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I. INTRODUCTION AND PURPOSE

Please state your name, business address, and occupation.
My name is Michael T. O’Sheasy. My business address is 5001 Kingswood
Drive, Roswell, Georgia 30075. I am a Vice President with Laurits R.

Christensen Associates, Inc.

Briefly state your education, background, and experience.

I received a Bachelor of Industrial Engineering degree from the Georgia Institute
of Technology in 1970. In 1974, 1 earned a Master’s degree in Business
Administration from Georgia State University. From 1971 to 1975, 1 was
employed by the John W. Eshelman Company—Division of the Carnation
Company as a plant superintendent in their Chamblee, Georgia operation. From
1975 to 1980, I worked for the John Harland Corporation, initially as an assistant
plant manager and then as a plant manager in their Jacksonville, Florida plant,
and finally as their plant manager in Miami, Florida. I joined Southern Company
Services in 1980 as an engineering cost analyst and progressed through various
positions to the position of supervisor, during which time I began serving as an
expert witness in costing. In 1990, I became Manager of Product Design for
Georgia Power Company and testified as an expert witness on rate design and
pricing. I retired from Georgia Power Company on May 1, 2001 and became a
consultant with Christensen Associates. In my current role, I serve as an expert
witness and consultant on electric industry costing and pricing, and I manage
related analytical work conducted by Christensen Associates Energy Consulting,

an affiliate of Christensen Associates that focuses on the energy industry.

On whose behalf are you testifying?

I am testifying on behalf of the Arizona Investment Council (“AIC”).
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Have you testified previously before the Arizona Corporation Commission?
No, I have not. Exhibit MTO-1 identifies a number of dockets in various
jurisdictions where I have testified regarding ratemaking, cost-of-service, and

rate design.

What is the purpose of your testimony?

The purpose of my testimony is to describe the appropriate costing and pricing
methods for customers with renewable distributed generation (“DG”),
specifically solar DG. I recommend against the use of a two-part rate design for
solar DG customers. A two-part design includes a basic service charge to recover
customer-related costs and energy charges to recover both energy-related and
demand-related costs. Demand-related costs are caused by demand measured in
kilowatts (kW). If demand-related costs are recovered through energy rates, the
rate design will create prices that do not correspond to the way utility costs are
incurred. Additionally, this can allow solar DG customers to shift their demand-
related costs to other customers. I then explain why it is not appropriate to
include “external” costs (i.e., costs that are not directly incurred by the utility in
serving its customer, such as environmental costs associated with carbon dioxide
emissions) or value-based pricing in regulated utility rates. Basing rates on the
value of the service rather than its cost can lead to inappropriate customer

incentives and cross-subsidies.

How is your testimony organized?

Section II describes the established cost of service and rate design principles.
Section III describes the ratemaking issues relevant for solar DG customers.
Section IV describes rate design issues for solar DG customers.

Section V describes issues related to the Value of Solar (“VOS”).

Section VI provides a summary of my recommendations.

2
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II. ESTABLISHED COST OF SERVICE AND
RATE DESIGN PRINCIPLES

What is the purpose of this section of your testimony?
In this section I describe the ratemaking process for a regulated electric utility. It

will serve as the foundation for the pricing of solar DG customers.

What is the fundamental basis for ratemaking in the regulated electricity
industry?

For more than 100 years, cost-of-service regulation has been the fundamental
basis for setting rates for regulated electric utilities. In the late 19" Century, the
United States Supreme Court held that certain economic activities were so
important to modern society that the government must assert the right to oversee
the prices charged to ensure that those services were provided to the public in a
reasonable manner. The provision of electricity was considered one such
activity, and, with some exceptions, power companies became subject to the
oversight of public utility commissions. In attempt to ensure that the price of
electricity appropriately balanced both customer and investor interests, a cost-of-
service regulatory regime emerged — a system that allows customer rates to be
based upon cost to serve and provides the utility the opportunity to recover its
prudently incurred costs, including an opportunity to earn a reasonable,
government-approved return. I shall refer in my testimony to this system as

“ratemaking,” comprised of two major activities: cost of service and rate design.

Please describe generally how a “cost of service” analysis is performed.
Cost of service is, by nature, an objective, mathematical exercise. The “revenue

requirement” is a key component of the cost of service, and is determined by the

following formula:
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(Rate Base x Allowed Rate of Return) + Expenses
The rate base is the net amount of investment, funded by investors, in utility
plant and other assets devoted to the rendering of utility service. The rate of
return is the percentage rate that the regulatory commission determines should be
allowed on the rate base in order to cover the utility’s cost of capital. Expenses
include operation and maintenance costs, depreciation, and taxes. For any of
these costs to be included in the revenue requirement, the regulator must deem

them to be just and reasonable and prudently incurred.

