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Introduction

Q.

A.

Please state your name and business address.

My name is Justin Bieber. My business address is 215 South State Street,
Suite 200, Salt Lake City, Utah, 84111.

By whom are you employed and in what capacity?

I am a Senior Consultant for Energy Strategies, LLC. Energy Strategies is
a private consulting firm specializing in economic and policy analysis applicable to
energy production, transportation, and consumption.

On whose behalf are you testifying in this proceeding?

My testimony is being sponsored by The Kroger Co. (“Kroger”). Kroger is
one of the largest retail grocers in the United States, and operates more than 80
facilities in the territory served by DTE Electric Company (“DTE” or the
“Company”). DTE delivers more than 200 million kWh annually to Kroger’s
facilities, which are mostly served under Rate Schedule No. D11, Primary Supply
Rate. The majority of Kroger’s accounts receive Retail Access Service, but some
of Kroger’s accounts receive Full Service from DTE.

Please describe your professional experience and qualifications.

My academic background is in engineering and business. I earned a
Bachelor of Science in Mechanical Engineering from Duke University in 2006 and
a Master of Business Administration from the University of Southern California in
2012. I am also a registered Professional Civil Engineer in the state of California.

I joined Energy Strategies in 2017, where I provide regulatory and technical

analyses on a variety of energy issues, including regulatory services, transmission
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and renewable development, and financial and economic analyses. During the time
I have worked at Energy Strategies, I have filed and supported the development of
testimony before various different state utility regulatory commissions.

Prior to joining Energy Strategies, I held positions at Pacific Gas and
Electric Company as Manager of Transmission Project Development, ISO
Relations and FERC Policy Principal, and Supervisor of Electric Generator
Interconnections. During my career at Pacific Gas and Electric Company, I
supported multiple facets of utility operations, and led efforts in policy, regulatory,
and strategic initiatives, including supporting the development of testimony before
and submittal of comments to the FERC, California ISO, and the California Public
Utility Commission.

Have you testified previously before this Commission?

Yes. I filed testimony in Consumers Energy Company’s 2018 Rate Case,
Case No. U-20134 and DTE’s 2018 Rate Case, Case No. U-20162.

Have you filed testimony previously before any other state utility regulatory
commissions?

Yes. I have testified before the Colorado Public Utilities Commission, the
Indiana Utility Regulatory Commission, the Kentucky Public Service Commission,
the Montana Public Service Commission, the North Carolina Utilities Commission,
the Public Utilities Commission of Ohio, the Public Utility Commission of Oregon,
the Utah Public Service Commission, and the Public Service Commission of

Wisconsin.
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Overview and Conclusions

Q. What is the purpose of your testimony in this proceeding?
A. My testimony addresses the following issues in DTE’s general rate case
filing:
1) DTE’s reliability issues;
2) DTE’s inclusion of inflation in calculating its projected test period non-
labor operations and maintenance (“O&M”) expenses; and,
3) the primary customer charge.
Q. Please summarize your recommendations to the Commission.
Based on my review of DTE’s direct filing, I am providing the following
recommendations:
1) Inits filing DTE acknowledges its poor reliability performance. If fact,
DTE has consistently been ranked in the fourth (worst) quartile in the
industry, based on its System Average Interruption Duration Index
(SAIDI) metrics.! At the same time, DTE has already received $775
million in authorized rate increases since 2015, the second highest in the
nation,” and is requesting an additional $351 million rate increase in this
case. Providing reliable service is a fundamental responsibility for a
utility. Given DTE’s extraordinary rate increases and consistent fourth
quartile reliability performance, I recommend that the Commission
authorize a Reliability Incentive Mechanism (“RIM”) that will provide

a credit from the Company to its customers until it achieves at least one

! Direct Testimony of Marco A. Bruzzano, p. 11.
2 S&P Global Market Intelligence, SNL Energy Data, Past Rate Cases.
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2)

3)

full year of average reliability performance or better. This will provide
the Company an incentive to actually improve its reliability, instead of
continuing to raise rates without improving performance.

I recommend that inflation be removed from DTE’s projected test year
non-labor Operations and Maintenance (O&M) expense. The best
evidence of what it costs DTE for non-labor O&M is the Company’s
actual costs recorded in the historical period, adjusted for certain known
and measurable changes. The cost increases represented by DTE’s
inflation assumption may or may not come to fruition. In any case, DTE
should be expected to strive to improve its O&M efficiency on a
continuous basis, and thereby lessen the net impact of inflation on its
O&M costs. It is not reasonable to simply gross up the Company’s
historical period non-labor costs by an inflation factor and pass these
costs on to customers.

