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SURREBUTTAL TESTIMONY
OF

GEOFF MARKE
KANSAS CITY POWER & LIGHT COMPANY

CASE NO. ER-2014-0370

INTRODUCTION

Please state your name, title and business addse

Dr. Geoffrey Marke, Economist, Office of thelffia Counsel (OPC or Public Counsel), P.O.
Box 2230, Jefferson City, Missouri 65102.

Are you the same Dr. Marke that filed direct andrebuttal testimony in ER-2014-03707?
Il am.

What is the purpose of your surrebuttal testimory?
The purpose of this testimony is to responcetmuttal testimony regarding:
» Economic Considerations from:
o Kansas City Power and Light (KCPL) witness Darvied

» Rate Design considerations from:
o0 KCPL witness Tim Rush and Dr. Edwin Overcast

» CIP/Cyber Security Tracker from:
o KCPL witness Joshua Phelps-Roper and Dr. Edwin cager

Please summarize your primary positions and coihgsions.

Public Counsel recommends that the Commission:
* Reject KCPL's proposal to increase residentialarast fixed charges by 177%.

* Reject KCPL'’s proposal for a tracker for cyber sgg@expenditures.
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. ECONOMIC CONSIDERATIONS
Q. Please summarize Mr. lves economic consideratisiior KCPL ratepayers.
A. Mr. Ives provides four points including:

« Company investments since 2006.
* Rate comparisons with regional and national eleatiiities.
« Company rate and ratepayer wage increase comp&msori988 to present.

« Concern about rate increases and a recognitionKB&L sponsors low-income

programs.

| will respond to each of these points in turn.
Q. Should the Commission consider all of the Comparinvestments since 20067

A. Yes, to the extent that the Commission has hetdy considered these investments in the
five rate cases that preceded the current one arahwesulted in ratepayers experiencing a
57.69% total compounded increase in their ratee@ise, no, their inclusion is nothing

more than the cost of doing business and meetingseexpectations for a regulated electric

utility.
Q. Should the Commission consider KCPL'’s regionalrad national rates ranking?
A. Yes, as stated in Mr. Ives rebuttal testimony,

KCP&L-MO'’s rates are approximately 15% below th&oreal average, and

slightly above (2%) the regional average for ingestwned utilities. As |
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mentioned in my Direct Testimony, this demonstrétes our KCP&L-MO

rates are not outliers today.

Of course the Commission should also considerttigstrength of this line of argument is
diminished in light of the Company’s request fata75% overall rate increase and a 177%
residential customer charge increase. The formBr7%% overall rate increase) would
significantly inflate KCPL'’s regional rate rankirand the latter (177% residential customer

charge increase) would in fact represent a natioie-autlier.

The Commission should also consider that ten yagoss KCPL was 31.27% below the
national average and 8.43% below the re§idhe large percentage drop at both the national
and regional level in affordable electric servitmsKCPL when compared to its peers should
give the Commission pause. This is especially trudight of the other economic data
submitted by Staff and OPC reflecting the lingemfigcts of the great recession on KCPL'’s
service territory relative to the rest of the coyaind the Company’s past five rate increases.

Finally, the Commission should consider that thesding estimates do not account for the
surcharge bill increases for KCPL ratepayers oetsidtraditional rate cases—most notably
seen in the Demand-Side Investment Mechanism (DSIkE DSIM surcharge will increase

significantly (particularly for the residential ¢amer class) as the Company begins to collect

their throughput disincentive and utility perforneanincentive from their MEEIA portfolio.

Should the Commission consider Mr. Ives’ largehistorical range of economic data and

Company rate levels which extends to 19887

Not at the expense or risk of distorting StaftlaDPC’s more pertinent contemporary data.
By expanding the historical range of data, Mr. hatempts to diminish the cost impact
ratepayers have experienced. This is because frermid-80s to early 00s slow input price

growth played a major role in the declining reat@rof power. This was largely a result of

! ER-2014-0370 Rebuttal Testimony of Darrin lve$ p8-10.
2 ER-2014-0370 Direct Testimony of Darrin Ives p, 32-16.
3
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declining long-term bond yields, a favorable prioe coal, and increased nuclear output.

But this begs a further question, why start at 2988

If the historical range of economic data and Camypate levels were expanded to include
the 70s and early 80s the Commission would seeri@dpevhere power prices rose
considerably relative to general inflatibhe point being, Mr. Ives’ suggestion that 1988
represents a more accurate picture for baselingoetio consideration is a biased selection.
The average ratepayer will take little comfort molwing that electricity was a really great
value twenty-seven years ago in 1988 when thepeirg) asked to pay substantially more of
their income to keep the lights on in 2015. The-loeome and fixed-income ratepayers will
experience an even greater erosion of living stalsdavith some households forced to
choose between the energy needed to cool their same their other necessities, such as

food, medicine and transportation.

Q. Should the Commission consider KCPL'’s sponsorshiof programs to help vulnerable
customers cope with the 57.75% compounded increaserates from the past five rate
cases as well as the 15.75% overall and 177% resitial customer charge requested

increases in this case?

A. Yes, however, the Commission also should be ewaat all of the income-eligible programs
that Mr. Ives referenced: the Economic Relief Ftaagram (ERPP), Dollar-Aide, and Low-
Income Weatherization Assistance Program (LIWAPJehaeen either a decline in their
available funding or otherwise have failed to fudlypend their budget. These deficiencies
are especially disconcerting given the fact thatartban 20% of KCPL ratepayers (over

48,000 accounts) have past-due balances as of &@@ob4

% Edison Electric Institute (2006) Assessing Raterifis of U.S. Electric Utilities
http://www.eei.org/issuesandpolicy/stateregulafimguments/assessing_rate trends.pdf
4 .
Ibid.
® Bhattacharya, J. et al. (2002) Heat or eat? Celather shocks and nutrition in poor American fassilNational
Bureau of Economic Research http://www.nber.org/papers/w9004.pdf
® ER-2014-0370 Direct Testimony of Tim Rush p. 45.6
4
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Q.

A.

Please comment on the three low-income programs.

According to company witness Tim Rush’s rebutitagtimony, through December 2014, the
ERPP program had 8.13% or $51,230 in unspent funidsimportant to remember that the
ERPP services approximately 1,000 income-eligiflepayers in the KCPL service territory.
Both the unspent funds and the small size of thgram should be contrasted against the
large number of ratepayers that are currently éspeing economic hardships. Currently
KCPL’'s ERPP program is funded as a 50/50 split betwratepayers and shareholders at a
combined $630,000. KCPL has proposed to doubleathisunt and increase the number of
applicants by 500. However, KCPL's proposed expmamsif the program is contingent on

the 177% residential customer charge increasatesish Mr. Rush’s rebuttal testimony:

| would say the ERPP expansion is contingent onirtbeeased residential
customer charge. . . . Absent approval of an ise@&ustomer charge, this

expansion is not warrantéd.

In addition to the ERPP direct bill payment pragraKCPL has a second bill assistance
program, Dollar-Aide. In response to OPC data reg&#R-2014-0370 2049, the Company
provided funding and usage level for Dollar-Aide 2011 to 2014 which showed a four-year
decline in both households served and funds ulilias seen in table 1 and table 2

respectively.

" ER-2014-0370 Rebuttal Testimony of Tim Rush fl&14 & 21.

