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Yes, sir. 

And I'm sure you recognize this, this is Mr. Saleba's 

demonstrative that he drew on the board the other day and 

as you can see along the left hand side it has 

£unctionalizatio~, classification and allocation? 

Yes. 

And is it correct that, that's the general structure for a 

cost of service analysis? 

Yes, those are the t}'ree primary steps in a cost of 

service study. 

And as steps those are -- those are th;0qS that go in 

sequence? 

Not necessarily, depends on the analyst. There's -- many 

analysts will combine some of these steps into a single 

func- -- into a single step. I know that Entergy (ph) in 

Arkansas having to -- the pleasure to review their cost of 

service study, it's all mashed into one single 

spreadsheet. I give Mr. Saleba credit in that regard. 

He's -- he's building (ph) it up making it somewhat easier 

to follow, although it's a very complicated subject, so 

no, it is possible to combine some of these steps and some 

analysts do. 

3~t if you were I understand you're a college 

professor, is that correct? If you were. __ .. 

Yes, sir. 
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..... doing cost allocation 101 those would be discrete 

steps? 

That's exactly how we -- how we teach it. When I -- when 

I teach students or oL~er professionals in the industry -

well, of course, we break it dowr !rlto those three steps. 

Okay. And my understanding is that under the average and 

-- what you ca:l in the average and peak or the CP that 

Mr. Sa1eba favors, in the second step he identified the 

portion of ~~c plant attributable to energy and the 

portion attributed to demand and 

Yes. 

..... and he did that based on load factor? 

Yes. 

And that resulted in the 72 or 72/28 split and -- and my 

understanding is that you don't have a problem with the 

way he did that in -- for the average and peak ..... 

Yes, calling what it is, it is the average and peak 

methodology which combines when you apply the average 

and peak as it's described in the NARUC Manual what you 

are doing is you are classifying and allocating within 

~~~t one methodology. The same is true for :_l:e average 

and excess methodology, you are capturing both 

classification and allocation within a single formula, but 

Mr. Saleba has separated it, but effectively it's the same 

as the average and peak so yes, he first classifies an 
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energy or base load component of the capacity cost, a 

demand component to the capacity cost, he then allocated 

the energy classified costs based on energy a l ocator and 

then the demand cost based on, I think, 12 CPo 

Yeah. 

Yes. And that is consistent. That is consistent. I 

mean, we might debate whether we should use 12 CP or some 

other peak demand measure, but his application of that 

method is consistent with the NARUC Manual and his 

application of the average and excess is flawed. 

Doesn't your application of the average and excess require 

a classification of 100 percent of the plant to demand? 

No, it's subsumed within the methodology. The methodology 

uses the load factor. It allocates the energy related 

component based on an energy allocator and the demand 

component is allocated based on an excess a l l ocator. All 

of that is subsumed within the average and excess 

methodology so it is both classifying and allocating at 

the same time. What Mr. Saleba has done is he1s 

classified -- he's done this split between energy related 

and demand ~clated. He's done it twice and so he's 

basically double counting or double calculating the energy 

reLLed component of the capacity costs or the -- or the 

base load component of generation capacity. 

Okay. 
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(Exhibit H-18 marked for identification) 

ALJ ROYCE: The witness has been handed a document marked 
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(By Mr. Jones) Dr. Blank, you may recall in Mr. Saleba's 

testimony there was some discussion of the NARUC Manual 

and Mr. Saleba referenced that he thought that was 

somewhc~c in our communications as a discovery request. 

And in front of you is ML&P's response to rEA's First 

Discovery Request to ML&P's Reply Testimony, do you 

recognize this? 

Yes. 

MR. JONES: I would move to admit. H-18. 

ALJ ROYCE: Any objection ..... 

CAPT. J UNGELS: No objection. 

MR. CASON: No, obj- ..... 

CAPT. JUNGELS: No, Your honor. 

ALJ ROYCE: Exhibit H-18 lS admitted into evidence. 

(Exhibit H-18 admitted) 

(By Mr. Jones) And on page 5 of -- or page 4 of this 

document is a quote from the NARUC Manual which says, in 

some cases, an energy allocator, (annual kilowatt 
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consumption or average demand) l5 used to allocate part of 

the production costs among the classes, but part or all of 

these costs remain classified as demand related. Is 

Doctor -- is Mr. Saleba's approach consistent with this in 

your view? 

No. No, his application of the average and excess 

methodology has an energy allocator component squared, so 

it's -- I mean, my -- my average and excess approach which 

;s the only way I've seen it done -- I mean, we may 

quibble about which demand measures to feed into that 

approach, bu~_ ~~e approach that I've used is the only one 

that I've ever seen unt~_ I saw Mr. Saleba's work. And 

but I can say that my application of the average and 

excess methodology is also consistent with this statement. 

72.5 percent of the total capacity cost under my 

methodology are allocated using an energy allocator which 

uS~dlly is very bene f i cial to the smaller rate classes and 

then only 27.5 percent of the capacity costs ar8 ~~located 

based on excess demand and so that's what the average and 

excess method is designed to do. 

Okay. lid like to turn now to the cost of power 

adjustment issue that you raised. I don't think it's been 

addressed yet in this proceeding. And ML&P proposed in 

i~s revenue requirement study -- or I'm not sure if it's 

in the study, but ML&P proposed to put a-I test year fuel 
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