment to deal with third-party
sales that was exactly the same as that used for the large power load. We have been
using the same methodology ever since Mohave became a partial requirements
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customer. To my knowledge, Staff has not previously raised any questions
concerning treatment of the third-party sales.

8. MR. MENDL’'S RECOMMENDATION THAT MOHAVE R NSIDER
HE LIMIT ON POWER PURCHASED FROM
THE SPOT MARKET SHOULD BE REJECTED.

WHAT IS THE NATURE OF MR. MENDL'’S RECOMMENDATION?

As a PRM, Mohave is allocated 35.8% of AEPCO generation resources, and this
allocation provides sufficient capacity and energy to serve Mohave’s native load
requirements in all months except summer months. Mohave fills the summer
resource deficiency with a combination of block purchases and spot market
purchases. One criterion for summer power supply planning is that not more than a
certain percentage of Mohave’s total monthly load (in summer months) is exposed
to spot market. The reason for the criterion is to reduce Mohave’s exposure to
economic risk of volatile spot market prices. Mr. Mendl notes that in the past two
years spot market prices have been stable and low and not very volatile. See Mendl’s
direct testimony at page 11, line 20. In fact, according to Mendl, spot market prices
were less expensive than the block power Mohave purchased. He concludes that it is
not reasonable to have an arbitrary limit on the amount of lower cost power
Mohave could procure from the spot market. See MendI’s direct testimony at page
12,line 1 - 4.

DO YOU DISAGREE WITH MR. MENDL'’S ANALYSIS OF SPOT MARKET PRICES
OVER THE PAST TWO YEARS?

No. It has been our experience that during some summer periods the actual spot
price is lower than the block purchase made by Mohave and in some summer

periods the actual spot price is higher than the block purchase made by Mohave.

IF SPOT MARKET PRICES WERE LOWER THAN THE BLOCK PRICE, WHY DID
MOHAVE MAKE THE BLOCK PURCHASE?

At the time of the block purchases, the block prices were made based on forward
market prices for the summer. While the actual spot market prices turned out to be
less than the forwards in place at the time of the block purchase, the reverse could
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equally have occurred. For example, an unplanned outage of a generation unit in the
region could result in high spot market prices.

EXACTLY WHAT IS MR. MENDL'S RECOMMENDATION?

Mr. Mendl recommends that Mohave reconsider its “arbitrary limit on the amount of
spot market electricity it purchases to take advantage of potentially lower cost
opportunities in the future and modify its policies of power supply planning and
implementation accordingly.” See MendlI’s direct testimony at page 12, line 12.

WHY SHOULD HIS RECOMMENDATION BE REJECTED?

Mr. Mendl’s recommendation should be rejected for the following reasons. First, he
erroneously characterizes the limit as a “policy.” It is not a policy but simply a
planning criterion which Mohave may change at any time. Mohave is not locked into
an arbitrary limit. The fact that Mohave has not changed its summer planning
criteria does not mean that the Cooperative has not reconsidered the criteria.
Mohave has reconsidered and decided that the existing criterion is still valid.
Second, if the spot market prices are less than AEPCO resource cost, Mohave has the
ability to reduce the AEPCO resource and replace it with market purchases.
Therefore, Mohave has additional flexibility to take advantage of market prices.
Consequently, Mr. Mendl is making a recommendation that Mohave already has in

place.

ARE THERE ANY LIMITATIONS TO THE AMOUNT OF ENERGY THAT MOHAVE
MUST PURCHASE FROM AEPCO?

Yes, there is a limitation: AEPCO Base Resource, which consists primarily of coal
generation, has a minimum must-run level which is allocated to Members according
to their Allocated Capacity. Mohave’s allocated share is 35.8%. Should Mohave
schedule less than its allocated AEPCO minimum Base Resource and purchase from
a third party, Mohave is subject to a minimum take-or-pay requirement.
Consequently, as a rule Mohave will not schedule below its allocated minimum Base
Resource level. This limitation puts a constraint on how much Mohave can back
down its AEPCO Base Resource schedule and replace with spot market purchases. In
the summer months when Mohave has its maximum load requirement, however, the
constraint is much less a factor than in the other months.