5



Direct Testimony of
Geoff Marke
Case No. ER-2014-0370

Table 1: KCPL Dollar Aide and Dollar Aide creditshouseholds served 2011-2014

1,600 -
1,400 7 -
1,200 1 .
1,000 ¥
8O0 |
600 1 -
400 + -
200 7

24% reduction in
households

receiving assistancs

2011-2014

2011

2012

2013
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m Households Served by KECPEL Dollar Aide

B Households Served by KCPEL Dollar Aide Credits

Table 2: KCPL Dollar Aide and Dollar Aide creditsfunds utilized 2011-2014

250,000
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150,000

$100,000
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27% reduction in
total dollars
utilized 2011-2014
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2011

2012

M Total KCP&L Dollar Aide Funds
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B Total KCPE&L Dallar Aide Credit Funds
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As seen above, there has been a 24% reductiba overall number of households receiving
assistance and a 27% reduction in the overall atmfutotal dollars utilized from 2011 to
2014. Consider also that the Dollar-Aide progrararafes primarily on voluntary donations
from KCPL ratepayers; KCPL gives an additional $0fd&r each $1 donated by a ratepayer.
To offer some perspective:

* Dollar-Aide 2014 expenditures = $179,511

0 $119,674 were from voluntary donations from ratepsy

0 $59,837 from Company shareholders

Finally, Mr. Ives cites KCPL's support for LIWAPsaevidence of proactive mitigation
efforts to reduce the energy burden. Accordin@RC data request ER-2014-0370 2054
KCPL has expended:

* LIWAP expenditures Feb. 2013 to June 2014 (fifteemths) = $434,239.77

0 $574,888 was the stipulated annual amount per BHR-RA74
o More than 24% of funds approved were not spent witiee additional
operating months.

o All costs collected from ratepayers

* LIWAP expenditures July 2014 to Dec. 2014 (five iinah = $26,590.21

o $209,052 was budgeted for this period for KCPL'sHlic (EO-2014-0095)
0 87% of funds approved were not spent
o All costs collected from ratepayers (excludes ajitenistomers)

Both funding stipulated from KCPL'’s last rate casel funding budgeted from KCPL'’s
MEEIA portfolio have been significantly underutéid to date. It is important to note that
KCPL does not administer LIWAP programs in theirvee territory and recent LIWAP
funding agency transitions in the KC metro areaantfor much of the cost discrepancy in
this example. Regardless of the reasons, thedatins, that LIWAP activity in the KCPL

service territory has been below expectations.
7
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Q.

A.

Please continue.

KCPL is clearly not in the charity business, sbould they be. However, it seems wholly
inappropriate for the Company to frame itself amitih it has been operating at a level above
and beyond what would reasonably be expected when sliggests otherwise. Moreover,
repeated claims from Company witnesses Rush asdrivaoth direct and rebuttal regarding
the Company’s concerns for low-income customersilshbe tempered when proposals to

assist those customers are couched with attacheetang strings.

Rather than suggesting the Company has been peladaking steps to mitigate the impact
of previous rate increases and is uniquely in &ipogo help low-income customers weather
a 177% increase to the residential customer chadage, provided by the Company would

imply otherwise.
RATE DESIGN

Please summarize Mr. Rush’s rate design commenés they pertain to the residential

customer charge increase.

Mr. Rush provides a general argument for anease in the residential customer charge
based on overall trends in the electric indus&ferencing the testimony of KCPL witness
Dr. Overcast as further support. He then cites figsitions in the Commission’s Report and
Order in Ameren Missouri's ER-2014-0258 that supmmbrrejecting a $0.50 increase in
Ameren Missouri’s residential customer charge. €h&@ommission findings from the
Ameren Missouri rate case and Mr. Rush’s countaraants (listed as sub-points) as they
pertain to KCPL include:

1.) Commission Finding: Customer-related cogtsesent the minimum costs necessary to

make electric service available to the customer.
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* Rush Response: The Company believes customereralasts extend beyond the
bill, meter and drop to include local facilitiesst® as well for the residential

customer class.

2.) Commission Finding: Any increase in the conymrcustomer charge should be

accompanied by a decrease in the volumetric charge.

* Rush Response: The Company'’s tariff offsets tiséoooer charge increase with a

reduction in the energy charge.

3.) Commission Finding: The customer charge shbalthased on the results of a particular

class cost of service report.
* Rush Response: The customer charge increasees bakCPL's CCOS report.

4.) Commission Finding: The Commission must atmas@er the public policy implications

of changing the existing customer charge.

* Rush Response: There is too much focus on thernastperspective for energy
efficiency and not enough focus on the company'speetive for fixed cost

recovery.

5.) Commission Finding: Residential customers khdwave as much control over the

amounts of their bills as possible.

* Rush Response: The residential customer willlstille control over the majority
of their bill.

| will respond to Mr. Rush and Dr. Overcast's gaphts on overall trends in the electric
industry and each of the aforementioned pointedasbove.
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Overall Trends in the Electric Industry

Q.

What overall trends in the electric industry dos Mr. Rush cite as evidence that the

Commission should depart from traditional ratemaking principles.

First, it should be noted that seeking to shs from shareholders to ratepayers through an
increased customer charge is not a new “trendfoHezlly, utilities have attempted to make
similar arguments during previous over-hyped “desgtinals,” most notably in the early 80s
after the Public Utility Regulatory Policies ActWRPAY and in the late 90s following
electric deregulation in many U.S. state¥.The arguments for shifting fixed cost recovery
to a customer charge did not gain traction durirgggrevious two rate design windows and
now the argument has resurfaced this time drivgrarh by a report from the Edison Electric
Institute’* Sentiments of that report have been restated irfRdsh’s rebuttal testimony as
justification for the 177% increase in the resig#@ntustomer charge and include: the
availability of distributed generation at the custs home (rooftop solar), an increased focus

on energy efficiency, and appliance efficiency deads™
Please respond.

None of these “trends” are currently impactin@mL to a significant extent. Barring a
dramatic drop in the price of rooftop solar andf@jor legislative mandates, there are no
foreseeable disruptive trends that will impact KORLthe near future. The fact that these

perceived trends may or may not actually be plagungin other parts of the country should

8 Sterzinger G.J. (1981). The customer charge amiol@ms of double allocation of cosBublic Utilities Fortnightly
p. 30-32. (See attachment GM-1).

J| ° Weston, F. (2000) Charging for Distribution UiliBervices: Issues in Rate Design. Regulatory fssi® Project.

http://www.oca.state.pa.us/cinfo/DistributedReseaktvorkshop/DistributionUtilitylssues/DistributionlityRate De

sign.pdf

% Marcus, W.B. & Coyle, E.P. (1999) Customer Chaiigetie Restructured World: Historical, Policy, and
Technical Issues. Adapted from a presentation tRN&'s Energy Resources and Environment Commitf&s
Energy, Inchttp://www.jbsenergy.com/Energy/Papers/Customer r@sicustomer_charges.html

YKind, P. (2013) Disruptive Challenges: Financiapliwations and strategic responses to a changiai eectric
business. Edison Electric Institutetp://www.eei.org/ourissues/finance/Documentsigitivechallenges.pdf

12 ER-2014-0370 Rebuttal Testimony of Tim Rush p.524.

10
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not distract the Commission from the environmentimch KCPL operates. Nor should
these trends justify such a major departure fraditional ratemaking principles, especially

when the relevant available data suggests otherwise

Distributed Generation

Q.

Please speak to the increased availability of slributive generation at the customer’s

home.

