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1 	 TESTIMONY OF CHARLES W. KING

2
3 INTRODUCTION / SUMMARY
4

5 Q. Please state your name, position and business address.

6 A. My name is Charles W. King. I am President of the economic consulting

	

7 	 firm of Snavely King Majoros O'Connor & Bedell, Inc. (Snavely King). My

	

8 	 business address is 1111 14 th Street, N.W., Suite 300, Washington, D.C.

	

9 	 20005.

10 Q. Please describe Snavely King.

	11	 A. Snavely King, formerly Snavely, King, & Associates, Inc., was founded in

	

12 	 1970 to conduct research on a consulting basis into the rates, revenues,

	

13 	 costs, and economic performance of regulated firms and industries. The

	

14 	 firm has a professional staff of 12 economists, accountants, engineers, and

	

15 	 cost analysts. Most of its work involves the development, preparation, and

	

16 	 presentation of expert witness testimony before federal and state regulatory

	

17 	 agencies. Over the course of its 39-year history, members of the firm have

	

18 	 participated in over a thousand proceedings before almost all of the state

	

19 	 commissions and all Federal commissions that regulate utilities or

	

20 	 transportation industries.

21 Q. Have you prepared a summary of your qualifications and experience?

	22	 A. Yes. 	 Exhibit	 (CWK-1) is a summary of my qualifications and

	

23 	 experience.

24 Q. Have you previously submitted testimony in regulatory proceedings?
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25 A. Yes. Exhibit 	 (CWK-2) is a tabulation of my appearances as an expert

26 	 witness before state and federal regulatory agencies.

27 Q. For whom are you appearing in this proceeding?

28 A. I am appearing on behalf of the Advocacy Staff of the North Dakota Public

29 	 Service Commission.

30 Q. What is the objective of your testimony?

31 A. The objective of my testimony is to present the position of the Advocacy

32 	 Staff with respect to the allocation of costs and revenues among the various

33 	 classes of customers of the Otter Tail Power Company ("OTP" or "the

34 	 Company") and with respect to the rate design proposals that the Company

35 	 has made in this case.

36 Q. Please summarize your recommendations?

37 A. I generally agree with the approach that OTP has take to designing its rates,

38 	 which is to allocate revenue among classes based on embedded costs, but

39 	 to use marginal costs to structure the rate elements within rate schedules.

40 	 I have made several modifications to the class cost of service study

41 	 proposed by the Company to reflect better the causation of costs for the

42 	 distribution system and sales expense. Based on my revised cost of

43 	 service study, I recommend that the residential class receive the average

44 	 percentage rate increase, that the Company's proposed increases to the

45 	 revenue-deficient classes be accepted, and that the excess revenue

46 	 derived from those increases be applied to reduce the rates for the two

47 	 revenue-sufficient classes in proportion to their excess earnings over the
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48 	 Company average. The revenue sufficient classes are the large and small

49 	 general service classes.

50 	 I recommend that the Company's rate design proposals be

51 	 accepted subject to the limitation that no customer receive a rate increase

52 	 greater than 50 percent over the average increase for the class, and for the

53 	 classes not being significantly increased, no customer receive an increase

54 	 greater than 10 percent. The Company has revised several of its rate

55 	 designs to conform to these limitations.

56 	 Finally, I recommend that facilities-based wholesale margins be

57 	 credited to the Energy Cost Adjustment and that the Company's proposal to

58 	 include the full cost of the wholesale trading department in the revenue

59 	 requirement in return for a 15 percent sharing of non-asset based wholesale

60 	 margins be denied.

61 RATEMAKING APPROACH 

62 Q. How has OTP designed the rates it proposes to charge the respective

63 	 classes of customers?

64 A. OTP distributes its revenue requirement among classes based on an

65 	 allocation of embedded costs, reconciled to the overall revenue

66 	 requirement. The embedded Class Cost of Service ("CCOS") study is

67 	 sponsored by OTP witness Peter Beithon, as is the Company's

68 	 recommended distribution of revenue generation among the classes. Once

69 	 Mr. Beithon has decided how much revenue each class should generate,

70 	 witness David Prazak then structures the rate elements within each rate
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71 	 schedule based on a marginal cost study performed by National Economic

72 	 Research Associates and sponsored by witness Hethie Parmesano.

73 Q. Should class revenue generation be based on an embedded CCOS

74 	 study?

