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>

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND OCCUPATION.
My name is David G. Prazak. [ am employed by Otter Tail Power Company (OTP or

Company) as its Supervisor of Pricing and Tariff Administration.

DID YOU PREVIOUSLY FILE DIRECT TESTIMONY IN THIS PROCEEDING?
Yes. I filed Direct Testimony on behalf of OTP addressing the Company’s proposed rate

design.

WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL DIRECT TESTIMONY?

The purpose of my Supplemental Direct Testimony is to correct the marginal customer-
related costs for the Residential class and our resulting recommended Residential class
customer charge. I also present a correction to the Large General Service (LGS) intra-

class revenue allocation.

PROPOSED RESIDENTIAL CUSTOMER CHARGE

WHAT IS OTP’S PROPOSAL REGARDING FIXED CHARGES IN THIS CASE?
As noted on page 14 of my Direct Testimony, we recommend bringing customer charges

for all classes into better alignment with marginal costs.

WHAT IS THE MARGINAL CUSTOMER-RELATED COST FOR THE
RESIDENTIAL CLASS?

Table A.2.6 of OTP’s 2018 Marginal Cost Study, which was included as Schedule 2 to
my Direct Testimony, identifies the marginal customer-related cost for the Residential
class to be $182.78 per year, which translates to $15.23 per month. Table 4 and Schedule
5 of my Direct Testimony incorrectly identified the marginal customer-related cost for
the Residential class to be $17.70 per month. This issue was identified in OTP’s response

to ND-PSC-01.21, included as Exhibit _ (DGP-2), Schedule 1.

1 Case No. PU-17-398
OAH File No. 20170622
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IIL.

DOES THIS CHANGE OTP’S PROPOSED CUSTOMER CHARGE FOR THE
RESIDENTIAL CLASS?

Yes. As discussed on pages 13-23 of my Direct Testimony and in our response to Data
Request ND-PSC-01.21, it was and is our intent to set the Residential customer charge at
100% of marginal customer-related costs. The correct marginal customer-related costs
are $15.23 per month and we recommend the Residential customer charge be set at
$15.23 per month. Making this correction alters the proposed intra-Residential class
revenue allocation and rate elements. The proposed intra-Residential class revenue
allocation was shown in Attachments 2 and 3 to OTP’s response to ND-MLEC-120,
which is included as Exhibit (DGP-2), Schedule 2. The associated proposed rate
elements for the Residential class are shown in Attachment 4 to OTP’s response to ND-
MLEC-120. The Attachments to ND-MLEC-120 are prepared based on the present and
proposed revenue levels from our Initial Filing. The correction to the Residential
customer charge will be carried through to the final intra-class revenue allocation and rate

elements.

LGS INTRA-CLASS REVENUE ALLOCATION

HOW DOES OTP ALLOCATE CLASS REVENUE RESPONSIBLITIES ACROSS
RATE CLASSES?

We allocate class revenue responsibilities to rate classes using the equal percentage of
marginal cost (EPMC) methodology. I discussed this process on pages 7-11 of my Direct

Testimony.

IS OTP PROPOSING A CORRECTION TO THE LGS INTRA-CLASS REVENUE
ALLOCATION?

Yes. In preparing our response to ND-MLEC-120, we identified an error in the
calculation of the EPMC factors used to calculate the LGS intra-class revenue allocation.
Our response ND-MLEC-120 is included as Exhibit  (DGP-2), Schedule 2. The
corrected LGS intra-class revenue allocation and associated LGS class rate elements are

shown in Attachments 2-4 of our response to ND-MLEC-120. The Attachments to ND-

MLEC-120 are prepared based on the present and proposed revenue levels from our

2 Case No. PU-17-398
OAH File No. 20170622
Prazak Supplemental Direct
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Initial Filing. The correction discussed in ND-MLEC-120 will be carried through to the

final intra-class revenue allocation and rate elements.

CONCLUSION

WHAT ARE YOUR CONCLUSIONS?
The correct marginal customer-related costs are $15.23 per month and we recommend the
Residential Customer charge be set $15.23 per month. Further, the corrected LGS intra-

class revenue allocation and rate elements are shown in Schedule 2.

DOES THIS CONCLUDE YOUR SUPPLEMENTAL DIRECT TESTIMONY?
Yes.

3 Case No. PU-17-398
OAH File No. 20170622
Prazak Supplemental Direct
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OTTER TAIL POWER COMPANY
Case No: PU-17-398

Response to: North Dakota Public Service Commission

Analyst: Sara Cardwell

Date Received: 11/29/2017

Date Due: 12/13/2017

Date of Response: 12/12/2017

Responding Witness: David G. Prazak, Supervisor, Pricing & Tariff Administration - (218) 739-
8595

Data Request:

Why would Farm Service — Single Phase and Farm Service — Three Phase have a lower proposed
customer charge than residential customers? Is this a strict application of cost of service study
results versus common sense? Are these customers using less of the system than residential
customers? In particular, wouldn’t a three phase farm service customer have higher transformer,
metering and service costs than a residential customer?

Attachments: 0

Response:

Upon further investigation, the customer charge for Residential 9.01 customers is indeed lower
than Farm 9.03 customers. Below is a summary graphic that shows the monthly customer
charges for the residential rate classes and farm. For Marginal Cost Study support, see Prazak
Direct, Schedule 2, p. 27 and 37 of 43.