Once the utility’s revenue requirement is determined, a cost of service study is
performed. A cost of service study apportions the total utility costs among the
various customer rate classes in a fair and equitable manner, using established

cost of service principles. There are several common steps: (a) functionalization

of costs (assigning costs to generation, transmission, distribution, etc.),
(b) levelization of these functional costs into service levels, (c) classification into
cost components (customer-related costs, energy-related costs, and demand-
related costs), and (d) assignment or allocation of these costs to rate classes. In a
cost of service study, similar customers are grouped into rate classes and costs
are assigned or allocated to those classes on the basis of how the costs are
caused. That is, the cost of service study operates on the principle that the rate
class that receives a particular service and causes the associated costs to be
incurred should pay for that service. From there, time-tested rate design
principles are used to create reasonable and sustainable rate designs. One rate
design (perhaps including optional rates) is developed to apply to all customers
in a rate class, as it is impractical to charge customer-specific rates (or develop
customer-specific costs). This is called average ratemaking. As I will discuss

below, departures from the established cost of service and rate design principles

can lead to prices that do not correspond to the way utility costs are incurred,

4
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potentially resulting in cross-subsidies and inefficient customer decisions (such
as choosing to consume energy when it is priced too low or failing to use the

least expensive energy source because it is priced too high).

You previously referenced established cost-of-service principles. To what

were you referring?

When conducting a cost of service study, utilities try to adhere to some

commonly accepted principles:

1. Costs must be approved by a regulator and based upon financial
accounting costs adhering to General Accepted Accounting Principles
(“GAAP”) and the Federal Energy Regulatory Commission (“FERC”)
Uniform System of Accounts.

2. Costs should generally be known and measurable.

3. Cost allocation to customer rate groups should be based upon cost-
causation. Where possible, they should align with the utility’s system

planning.

Please explain how cost of service is used in rate design.
In addition to producing a cost-based revenue requirement for each rate class, the
cost of service study classifies the types and amounts of the costs that are caused
by each customer group (rate class). Again, this is a data-driven, mathematical
exercise. As stated in the National Association of Regulatory Utility
Commissioners cost allocation manual:'
The three principal cost classifications for an electric utility are demand
costs (costs that vary with the KW demand imposed by the customer),

energy costs (costs that vary with the energy or KWH that the utility

' Electric Utility Cost Allocation Manual, January 1992, National Association of Regulatory Utlity
Commissioners.

5
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provides), and customer costs (costs that are directly related to the

number of customers served).
As a result of the functionalization, levelization, classification, and assignment
or allocation of costs, the cost of service study produces unit costs, which are the
allocated and assigned costs divided by the corresponding billing determinant
(e.g., energy charges are based on the energy-related costs divided by the test-
year amount of energy sold). While there may be arguments against charging
these unit costs as the retail prices (e.g., pressures to recover customer-related
costs through energy charges, possibly based upon a belief that low-use
customers are also likely to be low-income customers), they do and should play

an important role in the rate design process.

What are the rate design principles that you referenced earlier?

The rate design for each rate class should reflect the costs and revenue
requirements identified in the cost of service study as closely as possible.
Subsidies should be avoided where possible and if they cannot be avoided they
should be limited and transparent. The primary goal for rate design should then
be to recover the class-specific revenue requirements and to consider the unit
costs by component from the cost of service study for setting component prices.
By basing the rates on unit costs (e.g., using monthly basic service charges to
recover customer-related costs, energy charges to recover energy-related costs,
and demand charges to recover demand-related costs), price signals are
communicated to the customer that reflect the way in which utility costs are

incurred, thus providing proper incentives for customer behavior.

Additionally, rates should be designed to be sustainable, stable, fair, and to

enable efficient growth. They should be developed in a manner that maintains

system reliability and power quality. Ratemaking should treat rate classes

6
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consistently. That is, if two different rate classes cause similar costs to be
incurred or avoided, they should have similar treatment in rate design unless
there is a compelling reason to do otherwise (and any exceptions should apply
for a limited time period). These revenue requirements and subsequent rates
should provide the utility with the opportunity to recover its costs and earn a rate

of return sufficient to ensure its financial integrity.