75 A. Yes. When the objective is to distribute the Company's overall revenue

76 	 requirement among customer classes, necessarily the allocation must

77 	 conform to the revenue requirement calculation. The revenue requirement

78 	 is based on embedded costs, that is, the record of investments and

79 	 expenses during the test year (in this case calendar 2007).

80 	 The CCOS study is not a prescription, however, and some

81 	 judgment is required in translating class cost allocations into a distribution of

82 	 revenue generation. First, the principle of rate continuity requires that

83 	 abrupt rate changes be avoided. This issue is particularly relevant in this

84 	 case, where the Company is restructuring its rates for the first time in 25

85 	 years. Second, the allocation of costs among customer classes is not

86 	 always straightforward. As the record of this case will demonstrate, there

87 	 are legitimate differences of opinion as to the appropriate assignment of

88 	 costs that are shared among customer classes.

89 Q. Should the rate structures within customer classes be based on

90 	 marginal costs, as OTP proposes?

91 	 A. In general, yes. In her testimony, Dr. Parmesano presents the conventional

92 	 argument in favor of using marginal costs to design rates — that they will
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93 	 lead to economically efficient decisions by ratepayers seeking to minimize

	

94 	 their energy costs.

	

95 	 The strength of this argument, however, is largely a function of the

	

96 	 price elasticity of demand, that is, the extent to which customers adjust their

	

97 	 energy consumption in response to price differences. For electricity, price

	

98 	 elasticity varies by customer class and by rate element. For the most part,

	

99 	 residential demand is price inelastic. Except when there are very large

	

100 	 changes in rates, residential customers consume electricity according to

	

101 	 their life styles, not the per-kWh price of electricity. Commercial and

	

102 	 industrial customers are much more price-sensitive. 	 Large industrial

	

103 	 customers in particular will expend considerable effort to reduce electricity

	

104 	 costs by only a few percentage points.

	

105 	 Within rate schedules, it is reasonable to assume that flat monthly

	

106 	 charges are totally price-inelastic. No customer is going to abandon electric

	

107 	 service because the customer charge is too high or subscribe to electric

	

108 	 service because it is low. What price elasticity exists pertains to the energy

	

109 	 and demand charges. Any customer response will be made in light of these

	

110 	 charges.

	

111 	 This observation suggests that deviations from marginal costs

	

112 	 should be concentrated in the flat monthly charges. All of OTP's rates are

	

113 	 below marginal costs, so that they are arguably inefficient. To the extent

	

114 	 that this inefficiency is unavoidable, it should be reflected more in the level

115 	 of monthly charges and less in energy and demand charges. I will apply
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116 	 this principle in my recommendations concerning the reductions in class

117 	 revenue recovery later in this testimony.

118 	 Marginal costs are most useful in designing the relative levels of

119 	 energy and demand charges and of time and seasonally differentiated rates.

120 	 This is the principal use that OTP has made of its marginal cost study. It

121 	 has used marginal costs to determine the relative levels of demand and

122 	 energy rates and of rates during peak and off-peak hours and seasons.

123 CLASS COST OF SERVICE STUDY

124 Q. Please describe OTP's Class Cost of Service Study.

125 A. OTP's 2006 Class Cost of Service (CCOS) study is presented in Schedule

126 	 10 to Exhibit 	 (PJB-1) attached to the testimony of Company witness

127 	 Peter Beithon. In response to a data request, the Company has submitted a

128 	 2007 CCOS Study reflecting its going forward rate base and expense

129 	 adjustments. This study allocates all of the costs for calendar year 2007

130 	 among 10 customer classes. It then computes the rate of return for each

131 	 class at present rates. To the extent that any class earns less than the

132 	 jurisdictional average rate of return, it is deemed revenue-deficient. If it

133 	 earns more than the overall return, it is revenue-sufficient. The Company's

134 	 CCOS study suggests that the two general service classes are revenue

135 	 sufficient, and that all other classes are revenue deficient. The irrigation,

136 	 controlled service water heating and controlled service interruptible classes

137 	 are particularly revenue deficient.

138 Q. Do you agree with the Company's CCOS study?
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139 	 A. No. OTP's CCOS study is deficient in three respects. First, it allocates a

140 	 portion of the primary distribution system on the basis of the number of

141 	 customers on the system. This allocation is inconsistent with the marginal

142 	 cost study sponsored by witness Hethie Parmeso. Dr. Parmesano finds that

143 	 the cost driver for the primary distribution system is coincident peak

144 	 demand.' She makes no reference to the number of customers.