Marginal
Customer-
Related
Residential Cost/mo.
9.01 Residential 15.23
9.02 Residential Controlled Demand 20.18
Commercial and Industrial
9.03 Farm Service 17.42

It’s important to note the difference between customer charges and distribution facility charges.
Marginal customer-related costs include both investment and O&M costs — such as meter and
service costs, and customer accounts and customer expenses. In contrast, transformers,
secondary lines, and a portion of primary taps are defined as local distribution facilities and are
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Exhibit (DGP-2), Schedule 1
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Public
Response to Data Request ND-PSC-01.21
Page 2 of 2

charged under a facilities charge. So, when comparing customer charges among the various rate
classes, it is possible to have customer charges within a few dollars — especially when they have
similar costs components.

When comparing the distribution facility cost between Residential and Farm, the marginal cost
study results indicate farm customers have greater facility costs than residential customers. Farm
customers are charged a facility charge, differentiated by single and three-phase customers.
These costs are partially recovered through the facility charges. Any remaining facility costs are
recovered through the energy charge.

Due to the results as described in this data response, OTP will submit a revision to the
Residential 9.01 schedule and impacted areas, after discussions with the North Dakota Staff.
The revision will reflect the correct marginal customer charge of $15.23/month versus the
proposed customer charge in Prazak’s Direct pp 23 & 24.
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OTTER TAIL POWER COMPANY
Case No: PU-17-398

Response to: Midwest Large Energy Consumer

Analyst: Richard Savelkoul

Date Received: 02/16/2018

Date Due: 03/05/2018

Date of Response: 03/23/2018

Responding Witness: David G. Prazak, Supervisor, Pricing & Tariff Administration - (218) 739-
8595

Data Request:

Regarding the intraclass allocation to the LGS class, please provide the calculations of
utilizing EPMC method in excel spreadsheet format and also provide a narrative
explanation.

Attachments: 4

Attachment 1 to DR ND-MLEC-120.xIsx
Attachment 2 to DR ND-MLEC-120.pdf
Attachment 3 to DR ND-MLEC-120.pdf
Attachment 4 to DR ND-MLEC-120.pdf

Response:

The EPMC methodology allocates the class revenue responsibilities to rate classes based on each
rate class’s marginal cost revenues. Marginal cost revenues for a rate class are determined by
multiplying the marginal cost (modified as discussed above) times the rate class billing
determinants. The background supporting the calculation methodology can be found in Mr.
Prazak’s Direct Testimony, pages 8 through 10.

The calculations, utilizing EPMC method in excel spreadsheet format, are provided in
Attachment 1 to ND-MLEC-120. This attachment reflects a correction to an error in Mr.
Prazak’s original EPMC allocation within the LGS class, which also impacts the rate design
levels for all rates in the LGS class. No change occurred for the proposed LGS Class base rate
revenues (excluding riders).

There are five basic steps to develop the proposed change for the LGS Class and its associated
rates, as shown in Attachment 1 to ND-MLEC-120, and described below:
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Line 1: Change in Non-Fuel Base Revenues. Prazak Direct, Schedule 4, Change in Non-
Fuel Base Revenues for LGS Class.

Step 1: Lines 3-8: A table containing 2018 Present Base Rate Revenue (with base fuel but
excluding Riders). Prazak Direct, Schedule 4.

Step 2: Lines 9-14: A table containing 2018 Proposed Base Rate Revenue (excluding base fuel
and Riders). Prazak Direct, Schedule 4.

Step 3: Lines 15-20: A table containing marginal revenues for the LGS Class. Column G
describes the rate efficiency level of the individual rate classes.

Step 4: Lines 21-27: Presents a table of pure EPMC allocation for LGS Class (see Prazak Direct,

pp- 8-10)
Step 5: Line 28-34: Presents results of the proposed change for the LGS Class using Method 2a.

EPMC Method 2a was added to correct the error in our original proposed rate design. This new
) method follows the same concept as Method 2 but makes special adjustments to a couple of rate
. classes. Method 1 is used for the top two efficient rates - Standby & LGS Primary. LGS TOD is
a special case because it contains only one customer in its class. The rate design for the LGS
TOD class was designed to be revenue neutral to the LGS NON-TOD Primary and Secondary
rate classes. The final revenue requirement for LGS TOD was developed by the revenue it would
produce under the revenue-neutral rates. And finally, the LGS Secondary rate revenue allocation
was the remainder to achieve the total revenue requirement.

Finally, OTP is providing the following Attachments reflecting the correction discussed above:
e Attachment 2 to DR ND-MLEC-120 — Revised Exhibit _ (DGP-1), Schedule 3!
e Attachment 3 to DR ND-MLEC-120 — Revised Exhibit __ (DGP-1), Schedule 4°
e Attachment 4 to DR ND-MLEC-120 — Revised LGS Class Rate Elements.

Attachments 1-4 are prepared based on the present and proposed revenue levels from our Initial
Filing. The correction to the LGS rate design shown above and in Attachments 1-4 will be
carried through to the final intra-class revenue allocation and rate elements.

. ! Reflects correction to proposed Residential customer charges discussed in ND-PSC-01.21.
2 Reflects correction to proposed Residential customer charges discussed in ND-PSC-01.21.
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