In DTE’s prior 2018 rate case, the Commission ordered that the primary
voltage customer charge should be calculated using the same
methodology that has consistently been used to determine the residential
and commercial customer charges.® Under this previously approved
method, the costs to be included in the customer charge are the marginal
costs associated with attaching a customer to the system. Although the
proposed primary customer charges in this case would represent an

increase of over 40%, DTE’s proposed methodology to determine the

3 May 2, 2019 Final Order, Case No. U-20162, pp. 137-170.
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primary voltage customer charge is consistent with prior Commission
orders. While I am not taking a position regarding level of costs
included in the customer charge, I do support the methodology that DTE
has utilized to develop a cost-based primary customer charge in this

case.

SERVICE RELIABILITY ISSUES

Q.

A.

How does DTE measure its service reliability?

According to DTE witness Marco Bruzzano, the Company’s primary focus
with respect to reliability is on the SAIDI metric. SAIDI measures the average time
that customers are without power in a year because it measures both the frequency
and the duration of the interruptions. DTE measures an all-weather SAIDI, which
includes all outages, and SAIDI excluding major event days (MEDs), which
excludes days with outages that exceed a size threshold in order to isolate the
impact of severe weather events.*

What is DTE’s assessment of its own reliability service performance?

According to Mr. Bruzzano, DTE’s SAIDI excluding MEDs has
consistently been in the fourth (worst) quartile of the industry for the past several
years.’

Can you identify any other important indicators of reliable service?
Power quality is another important component of reliable service. In

addition to enduring DTE’s high outage rates, I understand that Kroger has

4 Direct Testimony of Marco A. Bruzzano, p. 11.

S1d.
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experienced numerous single-phase outages, voltage fluctuations, and power sag
events. These types of power quality issues can require equipment to be shut down
or risk significant and expensive damage to the equipment.

What actions do you recommend regarding DTE’s service reliability issues?

Despite the extraordinary rate increases that DTE has received over the past
several years, it consistently continues to provide some of the least reliable service
in the nation, relative to its peers in the industry. It is frustrating for customers to
be contending with significant proposed rate increases in the face of sub-par service
quality that negatively impact operations. The Company needs an effective
mechanism to incentivize it to improve its poor reliability performance. I
recommend that in approving any rate increase, the Commission establish a
Reliability Improvement Mechanism (“RIM”) that will provide a credit from the
Company to its customers until it achieves at least one full year of average
reliability performance or better.

Please explain how your proposed Reliability Improvement Mechanism would
function.

The RIM would be a simple mechanism that would provide a per kWh credit
to all customers until the time when DTE achieves two quarters in a row of average
reliability performance or better, as measured by SAIDI — Excluding MEDs. The
average SAIDI — Excluding MEDs is represented by the dotted line with the square
dots in the graph of DTE’s SAIDI performance provided by DTE witness Mr.

Bruzzano, and reproduced in Figure KRO-1 below.
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SAIDI — Excluding MEDs®
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How should the Commission determine the amount of the proposed RIM
credit?

I recommend that a RIM credit equal to the revenue requirement impact that
would result from 10 basis point differential in the Company’s return on equity
(“ROE”) would be a reasonable credit to incentivize DTE to improve its reliability
performance. Based on DTE’s proposed rate base and capital structure in this case,
the proposed RIM credit would be $9.4 million. The derivation of the proposed
RIM credit is shown in Table KRO-1 below. To the extent that the Commission
approves a different level of used and useful rate base in this case, the RIM credit

should be adjusted accordingly.

¢ Reproduced from the Direct Testimony of Marco A. Bruzzano, p. 12, Figure 2.
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Table KRO-1
Derivation of Kroger Proposed Reliability Incentive Mechanism Credit
At DTE’s Proposed Rate Base

1 Rate Base (per DTE Exh. A-12, Sch. B1) ($000) $18,251,329

Shareholder Equity Percent of Total Capital (per DTE Exh. A-

2 14, Sch. D1) 38.3156%
3 RIM Credit 0of0.1% ROE -0.1000%
4 Weighted Cost % (line 2 x line 3) -0.0383%
5 Revenue Conversion Factor (per DTE Exh. A-14, Sch. D1) 1.3496
6 Pre-Tax Rate of Return Impact (line 4 x line 5) -0.0517%
7 RIM Credit (line 1 x line 6) ($000) -$9,438

Are you making a recommendation regarding the appropriate ROE in this
case?