145 	 Second, the Company's CCOS study allocates a portion of the

146 	 secondary distribution system on the basis of the number of customers. It is

147 	 appropriate to allocate Account 369, Customer Services, on the basis of the

148 	 number of customers, but the Company's allocator does not recognize that

149 	 the cost of services to large customers is considerably greater than to small

150 	 customers, particularly residential customers.

151 	 Finally, the cost of the Sales Department is allocated based on the

152 	 number of customer meters. There is no justification for this allocation,

153 	 particularly as the Sales Department is principally focused on attracting

154 	 industrial and commercial customers, not residential customers, to OTP's

155 	 service territory.

156 Q. What adjustments have you made to OTP's CCOS Study?

157 	 A. First, I have allocated all of the primary distribution system on the basis of

158 	 peak demand. Second, I have weighted the customer allocation of the

159 	 secondary distribution system according to the respective customer service

1 Marginal Cost Study, Response to ND PSC IR 01-039, Attachment 1, page 19.
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160
	

costs as reported in Dr. Parmesano's marginal cost study. 2 Third, I have

161
	

allocated the Sales Department expense based on class MWh sales.

162 Q. What are the results of your adjusted CCOS Study?

163 A. The results of the CCOS Study with the foregoing adjustments are

164
	

presented in Schedule 2 of Exhibit 	 (CWK-3). The schedule shows the

165
	

revenue adjustments that would be required in order for all customer

166
	

classes to generate the 2007 system average rate of return 	 A summary

167
	

of these rates of return and revenue adjustments is as follows:

Current
Revenues

Earned
Return

Increase (Decrease)
Revenue Percent

Residential 36,574,921 6.24% 641,106 1.75%
General Service 34,012,150 11.66% (3,935,201) -11.57%
Large General Service 36,231,788 9.90% (2,430,542) -6.71%
Farms 1,601,767 2.68% 222,250 13.88%
Irrigation 45,963 -4.18% 35,904 78.11%
Lighting 2,095,668 -1.09% 767,039 36.60%
Other Public Authorities 967,569 -0.08% 220,941 22.83%
Controlled Service Water Heating 1,185,332 -3.26% 652,305 55.03%
Controlled Service Interruptible 4,744,402 -10.07% 3,551,197 74.85%
Controlled Service Deferred 849,617 -1.74% 275.001 5.80%

$118,309,177 6.91% 0 0.00%
168

169

170 CLASS REVENUE CHANGES

How should any rate increase be distributed among the classes of

customers?

The CCOS Study indicates that the residential class is earning slightly

below the system average, that the two general service classes are

earning more than the average, and that the remaining classes are

171 	 Q.

172

173 	 A.

174

175

2 Schedule 1 of Exhibit 	 (CWK-3) is the worksheet on which I developed the alternative
allocators.
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176 	 earning substantially less than the system average. The deficiencies of

177 	 these latter classes are so great that they cannot be resolved in one rate

178 	 case. To eliminate the apparent disparities in earned returns would violate

179 	 the principle of rate continuity.

180 	 I therefore recommend that the residential class be given the

181 	 system average increase. 	 In its initial filing, the Company has

182 	 recommended a set of increases for the revenue-deficient classes that

183	 reduce, but do not eliminate the earnings deficiencies that they display. I

184 	 recommend that these increases be accepted. The added revenue from

185 	 these class rate increases should then be applied to reduce the rates to

186 	 the two general service classes.

187 	 These revenue changes are fairly dramatic. To some extent they

188 	 are the consequence of the absence of any comprehensive rate case for

189 	 OTP since 1983. The rate levels and rate structures that seemed

190 	 appropriate 25 years ago no longer apply. For this reason, significant rate

191 	 adjustments now need to be made. In particular, it is appropriate to

192 	 reduce the revenue-to-cost imbalances between rate schedules that

193 	 effectively compete with each other. For example, the all controlled

194 	 service customers have the option of subscribing to the general service

195 	 rate schedules. If their rates are artificially low relative to the general

196 	 service rates, then customers may make uneconomic choices in selecting

197 	 among service options.
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198 	 Q.

199

200 A

201

202

203

Have you calculated the rate changes that you recommend under a

hypothetical rate increase?

