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SURREBUTTAL TESTIMONY 1 

OF 2 

CARY G. FEATHERSTONE 3 

KANSAS CITY POWER & LIGHT COMPANY 4 

CASE NO. ER-2014-0370 5 

Q. Please state your name and business address. 6 

A. Cary G. Featherstone, Fletcher Daniels State Office Building, 615 East 13th 7 

Street, Kansas City, Missouri. 8 

Q. By whom are you employed and in what capacity? 9 

A. I am a Regulatory Auditor with the Missouri Public Service 10 

Commission (“Commission” or “Missouri Commission”). 11 

Q. Are you the same Cary G. Featherstone who filed direct and rebuttal testimony 12 

in this proceeding? 13 

A. Yes, I am.  I filed direct testimony in this case on April 3, 2015, sponsoring 14 

Staff's revenue requirement cost of service report (“COS Report”) for Kansas City Power & 15 

Light Company’s (“KCPL” or “Company”) rate case filed on October 30, 2014.  I provided 16 

testimony in the COS Report on various topics specifically identified in the report, 17 

specifically off-system sales, jurisdictional allocations and additional amortizations for 18 

Iatan 2.  I also filed rebuttal testimony on May 7, 2015 regarding regulatory lag and 19 

jurisdictional allocations. 20 

Q. What is the purpose of your surrebuttal testimony? 21 
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A. I address the rebuttal testimony of Darrin R. Ives, KCPL’s Vice President – 1 

Regulatory Affairs— rebuttal testimony, pages 3 and 8 concerning KCPL’s rate increases 2 

and rates. 3 

I address the rebuttal testimony regarding regulatory amortizations of the following 4 

KCPL witnesses: 5 

 Darrin R. Ives, KCPL’s Vice President – Regulatory Affairs— rebuttal 6 
testimony, pages 15 and 16; 7 

 Tim M. Rush- KCPL’s Director of Regulatory Affairs— rebuttal 8 
testimony, pages 29-31. 9 

 Ronald A. Klote, KCPL’s Senior Manager of Regulatory Affairs- 10 
rebuttal testimony, pages 9-16. 11 

I also address the issue of regulatory lag and the impact on KCPL’s earnings discussed 12 

throughout Dr. H. Edwin Overcast’s rebuttal testimony and those of other KCPL witnesses 13 

such as Mr Ives and Mr. Rush.  I also address KCPL’s inability to earn authorized returns set 14 

by the Commission and the understatement by the Company of KCPL’s actual earned returns 15 

referred to in the rebuttal testimonies of KCPL witnesses Ives and Rush. 16 

Finally, I will also address jurisdictional allocation factors issue found in Mr. Klote’s 17 

rebuttal testimony, pages 52-55. 18 

EXECUTIVE SUMMARY 19 

Q. Would you please summarize your surrebuttal testimony? 20 

A. I will present comments that KCPL has filed five rate increases starting in 21 

February 1, 2007 totaling $283.1 million in rate increases, an increase of over 57% over 22 

that period.1 23 

                                                 
1 Staff Cost of Service Report filed on April 3, 2015, page 14- KCPL total rates- Missouri 2013 of 8.78 cents per 
kWh compared to 2005 of 5.65 cents per kWh representing a 55% increase.  Using KCPL’s total rates- Missouri 
2014 of 8.89 cents per kWh compared to 2005 of 5.65 cents per kWh representing a 57% increase. 
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In the Regulatory Amortizations section of this surrebuttal testimony, I discuss the 1 

need to have a mechanism to quantify and capture any over collected amortizations by KCPL 2 

from regulatory assets and amounts over funded to customers from regulatory liabilities 3 

(returned to customers through a reduction in cost of service). 4 

KCPL claims it has not earned its authorized returns in Missouri for 2013 and 2014 5 

due to continually rising costs and a limited “Missouri regulatory framework”2 that uses a 6 

ratemaking model in Missouri based on actual historic test years and updating for known and 7 

measurable changes while ignoring “cost increase that have occurred between the historical 8 

test year used and the date rates are effective” and ignores costs in a rising cost environment 9 

after rates are in place “. . . with little ability to synchronize recovery with costs incurred other 10 

than to initiate another expensive and time-consuming rate case.”3  While KCPL may have 11 

not earned the 9.7% authorized by the Commission in the 2012 rate case (ER-2012-0174), 12 

there is evidence that KCPL’s actual earned returns on equity is higher than it is reporting to 13 

the Commission in testimony or in its annual surveillance reporting.  In addition, there are 14 

many reasons that a utility like KCPL does not earn at authorized levels.   15 

I also respond to KCPL’s witness Klote’s rebuttal testimony relating to jurisdictional 16 

allocations.  While KCPL adopted Staff’s 4 coincident peak (“CP”) method to calculate the 17 

demand allocation factor, (“demand factor”), KCPL takes issue with the period used to 18 

determine this demand factor.  Staff disagrees with KCPL’s criticism of using the four 19 

summer months of June, July, August and September 2014 and continues to support 20 

calculation of the demand factor based on these 4 summer months.  The demand factor used 21 

to allocate production and transmission plant, depreciation reserve, depreciation expense and 22 