Does average ratemaking result in some customers paying more or less than
their actual cost to serve?

Because cost of service studies and rate designs are conducted for customer
groups (rate classes) rather than for each individual customer, it is inevitable that
some customers will pay more or less than their actual cost to serve. However,
the objective is to define classes such that the customers in the rate class are

similarly situated, thus reducing the extent of intra-class cross subsidies.

In the principles above, you have described cost of service as the basis for
setting rates. Should the value of energy services be used as a basis for
ratemaking instead of cost of service?
No, ratemaking should not incorporate the value of energy in lieu of the cost of
service. A value basis for ratemaking has numerous shortcomings compared to
cost-based rates. Cost-based rates send price signals to customers that are
consistent with the way the utility costs are incurred. As stated in NARUC’s
report, “Aligning Rate Design Policies with Integrating Resource Planning”,
using cost-based rates produces desirable outcomes:
In practice, equity and efficiency come down to the notion that electric
utility customers should pay cost-based rates. For a utility rate design,
“cost-based” means based to a substantial extent on a cost-of-service

study. Cost studies provide the formal and explicit linkage between the

7
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demands that customers place on the system and the charges they face. It
is this linkage that permits the development of cost-based rates, rather
than rates based for example on value of service or willingness to pay.
Central to both embedded and marginal cost studies is the notion that
customers should, insofar as is practical, be assigned the costs which they
cause the utility to incur.
In addition, the value of energy services can be subjective and/or contentious
while costs are more concrete and quantifiable. While it is true that utility-
supplied electricity may provide significant value beyond its cost (e.g., economic
development, etc.), it is inappropriate to include this value in the ratemaking

process.

RATEMAKING ISSUES RELEVANT FOR SOLAR DG CUSTOMERS

Please describe the ratemaking issues associated with pricing solar DG
customers.

There are three types of pricing issues that are unique to solar DG customers:

1. How to account for the fact that solar DG tends to reduce the customer’s
energy by much more than it reduces its demand requirement, and how this
affects the recovery of demand-related costs under standard two-part rates (in
which demand-related costs are recovered through energy charges).

2. How to price the energy exported onto the grid when the solar DG system
generates more load than is being used by the customer.?

3. How to account for additional utility grid costs that may be incurred by a

solar DG system.

? 'This effect is not relevant if the customer is served under a “buy-all/sell-all” arrangement. Under
this method, the customer is treated as two separate entities, paying standard retail rates for all of
its energy and receiving payment (at something other than the retail rate, such as avoided energy
costs) for the separately metered solat DG output.

8
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Please expand on the ratemaking impact of the first issue.

Under net metering, the output from solar DG is used to offset the billed energy
of the customer, with the amount of the energy offset dependent on the size of
the solar DG installation and its intermittent operation. However, the solar DG
output is likely to have a much larger effect on the customer’s net energy usage
than on the customer’s net demand requirement, for two reasons. First, the
hourly profile of the solar DG output may not match the customer’s usage
profile. That is, the customer’s peak usage may come at a time in which the solar
DG produces little or no electricity. Second, the solar DG is an intermittent
resource (e.g., not producing as much energy on a cloudy day) and when the
solar DG is not producing, the customer will fully rely upon the utility’s

infrastructure.

You described above how solar DG is likely to reduce a net metered
customer’s billed energy by much more than it reduces the customer’s
demand requirement. How does this affect the customer’s bill relative to its
cost to serve?

As described in Section II, the cost to serve a customer has three components:
customer-related costs, energy-related costs, and demand-related costs.
Traditionally, residential net metered customers face “two-part” rates that
include only a basic service charge and energy charges. Because there is no
demand charge to recover demand-related costs (for reasons I describe later),
those costs are recovered through energy charges. In this case, the two-part rate
is designed on the basis of the average load factor of the customers in the class,
where “load factor” is defined as a customer’s average usage over some period
of time (e.g., a month or year) divided by its maximum hourly usage over that

same time. Therefore, when a net metered solar DG customer reduces its energy

without a commensurate reduction in demand, it avoids paying a (perhaps

9




O 00 3 N W R W e

N NN NN NN NN R e e e i b e e e
®© N N AR WD = O W NN SN R WD RS

significant) portion of the demand-related costs associated with its service.
Additionally, there may be a second cost effect due to the need for the utility to
have available capacity in the event that the solar DG stops producing electricity.
These reserve capacity costs will not show up in the solar DG customer’s bill

under the standard rate.