Yes. For purposes of illustration I have assumed an overall 2 percent rate

increase. In Schedule 3 of Exhibit (CWK-3) I have calculated the

class rate increases that would be indicated using the guidelines I have

described. A summary of the rate changes is as follows:

204

205

206

207

208

209

210

211

212

213

Current
Revenues

Increase (Decrease)
Revenue 	 Percent

Residential $ 36,574,921 $	 731,498 2.00%
General Service 34,012,150 (631,059) -1.86%
Large General Service 36,231,788 (390,893) -1.08%
Farms 1,601,767 120,133 7.50%
Irrigation 45,963 4,596 10.00%
Lighting 2,095,668 523,917 25.00%
Other Public Authorities 967,569 135,460 14.00%
Controlled Servce Water Heating 1,185,332 118,533 10.00%
Controlled Servce Interruptible 4,744,402 1,660,541 35.00%
Controlled Service Deferred 849,617 93,458 11.00%

$118,309,177 $ 2,366,184 2.00%

RATE CHANGES WITHIN CLASSES

Q. Are there issues with respect to rate changes within the respective

classes?

A. Yes. OTP is proposing to modify severely the structure of its rates within

classes. First, it is changing the application of many of its rate schedules,

eliminating some and adding others. Second, it is eliminating all declining

block rates. Third, it is proposing to apply the Energy Adjustment Rider

("EAR")3 to all rate schedules other than the fire sirens and the real time

and marginal energy price schedules. Finally, it is structuring the

3Company witness Prazak refers to the "FCA," which stands for Fuel Cost Adjustment, but its
actual name on Sheet 13.01 of the tariff is the "Energy Adjustment Rider."
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214 	 individual energy and demand charges to reflect marginal costs, which

215 	 requires the introduction of seasonally differentiated rates throughout the

216 	 tariff.

217 	 These rate structure modifications can result in fairly dramatic

218 	 changes in individual customer's bills, even when the overall change in the

219 	 class revenue is relatively modest. These various effects can be seen in

220 	 the bar charts in Mr. Prazak's testimony showing the varying impacts on

221 	 the duo-deciles of bill size for each rate schedule. For this reason, it is

222 	 appropriate to place some limits on the extent to which OTP's rate

223 	 structure changes impose unreasonable increases in customer bills.

224 Q. 	 Have you proposed such limitations to the Company?

225 A 	 Yes. I have proposed limiting any one customer's rate increase to 50

226 	 percent over the class increase or, for those classes receiving less than a

227 	 6.7 percent increase, 10 percent on an annualized basis. Exceptions

228 	 would be customers with average monthly bills of less than $10 and

229 	 customers who are able to switch to other rate schedules that would result

230 	 in increases below the cap limits.

231 Q. 	 Has the Company responded to this proposal?

232 A. 	 Yes. Exhibit 	 (CWK-4) is my request and the Company's response,

233 	 inclusive of attachments. In this response, the Company has restructured

234 	 the Residential, Residential Demand Controlled and Farm Service rate

235 	 schedules to conform to the rate increase limitations that I have

14



236 	 recommended. It has listed a number of reasons why these limitations

237 	 should not be applied to the other rate increases.

238 Q. 	 Do you recommend that the Company's modifications be adopted?

239 A. 	 OTP's response assumes the adoption of all of the Company's rate

240 	 increase proposals including the 7.5 percent residential rate increase, and

241 	 I have recommended that the residential increase be capped at the

242 	 system average, 5.14 percent in the Company's filing. If the final rate

243 	 increase is substantially below the Company-proposed 7.5 percent, then

244 	 the modifications to the residential rate schedules may not necessary. In

245 	 any case, the adjustments to the Farm Service rate schedule should be

246 	 adopted.

247 	 I am not persuaded by the Company's disclaimers with respect to

248 	 the other rate schedules. In particular, they relate to the duo-decile rate

249 	 analyses that combine a number of customer bills into groups. Individual

250 	 customers may still experience rate increases that exceed the limits I have

251 	 recommended and the Company appears to have accepted. For this

252 	 reason, I recommend that the Company notify each customer subject to a

253 	 rate increase that there is a cap on the increase. If the customer's annual

254 	 bill exceeds that cap, the Company should refund the excess. The caps

255 	 would expire at the end of the second year of the effectiveness of the new

256 	 rates.
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257 Q. 	 If the Commission approves rate increases less than the Company

258 	 has requested, how should the Company's proposed rates be scaled

259 	 back?