My rebuttal testimony has spoken previously thywhis is not an issue for KCPL by
pointing out the minimal amount of rooftop solarK&PL’s service territory and how the
Company will not need to seek further customer-ged solar for compliance in the near
future. For comparative purposes, it may helpx@nene a state where rooftop salaan
issue. Of all of the U.S. states, Hawaii and itiqu@ geographic make-up, serve as an
example where aggressive rooftop solar deploymest leen realized. According to

Hawaiian Electric:

Across the three Hawaiian Electric Companies, ntmaa 51,000 customers
have rooftop solar. As of December 2014, aboupédrZzent of Hawaiian
Electric customers, 10 percent of Maui Electricteosers and 9 percent of
Hawaii Electric Light customers have rooftop solafhis compares to a
national average of one-half of 1 percent (0.5)oasDecember 2013,

according to the Solar Electric Power Associatibn.

In contrast to Hawaii and the national averagePK@as one-twentieth of 1 percent (0.2) of
their customers with rooftop solar. In further gast, while KCPL seeks Commission
approval for a 177% increase to the residentiaioonsr charge from $9.00 to $25.00 based

upon one-twentieth of one percent rooftop penematHawaiian Electric customers pay a

13 Hawaiian Electric (2015) Hawaiian Electric Comganpropose plan to sustainably increase rooftap.sol
http://www.hawaiianelectric.com/heco/ hidden_HidfzarpComm/Hawaiian-Electric-Companies-propose-pitan-

sustainably-increase-rooftop-solar

11
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$10.50 customer charge when twelve percent of thustomers have rooftop solar. Figure 1

provides a snapshot of Hawaiian Electric’'s ResideService Rate’s customer charge.

Figure 1: Hawaiian Electric Residential Tariff Gusier Charge amoutit

[ www.hawaiianelectric.com/vcmcontent/FileScan/PDF/EnergyServices/Tarrifs/HECO/

SCHEDULE "R"
Fesidential Service

Availability:

where a residence and business are combined.

the Company.
BATE:
CUSTOMER CHARGE:

Single phase service - per month
Three phase service - per month

Rpplicable to residential lighting, heating, cooking, air
conditioning and power in a single family dwelling unit metered and
billed separately by the Company. This schedule does not apply

Service will be delivered at secondary voltages as specified by

138% lower than KCPL'’s
proposed residential
customer charge

5-]-':'.-59 —'
515.00

In Hawaii, a minimum bill charge (plus applicalslercharges) was applied if in a given

month a resident’s net kWh use is zero or a negatinmber, or if their net kWh use was so

low that the sum of the customer charge, non-fuelgy charge, base fuel energy charge,

plus applicable surcharges were lower than thermim charge?

Moving forward, the Hawaiian I0U’s have proposedransitional program that would

double the threshold of rooftop solar and includeea pricing structure for customers who

' Hawaiian Electric Schedule “R” Residential Serv{2615)

http://www.hawaiianelectric.com/vcmcontent/File SEDF/EnergyServices/Tarrifs/HELCO/HELCORatesSchR.pd

5 Hawaiian Electric (2015) Understanding your negrgy metering bill summary

https://www.hawaiianelectric.com/vcmcontent/Enerepdces/NetEnergyMetering/Understanding  Your NEMI Bi

Summary Brochure FC.pdf

12
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install new rooftop solar which would more accusagecount for the costs of operating and

maintaining their electric grid. According to Haveai Electric’s press release:

This new pricing would ONLY apply to NEW PV custorse Existing
customers and those with pending applications wetildbe compensated
under the current NEM prograjrﬁ.

As stated in my rebuttal testimony, barring a sicemt drop in costs for panels and
installation it is unlikely there will be many newoftop solar customers in KCPL's service
territory because the ratepayer-funded solar rebate no longer available, and KCPL's
solar requirements have been met. If KCPL's custooharge were approved, it would
represent a 138%igher customer charge than Hawaiian Electric. The mihiamaount of

rooftop solar to date in KCPL'’s service territosynot an appropriate justification for a 177%

residential customer charge increase.

The Commission should also be aware that the nainemount of rooftop solar in KCPL'’s
service territory to date was, at least in pardbéed by KCPL's unregulated affiliate KCP&L
Solar. That entity substantially profited in thiga including money from the finite amount
of solar rebates made available from ratepayerckgts. It would seem disingenuous to cite
rooftop solar as grounds for shifting risk to raggrs while the Company’s unregulated

affiliate has simultaneously profited from thiseitd.”

®Hawaiian Electric (2015) A sustainable solar futimeHawaii
http://www.hawaiianelectric.com/heco/ hidden HidifzarpComm/Hawaiian-Electric-Companies-propose-tan-
sustainably-increase-rooftop-solar

13
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Energy Efficiency

Q.

Please speak to the increased focus on energijcefncy at the customer’s home.

My rebuttal testimony spoke to how a 177% residémiustomer charge increase would
jeopardize future MEEIA applications and call imjoestion the assumptions and cost
recovery of KCPL's current Cycle | portfolio. To beear, KCPL is being financially
compensated and allowed to receadsitional monetary rewards for promoting energy
efficiency. This is a “trend” only insofar as KCRd. actively supporting and profiting from
it.

How does the customer charge increase impact KCR MEEIA Cycle | assumptions?

If the customer charge was increased, KCPL's m@sion-approved MEEIA would no

longer reflect the operating environment assumeehvitwas approved. All three of KCPL's
cost-recovery “legs” of their MEEIA would have te ldjusted downward, including: past
and future recovery of program costs, throughpsindentive, and the utility performance
incentive. It is unclear whether a MEEIA would Isbe cost-effective for the residential

customer class.

Without going into great detail, consider that EBIA is designed to reconcile the utility’s
traditional business model with the goal of promgtand encouraging energy efficiency.
Part of that reconciliation, the throughput disimoee, as well as the potential for an
additional monetary reward is predicated on how hmfiged costs are collected in
volumetric rates. If the residential customer ckasgincreased to account for a considerable
amount of fixed costs (e.g., $9.00 to $25.00) ttiheughput disincentive for the Company to
provide a MEEIA portfolio will have to be reducedigg forward, and previously collected
throughput disincentive recovery would need to bditad yet again to account for the
double-counting of fixed costs. Removing a considier amount of the “benefits” from
investments made by residential customers singe2Di4 will also ensure that the utility

14
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performance incentive is no longer a foregone eamzh. Finally, it is anyone’s guess how
customers who have already made capital investnrertsergy efficiency end-use measures
would respond if the payback period of those itemase extended and likely no longer cost-
effective. Incidentally, this line of reasoning atso true for customers who have made

rooftop solar investments.

In short, the Company will be jeopardizing millowf dollars in sunk costs as well as
considerable time and effort from all parties tadgathe promotion of energy efficiency as a
least cost resource to date. A 177% increase toetkidential customer charge will also
impact the assumptions of KCPL's recently filecerinial IRP in EO-2015-0254 which
emphasizes demand-side management (DSa8)the only resource the Company would be
seeking actively each of the next twenty years.l& &breprints a breakdown of KCPL's

preferred resource plan.