                                                 
2 KCPL witness Ives direct, page 3, line 13. 
3 KCPL witness Ives direct, page 4, lines 3-11. 
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related operation and maintenance expenses to Missouri is 53.17%.  Staff continues to support 1 

this allocation percentage level. 2 

Staff agrees with KCPL updating the distribution accounts for meters as of the 3 

May 31, 2015 true-up date because of the installation of the new advanced metering 4 

infrastructure meter, the Advanced Metering Infrastructure meter (“AMI meters”). 5 

KCPL’s RATE INCREASES 6 

Q. Mr. Ives discusses various aspects KCPL’s past rate increases at pages 3 7 

through 8 of his rebuttal.  Do you believe customers have benefited from the significant 8 

increases in rates since 2006? 9 

A. While no rate increases are ever well received by customers, customers have 10 

and are benefiting from the capital investments made to support system reliability and 11 

conservation efforts identified by Mr. Ives.  Customers throughout KCPL’s service area and 12 

people living in Missouri benefited greatly from the reduced emissions from state of the art 13 

environmental equipment installed at KCPL’s generating fleet.  But all those benefits come 14 

with a steep price paid by the ratepayers, namely significant rate increases causing KCPL’s 15 

rates to increase faster than the national, regional and state averages.   16 

Since 2006, KCPL has made substantial capital investments to its system causing 17 

customer rates to go up dramatically.  The completion of the Iatan 2 generating unit greatly 18 

increased costs to customers.  The improvements made at Wolf Creek and the increase in 19 

operation and maintenance costs for the power plants and throughout the transmission and 20 

distribution system also caused rates to increase.  Transmission costs have risen. Transition to 21 

the new Southwest Power Pool’s (“SPP”) integrated market has caused cost increases.  New 22 

plant increases caused property tax costs to increase. 23 
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Q. Mr. Ives identifies what he refers to as the “Comprehensive Energy Plan.” 1 

Were you involved in this plan? 2 

A. Yes.  I participated in the development and negotiations of the Regulatory Plan 3 

that dealt with the regulatory aspects of the Comprehensive Energy Plan.  In 2003 to 2005, 4 

KCPL held a series of workshops, meetings for customers, regulatory meetings, presentations, 5 

and ultimately a hearing for this plan, what Staff generally refers to as the Regulatory Plan 6 

(Experimental Regulatory of Kansas City Power & Light Company).  This plan was 7 

submitted to the Commission for approval in Case No. EO-2005-0329, after long and intense 8 

negotiations between various stakeholders and KCPL.  Many parties to the 2005 Regulatory 9 

Plan case supported the Non-Unanimous Stipulation and Agreement approved by the 10 

Commission on July 28, 2005.   11 

Q. Mr. Ives identifies in his rebuttal (page 3) several commitments made by 12 

KCPL from the Regulatory Plan.  Did customers make commitments to support this plan? 13 

A. While KCPL certainly made significant commitments to increase generating 14 

capacity, environmental upgrades and system reliability improvements, those commitments 15 

were not going to be made by the Company without equal commitments in the form of rate 16 

payments from customers.  While KCPL should be commended with its commitments made 17 

to improving its system, it was the customers who had to sacrifice to pay for these 18 

commitments via substantial rate increases.   19 

Q. How many rate increases has KCPL made since 2006? 20 

A. KCPL has five rate increases with this being the sixth rate case.  The 21 

Regulatory Plan identified four rate cases and a fifth rate case was filed in February 2012.   22 
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KCPL filed for the following rate increases under the Regulatory Plan for the period from 2006 1 

to 2010 and a rate increase in 2012: 2 

 3 
Case No. Date Filed Amount 

Requested 
Amount 

Authorized 
Effective Date of 

Rates 

 
ER-2006-0314 

 
February 1, 2006 

 
$57 million 

11.5% increase 

 
$50.6 million 

 

 
January 1, 2007 

 
ER-2007-0291 

 
February 1, 2007 

 
$45 million 

8.3% increase

 
$35.3 million 

 
January 1, 2008 

 
ER-2009-0089 

 
September 5, 2008 

 
$101 million 

17.5% increase

 
$95 million 

16.2% increase 

 
September 1, 2009

 
ER-2010-0355 

 
June 4, 2010 

 
$92.1 million 

13.8% increase

 
$34.8 million 

5.23% increase 

 
May 4, 2011  

 
ER-2012-0174 

 
February 27, 2012 

 
$105.7 million 
15.1% increase  

 
$67.4 million 

 
January 26, 2013 

 
 
ER-2014-0370 

 
October 30, 2014 

 
$120.9 million 

15.75% increase

 
Pending  

 
September 2015 

expected
Source: Commission’s Report and Orders from each rate case 4 

KCPL has received a total of $283.1 million since 2007.  While KCPL made 5 

commitments to upgrade its infrastructure through significant investments, its customers made 6 

substantial commitments to the Company through increases in rates of over 57%.  KCPL’s 7 

overall retail rates in Missouri have gone from a 5.65 cents per kilowatt hour in 2005 to 8 

8.89 cents per kilowatt hour in 2014.4 9 

Q. Mr. Ives indicates at page 6 of his rebuttal testimony that its electric rates are 10 

below the national average.  Is that so? 11 

                                                 
4 EEI Winter 2014 Report, page 179 and EEI Winter 2006 Report, page 179 (see page 14 of Staff Cost of Service 
Report).  Using EEI Winter 2014 Report, page 178, KCPL’s total rates- Missouri 2014 of 8.89 cents per kWh 
compared to 2005 of 5.65 cents per kWh representing a 57% increase. 
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A. Yes.  Tables in Staff Cost of Service Report appearing at pages 14 through 17 1 

show KCPL’s overall rates and for each class of customer – residential, commercial and 2 

industrial, or large volume users—are below the national average during the period 2005 to 3 