260 A. 	 The Company has sought to reflect marginal costs in its seasonal rates for

261 	 the residential class, and I recommend that these rates be retained. As

262 	 discussed earlier in this testimony, the reduction from the Company's

263 	 proposal should come out of the flat monthly charge. The Company

264 	 proposes a separate customer charge of $3.00 plus a "facilities charge" of

265 	 $5.00. I see no reason for these separate charges. The same is true for

266 	 the proposed $9.38 customer charge and $9.00 facilities charge for

267 	 residential demand control service. They should be combined and

268 	 reduced from their proposed levels to match the revenue requirement for

269 	 this class. 	 This modification would reduce the very high increases

270 	 otherwise imposed on customers with minimal usage.

271 	 My recommendation for the general service classes parallels that

272 	 for the residential class. I recommend that the small general service

273 	 customer and facilities charges be combined and reduced no lower than

274 	 the current $7.90 level currently applicable to the zone 9 customers under

275 	 this rate. Similarly, the $12 monthly charge for the large general service

276 	 customers should be reduced to no lower than $7.95 rate currently applied

277 	 to zone 9 customers. These modifications would reduce the very large

278 	 percentage increases to customers at the low-usage end of these rate

279 	 schedules.
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280 Q. 	 Are there any other rate structure recommendations you would like

281 	 to make?

282 A. 	 Yes. The energy rates proposed by the Company incorporate a fuel and

283 	 purchased power cost of 3.09450 per kilowatt-hour. The Energy

284 	 Adjustment Rider passes through any variations from this value on a

285 	 month-to-month basis. It might be more straightforward to express all fuel

286 	 and purchased power costs in a separate energy charge. In this manner,

287 	 customers would be able to identify those costs they are paying that are

288 	 pass-throughs from third-party providers from those that cover Company

289 	 costs. This has become standard practice in much of the gas utility

290 	 industry.

291 	 Additionally, there is a timing mismatch between the cost of energy

292 	 and the energy charges. The EAR is based on the average cost of fuel

293 	 and purchased power during the most recent four months. Given that it

294 	 takes at least a month to record energy costs, that means that there is a

295 	 average lag of three to four months in the application of the EAR. For

296 	 example, the EAR applied in July when energy costs are high will likely

297 	 reflect the actual cost of energy during the months February through

298 	 March, when energy costs are lower. Then, the October EAR will reflect

299 	 the high costs of fuel and purchased power during the summer months,

300 	 even though October energy costs are likely to be low.

301 	 This mismatch was evident during the winter of 2007- 2008. In the

302 	 autumn of 2007, the Big Stone base load plant was out of commission.
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303 	 During those low-load months, the EAR was only 0.26 cents per kWh. Big

304 	 Stone came back on line in December. Because of the lagging nature of

305 	 the EAR, the effect of the high cost of replacement power during the

306 	 outage was not felt until after the plant was back in service. As a result,

307 	 the EAR jumped to 1.53 cents in January, and then spiked to 3.5 cents in

308 	 February, just when space heating customers most needed electricity. It

309 	 remained at approximately that level through April, declining only during

310 	 the spring months of May and June. By July and August, peak-load

311	 months, the EAR was less than 0.8 cents per kWh. 4

312 	 The Company witnesses stress the importance of "price signals" in

313 	 proposing the use of marginal costs to develop seasonal rates. If price

314 	 signals are important, then it is relevant that the EAR during the summer

315 	 should reflect summer fuel and purchase power costs, and the EAR during

316 	 the winter should reflect winter costs.

317 	 Based on the foregoing, I recommend that the Company explore

318 	 the idea of an all-in fuel and purchased power energy charge that is

319 	 calibrated to the season in which it applies. This will require some degree

320 	 of forecasting prices and fuel mix, but such forecasting should be feasible

321 	 in competitive fuel and purchased power markets where forward

322 	 purchases are made. I request that the Company submit its comments on

323 	 this proposal in its rebuttal testimony in this case.

324 WHOLESALE MARGINS

325 Q. 	 What are "wholesale margins?"

4 Attachment 1 to ND PSC IR 01-064.
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326 A. 	 Wholesale margins are the difference between the cost of power sold to

327 	 wholesale customers — other utilities or power marketers -- and the

328 	 revenue that the Company receives for that power. There are two types of

329 	 wholesale margins, "asset-based" margins that result from the sale of

330 	 power generated by OTP's own production plants, and "non-asset-based"

331 	 margins that result from the resale of power or capacity that the Company

332 	 acquires from other generators in the competitive power markets.