Table 3: KCPL Preferred Resource Pfan

4827 MW of Demand-Sid

Table 10: KCP&L Preferred Resource Plan Management (2015_2034)

CT's Wind Solar DSM( Retire Total
e (MwW) (Mw) (MW) (MW) (MW) Capacity
2015 0 29 4372
2016 0 350 3 71 4321
2017 0 300 103 4434
2018 0 124 4434
2019 0 139 4444
2020 0 176 4444
2021 0 206 4254
2022 0 228 4254
2023 0 248 4269
2024 0 266 4258
2025 0 284 4283
2026 0 7 299 4284
2027 0 308 4309
2028 0 316 4359
2029 207 325 4366
2030 0 333 4416
2031 0 337 4441
2032 0 341 4466
2033 0 345 4516
2034 0 349 4541

" Demand-side management is the modification of aores demand for energy through various methods asch
energy efficiency and conservation.
8 EO-2015-0254 Kansas City Power & Light Company B&L) Integrated Resource Plan. Volume 1: Executive
Summary p. 15

15
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Moving forward, OPC would insist that cost-effgetiess testing accompany any drastic
customer charge increase as well as further catisutfrom KCPL'’s third-party potential
study contractor as to what the appropriate paytsssumptions should be in KCPL's
MEEIA case EO-2014-0095. Any associated costseitalculating KCPL's MEEIA design
should be assumed solely by the Company, as thiddvassentially amount to a refiling of

their application.

Appliance Codes and Standards

Q.

A.

Please speak to the increase of appliance effiocy standards and building codes.

First, various appliance efficiency standardgehbeen in place for decad@Second, federal
appliance efficiency standards only set minimunrgyefficiency levels. They remove the
most inefficient products from the market whileareing consumer choice. Moreover, the
enactmerif and enforcemefit of those standards has been inconsistent andldygsdput
unevenly over multiple years. Even then, accordiogthe U.S. Energy Information’s
Administration’s (EIA) 2014 Annual Energy Outlodket current federal efficiency appliance

standards are expected to impact certain end usesthan others.

Table 4 reprints data presented by the EIA’s 2@t@dual Energy Outlook which looked at
changes in the residential delivered energy consamfor selected end uses projected out
to 2040 based on three different modeling scenafibe EIA scenarios included: the

reference case (current laws and regulations)unees (reference + federal tax credits are

9 U.S. Department of Energy (2015) Appliance andifiment Standards Program
http://energy.gov/node/773531/history.html

20 Tomich, J. (2013) Feds withdraw new furnace edficly standardsittp://www.stltoday.com/business/local/feds-
withdraw-new-furnace-efficiency-standards/articlecfd 7e4-2e7b-55a4-alfc-6¢301b7eec7f.html

I Dawson, K. (2013) US House Blocks Enforcementmérgy Standards Again.
http://www.allledlighting.com/author.asp?section=5¢0&doc_id=563134
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extended) and extended policies (increase in am@iastandards and a national building

energy code enforced.

Table 4: Change in residential delivered energwoemption for selected end uses, 2012-2040

| mreference
lighting = no sunset

space heating m extended policies

water heating

TVs, PCs, and related equipment

space cooling
refrigeration

5% -50% -25% 0% 25% 50% 5%

Table 4 shows that federal appliance standargadtrtertain end uses more than others. For
example, energy consumption by residential spaoiingpequipment (air conditioners) is

projected to increase by about 45% from 2012 td®2(4& mainly to the projected growth in

0 N o O

10
11
12
13

the number and size of honfés.

To date, the most cited federal standard that hmgmacted utility-run energy efficiency
programs has been the phase-out of the incanddagl@nbulb. This is less of an issue for
KCPL in the near future, because their MEEIA pdidftias been in place less than a year.
Consider also that lighting only accounts for rdygh4% of a home’s residential energy
usage. Moreover, there is a considerable bodysefareh that has shown that an increase in

2 Boedecer, E. et. al (2014) Issues in Focus: Ne&uwsmnd Extended Polices Cases. EIA 2014 Annuaiggne
Outlook. http://www.eia.gov/forecasts/aeo/section_issuestafmdated _nosunset
23 [|hi

Ibid.
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efficient lighting can be accompanied by an incegasaverage hours-of-use, a phenomenon

commonly referred to as the “rebound effeét.”

Putting lighting aside for the moment, it should med that Missouri can be seen as an
outlier compared to the rest of the nation whesomes to efficient appliance and building

standards. A look at U.S. energy policy on a dbgtstate basis in Figures 3 through 6 from
the Center for Climate and Energy Solutions illaists this.

Figure 3: Energy Efficiency Standards and Tarfets:

@ES Energy Efficiency Standards and Targets Share v
|

¥ ¢ Policy Category -

Energy Efficiency
. Resource
Standard /
Mandatory I
Energy Efficiency X
Target (21
States)

WMONTANA

IDAHO WYOMING

[l Voluntary Energy
Efficiency Geal
(5 States)

B Energy Efficiency
counts toward
Renewable

Portfolio
Standard (2
States)

No Energy
Efficiency Standard
or Target in Missouri

B Energy Efficiency

counts toward Gl

Mexico

Renewable Mexico
Energy Goal (4
States) Cuba
Dominican
Energy Efficiency Map data B2015 Google, INES!, Inav/Geosistemas SAL  Terma of Uss

4 Nadel, S. (2012).The Rebound Effect: Large or $1aCEEE White Papdhittp:/aceee.org/files/pdf/white-
paper/rebound-large-and-small.pdf
% Center for Climate and Energy Solutions: Enerdijcigincy Standards and Targets 20://www.c2es.org/us-
states-regions/policy-maps/energy-efficiency-stadgslia
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Figure 4: Residential Building Energy Cotfes

‘ Residential Building Energy Codes Share v
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Energy |
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KANSAS
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Energy
Conservation Code
or equivalent (8

_ | No Residential
P 4 Building Energy

AFIZONA

States) 5 Codes in Missouri
1998-2003 /’“»o
| ional E %
Coniein 5, galret
or equivalent (3 Mexico
States) : 2
Figure 5: Commercial Building Energy Codés:
Commercial Building Energy Codes Share v

Fawaii | Alaska | D.C. | Contiguous U.S.

LEGEND P g ONTARID

v |# Policy Category " —

MORTH
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Bl 2012 Intemational

fim NE
= I.f' F!ﬂl'ilNE:\.'IICMPE
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Shates) v WYOMING ] oy

B 2009 Intemational ’ g ..
Energy . )
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or equivalent (31 KANSAS

States plus DC)

B 2006 Intemational
Energy
Conservation Codes
or equivalent (4
States)

ARIZONA

No Commercial
Building Energy
Codes in Missouri

2003 Intemational
Energy
Conservation Codes >
or equivalent (2 Mexico
States)

@
%,
o
S
E3
B
2

Gulfof
Mexico

%6 Center for Climate and Energy Solutions: Resi@éiilding Energy Codes 201tp://www.c2es.org/us-states-
regions/policy-maps/residential-building-energy-esd
%" Center for Climate and Energy Solutions: Comméialding Energy Codes 201&tp://www.c2es.org/us-states-
regions/policy-maps/commercial-building-energy-code
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Figure 6: Appliance Efficiency Standafils

@ES - Appliance Efficiency Standards ey
”

v ¢ Policy Category

B Standards beyond
Federal
Requirements (15
States plus DC)

View data table

No Appliance

) e W L Efficiency Standards
%a_% ‘ .\ in Missouri
f:-.:;)) Gulf of

= Mexica

Figures 1 through 4 reveal that Missouri has:
* No Mandated Energy Efficiency Standards and Targets
* No Residential Building Energy Codes
* No Commercial Building Energy Codes
* No Appliance Efficiency Standards

Only two other states—Kansas and Wyoming—sharsetloharacteristics. The fact that
there are no state-specific building codes, or gpliance standard, in place in Missouri
suggests that KCPL is clearly not experiencing ‘arends” that may be present with other
utilities in regards to energy efficiency standards

* Center for Climate and Energy Solutions: AppliaEiciency Standards 201%ittp://www.c2es.org/us-states-
regions/policy-maps/appliance-energy-efficiency
20
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Recent cases involving the residential customer ctgge

Q.