A —
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Q. COULD MOHAVE BACK DOWN THE ENTIRE AEPCO RESOURCE AND REPLACE IT
WITH LOWER MARKET PRICES?

A No. In the worst case scenario when AEPCO’s total system requirement is less than
AEPCO’s minimum Base Requirement level, Mohave could not replace all of the
AEPCO Base Resource with spot market purchases without incurring a take-or-pay
penalty from AEPCO.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes, it does.

e ]
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CNS-Rebuttal Exhibit-1

UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
FEBRUARY 17, 2012

MWS-2.11:  Please explain the purpose(s) behind requiring the submittal of monthly purchase
power adjustor reports and supporting invoices to Staff.

RESPONSE:

The purpose of the monthly purchase power report is to frack and monitor a utility’s i:urchased
power bank balance and ensure that costs for purchased power are accurately calculated and
documented.

RESPONDENT:  Candrea Allen, Public Utilities Analyst I




CNS-Rebuttal Exhibit 1A

UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
FEBRUARY 17, 2012

MWS-2.10: Please describe the nature and extent of Commission Staff’s review of MEC’s

monthly purchase power adjustor reports, and supporting invoices, after being
received by Staff,

RESPONSE:

Staff compiles the information received by a utility and jnputs the data into a spreadsheet which
is used to track and maonitor the purchased power adjustor bank balance.

RESPONDENT:  Candrea Allen, Public Utilities Analyst 1L




CNS-Rebuttal Exhibit 2

UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
FEBRUARY 17, 2012

MWS-2.6:  Please confirm that the Supplemental response to JEM-9.14 dated Jannary 20,
2012 provides adequate support for the $163,221.69 for firm transmission
services provided by WAPA in 2008, as referenced at page 19, lines 13 — 14 of
Mr. Mend!’s direct testimony and that Staff no longer recommends an adjustment
to the fuel bank balance related thereto. ’

RESPONSE:

That is correct.

RESPONDENT: Jerry E. Mendl, Consultant
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UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
; DOCKET NO. E-01750A-11-0136
FEBRUARY 17,2012

MWS-2.36: Please admit that MEC has submitted to Commission Staff monthly fuel bank
reports, with supporting power purchase invoices, for each calendar month from
January 2001 through December 2006. In the event you deny or otherwise do not
admit the foregoing, please set forth all facts and provide any Information that
sypport or contradict your response.

RESPONSE:

Staff did receive monthly purchased power reports and supporting invoices for the time period
from January 2001 through December 2006. However, there were months during the January
2001 through December 2006 time frame when the filings that were submitted did not include all
invoices for costs claimed by MEC (as required by Decision No. 50266),

RESPONDENT: Candrea Allen, Public Utilities Analyst I1
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The Law Offices of
CURTIS, GOODWIN, SULLIVAN,
- UDALL & SCHWAB, P.L.C.
_ 501 East Thomas Road

Michael A. Curtis Phoenix, Arizona- 85012-3205 William P. Suilivan
Susan D. Goodwin Telephone (602) 393-1700 Larry K. Udali
Kelly Y. Schwab Facsimile (602) 393-1703 Anja K. Wendel
Phyllis L.N, Smiley E-mai} wsullivan@cgsuslaw.com Michelle Swann

www.cgsuslaw.com Melissa A, Parham
Of Counsel
Joseph F. Abate
Thomas A. Hine

REFER TO FILENQ.  1234-18-8

September 8, 2011
Via Email only
Bridget Humphrey, Esq.
Arizona Corporation Commission
1200 West Washington Street

Phoenix, Arizona 85007

Re:  Mohave Electric Cooperative, Incorporated Rate Case
Docket No. E-01750A-11-0136 — Objections to Staff’s
Third Set of Data Requests

Dear Bridget:

Mohave Electric Cooperative, Incorporated (Mohave) has received Staff’s Second
and Third Set of Data Requests dated August 30, 2011 and September 1, 2011, respectively. As
we have noted in prior communications, Mohave does not maintain a separate staff to process
rate cases. Therefore, Mohave’s employees remain responsible for performing their regular
duties, in addition to responding to data requests received related to the pending rate case.
Mohave intends to remain cooperative and responsive to legitimate Staff inquiries, to avoid
unnecessary discovery disputes, and to otherwise facilitate the prompt processing of its rate case.
However, Mohave objects to numerous broad, burdensome and irrelevant data requests included
within Staff’s Third Set of Data Requests, prepared by Mr. Jerry Mend! of MS Energy
Associates, Inc.

These data requests seek information related to Mohave’s power purchases and
power purchasing practices for the last decade (i.e., prior to and after the Commission expressly
authorized Mohave’s conversion to a Partial Requirements Member (PRM) of the Arizona
Electric Power Cooperative (AEPCO) pursuant to Decision No. 63868, dated July 25, 2001).
Importantly, not only do these requests seek a large amount of detailed information involving
periods well outside of the test year ending December 31, 2009 that would be extremely
burdensome if not impossible to gather, the Commission’s Decision No. 72055, dated January 6,



mailto:wsullivan@cpslaw.com
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Bridget Humphrey, Esq.
September 8, 2011
Page 2

2011 renders the bulk of the information of limited or no value in accessing Mohave’s current
and future power purchasing practices.

By Decision No. 72055, the Commission approved new and revised contracts
between AEPCO and its PRMs, Mohave, Sulphur Springs Valley Electric Cooperative, Inc., and
Trico Electric Cooperative, Inc., as well as a revised all requitements agreement between
AEPCO and its ARMs, Duncan Valley Electric Cooperative and Graham County Electric
Cooperative. These new and revised contracts substantially alter the manner in which AEPCO’s
costs are allocated among its ARMs and PRMs and thus the rates and charges AEPCO is
authorized to charge the ARMs and PRMs. Moreover, even prior to the Commission’s approval
of the latest round of new and amended ARM and PRM contracts, the Commission had also
approved intermediate new and amended contracts that impacted Mohave’s relationship to
AEPCO and other members of AEPCO. See, Decision No. 70105, dated December 21, 2007
(where the Commission approved SSVEC’s conversion to a PRM).

Mobave therefore objects to the data requests specifically listed below as unduly
burdensome and irrelevant:

JM-3.7 d), ¢) and £); JM-3.8; TM-3.15 (all subparts); 3.16 (all subparts); IM-3.17
(all subparts); TM-3.19; TM-3.20; JM-3.22; TM-3.23; IM-3.25; JM-3.27; JM-3.29; JM-3.31; IM-
3.33; JM-3.34 (all subparts); TM-338; IM-3.39; IM-3.40; IM-3.41; IM-3.42; IM-3.44; JM-3.48
through JM-3.51 (all subparts); JM-3.53; JM-3.55 through JM-3.58; JM-3.60; IM-3.62 - IM-
3.72; IM-3.74 and IM-3.76;

In an effort to minimize disputes with Staff, and without waiving its objection to
the specific data requests listed above, Mohave notifies Staff of its intent to provide a narrative
generally describing its present and past relationship with AEPCO and power purchasing
practices. To the extent maintained and reasonably retrievable by Mohave, Mohave will also
provide information regarding its power purchases for the period commencing January 1, 2007
through December 31, 2009 in response to specific data requests. Mohave is still evaluating
whether and to what extent additional time may be necessary to respond to Staff’s Third Set of
Data Requests. As you know, the Third Set of Data Requests was emailed twa days after Staff
emailed its Second Set of Data Requests. The standard 10 calendar day response period for both

_ sets of data requests included the Labor Day holiday. Mohave expects to be able to provide
Tesponses to the Second Set of Data Requests no later than 4 p.m. Friday, September 9, 2011 (the
10™ calendar day after electronic receipt). However Mohave asks that Staff grant Mohave until
Monday, September 19, 2011 to provide its initial response to Staff’s Third Set of Data Requests.
Also, Mohave requests a Protective Agreement with Staff prior to providing confidential
information (e.g., price) requested in the Third Set of Data Requests. We are reviewing the form
of Protective Agreement proposed by Staff shortly after the rate application was filed and will
provide comruents or retumn it signed by the end of business tomorrow.