333 Q. 	 How are wholesale margins currently treated?

334 A. 	 Currently, asset-based margins are treated as a offset to the Company's

335 	 base-rate revenue requirement. Non-asset-based margins are treated

336 	 "below the line" and are excluded from the revenue requirement

337 	 calculation. A portion of the wholesale sales department's expenses are

338 	 also excluded based on the relative mix of asset-based and non-asset-

339 	 based power.

340 Q. 	 What are the Company's proposals regarding the treatment of

341 	 wholesale margins?

342 A. 	 OTP proposes to continue to include an allowance for asset-based

343 	 margins as an adjustment to base rate revenue requirements. It is

344 	 proposing that 15 percent of non-asset-based wholesale margins be

345 	 credited to the EAR. In return, all of the wholesale sales department's

346 	 expenses would be incorporated into the base rate revenue requirement.

347 Q. 	 What is your response to these proposals.
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348 A. 	 Asset-based wholesale margins vary from year to year depending upon

349 	 the market for power in the MISO transmission area. Given this variability,

350 	 it is not appropriate to fix a level of wholesale margin into the revenue

351 	 requirement calculation that will apply to base rates in effect for a number

352 	 years. Additionally, there is a matter of symmetry. The EAR includes

353 	 wholesale power purchases. It should include wholesale power sales as

354 	 well. For these reasons, I recommend that asset-based margins be

355 	 treated as offsets to the EAR.

356 	 It is clear from page 27 of Mr. Beithon's testimony that the

357 	 Company's proposed sharing mechanism for non-asset-based margins is

358 	 a losing proposition from the ratepayers' standpoint. Ratepayers' 15

359 	 percent share of these margins in 2007 would have been $293,667. In

360 	 return, they would have been asked to absorb an additional $674,590 in

361 	 wholesale trading department expenses, for a net loss of $380,923.

362 	 Presumably, this infirmity could be resolved by increasing the

363 	 sharing percentage. But even then, the incorporation of non-asset

364 	 margins into ratepayer's bills is a poor idea. These margins have nothing

365 	 to do with the generation and distribution of electric power to OTP's North

366 	 Dakota ratepayers. They are conducted totally outside of regulated

367 	 operations, and they expose OTP and its customers to increased risk from

368 	 which there is no regulatory protection. 5 I recommend that non-asset-

369 	 based margins and the associated wholesale transaction department

5 It should be noted that in September of 2008 Constellation Energy was forced to seek a merger
partner to cover the collateral obligations associated with its energy trading activities.
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370 	 expenses continue to be treated below the line. Indeed, it would be better

371 	 for ratepayers if non-asset-based trading should be spun off into an

372 	 unregulated subsidiary that is "ring-fenced" from the Company's regulated

373 	 operations.

374 Q. 	 Does this complete your testimony?

375 	 A. 	 Yes. It does.

376
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Charles W. King 	 Exhibit	 (CWK-1)

Experience

Snavely King Majoros O'Connor
& Lee, Inc.
Washington, DC
President (1989 to Present)
Vice President (1970 - 1989)

Mr. King, a founder of the firm and acknowledged
authority on regulatory economics, brings over thirty
years of experience in economic consulting to his
direction of the firm's work in transportation, utility and
telecommunications economics.

Mr. King has appeared as an expert witness on over
300 separate occasions before more than thirty state
and nine U.S. and Canadian federal regulatory
agencies, presenting testimony on rate base
calculations, rate of return, rate design, costing
methodology, depreciation market forecasting, and
ratemaking principles. Mr. King has also testified
before House and Senate Committees on energy and
telecommunications legislation pending before the U.S.
Congress.

In telecommunications, Mr. King has testified before the
Federal Communications Commission on a number of
policy issues, service authorization, competitive
impacts, video dialtone, and prescription of interstate
depreciation rates. Before state regulatory bodies, he
has presented testimony in proceedings on intrastate
rates, costs earnings and depreciation.

Mr. King has testified in electric, gas and water utility
cases on virtually every aspect of regulation, including
cost of capital, revenue requirements, depreciation,
cost allocation and rate design. Mr. King is one of the
nation's leading authorities on utility depreciation
practices, having testified on this subject in several
dozen cases before state regulatory bodies.

In addition to his appearances as a witness in judicial
and administrative proceedings, Mr. King has
negotiated settlements among private parties and
between private parties and regulatory offices. Mr.
King also has directed depreciation studies, investment
cost benefit analyses, demand forecasts, cost
allocation studies and antitrust damage calculations.
Mr. King directed analyses of the prices of services
under Federal Government's FTS2000 long distance
system.