2013, the most recent year available when Staff filed its direct testimony.  However, KCPL’s 4 

overall rates are above the regional average and the state of Missouri’s average. 5 

Staff recently received the Edison Electric Institute’s Typical Bills and Average Rates 6 

Report Winter 2015.  An update to the analysis presented in the Cost of Service Report for 7 

2014 compared to previous years appears below for overall rates: 8 

 9 
 

Utility  
Company 

 

2014 

 

2013 

 

2012 

 

2011 

 

2010 

 

2009 

 

2008 

 

2007 

 

2006 

 

2005 

 MISSOURI RETAIL AVERAGE RATES
KCPL-

Missouri 
8.89 

cents/kwh 
 

8.78 
Jan 26, 2013  

ER-2012-
0174 

8.23 8.01
 

May 4,  
2011  

ER-2010-
0355

7.69 6.88
 

Sept 1 
ER-

2009-
0089

6.51 

Feb 1 
ER-

2007-
0291 

6.14 

Feb 1 
ER-

2006-
0314 

5.66 5.65

MPS 9.56 9.51 9.48 9.31 9.09 8.36 7.79 7.33 6.85 6.45 

L&P 9.14 9.10 8.49 7.34 6.75 6.34 5.93 5.63 5.30 5.20 

Ameren 
Missouri 

8.02 8.12 7.36 7.16 6.48 5.95 5.43 5.46 5.43 5.49 

Empire- 
Missouri 

11.00 10.65 10.35 10.07 8.96 8.45 8.18 8.03 7.33 7.09 

Missouri 
Average 

8.56 8.58 7.96 7.72 7.11 6.55 6.04 5.93 5.74 5.71 

           

 KANSAS RETAIL AVERAGE RATES
KCPL- 
Kansas 

10.40 10.42 9.87 9.43 8.57 8.06 7.46 6.73 6.35 6.32 

Empire - 
Kansas  

10.39 10.15 10.48 10.11 9.25 8.41 8.69 8.61 8.06 6.54 

Westar 
Energy -- 

KGE 

9.54 8.87 8.42 7.90 7.46 7.13 6.32 5.73 6.04 6.03 

Westar 
Energy -- 

KPL 

10.17 9.42 8.99 8.28 8.15 7.82 6.92 6.06 6.25 5.58 
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Utility  

Company 

 

2014 

 

2013 

 

2012 

 

2011 

 

2010 

 

2009 

 

2008 

 

2007 

 

2006 

 

2005 

Kansas 
Average 

9.99 9.46 9.00 8.43 8.00 7.62 6.84 6.12 6.35 6.14 

           

West 
North 

Central  

8.70 8.56 8.06 7.82 7.53 7.14 6.81 6.51 6.38 6.17 

United 
States 

Average 

10.72 10.37 10.09 10.09 9.97 9.83 9.77 9.20 8.89 8.22 

Source:  EEI Winter 2010 Report, page 180 provided Data Request 380- ER-2010-0355 1 
EEI Winter 2012 Report, page 180 provided Data Request 241- ER-2012-0174 2 
EEI Winter 2014 Report, page 179; EEI Winter 2015 Report, page 178 3 

Attached as Surrebuttal Schedule CGF-s1 are updated tables to include 2014 for residential, 4 

commercial and industrial customer rates for period 2005 to 2014. 5 

While KCPL’s overall rates may be below the national average, those rates increased 6 

over 57% from 2005 to 2014.  The national average rates increased at just 30% over the same 7 

period.  The West North Central region, which includes KCPL, experienced an overall 8 

increase of 41%.   9 

KCPL’s residential rates increased 60% compared to just 32% for the national 10 

average.  The West North Central region residential rates increased 43% compared to the 11 

Company’s 60% increase for that same period.   12 

Of course, none of these increases include any impact of changes in rates from this 13 

case, expected late September 2015.   14 

It is certainly true, customers benefited from the many changes made to KCPL’s 15 

infrastructure, but customers are paying and will continue to pay for every one of these 16 

improvements.  With all the improvements, come a price—KCPL’s rates have gone up faster 17 

than the national, regional and state averages.  While KCPL’s overall total rates in the past 18 

were below the regional rates, they are now higher than the regional average.  19 
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REGULATORY AMORTIZATIONS- Regulatory Assets and Regulatory Liabilities 1 

Q. Please summarize KCPL’s position regarding Staff’s treatment of expiring 2 

amortizations.  3 

A. KCPL’s witness Klote identifies at pages 9 through 16 of his rebuttal 4 

testimony the Company’s opposition to quantifying and capturing the amortizations from 5 

previously authorized deferral mechanisms that KCPL fully recovered.  In fact, until rates 6 

change in this case, KCPL continues to collect from its customers for these fully recovered 7 

amortizations.  While KCPL collected the entire amount of the deferrals over the prescribed 8 

amortization periods, the Company believes the amounts over-collected for these 9 

amortizations in essence belong to KCPL.  The amortizations for deferred costs are identified 10 

as regulatory assets. 11 

KCPL’s witness Ives discusses at pages 15 and 16 of his rebuttal testimony, the 12 