No, I am not taking a position regarding ROE in this case. To be clear, I
am simply using the ROE as a reference point relative to my proposed RIM
incentive. The ROE, which is an important factor in determining DTE’s final
revenue requirement, is dependent on financial and market conditions and is
designed to allow the Company to access capital under reasonable terms. In
contrast, my proposed RIM is intended to be a performance-based incentive to
encourage DTE to improve the level of service and reliability that it provides to its
customers. My recommended RIM mechanism would provide DTE the
opportunity to earn its approved ROE based on its ability to fulfill one of its most

fundamental responsibilities as a utility, providing reliable service.
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INFLATION

Q.

A.

What has DTE proposed with respect to inflation in this case?

The Company proposes to add inflation to its historical O&M costs. DTE
witness Theresa M. Uzenski explains that an inflation rate of 3% was applied to
internal labor and contract labor, while the inflation rate for non-labor costs is based
on a consumer price Index (CPI)-Urban published by IHS Markit. Ms. Uzenski
explains that DTE proposes to apply the 3% labor inflation rate for contract labor
because a portion of the contract workforce comes from the same unions as DTE
union employees.” DTE applies this 3% inflation rate to all Outside Services.®
Do you agree with the Company’s treatment of inflation?

No, I do not agree with the application of a generic inflation factor to non-
labor O&M expense. While I recognize that the company’s labor cost increases
are driven in part by collective bargaining agreements and other contractual
arrangements that may contain cost escalation provisions, I have concerns
regarding the inclusion of a generic inflation factor in calculating test year non-
labor O&M expense.

Please explain your concerns regarding the inclusion of general inflation
assumptions in a forecasted test period.

From a ratemaking perspective, I have two serious concerns with DTE’s
inclusion of inflation in its forecasted test period revenue requirement. First, at a

broad policy level, I have concerns about regulatory pricing formulations that

reinforce inflation. This occurs when projections of inflation are built into formulas

" Direct Testimony of Theresa M. Uzenski, p. 29.
8 DTE response to discovery KCDE-1.2b, reproduced in Kroger Exhibit KRO-1.
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that are used to set administratively-determined prices, such as utility rates. Such
pricing mechanisms help to make inflation a self-fulfilling prophecy. As a matter
of public policy, this is a serious concern. It is one thing to adjust for inflation after
the fact; it is another to help guarantee it. For this reason, I believe that regulators
should use extreme caution before approving prices that contribute to inflation
before it occurs.

What is your second major concern?

A related, but distinct, concern involves the building of this “cost cushion”
into the Company’s test period costs. Allowing this type of systemic uplift in rates
goes well beyond the basic rationale advanced by advocates for using a projected
test period, which is to ameliorate the effect of regulatory lag on the recovery of
investment in new plant.

Please explain.

The primary justification for utilizing a projected test period is to allow a
utility with expanding rate base the ability to avoid regulatory lag; that is, the use
of a projected test period is intended to provide a utility a better opportunity to
recover its investment cost than might occur with an historical test period.

By including inflation in its non-labor O&M expenses, DTE is attempting
to go well beyond simply aligning the test period with its projected test year
investment to mitigate regulatory lag; the Company is also attempting to gain an
additional benefit by inflating its baseline costs by applying an inflation factor.
DTE should not be rewarded for the use of a forecasted test period with a windfall

mark-up of its baseline costs. The Commission should not allow the utilization of
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a forward-looking test period to also become a vehicle for utility recovery of such
“pseudo costs.”

The best evidence of what it costs DTE for non-labor O&M is the
Company’s actual costs recorded in the historical period, adjusted for certain
known and measurable changes. The cost increases represented by DTE’s inflation
assumption may or may not come to fruition. In any case, DTE should be expected
to strive to improve its O&M efficiency on a continuous basis, and thereby lessen
the net impact of inflation on its O&M costs. It is not reasonable to simply gross
up the Company’s historical period costs by an inflation factor and pass these costs
on to customers.

What are the limited situations in which projected inflation should be
considered in ratemaking?