104965-1
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If you have any questions regarding this letter, please do not hesitate to contact
the undersigned to discuss.

Michael A. Curtis
William P. Sullivan
For the Firm

WPS/maw
1234\-18-8 \Letters\HumphreyB (Objection to Third Set of Daila Requesis) 09 08 11
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CNS-Rebuttal Exhibit 5

UTILITIES DIVISION STAFF’'S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
FEBRUARY 17, 2012

MWS-2.34: Please identify the number of hours MSB has expended to date in performing the
following:

(a) Preparing data requests

{(b) Reviewing responses to data requests ,

(c) Independently securing and reviewing information secured from sources other
than MEC

(d) Preparing direct testimony

RESPONSE:

MSB does not record its hours in these particular categories. Rather it nses a functional
description of the tasks performed. A major component not listed in the above categories is
analysis which MSB performed in connection with reviewing responses to data requests,
reviewing information from independent sources and drafting testimony.

In an effort to be responsive, Mr. Mendl reviewed his time records and estimated that he spent
approximately 40 hours reviewing MEC’s initial application and testimony filings and
developing data requests. He spent approximately 80 hours reviewing responses to the data
requests (some of this time also would have gone to analysis rather than review per se, and other
of this time would have gone to developing follow-up and clarifying data requests), He spent
approximately 15 hours securing and analyzing independent information. Mr. Mend! estimates
that he spent approximately 70 hours preparing the testimony and exhibits, which includes
analysis and writing/revision time. Mr. Mendl also estimates that he committed another 70
hours to analysis (which may have been pertinent to review of the responses to data responses,
review of independent information, and preparing testimony) and other tasks. Note that these
are only estimates as the time records do pot permit direct assessment of the categories specified
by MEC.

RESPONDENT:  Jerry E. Mendl, Consultant




CNS-Rebuttal Exhibit 6

UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
FEBRUARY 17,2012

MWS-2.29: At page 27, line 15 of his direct testimony, Mr. Mendl states the $1.946 million
(1%) prudence adjustment could be imposed “because MEC failed to maintain
and provide the information to support the prudence of its purchased power.”
Please identify:

(a) The authority upon which Staff relies in proposing a prudence adjustment
based on the inadequacy of the information maintained or provided.

(b) All ACC rules, decisions, orders or other controlling authority applicable to
MEQC that identified the purchase power information that MEC was expected
to maintain in order to avoid a prudency adjustiment.

(¢) All Information that supports or contradicts Staff’s position that MEC has
failed to maintain required purchase power related information.

(d) All Information that supports or contradicts Staff’s position that MEC has
failed to produce purchase power related information requested by Staff.

(e) All ACC rules, decisions, orders or other controlling authority that indicates

] that MEC was required to provide information after objecting thereto, without

' an order compelling it to do so.

RESPONSE:
' {2)  Staffis in the process of compiling information and will supplement.

(b)  Staffis in the process of compiling information and will supplement.

(c) Lack of supporting invoices (as specified in Mr. Mend[’s direct testimony) that were not
provided to the Commission as required by Decision No. 50266;

(d)  Seeresponse to (c);

(® Staff is in the process of compiling information and will supplement.

RESPONDENT:  Candrea Allen, Public Utilities Analyst I1




CNS-Rebuttal Exhibit 7

UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
FEBRUARY 17, 2012

MWS-2.24:  Please indicate whether and when Staff provided MSB with copies of MEC’s
monthly purchased power adjustor reports, including the date(s) the reports were
provided, the time period covered by the reports and whether Staff attempted to
include all information MEC had submitted to Staff in connection with the
reports and provide any Information that supports or contradicts your response.