Iatan 2 operations and maintenance (“O&M”) tracker amortizations.  KCPL attempts to link 13 

any proposed rate treatment of fully recovered amortizations for Iatan 2’s O&M tracker to 14 

approval of its request for various deferral mechanisms in this case.   15 

KCPL takes the position that any amortization completed during the period of current 16 

rates should flow to its earnings—Great Plains Energy shareholders should benefit from the 17 

excess collections generated from fully collected amortizations. 18 

Q. Were the amortizations expected to be kept to the benefit of KCPL once fully 19 

recovered? 20 

A. No.  The deferral mechanisms are unique to the regulatory process.  Generally, 21 

the types of costs causing a deferral for a regulated utility would be required to be charged to 22 

income in the period of the event or occurrence.  In determining utility rates, the Missouri 23 
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Commission can authorize the deferral of costs for recovery in future periods.  The intent of 1 

the deferral process is to allow recovery of these costs, not over recovery.  Indeed, if KCPL is 2 

allowed to “keep” the over recovered amounts, they will “profit”, collecting in excess of the 3 

agreed to amortizations.  Staff supported deferral recovery of these costs in rates to allow full 4 

recovery by KCPL but did not intend for KCPL to over recover those costs, or in essence, 5 

receive a windfall gain from the amortization process.   6 

Q. Does Staff agree with KCPL’s proposed treatment of the expired 7 

amortizations? 8 

A. No.  Staff believes any amounts collected above the total deferrals once the 9 

amortizations were completed should be quantified and used as offsets to other unamortized 10 

deferrals.  The over-collected amounts from customers from these fully recovered 11 

amortizations relating to the regulatory assets should be applied to other amortizations that 12 

still being recovered.  Customer have paid the agreed upon amounts and should not have to 13 

“overpay” for these amortizations.  Staff believes the over-collected amortizations that have 14 

occurred and, will occur in the future, should be treated independent of KCPL’s request for 15 

the various trackers it is requesting in this case. 16 

Q. What happens to fully recovered amortizations? 17 

A. KCPL continues to collect in rates each amortization that ends and will do so 18 

until rates are changed, expected September 30, 2015.  Once approved by the Commission, a 19 

deferral is established on KCPL’s books as a regulatory asset.  These amortizations are 20 

charged to KCPL’s books as an expense each month during the Commission authorized 21 

amortization period.  This reduces the deferral amounts reflected in KCPL’s deferred accounts 22 

as the amortization is recovered during the amortization period.  The deferred amounts are 23 
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fully recovered when the deferred accounts no longer contain a balance.  At that time, KCPL 1 

discontinues expensing the fully recovered amortizations.  However, since rates are not 2 

changed, KCPL continues to collect the same amounts from its customers.  As such, KCPL 3 

over-collects these fully recovered amortizations.  All over-collected amounts are retained by 4 

KCPL to its benefit unless those amounts are quantified, as Staff has done, and reflected as 5 

reductions for other amortizations that are not fully recovered.   6 

Q. Please identify the amortizations that have been fully recovered. 7 

A. The following table identifies the various amortizations for specific areas that 8 

KCPL deferred through the update period December 31, 2014 and the true-up period of 9 

May 31, 2015:   10 

 11 

Regulatory 
Asset 

End Date of 
Amortization 

Annual 
Amortization 

Over collection 
at December 31, 

2014 

Over collection 
at May 31, 

2015 

Over collection 
at 

September 30, 
2015 

Regulatory 
Assets 

     

2010 Rate 
Case 
Expense – 
Vintage 1 

April 2014 $1,294,629 $863,086 $1,402,515  $1,834,058 

Wolf Creek 
Refueling 
No. 16  

August 2014 $314,116 $104,705 $235,587  $340,292 

Economic 
Relief Pilot 
Program 
(ERPP) 

April 2014 $85,642 $57,095 $92,779  $121,326 

Regulatory 
Liabilities 

  

R&D Tax 
Credit 
Expenses 

August 2014 $78,846 $26,282 $59,134 $85,416

Total Net     $1,773,233 $1,051,168 $1,790,015 $2,381,092

 12 



Surrebuttal Testimony of 
Cary G. Featherstone 
 

Page 12 

Q. Has Staff requested ratemaking treatment for any of the fully recovered 1 

amortizations in this case? 2 

A. Yes.  Various Staff members addressed the fully recovered amortizations 3 

throughout the Cost of Service Report shown below: 4 

 5 

Regulatory Asset 
End Date of 

Amortization 
Staff Witness Cost of Service 

Report 
 

Overall 
Amortizations 

 Keith Majors Pages 145-148 
 

2010 Rate Case 
Expense – 
Vintage 1 

April 2014 
Keith Majors 

Matthew R. Young 

Pages 147-148 

Page 130 

Reduce other 
unamortized 
vintages in this 
case 

Wolf Creek 
Refueling No. 16  

August 2014 V. William Harris Page 115 

Reduce other 
unamortized 
vintages in this 
case 

Economic Relief 
Pilot Program 
(ERPP) 