Please respond to Mr. Rush’s assertion that cumier charge increases are being

approved throughout the country.

Mr. Rush’s analysis of an increased customergehapproval “trend” has been confined
largely to decisions made by the Wisconsin Pubkcvise Commission involving three
investor-owned utilities (IOUs) where residentisstomer charges were increased 82% for
two utilities (Madison Gas & Electric and Wiscongtblic Service) and 78% for another
(WE Energies). If any trend is evident, it is onleene Commissions across the country are
rejecting such an inappropriate increase becaugelétes traditional regulatory practice,
produces a regressive and discriminatory impactindra-class ratepayers within the
residential customer class, and runs counter gtiegipublic policy objectives. In contrast to
the three Wisconsin utilities, customer chargedases have recently been dropped through

settlement or rejected outright by Commissionsuiticlg:
« First Energy—West Penn customer charge settlef.@81$-no increasd
« Kentucky Utilities and Louisville Gas & Electric stomer charge settled at $16%5

» PacifiCorp, Washington Utilities and Transportat@ommission rejecting Company
($14) and Staff ($13) customer increase from $#-75.

« Appalachian Power customer charge settled at $8r8binerease
* New Mexico Public Regulation Commission rejectesl Bublic Service Company of
New Mexico’s request to raise charges by 16 peraentell as a $26 connection fee

for new solar customers.

e Xcel Energy, Minnesota Public Utilities Commissiagjected Company customer
($9.25) increase from $8.G0.

29 http://www.puc.state.pa.us/about_puc/search reastig?q=r-2014-2428742
30 http://psc.ky.gov/PSC_WebNet/ViewCaseFilings.as@z2014-00371

31 http://www.utc.wa.gov/docs/Pages/PacifiCorpUE-14D&8px

%2 http://www.scc.virginia.gov/newsrel/e_apcobi_14sasp

33 http://www.nmprc.state.nm.us/rssfeedfiles/pressisse/2015-5-
14PNMsRequestToRaiseResidentialRatesUnanimouslgiReByThePRC.pdf
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* Ameren Missouri, Missouri Public Service Commissiejected a $0.50 increase to
customer charg®.

« Empire Electric District (Missouri) customer chasggtled at $12.52—no incredse

What overall trends in the electric industry doa Dr. Overcast cite as evidence that the
Commission should depart from traditional ratemaking principles?

Dr. Overcast’s rebuttal testimony and to a miarger extent his attached KCPL report,
“Modernizing Utility Ratemaking Practices in a Clgarg Industry” goes into greater detail
about the variety of utility and regulatory chatles across the country. Although Dr.
Overcast’'s central argument revolves around jasatibn for the FAC and an overall
argument against regulatory lag, he does spedledtrie trends throughout the country that

he believes justify a departure for KCPL from Miss® traditional regulatory model.

In one specific example, Dr. Overcast cites thevNe&rk Public Service Commission’s
(NYPSC) Reforming the Energy Vision (REV) docket-MI40101 as an example of
evidence where other Commissions are actively méfay ratemaking principles to ensure

success towards modernizing electricity in th& @&intury®”
Should the Commission consider the NYPSC’s REVatket?

Absolutely, but with the understanding that N&erk utilities operate in a deregulated
environment and where the Commission is aggregsipebmoting market animation,
ratepayer protection and empowerment, and a utdity structure based on Performance-
Based Regulation (PBR) that specifically promotesixeed monopoly/competitive model as
opposed to the cost-of-service regulatory modplane in Missouri.

% http://mn.gov/puc/documents/pdf_files/press_relersel_ratecase 3-26.pdf

% ER-2014-0258 Report and Order

% ER-2014-0351 Non-unanimous stipulation and agreeme certain issues

3" New York State Governor (2014) Governor Cuomo amees fundamental shift in utility regulation.
https://www.governor.ny.gov/news/governor-cuomo@amces-fundamental-shift-utility-regulation
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NYPSC’s REV docket is still an experimental wankprogress and its results will no doubt
take many years to play out. For example, the NYR&Cnot yet released how they plan to
accomplish many of the competitive market goal$ lizxe been set out in its initial Track
One Issued® For purposes of this testimony, in regard to ¢haise, it is important to note that
New York’s regulatory environment is now so difierdrom Missouri’'s that meaningful

comparisons are difficult.

If the Company wants to cite disruptive trendstimer parts of the country as justification for
their 177% residential customer charge increase tihwey should acknowledge the diverse
responses to those trends. A significant depamutaditional ratemaking principles should
not be based on selective non-germane comparisahsdek to only produce advantageous

outcomes for the utility at the expense of thegtomers.

Response to KCPL's Counter-Arguments to the Commissn’s Report & Order in ER-2014-

0258

Please respond to the assertion that the lodacilities charge should be included as an

input into the residential customer charge.

Traditionally, the only distribution costs thate attributable to any particular customer are
the meter and service drop, and billing costs. Wevwkthat even service drops are sized
depending on the load of the site (single familgpite home, multi-family and under or over
head service}’ Sites with more demand will have bigger and mapeasive service lines. It
may be a self-evident point, but it has implicagidar the use of customer charges in a rate
design where there are no demand charges in thelfoil is claimed that some part of the

system is a “customer cost” to be collected inwstoemer charge,” and if each customer is to

% State of New York Department of Public ServiceM#101. Proceeding on Motion of the CommissiofRegard

to Reforming the Energy Vision.
http://documents.dps.ny.gov/public/Common/ViewDepx?DocRefld=%7bCA26764A-09C8-46BF-9CF6-
F5215F63EF62%7d

%9 KCPL (2014) Electric Service Standards
http://www.kcpl.com/~/media/Files/About%20KCPL/48420%20New%20Construction%20Electric¥%20Service%

20Standards.pdf
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pay the same dollar amount, then low-usage ratepaythin a customer class will subsidize
higher usage customers. This intra-class discritimabecomes particularly concerning
when low-usage customers are found to largely declapartment renters, low-income
residents and customers on fixed incoffe$. That is because low-income customers are
less likely to own peaking end-use measures (waahdrdryer) and more likely to be
working or away from their residences during clasaks as well (i.e., high-income earners

are likely not working the night shift at their piaof employmentf? 43

Traditional rate design has prioritized volumetiarges for the recovery of all but specific
fixed costs because this aligns customer consumgtinal investment choices with utility

10
11
12
13
14

15

16
17
18
19
20

outcomes, and generally reinforces the regulatamypact (both utility and ratepayer).
Prospectively, this same prioritization of volunetcharges for the recovery of all but
customer specific fixed costs aligns with pendiregefral greenhouse gas emission
compliance, existing policy streams (energy efficie renewable), and is preferable absent

wide-scale deployment of AMI technolod.
Should a customer charge increase be offset bydacrease in the energy charge?