In Canada, Mr. King designed and directed an
extended inquiry into the principles and procedures for
regulating the telecommunication carriers subject to the
jurisdiction of the Canadian Transport Commission. He
also was the principal investigator in the Canadian
Transport Commission's comprehensive review of rail
costing procedures.

EBS Management Consultants, Inc.,
Washington, DC

Director, Economic Development Department
(1968-1970)

Mr. King organized and directed a five-person staff of
economists performing research, evaluation, and
planning relating to economic development of
depressed areas and communities within the U.S.
Most of this work was on behalf of federal, state, and
municipal agencies responsible for community or
regional economic development.

Principal Consultant (1966-1968)

Mr. King conducted research on a broad range of
economic topics, including transportation, regional
economic development, communications, and physical
distribution.

W.B. Saunders & Company, Inc.,
Washington, DC

Staff Economist (1962-1966)

For this economic consulting firm, which later merged
with EBS Management Consultants, Inc., Mr. King
engaged in numerous research efforts relating primarily
to economic development and transportation.

U.S. Bureau of the Budget, Office of
Statistical Standards
Analytical Statistician (1961-1962)

Mr. King was responsible for the review of all
federal statistical and data-gathering programs
relating to transportation.

Education

Washington & Lee University, B.A. in Economics

The George Washington University, M.A. in
Government Economic Policy



Exhibit 	 (CWK-2)

Appearances of Charles W. King before Regulatory
Agencies
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Otter Tail Corporation d/b/a
11.R TAIL POWER COMPANY

North Dakota Case No: P0-08-862

Response to:
Analyst:
Date of Request:
Date Received:
Date Due:

North Dakota Public Service Commission
Diller King 03
2/27/2009
2/27/2009
3/27/2009

Information Request No. ND 03-002
Staff is concerned with the very large increases that some customers will experience
under the revised rate structures proposed by OTP, quite regardless of the overall level of
revenue increase. Staff is considering a recommendation of limiting any one customer's
rate increase to 50% over the class increase or, for those classes receiving less than a
6.7% increase, 10 percent on an annualized basis in the first year. Subsequent annual
increases would be capped at 5 percent until the proposed rates are fully implemented.
Exceptions would be customers with average monthly bills of less than $10 and
customers who are able to switch to other rate schedules that would result in increases
below the cap limits. The revenue shortfall from the capped bills would be made up in
the form of across-the-board increases on all other customers.

a. Would OTP oppose this plan and, if so, why?
b. What would be the obstacles to implementing this plan?
c. Can OTP recommend an implementation program for this plan?

RESPONSE:
OW has reviewed its proposed rate design with the above parameters in mind. The
following response discusses the results of that review and suggests rate design
modifications that could meet the majority of the parameters suggested in this IR without
the need for a "phasing-in" of rate design.

a. OTP does not oppose the majority of Staff's proposal, but, as explained in this
response, OTP would prefer to establish a rate design in this case that does not
require the design to be "phased-in." Therefore, OTP is providing an alternative
rate design in this response that would not require a phasing-in, while both
accommodating the majority of the Staff's recommended increase limitations and
most of OTP's rate design objectives (including those that would make progress
toward meeting the new Federal Economic Stimulus package's goals of efficient
use of energy (Section 410)). See OTP's Attachment 1 to IR ND 03-002 for
details on this alternative proposal.

Responding Witness:
Title:
Department:
Telephone:
Date of Response:

David G. Prazak
Supervisor, Pricing
Regulatory Services
(218) 739-8595
4/1/2009



Information Request No. ND 03-002
Page 2 of 4

b. There are a few obstacles to a "phase-in" approach to rate design. Such an
approach would add significant additional administrative expense in developing
and implementing each phase of such a plan, however designed. Additional
customer notices would need to be provided in years subsequent to final rates in
this case. Those notices and the frequency of rate adjustments during the phase-in
period would likely be confusing to many customers. An obstacle might also be
created by phasing-in rate design, as OTP expects that it may file another general
rate case within three years. It would be an obstacle to implement any portion of
the phase-in of rate design at the same time interim rates for the next case are
being applied.