April 2014 Matthew R. Young Page 137-138 

Unspent funds 
be used for 
future ERPP 

R&D Tax Credit 
Expenses 

August 2014 Karen Lyons Page 145 

Requested 
future recovery 
treatment 

 6 

Q. Why is it appropriate to reflect the fully recovered amortizations in this case? 7 

A. KCPL collected from its customers the agreed upon amounts for each of the 8 

amortizations identified in the table above and is now collecting an excess amount for those 9 

fully recovered amortizations until rates are changed in this case.  Customers fulfilled their 10 

obligation to KCPL by paying the entire deferred balance – they should not be over charged 11 

by allowing KCPL to retain the over collections, in essence, to profit from the fully collected 12 

amortization amounts. 13 

Q. Mr. Klote believes the use of the over-collected amortizations in this manner is 14 

retroactive.  Do you agree with this assessment? 15 
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A. No.  There is nothing retroactive about the treatment of these amortizations 1 

since they ended after the test year and within the update period of December 31, 2014.  Each 2 

amortization expired during 2014, within the update period in this case of December 31, 2014.  3 

An adjustment was necessary to eliminate the expired amortization for amounts charged in the 4 

test year ending March 31, 2014.   5 

Q. Does Staff’s proposed treatment of the fully recovered amounts harm KCPL? 6 

A. No.  KCPL fully recovered the agreed to amounts of the deferred costs.  Not 7 

using the over-collected amounts to offset other amortizations as Staff proposes allows KCPL 8 

to financial gains from these cost recovery mechanisms— clearly not the intent of the deferral 9 

process.  Staff supports KCPL collecting the proper amount of the amortizations but does not 10 

support the Company over-collecting them.  Staff’s proposed treatment for the fully recovered 11 

amortizations ensures KCPL collects amounts agreed to and what the Company is entitled to, 12 

but not more.   13 

Q. Are there other amortizations currently built into rates that have not been fully 14 

recovered? 15 

A. Yes.  Several amortizations exist that have amortization periods extending 16 

beyond this rate case, as follows: 17 

 18 

Regulatory Asset 
End Date of 

Amortization Staff Witness 
Cost of 
Service 
Report 

Overall  Keith Majors Pages 144 

2011 Missouri 
River Flood 

January 2018 Keith Majors Page 144 

Iatan 2 O&M 
Amortization 

January 2016 V. William Harris Page 118 

 19 
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Staff proposes that the amortizations that continue beyond this rate case be quantified 1 

when they become fully recovered, so over-collections are available to offset any existing 2 

amortizations in the next rate case.  The Commission should require KCPL to capture the 3 

deferred costs for those amortizations when fully recovered to use as offset to other 4 

amortizations.  Once those amortizations reach full recovery, KCPL should track the 5 

over-collections through any cutoff period—an update period, true-up or effective date of 6 

rates—to be available to be used in the future rate case and continue to identify the amounts 7 

through the date new rates take effect of the next rate case.   8 

The recovery of the deferrals was intended to allow KCPL to receive rate recovery of 9 

the amortizations but was not to allow the Company to profit or gain from the deferred 10 

mechanisms. 11 

Q. Are the expiring amortizations both deferred assets and deferred liabilities? 12 

A. Yes.  Both types of deferral were reflected on KCPL’s books and records and 13 

included in the existing rate structure. 14 

Q. What are regulatory assets? 15 

A. Regulatory assets are deferral accounting treatments of certain types of costs.  16 

Regulatory assets are selected costs, typically extraordinary in nature, that are allowed to be 17 

deferred and generally recovered over a specific period of time such as five or ten years.  The 18 

costs are not charged to income (are not charged to expenses) in the year of incurrence but 19 

deferred to a regulatory asset account- FERC Account 182.3 Other Regulatory Assets5 or 20 

                                                 
5 Account 182.3- Other Regulatory Assets 
 A.  This account shall include the amounts of regulatory-created assets, not includible in other accounts, 
resulting from the ratemaking actions of regulatory agencies. (See Definition No. 30.) 
 B.  The amounts included in this account are to be established by those charges which would have been 
included in net income, or accumulated other comprehensive income, determinations in the current period under 
the general requirements of the Uniform System of Accounts but for it being probable that such items will be 
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Account 186 Miscellaneous Deferred Debits6.   1 

The deferred costs do not increase expenses in the year deferred, but is amortized to 2 

expenses in future periods.  The deferred amounts are amortized and the utility typically is 3 

allowed to include the amortization as an increased cost of service item—an increase of 4 

costs reflected in rates.  When the regulatory asset is fully recovered (fully amortized), 5 

expenses are reduced. 6 

The utility benefits from regulatory assets as the costs are reflected in its rate structure.  7 

An example of a regulatory asset is when a utility defers costs from an ice storm, generally, to 8 

restore the distribution and transmission systems back to the pre-storm levels.  The deferred 9 

costs are recovered in rates over a period of time such as over five or ten years. 10 

Q. What are regulatory liabilities? 11 

A. Certain deferrals have the effect of reducing expenses, referred to as deferred 12 

liabilities.  The regulatory liability amounts reduce expenses over a period of time, flowing 13 

monies for the deferrals back to customers in the same way the regulatory assets increase 14 

costs over the recovery period.  Once the regulatory liability amortization is completed and 15 

the customers are fully funded (reimbursed), the end of the amortizations increase expenses to 16 

KCPL, the opposite of when KCPL fully recovers the regulatory asset.   17 

                                                                                                                                                         
included in a different period(s) for purposes of developing rates that the utility is authorized to charge for its 
utility services.  When specific identification of the particular source of a regulatory asset cannot be made, such 
as in plant phase-ins, rate moderation plans, or rate levelization plans, account 407.4, regulatory credits, shall be 
credited.  The amounts recorded in this account are generally to be charged, concurrently with the recovery of 
the amounts in rates, to the same account that would have been charged if included in income when incurred, 
except all regulatory assets established through the use of account 407.4 shall be charged to account 407.3, 
regulatory debits, concurrent with the recovery in rates. 
 