To the extent that any customer charge incrsagpproved, it should absolutely be offset by
a decrease in the energy charge. Keep in mind KIG&L already has a rate design which
includes declining block rates. Because decliniloglorates lower prices for consumption
beyond the basic block of consumption, decliningckl rates encourage customers to

increase rather than decrease energy consumpttbnagavey the message that using more

0 Economic Opportunity Studies (2015) Low-Income bieholds’ Average Energy Usage: Total & Percent iy E
Usehttp://www.opportunitystudies.org/repository/File#rgy Usage Full_Report.pdf
“1 SmartGrid Consumer Collaborative (2012) Spotlighi_ow Income Consumers Final Report
http://smartgridcc.org/wp-content/uploads/2013/@GCE-LI-Spotlight 2.13.pdf
“’Enchautegui, M.E. (2013) Nonstandard work schedarethe well-being of low-income families.
http://www.urban.org/research/publication/nonstaddaork-schedules-and-well-being-low-income-fanslie
“3Watson L. et. al. (2014) Collateral Damage: Sclirdichallenges for workers in low-wage jobs angith
consequencesitp://www.nwic.org/sites/default/files/pdfs/cokatl_damage_scheduling_fact sheet.pdf
4 United States Environmental Protection Agency B)Qficorporating Energy Efficiency/Renewable Eneirgy
State and Tribal Implementation Plans: Roadmap MeHnitp://epa.gov/airquality/eere/manual.html
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power is good, and that the utility can always mievmore power at cheaper costs. As stated
throughout this testimony, raising the residentisdtomer charge to the highest amount in
the region and one of the highest in the nationlgvaun counter to the Commission’s policy

directions and ratepayer investments in energgieffcy and conservation efforts to date.

Should KCPL’s submitted CCOS serve as an apprafate justification for the 177%

residential customer charge increase?

KCPL’'s CCOS lacks the detail required to usasita guide in setting a customer charge. Mr.
Rush’s CCOS includes a single footnote stating ttiatmonthly customer charge “includes
local facilities.” In any event, the Commissiom& bound to set the customer charges based
solely on the details (or lack thereof) of a cdsservice study. Utilities are asked to justify
any significant changes from the status quo—frowrcipres previously accepted by the
Commission. Cost-of-service regulation focuses ammizing utility costs and preventing
the undue exercise of utility monopoly power. MusR'’s proposal provides no meaningful

justification for a departure from the status quo.

All distribution costs are not customer costs afidesidential customers do not have the
same customer costs. To drastically increase tktomer charges to include such cost
recovery creates an intra-class subsidy where higitteme homeowners benefit at the
expense of low-income apartment dwellers. Thoséomers who make greater use of the

distribution system should bear a proportionatedater share of its costs.

Is the Company correct that their Commission-aproved MEEIA fails to account for

fixed costs recovery?

No, KCPL's Commission-approved MEEIA includepartion of fixed cost recovery in the

throughput-disincentive net shared benefits (TD-NSB

A higher customer charge creates a system ofrduigicentives. If KCPL and Missouri want

to promote energy efficiency programs they will pagre or accomplish less under a rate
25
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design with more costs recovered through fixed gdwr This shift will also make
greenhouse gas reduction more burdensome and $oeiaied compliance costs more

expensive.

Please respond to the assertion that the customaill still have control over their bill in
spite of the increase.

There will still be an energy usage charge andinstomer’s bill. However, the Commission
should recognize that regulation is meant to sas/a@ proxy for market competition for a
captive audience. In market competition, a consumi@ does not consume a product or
service does not typically pay its availability. Agieneral matter, prices should be structured
so that, if a consumer chooses not to purchaseod gpo service, they have no residual
obligation to pay for some portion of the costgtovide that good or service. Seemingly
small changes in a rate design can have very mignif consequences for different
customers. Under KCPL's proposal, lower-volume arifipeak customers will pay a
disproportionate share of the system’s costs. Togstomers are also more likely to be low-

income or fixed income customers.

An inflated customer charge will ensure that KGR collect their revenues regardless of
economic conditions and minimizes any of KCPL's mex about demand risk or load
growth. Of course, this proposal to reduce risghareholders is absent from the Company’s

testimony requesting a 10.3% return on equity.
Is there any other information of which the Comnission should be aware?

An increase in the customer charge results mage design that further incents energy
consumption. A rate design that promotes energgwoption is counterintuitive to policy
efforts to date and ratepayer’'s best interestsherfuture. For this and the many reasons
articulated in this and my rebuttal testimony, O€ommends that the Commission reject
KCPL'’s 177% residential customer charge increase.
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Q.

CYBER SECURITY TRACKER

Please summarize Mr. Phelps-Roper’s arguments fa Commission-approved tracker

for future cyber security costs.

Mr. Phelps-Roper essentially makes two argumfartss Commission-approved tracker for
future cyber security costs. The first, and coasiswvith the Company’s other witnesses
(Rush, Ives and Overcast), centers on why appirfova tracker mechanism is appropriate
(increased or expected increases in costs in thefowure) for cyber security costs. This
argument can be seen as an extension of the @sgertion made by the Company in both
direct and rebuttal that their recent earningsuareasonably low as a result of Missouri’s
ratemaking process and that cyber (as well a pipped vegetation trackers and the fuel

adjustment clause) costs require deviation froufittcaal cost-recovery.

Mr. Phelps-Roper’s second argument is not explited to the ratemaking treatment of the
tracker, rather it appears to be a thinly veiledi¢aconcerning the possible repercussions if

the Commission does not approve the cyber sedtaitier.
Please respond to the first argument.

Regarding the first argument, there has beeenskte testimony submitted in this case over
both the deferred accounting treatment and theogoimmnjustification for regulatory lag in
Missouri and how KCPL'’s requests for trackers asthbinappropriate and unnecessary.
Trackers and other single-issue ratemaking meamanigork as a strong disincentive for
utility management to control costs and they rumnter to cost of service regulation. Given
the 57.75% compounded increase in rates from thiefipa rate cases as well as the 15.75%
rate increase sought in this case, controllingscosist be a priority. KCPL has failed to
provide compelling evidence as to why a deviatioomf cost of service regulation is

appropriate for any of their numerous sought-afitegle-issue ratemaking mechanisms.

4> See ER-2014-0370 Rebuttal Testimony of CharlddyReman
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Q. Please respond to the second argument.

A. Mr. Phelps-Roper’s second argument can be aeam appeal to fear and is illustrated in the

following Q and A exchange from his rebuttal testiy:

Q. Please describe the potential consequences of falure by
KCP&L to comply with CIP/Cyber standards?

A. There are two potential consequences of a &itar comply with

CIP/Cyber standards. The first, and most import@ta cyber-security
incident at a critical facility or involving critaed cyber infrastructure.
Preventing the destruction of physical and elecassets from a cyber-
security attack is what the CIP Standards weretenie prevent. Second,
and still very important, are fines and penaltresif FERC. As noted above,
FERC has the legal authority to implement mandateligbility standards.
A utility can receive fines and/or civil penaltyr could be required to
implement above-and-beyond compliance measuresnoif found in

compliance’®

The inclusion of this Q & A exchange is disconiogrt To be clear, appropriate measures to
secure NERC CIP/Cyber standard compliance will {aleee regardless of whether or not
KCPL has a tracker. It is inappropriate for the @amy to frame this tracker as an either/or

dilemma for the Commission.

Moreover, the proposed tracker would be applichimleNERC CIP Version 5 Standards.
This is not the first-time KCPL has had to confdora set of security standards, as the name
implies this is the fifth version of standardsfeeth by NERC.