At some point (either in the next rate case or through something like a lost fixed
cost recovery mechanism, or “LFCR”), the under-recovery of these demand-
related costs is passed on to other customers. In summary, net metering with
two-part rates leads to a cross-subsidy benefiting net metered customers to the

detriment of non-net metered customers.

Please discuss the second issue you described above, regarding excess
rooftop solar generation that flows onto the grid during certain time
periods.

The energy generated from solar DG is non-firm, which means that it cannot be
relied upon by the utility as a source to serve load. Solar DG output flows onto
the grid periodically depending upon the operations of the rooftop solar system
and the site load requirements of the customer. This excess energy saves the
utility from incurring some costs to serve, such as avoided fuel, variable
operations and maintenance charges, and losses that would have occurred had
the excess solar DG generated energy been otherwise produced by the utility. In
addition, solar DG may impose some additional costs such as integration cost to
accommodate the two-way flow of power on the distribution grid. In Section IV,
I discuss the appropriate method for pricing the solar DG customer’s excess

generation.

10




1 {{Q. Please explain the third issue that you describe above with respect to the
2 cost impacts of solar DG.
3 ||A. As more and more customers choose to install solar DG systems, the utility may
4 experience integration issues that have to be addressed, such as voltage control
5 and frequency response. If these issues lead to increased costs, the question of
6 who pays for the cost increase will arise. The Commission may conclude that
7 solar DG customers cause the increased costs and should be responsible for
8 them, or it may conclude that public policy supports the socialization of those
9 costs to all customers.

10

11 [{Q. Would it be unusual in ratemaking to separate out an abnormal cost

12 consequence for recovery by the causing party?

13 [|A.  No. An example of where this has been done for years is charging customers for

14 having a poor power factor. If a customer has a poor power factor beyond a pre-

15 specified threshold, there is usually a charge to the customer for the additional

16 capacitors that may need to be added to the distribution network to correct it.

17

18 IV. RECOMMENDED RATE DESIGN CONSIDERATIONS

19 FOR SOLAR DG CUSTOMERS

20

21 |[Q.  What is the purpose of this section of your testimony?

22 ||A In this section, I will describe how the issues described in Section III should be

23 considered for rate design.

24

25 1|1Q. In Section III you described three types of effects that solar DG customers can

26 have on costing and pricing. Please explain how these effects should be addressed

27 in rate design.

28




1 ||A. The first effect I described in Section III dealt with the under-recovery of demand-
2 related costs from net metered solar DG customers who pay two-part rates (with only a
3 basic service charge and energy charges). Even when the solar DG output during a
4 billing month fully offsets the customer’s site load, the customer still requires the
5 utility to provide demand-related capacity for which the solar DG customer should be
6 responsible. Distribution capacity demand costs pertain to the cost of equipment
7 needed to serve the maximum amount of load that the utility expects the customer to
8 require, with a margin for the variance in loads. When the solar DG system is
9 operating and serving some of the customer’s peak load requirements, the utility must
10 have distribution capacity available to serve the solar DG customer whenever output
11 from the system becomes unavailable. Additionally, there are generation and
12 transmission reliability requirements for utility capacity to be available in the event
13 that the solar DG is not producing output. The cost of service and rate design
14 principles I mentioned above would require solar DG customers be responsible for
15 these costs.
16
17 |{Q. Please continue discussing the generation and transmission reliability costs that ‘
18 you mention above.
19 |[[A. Generation and transmission reliability costs are driven by the utility’s system demand
20 requirements. Generation costs for many utilities are thereby allocated by a
21 combination of the utility’s system coincident peak (CP) and the non-coincident class
22 peaks (NCP). Transmission is usually allocated with CPs. While it is possible that the
23 utility’s CP may occur when the customer’s solar DG unit is generating and reducing
24 the utility’s CP, the utility must still maintain available generation and transmission
25 capacity for the event that the solar DG ceases to produce. This reserve requirement is
26 a cost for which the solar DG customer should be responsible.
27
28
12
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How are distribution-capacity, generation-reliability, and transmission-reliability
costs usually recovered in utility rates?

In traditional residential and small commerecial tariffs, these demand costs are usually
included in the energy charge. This is referred-to as a two-part design. A $ per kW
demand charge has often been used to recover demand-related costs for medium to

large commercial and industrial customers. This is referred to as a three-part design.

What is the problem with two-part rates?