6 Account 186 Miscellaneous Deferred Debits 
 A.  For Major utilities, this account shall include all debits not elsewhere provided for, such as 
miscellaneous work in progress, and unusual or extraordinary expenses, not included in other accounts, which 
are in process of amortization and items the proper final disposition of which is uncertain. 
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Regulatory liabilities are selected reductions to costs that are allowed to be deferred 1 

and generally refunded, or flowed back to customers over a specific period of time, such as 2 

five or ten years.  The cost reductions are not reflected in income (are not credited to revenues 3 

or reduction to expenses) in the year of incurrence but deferred to a regulatory liability 4 

account- FERC Account 254- Other Regulatory Liabilities.7  The deferred liabilities reduce 5 

expenses in the year deferred, thus a deferral that is amortized as a reduction to expenses in 6 

future periods.  The deferred amounts are amortized and the utility is required to reduce its 7 

cost of service-- a decrease of costs reflected in rates.  The utility’s customers benefit from 8 

regulatory liabilities as the cost reductions are reflected in its rate structure.  An example of a 9 

regulatory liability is when a utility receives proceeds from an insurance claim that is flowed 10 

back to its customers over a period of time such as over five or ten years.   11 

Staff’s proposed treatment for fully funded regulatory liabilities is consistent with the 12 

treatment of fully recovered amortizations relating to regulatory assets.  Any reduction in 13 

costs to provide customers the benefit of flowing back the dollars for the regulatory liabilities, 14 

once fully funded to customers, should be quantified and used to increase unrecovered 15 

regulatory asset balances.  Both the fully amortized regulatory liabilities and regulatory assets 16 

will be addressed in future rate case.   17 

                                                 
7 Account 254- Other Regulatory Liabilities 
 A.  This account shall include the amounts of regulatory liabilities, not includible in other accounts, 
imposed on the utility by the ratemaking actions of regulatory agencies.  (See Definition No. 30.) 
 B.  The amounts included in this account are to be established by those credits which would have been 
included in net income, or accumulated other comprehensive income, determinations in current period under the 
general requirements of the Uniform System of Accounts but for it being probable that: Such items will be 
included in a different period(s) for purposes of developing the rates that the utility is authorized to charge for its 
utility services; or refunds to customers, not provided for in other accounts, will be required.  When specific 
identification of the particular source of the regulatory liability cannot be made or when the liability arises from 
revenues collected pursuant to tariffs on file at a regulatory agency, account 407.3, regulatory debits, shall be 
debited.  The amounts recorded in this account generally are to be credited to the same account that would have 
been credited if included in income when earned except: All regulatory liabilities established through the use of 
account 407.3 shall be credited to account 407.4, regulatory credits; and in the case of refunds, a cash account or 
other appropriate account should be credited when the obligation is satisfied. 
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Staff witness Karen Lyons proposed this treatment for the Research and Development 1 

Tax Credit Amortization discussed at page 145 of the Cost of Service Report. 2 

Q. Is Staff requesting the Commission require KCPL to quantify and capture any 3 

amortization reaching full recovery? 4 

A. Yes.  In addition to reflecting the over collections for the regulatory assets and 5 

over funding to customers for regulatory liabilities that have expired during the course of the 6 

update and test periods in this case, Staff requests the Commission require KCPL in the future 7 

to take any amount over the amount needed to fully recover amortizations and treat it as a 8 

regulatory liability to be returned to customers in a future rate case.  In the case of any current 9 

regulatory liabilities KCPL is returning to customers through an amortization that is reflected 10 

in new rates determined in this case, KCPL should capture those amounts once they have 11 

been fully funded back to customers and treat them as a regulatory asset.  The amounts for the 12 

regulatory assets and regulatory liabilities should be identified to be reflected as additions or 13 

subtractions in an amortization over a five-year period in a future rate case.    14 

Q. Under Staff’s proposal of requiring KCPL to quantify over recovered amounts 15 

of regulatory assets, do those become regulatory liabilities? 16 

A. Yes.  Once the amortizations from the regulatory assets are fully collected in 17 

rates, any amounts accumulated must be credited to a regulatory liability for future refunding 18 

to customers or reductions in other unamortized regulatory assets. The over recovered 19 

amortizations can be used to offset any remaining amortizations not yet recovered.  20 

Conversely, any payments over the fully refunded amount due to customers should be 21 

captured as offsets (reduction) to existing regulatory liabilities.  Once the customers receive 22 
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full benefits from the deferred liabilities (deferred credits), KCPL should quantify those 1 

amounts as a deferred asset to increase existing amortizations.   2 

Since KCPL always has deferrals it is either recovering from its customers or is 3 

refunding back to its customers through amortizations, amounts over collected or over 4 

refunded can be dealt in the normal accounting of the amortization process.  5 

Q. Beyond the fully recovered amortizations, has KCPL recently experienced 6 

other reduced costs?  7 

A. Yes.  In 2014, the Department of Energy reduced the fees paid by Wolf Creek 8 

for nuclear storage.  KCPL experienced a significant reduction in its costs by the elimination 9 

of these nuclear storage fees.  Staff filed an application with the Commission seeking an 10 