46 ER-2014-0370 Rebuttal Testimony of Joshua F. BhRfgper p. 9, 18-23 & p 10, 1.
28
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In fact, OPC has been unable to find a single @karof a CIP/Cyber Tracker or other
related adjustment clause mechanism being appioyesthy Commission in the U.S. Most
recently, West Virginia’s Public Service Commissiefected a single-issue rate mechanism

proposal for CIP/Cyber compliance by American Eled?ower in 14-1152-E-47.

The Company’s own outside expert witness, Dr. €asy hired to make the case to the
Commission for justifying a departure from traditi ratemaking practices, includes a single
paragraph about CIP standards in his 159 pagetakbestimony. The 68 pages of tariffs
included as examples in which other states adadgétment clauses include no examples
of CIP-based adjustment clauses. Even Dr. Ovescastmprehensive list of the various
types of adjustment clauses approved for utilitethe U.S. does not include an example for

CIP/Cyber costs. That list is reprinted here inifeg7 below.

4" \West Virginia Commission Final Order (2014) 14-245-42T and 14-1151-E-D Appalachian Power Company
and Wheeling Power Company p. 94-95.
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. . clause examples
Figure 7: Types of adjustment clauses for utdlitiethe U.S*® P

listed
ADJUSTMENT CLAUSE DESCRIPTION
Fuel and Purchased Power Vegetation Management
Infrastructure Cost Revenue Decoupling
Transmission Cost Smart Grid/AMI Costs
Environmental Cost Property Taxes
Renewable Energy Cost Pension/OPEB Costs >
DSM/EE Cost Bad Debt/Uncollectible Expense
Annual Cost of Capital Weather Normalization
Nuclear Construction Cost Bill Stabilization
Transmission Costs for ISO/RTO Charges Construction Work in Progress (CWIP)
Q. Is a CIP/cyber security tracker justified by therecent phone scam where someone poses
as a KCPL representative to get a hold of a customis banking information? #°
A. Predatory parties posing as KCPL customer reptasives cause little risk to the reliability

and security of the bulk power system. Furthermibiis,is not a new phenomenon. A review
of KCPL’s media archive information reveals thddwaling scam notices to customers:

« May 21, 2015: KCP&L Warns Customers of a New Stam

« December 16, 2014: KCP&L Warns Customers of a RiScams'

« January 29, 2014: KCPL Warns Customers of a RiSeam¥

 April 4, 2013: KCP&L Customer Scam Warniig

“8 ER-2014-0370 Rebuttal Testimony of Dr. H. Edwine@ast, Schedule HEO-2 p. 18.

“SLee’s Summit Tribune (2015) KCP&L warns of a nevarschttp:/Istribune.net/lees-summit-news/kcp-l-wartis-o
a-new-scam.htm

*0 http://kcpl.com/about-kepl/media-center/2015/maplkwarns-customers-of-a-new-scam

*L http://kcpl.com/about-kepl/media-center/2014/decerfftepl-warns-customers-of-a-rise-in-scams

*2 http://kepl.com/about-kepl/media-center/2014/jawieapl-warns-customers-of-a-rise-in-scams

%3 http://kcpl.com/about-kcpl/media-center/2013/aptigtomer-scam-warning
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« May 8, 2013: KCP&L Customer Scam Warrihg
« July 3, 2012: KCP&L Customer Scam ARgrt

The security of sensitive customer data should peority for every utility. Partnerships that
exchange customer data witli Barties (Allconnect Inc.) could heighten the rigka data
breach, and this is no doubt one of the issueglmiamined in the complaint case filed by
Staff in EC-2015-0309.

Cyber-security and infrastructure risk mitigatiesy not a novel concept that somehow
necessitates special ratemaking treatment. KCPLekiasy incentive it already needs in
traditional ratemaking to be fully compliant witHl &yber-security and infrastructure

protection requirements placed on it and there ldhoe no doubt that the existence or non-

existence of a cost tracker will do nothing to dethat.
Q. Does this conclude your testimony?

A. Yes, it does.

> http://kcpl.com/about-kcpl/media-center/2013/magtomer-scam-warning
%5 http://kcpl.com/about-kcpl/media-center/2012/julytomer-scam-alert
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The Customer Charge and Problems
Of Double Allocation of Costs i

By GEORGE J. STERZINGER

i FTER several years of the “great rate debate”
Aattention finally seems to be turning towards a
forgotten part of rate design: the customer charge.
Utilities, forced by the Public Utility Regulatory Policies
Act to justify or do away with declining energy charges,
have begun -arguing for cost classification and sub-
sequent rate design with increasingly large customer
charges. Recently proposed customer charges seem to be
consistently in the $6 to $9 range, accompanied by
embedded cost-of-service studies supporting even
greater charges.

Consumer and environmental groups concerned
about rate design reform (rather than using the
customer charge as a place to dump costs, as the utilities
do) have seen it as a place to shave costs. Concerned
primarily with getting a kilowatt-hour or usage charge
to reflect incremental or marginal costs more accurately,
these groups have attempted to resolve the problem of
the resulting excess revenue by proposing that the
customer charge be lowered enough to “lose” the
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Unfortunately, the debate on the proper definitio
and use of incremental costs remains unresolved, whil§’
traditional practices of embedded cost allocation seem
support very high customer charges. Regulators, force !
with making a decision, have found some cost basis to

" 1“Customer Charges and the Public Utility Regulatory Policitf
Act,” by Edward F. Renshaw and Perry Renshaw, 104 Pus
Urniuimies FortnigarLy 17, August 30, 1979, found high customt i
charges contrary fo the intention of PURPA. i

PUBLIC UTILITIES FORTNIGHTLY—JULY 2, 19¢ g



préferablc to unresolved speculation, and raised the
Jlcustomer  charge based on embedded cost-of-service
studies.

Since incremental analyses cannot by themselves
support a low customer charge, the embedded cost
Hanalyses which support high customer charges must also
Hbe closely investigated to determine if they meet current
objectives of rate design. An examination of these
methodologies reveals the following characteristics:

— Almost all of them rely for their justification on
_tﬁe determination of the cost of a minimum
distribution system, and the classification of this
system as a customer cost.

— Once the classification has been made, it is an
A inescapable conclusion of the allocated cost-of-service
_,mS study that calculated customer costs will be sub-

| stantial.
S — However, an examination of the rationale for
the classification and the implications of that
classification lead equally inescapably to the con-
clusion that minimum use residential customers will
e overcharged by such cost allocation practices.

— The only reasonable remedy for the problem of
overcharging is to classify the entire distribution

system on a consistent basis, which would be a

T lump su .

eman 18.
nsumers ha:" demand basis o e s
ysts. ! — Once this is done, traditional cost-of-service

studies no longer provide support for high customer
charges.

A national survey of utility practices in classification
of distribution system costs determine that the great
majority used some form of minimum system to classify
costs in the relevant Federal Energy Regulatory
Commission accounts. (The survey was conducted by
Carolina Power and Light Company, Raleigh, North
Carolina.) The survey summarized the results of
tompany practices to determine how much, on average,
tach distribution plant account was classified as
demand. The results by FERC account were as follows:
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— Account 364 — Poles and fixtures were
separated into primary and secondary; the primary
portion was split 50-30 between customer and
demand costs, the secondary portion was classified
56.5 per cent customer and 43.5 per cent demand.

— Account 365 — Conductors and devices were
also separated into primary and secondary; the
primary portion was classified 44.3 per cent customer
and 55.7 per cent demand, and the secondary portion
was classified 46.4 per cent customer and 53.6 per
cent demand. - .

