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Purpose of Testimony

Q.

Please state your name, business address and present position with the Company
(also referred to as Rocky Mountain Power).

My name is Ebru Alpay. My business address is 825 NE Multnomah St. Suite 2000,
Portland, Oregon 97232. My present position is Pricing and Cost of Service Analyst in
the Regulation Department.

Briefly describe your educational and professional background.

I have a B.S. degree in Industrial engineering from Middle East Technical University in
Ankara, Turkey, and M.S. degree in Economics from Oregon State University in
Corvallis, Oregon. I also completed all of the course work towards a Ph.D. degree in
Economics from the same institution. In addition, I completed the Graduate Certificate
Program in Applied Energy Economics at Portland State University in 2001. I joined the
Company in the Regulation Department in July 2003.

Please describe your current duties.

[ am currently responsible for preparation of the Company’s cost of service studies and
related analyses. Since 2003, I have prepared several cost of service studies throughout
the Company’s six state service territory, including the study filed in the Company’s last
Wyoming General Rate Case, Docket No. 20000-230-ER-05.

What is the purpose of your testimony?

I will present Rocky Mountain Power’s Embedded Cost of Service Study for the state of
Wyoming based on the forecast test period of 12 months ended August 31, 2008.

Please identify Exhibit RMP___.1(EA-1), and explain what it shows.

Exhibit RMP___ .1(EA-1) is the summary from Rocky Mountain Power’s twelve months
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ended August 31, 2008 embedded class cost of service study for Wyoming. It is based on
the Company’s annual results of operations for the state of Wyoming which are presented
in the testimony of Company witness Steven R. McDougal. It summarizes, both by
customer group and by function, the results of the August, 2008 class cost study. Page 1
presents the results at the Company’s August 2008 rate of return assuming current rate
levels. Column (C) and (D) shows annualized present revenues, and the resulting earned
rates of return on rate base (ROR) for each schedule, respectively. Column (E) lists the
ROR index for each schedule, comparing each schedule’s ROR against state average
ROR. Column (F) displays the cost of service results by rate schedule at equal rates of
return for the jurisdiction. Column (G) through (K) shows cost of service results for each
function. Column (L) and (M) displays the required change in revenue to achieve rate of
return equal to the state average rate of return. Page 2 shows the results using the target

rate of return based on the $36.1 million requested price increase.

Changes in Cost of Service Study

Q.

Are the methodologies employed in this cost of service study consistent with those
approved by the Wyoming Public Service Commission in the Company’s most
recent general rate case in Docket No. 20000-230-ER-05 ?

Yes. This class cost of service study was prepared based on the same methodology used
in the previously filed study.

How were the class loads developed for the forecasted test period?

The forecasted number of customers and class energy usage, as well as the day and hour
of system peak on a monthly basis, for the 12 months ended August 31, 2008 test period

are based on the Company’s load forecast as described in the direct testimony of the
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Company witness Reed C. Davis. Customer class contributions to monthly system peaks
are based on historical hourly load research data that was matched against the forecasted
hour of monthly system peaks and then extrapolated to the forecasted class energy usage

for the test period.

Net Power Costs

Q.

A.

Please describe how the total net power costs are treated in this cost of service study.
In this cost study, power cost adjustment mechanism related net power costs are
unbundled from the rest of the base generation and transmission costs, and recovered
through Schedule 94-Power Cost Adjustment Mechanism (PCAM) in accordance with
the Stipulation entered into at the conclusion of 2005 general rate case in Docket No.
20000-230-ER-05. Specifically, the total net power related costs that are unbundled and
recovered through Schedule 94 are approximately $155.7 million as presented in Exhibit
RMP __ .1(SRM-1) in the Company witness Steven R. McDougal’s testimony.

Please identify Exhibit RMP___.2(EA-2).

Exhibit RMP__ .2(EA-2), Page 1 shows the cost of service results by class while pages 2

through 6 contain a summary by class for each major function.

Description of Procedures

Q.

A.

Please explain how the Cost of Service Study was developed.

The class cost of service study is based on Rocky Mountain Power’s 12 months ended
August 31, 2008 forecasted results of operations for the state of Wyoming presented in
the testimony of Company witness Steven R. McDougal. The study employs a three-step
process generally referred to as functionalization, classification, and allocation. These

three steps recognize the way a utility provides electrical service and assigns cost
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responsibility to the groups of customers for whom those costs are incurred.

Please describe functionalization and how is it is employed in the Cost of Service
Study.

Functionalization is the process of separating expenses and rate base items according to
utility function. The production function consists of the costs associated with power
generation, including coal mining and wholesale purchases. The transmission function
includes the costs associated with the high voltage system utilized for the bulk
transmission of power from the generation source and interconnected utilities to the load
centers. The distribution function includes the costs associated with all the facilities that
are necessary to connect individual customers to the transmission system. This includes
distribution substations, poles and wires, line transformers, service drops and meters.
The retail function includes the cost of activities such as meter reading, billing,
collections and customer service. The miscellaneous function includes the cost of any
energy efficiency programs, as well as franchise and regulatory fees included in base
prices.