If a current non-phase-in approach is taken to accommodate the request, as
proposed in Attachment I to IR ND 03-002, there is an obstacle to meeting
precisely each criteria identified in the Staffs request. However, because the
proposal included in Attachment 1 to IR ND 03-002 comes so very near to
meeting each criteria of the request and does not require a phasing-in, OTP
believes it is preferable to a plan that would phase-in rate design changes.

c. Attachment 1 to IR ND 03-002 is OTP's matrix of rates, issues and explanations
relating to OTP's recommended alternative to meeting Staff's request. As
explained in that attachment, there are some rates (very few) that cannot be
reasonably adjusted to meet the precise limitations recommended by Staff DTP's
footnotes in the attachment explain the logic of why these few rates should not be
adjusted. There are four basic categories into which OTP's rates fall compared to
the increase limitations suggested in Staff's request:

i. Category 1. OTP's originally proposed rate meets the criteria without
any change. These rates include: Large General Service, Large
General Service Off-Peak Rider, Irrigation Option 1 and Controlled
Service-Interruptible Load (CT Metering) Rider.

ii. Category 2. The rate is being cancelled. When looking at the duo-
decile chart for the rate, the impact shown is that of customers moving
to other rates. The duo-decile is not for the cancelled rate. These rates
include: Commercial Demand Control Customers Billed on Small
General Service Less Than 20 kW, Electric Climate Control
Customers Billed on Small General Service Less Than 20 kW,
Commercial Demand Control Customers Billed on General Service
Equal to and Greater Than 20 kW Electric Climate Control and
Customers Billed on General Service Equal to and Greater Than
20 kW.

Responding Witness:
Title:
Department:
Telephone:
Date of Response:

David G. Prazak
Supervisor, Pricing
Regulatory Services
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iii. Category 3. OTP has modified its originally proposed rate to
accommodate Staff's increase limitations. OTP's modifications
include moving revenue requirements to another rate in the class,
adding a declining block component to the rate, or modifying the
customer and/or facilities charge. These rates include: Residential
Service, Residential Controlled Demand, and Farm Service.

iv. Category 4. OTP's originally proposed rate is very close to meeting
Staff's increase limitation, but does not exactly meet all limitations.
These rates include: Small General Service Less Than 20 kW, Small
General Service 20 kW and Greater, Irrigation Option 2, Municipal
Pumping, Civil Defense-Fire Siren, Water Heating — Controlled
Service Rider, Controlled Service-Interruptible Load (Self-Contained)
Rider, Deferred Load Rider Fixed Time of Delivery (Self-Contained
Meter) Rider and Fixed Time of Delivery (CT Meter) Rider.

OTP determined the parameters of this IR as follows, based on its understanding
of the request: Limit rate increases to 50% over the class increase and for those
classes receiving less than a 6.7% increase, limit the increase to 10%. OTP's plan
limits the increase at the duo-decile level.

Attachment I to IR ND 03-002 lists the duo-decile figures, from Mr. Prazak's
testimony, that prior to any modifications would have met or not met the limiting
criteria recommended by Staff's request. Out of the 22 duo-decile figures, 17 duo-
decile figures have one or more duo-deciles that would have exceeded the
limitations.

For those duo-deciles that did not meet the limiting criteria, a different set of
criteria (impacts from dollar and percent, usage predictability, and rates to be
closed) were identified and catalogued for each of the 17 duo-decile figures.
Based on these results, OTP selected three rate designs for adjustments based
mainly on the criteria contained in B I or B4 (i.e. percent impacts) listed at the
bottom of Attachment I to IR ND 03-002.

Attachment 2 to IR ND 03-002 contains the three rate design adjustments
identified in column H of Attachment 1 to IR ND 03-002, with one exception
(Municipal Pumping, which is explained later). The adjustment techniques used
included: (1) changing customer and/or facilities charge; (2) re-introducing
declining blocks; and (3) shifting revenue requirements within a class (e.g.,
Residential Demand Control to Residential Service). Shifting revenue
requirements across classes was not used.
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As shown in Attachment 2 to IR ND 03-002, each of the three rate design
adjustments shows two duo-decile bar graphs (on the left - per Mr. Prank's
testimony, and on the right — a revised duo-decile graph to meet the criteria
recommended by Staff). Below the duo-decile graphs are the originally proposed
and revised rate designs.

The Municipal Pumping duo-decile is included for discussion purposes. Even
though it received a 134 criterion (i.e. only the last duo-decile exceeded the limit),
the rate re-design was not performed as it only exceeded the limit by one (1)
percent.

Responding Witness:
Title:
Department:
Telephone:
Date of Response:

David G Prazak
Supervisor, Pricing
Regulatory Services
(218) 739-8595
4/1/2009
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