There are two primary consequences of charging two-part rates that recover
demand-related costs through energy charges. First, two-part rates lead to an
intra-class cross-subsidy to all low load factor customers (including those that
have a low load factor due to net metered solar DG) from higher load factor
customers. Second, two-part rates fail to provide customers with an incentive to
manage their demand, which can result in some decisions that are not in the
interest of all customers (e.g., plugging in an electric vehicle during peak hours).
The cross subsidy and incentive issues can be corrected through improvements
in rate design, such as applying three-part rates (including customer, energy, and

demand charges) to all customers in the class.

If two-part rates produce the intra-class cross subsidy you describe, why
have they often been used for residential and small commercial customers?

There are two main reasons that two-part rates have often been used for
residential and small commercial customers despite their shortcomings. First,
meters that are capable of recording both a customer’s demand and its energy
use have been more expensive than meters that only record a customer’s energy
use. This has created a cost justification to use energy-only meters for smaller
customers. Secondly, there was little interest on the part of residential and small

commercial customers for demand-based rates, and two-part tariffs worked

13




1 reasonably well for both customers and the utility. However, with the advent of
2 solar DG and introduction of other behind-the-utility-meter technologies, there is
3 a significant and growing segment of customers for whom a two-part design
4 does not work well. New rate designs, such as a three part rate with a demand
5 charge, should be considered as viable alternatives to the no longer tenable two-
6 part rate structure.
7
8 |1Q. Can TOU energy-only rates solve the shortcomings of a two-part rate for
9 solar DG customers?
10 ||A.  No, a two-part rate that recovers demand-related costs through energy prices can
11 allow solar DG customers to avoid paying their demand-related costs, regardless
12 of whether the energy rates vary by time-of-use.
13
14 11 Q. How should solar DG customers be compensated for the excess generation that
15 flows from the rooftop solar system onto the utility’s distribution grid?
16 ||A. This excess self-generation should be considered non-firm and therefore lacking any
17 material capacity value. As such, it should be compensated at avoided energy costs
18 (primarily avoided fuel, O&M, and losses). These avoided costs for the utility should
19 be credited to the solar DG customer for his or her generation, ideally on an hour-by-
20 hour basis.’> The credits should be based upon the specific hour in which the
21 customer’s solar DG output flowed onto the utility grid. Compensating solar DG
22 customers at avoided energy costs prevents a subsidy that would have occurred had
23 solar DG output been prices at above-market rates. Compensation at avoided cost
24 would thus be fair and equitable to all stakeholders and sustainable as a tariff.
25
26
? To be clear, it is preferable to define “excess generation” as the amount of solar DG output in
27 || excess of a customer’s site load in each hour. Using the difference between the solar DG output and
8 nativ.e load across an en.tir.e billing month (which is the current practice in Ariz‘o.na) does not
provide as accurate a depiction of the solar DG’s energy value or its effect on the utility’s costs.
14




1 {|Q. Instead of using avoided cost to compensate a solar DG customer, should the
2 payment for excess generation simply be based off of the customer’s standard
3 utility tariff?
4 ||A. No, the payment for excess generation should not be based upon a bundled standard
5 utility tariff. A bundled tariff contains cost recovery associated with generation,
6 transmission, and distribution costs. Solar DG customers’ generation output does not
7 avoid most of these costs, and giving such customers credit for costs their systems do
8 not avoid would create a subsidy in which non-participants’ cost responsibility would
9 increase beyond cost causation.,
10
11 || Q. Would the use of avoided cost as the basis of compensation for a solar DG
12 system’s excess generation be a change in Arizona from the current net metering
13 tariff, in which excess generation is compensated using the standard tariff?
14 |1 A. Yes it would, and the change would be done for the right reasons, consistent with
15 long-standing cost of service and ratemaking principles. The resulting compensation
16 mechanism would be sustainable and fair to all stakeholders
17
18 V.  ISSUES RELATED TO THE VALUE OF SOLAR
19
20 || Q. What do you see as the value of solar DG generation?
21 ||A. There is much debate in the industry as to the value of solar DG output, as it
22 includes a subjective element with varying opinions (across stakeholders and
23 over time) on its components and the associated monetary values. Therefore, I
24 suggest the following guidelines for pricing solar DG:
25 a. Consider the VOS within two frameworks:
26 i. Its value as it affects Commission-approved financial
27 accounting costs used during rate proceedings.
28 ii. Its value from an external perspective, outside of ratemaking.
15
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b. For regulated ratemaking, avoid using the VOS from external
perspectives which could otherwise result in permanent subsidies

in fully approved tariffs.