The United States experienced major inflation during the late 1970s. In that
type of severe increasing-cost environment, some consideration for O&M inflation
in a forecasted test period would probably be necessary. However, we are very far
from such a cost environment. Inflation in the United States has been at very low
levels for several years. The prospects for core inflation, which excludes the
relatively volatile pricing components of energy and food, remain subdued.

Can you cite to any independent sources to support your contention that the
prospects for core inflation remain subdued?

Yes. I have reviewed the Minutes of the Federal Open Market Committee
for September 17-18, 2019. The published Minutes of that meeting indicate that

the Fed’s central tendency forecast for Core personal consumption expenditures
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(PCE) inflation is 1.7% to 1.8% for 2019, 1.9% to 2.0% for 2020, and 2.0% for
2021.°

Q. What alternative for establishing non-labor O&M expense for the forecasted
test period do you recommend?

A. According to DTE’s response to discovery KCDE-1.2b, DTE has included
approximately $7.4 million'’ of inflation in its calculation of Materials and Other
Non-Labor, non-fuel O&M expense. I recommend removing these general
inflation cost adders from DTE’s projected test year non-labor O&M expense.
These costs are not subject to the same wage increase pressures as DTE’s labor
costs and DTE can reasonably be expected to continue to improve its O&M
efficiency in these cost categories.

Additionally, DTE has included approximately $25.5 million!! of inflation
in its calculation of Outside Services O&M expense. I also recommend removing
these general inflation cost adders from DTE’s projected test year non-labor O&M
expense. Although outside contract labor may be subject to some wage pressures,
it is not unreasonable to expect DTE to manage its outside contracts for services in
a manner to continue to improve its O&M efficiency in this area by performing

work more efficiently.

PRIMARY DISTRIBTUION RATE DESIGN

° Minutes of the Federal Open Market Committee for September 17-18, 2019, Table 1.

10 DTE response to discovery KCDE-1.2b, reproduced in Kroger Exhibit KRO-1. DTE’s unspecified
Inflation Adjustment has been pro-rated among the O&M cost categories.

"' DTE response to discovery KCDE-1.2b, reproduced in Kroger Exhibit KRO-1. DTE’s unspecified
Inflation Adjustment has been pro-rated among the O&M cost categories.
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How does DTE propose to allocate distribution costs?

According to DTE witness Thomas Lacey, DTE allocates distribution costs
using demand and customer allocators, as well as special studies. Mr. Lacey
explains that DTE uses demand-based allocators for poles, wires, conduit,
substations, transformers, and other distribution equipment. He uses customer-
based allocators for service drops and special studies to allocate meter costs and
uncollectible expense. This allocation method is used to allocate costs by voltage
level class, as opposed to individual rate classes.?

How is DTE proposing to recover distribution costs from primary customers?

First, DTE allocates distribution costs in its Unbundled Cost of Service
study (UCOS) by voltage level to determine the distribution revenue requirement
for primary voltage customers. Next, Mr. Lacey explains that he calculates the
monthly customer charges for each voltage level using the “Staff” method,
approved in the Commission’s May 2, 2019 Order in Case No. U-20162."* Then,
DTE witness Timothy A. Bloch designs a single primary distribution demand
charge to collect the remainder of the proposed primary distribution revenue
requirement.'*

Are these primary distribution rates cost-based?

Yes, the primary distribution rates are cost-based rates. The “Staff” method

that Mr. Lacey utilizes to calculate the monthly customer charges refers to a

methodology that the Commission has consistently approved in prior DTE rate

12 Direct Testimony of Thomas W. Lacey, p. 17.
131d, pp. 19-20.
14 Direct Testimony of Timothy A. Bloch, pp. 10-11.
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cases to determine the monthly customer charge for residential and secondary
customers. This method is designed to only recoup those costs through the
customer charge that are required to connect the customer to the system. !

Q. What is your assessment of DTE’s proposed primary distribution rates?

DTE’s proposed primary customer charge represents an increase of over

40% relative to the current rate. While I am not taking a position regarding level
of costs included in the customer charge, I do support the methodology that DTE
has utilized to develop a cost-based primary customer charge in this case, which is
consistent with the Commission’s precedent on this issue.

Q. Does this conclude your direct testimony?

Yes, it does.

15 May 2, 2019 Final Order, Case No. U-20162, p. 136.
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