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QUESTION 1:

Reference: Rebuttal Testimony of Allison Smith, Page 8, Lines 4-6

Ms. Smith says “The NCO method does not give efficient price signals to customers considering new hookups because the approach assures that new customers will never pay the full costs incurred to hook up to the utility system. Other customers sill end up picking up the majority of those costs.”

Please provide a full list of all costs which should be included in the calculation of the class specific Long Run Marginal Cost (LRMC) but which would not be included under the NCO method. For each cost:

a. Please provide a full description of the cost and how it is incurred.

b. Please provide an explanation of why the costs should be included in the LRMC but are not.

c. Please explain if the cost is included in the calculation of LRMC under the rental method and if so how they are calculated.
RESPONSE 1:

The NCO method uses the same capital and O&M data as the Rental Method to develop the unit costs.  However, the NCO method grossly understates the capital portion of the marginal unit cost.  In the NCO method, a new hook-up cost is calculated based on the estimated service line, regulator and meter capital costs.  This hook-up cost is multiplied by the projected number of new customers and then divided by the total number of customers in the class to develop the capital portion of marginal unit cost.  Under this calculation, the cost of new hook-ups is being spread across all customers in the class.  Furthermore, this new hook-up cost ignores the cost of replacements.  Whereas the Rental Method, through the use of the RECC factor, does reflect replacement costs.

The NCO method uses the same O&M and loading factors as the Rental Method.  The O&M component of the marginal unit cost is computed by taking the total O&M cost allocated to the class divided by the total number of customers in the class.  Next, the A&G, M&S, and General Plant loaders are applied to the direct O&M unit cost to obtain the fully-loaded O&M component of the marginal unit cost.  This is the same calculation used to develop the O&M component for the Rental Method.
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