Describe classification and explain how Rocky Mountain Power uses it in the cost of
service study.

Classification identifies the component of utility service being provided. The Company
provides, and customers purchase, service that includes at least three different
components: demand-related, energy-related, and customer-related. Demand-related
costs are incurred by the Company to meet the maximum demand imposed on generating
units, transmission lines, and distribution facilities. Energy-related costs vary with the

output of a kWh of electricity. Customer-related costs are driven by the number of
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customers served.

How does Rocky Mountain Power determine cost responsibility among customer
groups?

After the costs have been functionalized and classified, the next step is to allocate them
among the customer classes. This is achieved by the use of allocation factors, which
specify each class’s share of a particular cost driver such as system peak demand, energy
consumed, or number of customers. The appropriate allocation factor is then applied to
the respective cost element to determine each class’s share of cost.

How are generation and transmission costs allocated among customer classes?
Production and transmission plant and non-fuel related expenses are classified as

75 percent demand-related and 25 percent energy-related. The demand-related portion is
allocated using 12 monthly peaks coincident with the Company’s system firm peak. The
energy-related portion is allocated using annual class MWhs adjusted for losses to
generation level.

Please describe how distribution costs are calculated and allocated.

All distribution costs are classified as either demand-related or customer-related. There
are no significant energy-related costs associated with the distribution system. In this
study, only meters and services are considered customer-related with all other costs
considered demand-related. Service drop costs are allocated to secondary voltage
delivery customers only. The allocation factor is developed using the current installed
cost of new service drops for different types of customers. Meter costs are allocated to all
customers. The meter allocation factor is developed using the installed costs of new

metering equipment for different types of customers.
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Demand-related distribution costs fall into two sub-classifications: those that vary
with changes in overall distribution system load (system costs) and those that are
established at the time customers are connected to the distribution network and seldom
vary after that time (facilities costs).

Substation costs are defined as system costs and allocated using the Distribution
12 CP methodology. The Distribution CP methodology recognizes the diversity of the
many customers served by the distribution system. Cost responsibility is determined by
using each class’s contribution to the state distribution coincident peak. The distribution
coincident peak is the simultaneous combined demand of all distribution voltage
customers at the hour of the distribution system peak.

Transformers and secondary lines are defined as facilities costs and allocated
using the non-coincident peak (NCP) methodology. This methodology recognizes that
some distribution facilities are sized to meet the long-term expected maximum load of the
individual customers served by those specific facilities. Since the cost responsibility for
these dedicated facilities is incurred at the time a load is added to the system, that cost
responsibility should be assigned on the basis of individual customer installed capacity,
but because of a lack of detailed property records this cannot be done. As a surrogate for
installed capacity, we use the annual NCP estimates from load research data.

Primary lines are recognized as containing both system and facilities cost
components. In compliance with the stipulated agreement reached in the 2002 Rate Case,
the cost of primary lines is allocated using a composite method that first allocates a share
of the costs to the large industrial class using the NCP method, and then allocates the

remaining costs to all other classes using the Distribution 12 CP method.
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Please explain how customer accounting, customer service, and sales expenses are
allocated.

Customer accounting expenses are allocated to classes using weighted customer factors.
The weightings reflect the resources required to perform such activities as meter reading,
billing, and collections for different types of customers. Customer service expenses are
split between Demand Side Management (DSM) expenditures and other customer service
expenses. The DSM expenditures are allocated based on 50 percent demand and 50
percent energy. The other customer service expenses are allocated based on number of
customers. Sales expenses are direct assigned to the residential, commercial, and
industrial revenue class and then allocated to rate schedules within the revenue class
according to revenue.

How are administrative & general expenses, general plant and intangible plant
allocated?

Most general plant, intangible plant, and administrative and general expenses are
functionalized and allocated to classes based on generation, transmission, and distribution
plant. Employee Pensions and Benefits costs have been assigned to functions and classes
on the basis of labor. Costs that have been identified as supporting customer systems are
considered part of the distribution function and have been allocated using customer
factors.

How are costs and revenues associated with partial requirements customers treated
in the Cost of Service Study?

The costs for Schedule 33-Partial Requirements customers are removed from the

embedded cost of service study. Generally, the volatile load characteristics of partial
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requirements customers do not lend themselves well to embedded cost of service analysis.
Because of this, it has been the company’s standard practice not to include them into cost
study, and derive prices for the partial requirement service based on the prices and costs
for full requirement customers. Revenues from these schedules are treated as revenue
credits and are allocated to other customer groups. Other electric revenues are also treated
as revenue credits. Revenue credits reduce the revenue requirement to be collected from
firm retail customers.

Please identify Exhibit RMP___ .3(EA-3).

Exhibit RMP__ .3(EA-3) contains the complete functionalized results of operations and
class cost of service detail. It also includes a detailed narrative describing the Company’s
functionalization, classification and allocation procedures.

Does this conclude your testimony?

Yes.
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