Please expand upon the meaning of VOS as it pertains to a utility’s financial
accounting costs.

The traditional meaning of “value” generally relates to the economic demand for
a product or service beyond its pure cost. As I described in Section II, value-
based pricing has no place in a cost of service ratemaking proceeding. Rather,
this VOS for a possible ratemaking context relates to a determination of the
effect of solar DG on the utility’s incremental costs of those commonly accepted
financial accounting costs employed in ratemaking and revenue requirements,
such as generation, transmission, and distribution capacity cost, O&M, fuel, and
losses. These incremental costs depend upon the characteristics of solar DG,
including its intermittency, coincidence with the utility’s demand cost drivers,

physical location of the solar DG on the grid, and panel orientation.

What do you mean when you refer to the VOS from an “external
perspective,” outside of ratemaking?

By “external” to ratemaking, I refer to benefits and cost valuations that are not
readily found within a cost of service regulatory proceeding. This includes items
such as potential environmental benefits or demand-based economic values such
as an increase (or decrease) in regional employment. Other examples of these
types of externalities include health benefits, reduced CO,, and wholesale market
price suppression. These types of valuations are not explicit components in

ratemaking, and for good reason. The evaluation of such items is almost

certainly subjective, lacking any real agreement as to the appropriate monetary
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figure that should be assigned. The subjectivity of the “value” analysis on such

externalities can and would result in changing value over time.

Please explain further your comment about avoiding the use of VOS from
an external perspective in fully approved tariffs.

Fully approved tariffs should not be designed to include anything but approved
financial accounting cost items. To include externalities such as a credit
associated with the contention that solar DG creates jobs in Arizona (resulting in
charges that are less than the cost to serve) could create a permanent subsidy.
VOS should include only approved financial accounting costs and their impact
upon a utility’s incremental costs. Such costs could be used to influence rates,
but only if the included incremental costs were: 1) regulator-approved,
2) already included in the design of similar electricity products such as energy
efficiency, and 3) applied only to the extent that the tariff was cost-based and

designed to recover the utility’s embedded revenue requirements.

Using elements outside of the cost of service regime in order to benefit one
particular resource or industry could result in inter- and intra-class cross-
subsidies, skewed price signals, and rate instability. Rates are primarily set
against the backdrop of a mathematically-determined cost regime, and it could
prove quite harmful to allow a fully approved rate to contain a subjective and

qualitative “value” element.

Do you have other concerns that would arise in the event that the
Commission were to decide, against your advice, to incorporate external
costs or the value of electricity services in ratemaking for solar DG?

If the Commission chooses to include external costs or the value of electricity

services in ratemaking (e.g., environmental benefits or regional employment
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effects), it could be argued that those costs and benefits should be applied
uniformly. Ratemaking should avoid asymmetric treatment of specific costs and
benefits, which could result in a distortion and skewing of behavioral incentives.
If these external costs or sources of value were to be considered in the solar DG
context, it could be proposed that the same costs and sources of value should be
included in the pricing of all similar utility products that are sources of those
costs and value. In other words, if there is an important source of external value
that solar DG provides, and if it were deemed to be appropriate to include a
“value” assessment in a cost-based rate structure, it may seem only fair that the
same should be done across all similar sources of that value. To be clear, I don’t
believe that rates should incorporate value-based pricing or external costs,
regardless of whether they are applied only to solar DG or uniformly across all
sources of the cost of benefit. I simply point out the fact that asymmetric
treatment of solar DG with respect to such costs and benefits leads to its own
difficulties. Regulated rates cannot accurately reflect value. All sources of
electricity have value. Many of these externalities are attributes of the utility’s
generation today—they are simply not included as explicit factors in ratemaking,

nor should they be.

VL. CONCLUSIONS

Do you have any concluding observations?

Yes, I recommend the following approaches for the pricing of solar DG

customers:

1. Regulated ratemaking is and should continue to be based upon sound
costing principles using approved financial accounting costs.

2. Regulated electricity rate designs that recover demand-related costs

through energy charges (two-part rates) allow solar DG customers to
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avoid paying the demand-related costs to serve them. The resulting cross-
subsidies and improper behavioral incentives can be avoided through
improved rate design. Permanent subsidies should be avoided wherever
possible.

3. Excess generation from solar DG should be compensated at utility
avoided costs.

4. Neither the “value” of electricity nor external costs (such as increased
regional employment from solar DG subsidies) should be considered in

regulated ratemaking.

Does this conclude your direct testimony?

Yes.
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