RESPONSE:

Once Staff received the signed protective agreement for MEC’s monthly purchased power
adjustor reports from MSB, Staff provided copies of the documents on September 2, 8, 12, and
13, 2011. Staff provided MSB copies of all monthly reports and invoices that were submitted
from MEC between August 2001 and December 2010.

RESPONDENT:  Candrea Allen, Public Utilities Analyst IT
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UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-(1750A-11-9136
FEBRUARY 17, 2012

MWS-2.28: In connection with the $1.946 million (1%) prudence adjustment being
recommended by Staff (Recommendation 8 at page 47 of Mr. Mend!’s Direct
Testimony):

(a) Please identify all factors Staff considered, pro and con, that resulted in Staff
. recommending a $1.946 million (1%) prudence adjustment.

(b) Please identify all other prudence adjustment levels considered by Staff.

{¢) Please provide all correspondence, meeting notes, e-mails in which Mr. Mend]
discussed the basis for an prudence adjustment with other non-legal ACC
staff.

(d) Please identify any authority upon which Staff relied in developing its $1.946
million (1%) prudence adjustment recommendation.

RESPONSE:

(a) Refer to Mr. Mend!’s Confidential Direct Testimony, page 27.
(b) 0%, 5%, 10% and 100%.

(c)  Please see the email from Mr. Mendl, attachment MWS 2.28

RESPONDENT:  Jerry E. Mendl, Consultant

RESPONSE:

(d)  Staffis in the process of compiling information and will supplement,
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UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
FEBRUARY 17, 2012

MWS-2.30: Is it Staff’s position that MEC should pay a prudency penalty for sums paid to
-AEPCO, or others, at ACC approved rates for purchase of power? Please fully
explain your answer. '

RESPONSE:

No. If there were a verified quantity of energy purchased from AEPCO under approved rates,
and if there were no other less costly power supplies from which MEC could have purchased
power, the costs incurred to AEPCO would likely have been found prudent. However, MEC
refused to provide the data necessary to document and verify the expenses for the 2001-2006
time period.

o MEC did not document the volumes allegedly purchased from AEPCO at the approved
rates.

¢ MEC did not document that AEPCO was the cheapest source.

¢ MEC did not provide information regarding how much power was purchased from
sources other than AEPCO from 2001-2006 afier MEC gained that opportunity as a
PRM. (For 2007-2010 where MEC provided data, power sources other than AEPCO
“represented- 7-10% of total. Those sources are not under approved AEPCO tariffs. If
approximately 8% of purchases in the 2001-2006 period were from sources other than
AEPCO, the 1% adjustment is approximately one-eighth of non-AEPCO supplies by
volume. However, the cost of non-AEPCO supplies may have been higher, as were the
block purchases in 2007-2010. That would suggest that the 1% adjustment is less than
one-eighth of non-AEPCO supplies by cost.)

o MEC did not document the cost of (or rates paid for) power from sources other than
AEPCO.

RESPONDENT: Jerry E. Mendl, Consultant
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UTILITIES DIVISION STAFF’S RESPONSES TO
MOHAVE ELECTRIC COOPERATIVE, INC.’S SECOND SET
OF DATA REQUESTS TO ARIZONA CORPORATION COMMISSION
DOCKET NO. E-01750A-11-0136
. FEBRUARY 17,2012

MWS-2.32: Please describe how StafP's recommendations, if all except the $163,222
adjustment are adopted by the Commission, will impact the cash flow, TIER and
DSC of MEC for the three (3) calendar years following the Commission entering
a decision on MEC's rate application. . '

RESPONSE:

For Staff’s caleulation of cash flow, TIER, and DSC, there would be no impact as the $1.94
million amount would be recorded below-the-line.

However, the National Rural Utilities Cooperative Finance Corporation (“RUS™/“CFC”) cash

flow, TIER, and DSC calculations would be affected in the fiscal years in which any refunds are
made to customers.

RESPONDENT: Crystal S. Brown, Public Utilities Analyst V
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