— Account 368 — Line transformers were clas-
sified 34 per cent customer and 66 per cent demand.

— Account 369 — Services were classified 70.8 per
cent customer and 29.2 per cent demand.
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The difficulties with these mecthodologies only begin
With the minimum distribution system. The concept is
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very difficult to define and consequently susceptible to
widely varying inter;')retations. No single method exists
for calculating the cost of this system; nevertheless, a
fairly standard approach is to reconstruct the existing
distribution system using .some type of minimum
equipment. Minimum equipment could be of the type
employed by the company, currently purchased by the
company, currently used in the industry, or currently
required by safety code. The cost of this equipment can
be either booked or in current prices. Obviously, with
this large a menu of definitions to choose from, a utility
analyst can calculate costs for these systems over a wide,
range. :
It should be mentioned here that one other method’
sometimes used to calculate the cost of a minimum
system is the “zero-intercept’” method whereby regres-
sion equations relating cost to various sizes of equipmént
are derived, and then solved for the cost of zero-sized or
“zero-intercept” equipment. The strongest objections to
this methodology arise from the limitations on data, the
unreliability of the derived equations, and some
fundamental problems that arise from making the
statistical inference about the cost of the zero-sized
equipment.
A typical utility in the sample discussed earlier, faced
with the problem of classifying costs in Account 365
—overhead lines, for example, would determine the cost
of the minimum equipment needed to replace all
existing lines, calculate that cost as a fraction of the total
costs of equipment in the account, and use that fraction .
to classify customer costs. Thus, a utility with 1,000
miles of overhead lines and two types of line costing $1
per foot and $2 per foot would calculate a minimum
system cost of roughly $5.28 million ($1 X 5,280 feet per
mile X 1,000 miles). This $5.28 million can, of course,
be varied if different types of minimum lines are used, or
if for other reasons the cost of $1 per foot is changed.
. Beyond problems arising from the indeterminate
nature of the minimum system, the appropriateness of
classifying these costs as customer costs has been long
debated. Strictly speaking, customer costs should be
limited to those costs which can be shown to vary
exclusively with number of customers. Distribution
system costs, both as built and hypothetical minimum
system, obviously depend to a great extent on
geographical considerations — type of terrain and
customer density. Several analysts have argued that the
nature of cost causation — in this case at least in part
due to geography — does not allow the costs to be neatly
fit into either demand or customer cost categories; that
the costs are simply unallocable. Recent statistical
analyses support this notion.? _
An additional and more severe problem with this’
methodology arises from the consequences of classifying
distribution system costs into both customer and
demand portions. Simply "put, this practice leads

i

#*The Economics of Electric Distribution System Costs and
Investments,” by David J. Lessels, 106 Pustic UtiLities FoRTNIGHTLY
37, December 4, 1980, found no statistical justification for the
classification of distribution costs as customer related.

' 31

i

GM-1 ) : i




inevitably to a double allocation and possibly a double
collection of these costs from low-use residential

customers and a misallocation of costs among customer
o

classes.

To see why this is so, one need only step back for a
moment to consider what it is that a cost allocation
study attempts to do, and what happens when
distribution system costs are split into customer and
demand portions and then allocated to individual
classes. g

An allocation study assigns costs to customers on the
basis of usage characteristics; fairness requires that
allocated costs follow, as closely as possible, the actual
costs of serving customers. Splitting the distribution
system into a minimum usage and an above minimum
usage portion, and allocating the minimum portion on a
customer basis, and the above minimum on a usage
basis results in low-use residential customers paying for
more of the system than is required to serve them. By
splitting the distribution system into two parts, low-use
residential consumers are charged twice: once, on a
customer basis, for a portion of the system sized to meet
their demands; and again on a demand basis for a
portion of the system sized to serve demand beyond
what would be needed to serve them. The only practical
way satisfactorily to assure that low-use customers are
charged only once for distribution equipment is to
allocate the distribution system costs on a single
consistent basis. Of the two considered, customer and
demand, it is obvious that only demand can be used to
classify and allocate distribution costs on a satisfactory
basis.

In order to explain more fully why this method
constitutes double charging of low-use customers, we
can look more closely at the handling of FERC Accounts
364 and 365 which represent the cost of overhead lines
and poles. To illustrate this, suppose the company had
only 1,000 miles of overhead lines and 10,000 poles; and
in addition it used two types of line — one costing $1 per
foot, for 500 miles of overhead, the other costing $2 per
foot, for the remainder; and two sizes of pole — 5,000
‘costing $30 per pole and 5,000 costing $60 per pole.
Total cost of this system would be:

a) Line: 500 miles at

$1 per foot

b) Line: 500 miles at

$2 per foot 5,280,000
Subtotal $7,920,000

c) Poles: 5,000 poles at .

$30per pole

d) Poles: 3,000 poles at

$60 perpole 300,000
Subtotal $ 450,000

Total $8,370,000

$2,640,000

§ 150,000

A minimum system in this case would be determined
by calculating the cost of the 1,000 miles of overheads if
only the minimum-sized line was used, plus the cost of
the 10,000 poles if only the minimum-sized pole was
used. -

Cost of the minimum system is: I -

a) Line: 1,000 miles at ‘1 -

$1 per foot $5,280,000 - )
b) Poles: 10,000 poles at
$30 per pole 300,000
Total 85,580,000 |

Therefore, the cost of the above minirnum (or capacity)
system would be the remainder, or $2,780,000.

The minimum.system calculated in this fashion could,
and actually does, serve a considerable level of usagé.L

The minimum system is allocated on a customer basi
— all customers are charged for an equal share of it
The remainder of the system, the more expensiv
facilities required to meet loads beyond those handle
by minimum-sized equipment, is allocated on som
demand basis; noncoincident peak demand is ofte
used. In the calculation of the noncoincident pea
demand allocation factors, usage at all levels of th
residential and general service customer classes is use
to determine allocation factors.

If, for example, the minimum overhead lines
conductors, and poles could supply a demand of twg Reagan D
kilowatts per residential customer, that amount of usagj
would be paid for in the customer charge. In th
determination of demand allocation factors, however

- each residential customer’s demand is calculated angyn a press

added to determine the portion of the above minimunfd demanded
system costs to be allocated to the residential class an reconciliation
to each customer through the appropriate rates. So gmeasure by A
residential customer who has a demand of two kilowatifmight cancel -
will have paid for all the distribution costs associatefaction on the
with his load through the customer charge, but will alsjare completec
have his two-kilowatt usage go into the demanftonference b
allocation factor to allocate distribution costs associateftommittees m
with above minimum usage.

One way to solve the double allocation problem woul Pres;dent s sig
be to determine, for each piece of minimum equ1pmen the deadline o
the demand level it would be capable of serving, 2
then adjusting the demand allocation factors used fjoten very slov
allocate the costs of all equipment of that type in ord could reach th
to assure that minimum use customers and t the Presxdcnt

each FERC distribution account, since more than onf®mpletion of
type of equipment is used in the account. Even aft iDlSturde
overcoming all the problems of this approach one is sti Maki
confronted with the dubious value of charging (Gt
equipment on an up-front basis rather than through for. Echoing
per kilowatt-hour charge at a time when conservation Management -
recognized as an important goal of energy policy.
The direct way to assure that problems of overcgy
lection are not built into the methodology used }
determine class costs of service is to classify #t
distribution costs as demand costs. If this methodologg!
is used in embedded cost studies, the studies W0
produce more equitable estimates of the cost of servi _The presid_e
low-use residential customers.
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