Accounting Order requiring KCPL to identify and defer these cost savings as a regulatory 11 

liability.  The Accounting Order application, filed October 9, 2014, was designated as Case 12 

No. EU-2015-0094.  Staff wanted to be sure these deferred cost savings were identified for 13 

the proper rate making determination in KCPL’s October 30, 2014 rate case.  14 

Q. Did Staff quantify the amount of DOE fees KCPL was no longer required to 15 

pay for Wolf Creek’s nuclear storage? 16 

A. Yes.  The amount of collections in rates relating to the DOE fees is 17 

$2.8 million total KCPL and $1.6 million on a Missouri jurisdictional basis for the update 18 

period ending December 31, 2014.  The DOE fees eliminated costs valued at $4.7 million 19 

total KCPL and $2.7 million on a Missouri jurisdictional basis through the true-up 20 

ending May 31, 2015.  Staff made an adjustment in its cost of service calculation to reflect the 21 

total amount for DOE fees over a 5-year period as a reduction to nuclear fuel costs 22 

(Adjustment E 55.1). 23 
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The following table identifies the amount of the DOE cost reduction recognized by 1 

KCPL for the update period December 31, 2014, the true-up period of May 31, 2015 and 2 

through the effective date of rates in this case: 3 

 4 
Begin Date of 

Savings 
End Date of 

Savings 
Total Savings 

Missouri 
Jurisdictional 

May 16, 2014 December 31, 2014 $2.8 million $1.6 million 

May 16, 2014 May 31, 2015 $4.7 million $2.7 million 

May 16, 2014 September 29, 2015 $6.2 million $3.5 million 
Source:  Missouri Jurisdictional Energy Allocation Factor 57.12%-- KCPL ER-2012-0174, 5 
EFIS 353 Staff Accounting Schedule for True-up filed November 8, 2012--  Schedule 9, 6 
page 3- Account 501, line 12 7 

Q. Did Staff file an application with the Commission addressing the reduction in 8 

KCPL’s costs for the DOE fees? 9 

A. Yes.  On October 9, 2014 Staff requested the Commission approve an 10 

Accounting Order to defer the cost savings for the DOE fees.  This Accounting Order request 11 

was designated as Case No. EU-2015-0094, and specifically asked the Commission to order 12 

KCPL to record this cost reduction as a regulatory liability based on the annualized level 13 

of this cost included in rates as of January 26, 2013, the effective date in rates for Case No. 14 

ER-2012-0174.  The Commission approved a consolidation of Case No. EU-2015-0094 with 15 

KCPL’s 2015 rate case, Case No. ER-2014-0370, in its January 30, 2015 Order 16 

Consolidating Cases. 17 

Through a combined stipulation concerning another deferral request made by KCPL 18 

for continuation of construction accounting for La Cygne Station’s environmental cost 19 

upgrades, identified as Case No. EU-2014-0255, the request to defer the cost savings for DOE 20 

fee reductions is to be treated as part of this rate case.  Staff witness Majors provides 21 

additional testimony on the DOE fees and continuation of construction accounting. 22 
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Q. KCPL witness Ives presents in his rebuttal testimony, at page 16, KCPL’s 1 

position that no over recovery of amortizations should be considered unless the Company’s 2 

requested rate mechanisms are approved.  Does Staff agree with this position? 3 

A. No.  There is no relationship to KCPL benefiting from over collecting the fully 4 

recovered amortizations and its request for the fuel clause and the many trackers it is 5 

requesting in this case.  KCPL’s proposals for the various rate mechanisms should be 6 

considered independently from how the Commission should decide the proper treatment for 7 

the fully recovered amortizations.   8 

REGULATORY LAG  9 

Q. Does KCPL claim in its rebuttal testimony it is experiencing an earnings 10 

shortfall in Missouri? 11 

A. Yes.  Several KCPL witnesses indicate KCPL’s Missouri operation has not 12 

earned its authorized rate of return in its rebuttal testimony.8  KCPL witness Rush summarizes 13 

the Company’s position regarding its inability to earn an appropriate return at page 30 of his 14 

rebuttal testimony; “since new rates last took effect in early 2013, KCP&L’s actual Missouri-15 

jurisdictional return on equity (“ROE”) has fallen substantially short of the 9.7% ROE 16 

authorized by the [Missouri] Commission in Case No. ER-2012-0174…”   17 

Q. Has earning below authorized levels impacted Great Plains? 18 

A. Great Plains apparently suffered no adverse effects by any such earnings 19 

declines.  According to the March 19, 2015  SNL Financial LC or SNL Energy (“SNL”), 20 

Great Plains  ranked 15th on its Top 25 utilities for 2014 results based on  “earnings  before 21 

interest, taxes, depreciation and amortizations (“EBITDA”) recurring margins, meaning Great 22 

                                                 
8 Rebuttal Testimonies of Ives, pages  9- 14; Rush, pages 30-31 and  Overcast, pages 25-26. 
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Plains earnings are doing well. (See attached Schedule CGF-s2) Great Plains’ EBITDA 1 

recurring margin for 2014 was 35.68% and for 2013 it was 38.48%.  It is noteworthy 2 

that Great Plains EBITDA results were higher than both Empire District Electric 3 

Company (“Empire”) and Ameren Corporation, the parent companies to Missouri’s other 4 

electric utilities.   5 

Q. Has Great Plains had other positive results from their earnings?   6 

A. Yes.  As noted in my rebuttal testimony at pages 14 to 16, Great Plains has 7 

quality earnings, including a total shareholder return of 21% for 2014.9  In 2013, Great Plains 8 

reported to its shareholders in its annual report: 9 

In 2013, Great Plains Energy continued down a determined path 10 
to improve our total shareholder return.  Our mantra of 11 
“Execute, Execute, Execute” focused on our ability to achieve 12 
operational excellence, manage costs and significantly reduce 13 
regulatory lag.  I am proud to report that we delivered on this 14 
goal.  Our 2013 total shareholder return of 24 percent placed us 15 
in Tier 1 of investor-owned utilities, which compared to a 13 16 
percent return for the Edison Electric Institute Index.10 17 

Total shareholder return is the change in Great Plains stock price from the beginning 18 

of the year to the end of one annual period plus any dividends paid in the year.  19 

Q. How does the Missouri Commission rank among other regulatory utility 20 

commissions? 21 

A. As it has for some time, the Commission currently ranks as “average” among 22 

the other state public utility commissions.  SNL ranks state commissions as above average, 23 

average and below average from an investor perspective.  Within each category a further 24 

ranking exists with designations of 1 through 3.  The following is a footnote to a recent 25 

                                                 
9 2014 Great Plains Energy Incorporated Annual Report, page. 2. 
10 2013 Great Plains Energy Incorporated Annual Report, page 1- Terry Bassham’s letter to shareholders. 
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ranking of the state commissions describing these rankings used to evaluate them from an 1 

investor perspective: 2 

RRA [Regulatory Research Associates- SNL Energy’s affiliate] 3 
maintains three principal categories, Above Average, Average, 4 
and Below Average, with Above Average indicating a relatively 5 
more constructive, lower-risk regulatory environment from an 6 
investor viewpoint, and Below Average indicating a less 7 
constructive, higher-risk regulatory climate from an investor 8 
viewpoint.  Within the three principal rating categories, the 9 
numbers 1, 2, and 3 indicate relative position.  The designation 10 
1 indicates a stronger (more constructive) rating; 2. a mid range 11 
rating; and, 3. a weaker (less constructive) rating.  We endeavor 12 
to maintain an approximately equal number of ratings above the 13 
average and below the average. 14 

The most recent report from SNL lists the Missouri Commission as “Average/ 2”, or 15 

in the middle between more constructive (Above Average) and less constructive (Below 16 

Average) with further designation as “2”, or mid-range rating.  In fact, the Commission has 17 

been an “Average/ 2” ranking since January 8, 2008. 18 

Noteworthy, the Kansas Commission, KCPL’s other state commission, ranks the same 19 

as the Missouri Commission-- “Average/ 2”.  See Schedule CGF-s3 for the SNL report listing 20 

the rankings of all the state commissions. 21 

Q. Does SNL further evaluate the Commission? 22 

A. Yes.  SNL files individual state commission reports.  Attached as Schedule 23 

CGF-s 4 is the latest report on the Commission identifying the January 2008 “Average/2” 24 

ranking.   25 

In addition, RRA’s Regulatory Focus published an April 10, 2015 (Schedule CGF-s 5) 26 

“State Regulatory Evaluations” identifies the Missouri Commission as “A/2”, or Average/ 2 27 

in the alphabetical listing the bottom of page 2 of this report.  This was published after the 28 

April 3, 2015 direct filing of Staff in this case. 29 
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Further, as a point of reference, RRA’s Regulatory Focus published an April 16, 2013 1 

(Schedule CGF-s 6) “State Regulatory Evaluations” identifies the Missouri Commission as 2 

“A/2”, or Average/ 2 in the alphabetical listing.  This is noteworthy because this report was 3 

issued shortly after the implementation of rates on January 26, 2013 in KCPL’s last rate case- 4 

Case No. ER-2012-0174.   5 

Q. KCPL’s witness Overcast addresses regulatory lag and the opportunity for a 6 

utility to earn its allowed return at page 26 of his rebuttal.  Please comment. 7 

A. At page 25 of his rebuttal, Dr. Overcast references conclusions presented in an 8 

article that specifically concerns incentives relating to regulatory lag:   9 

1.  As an efficiency incentive, regulatory lag functions poorly 10 
because neither the rewards nor the punishments that flow from 11 
it bear a direct relationship to the company’s efficiency. 12 

2.  Regulatory lag simply operates as a squeeze on the utility.  13 
The need for the squeeze, the degree of squeeze, and when the 14 
squeeze should be applied are not issues that commissions 15 
consider when they permit regulatory lag. 16 

3.  High inflation during a regulatory lag period may impair the 17 
efficient producer’s financial integrity. 18 

4.  Regulatory lag is at best an “inadvertent,” “crude,” and 19 
“clumsy” tool to promote utility efficiency. 20 

Senator Warren concluded her discussion of the incentive role 21 
of regulatory lag as it relates to the FAC concept by saying 22 
“That regulatory lag continues to protect consumer interests and 23 
is the best available means of providing efficiency incentive is 24 
demonstrably a fallacy.”  This analysis of the incentive concept 25 
is wholly consistent with views of utility Commissions around 26 
the country who have approved full tracking fuel clauses as a 27 
means of meeting the concept of a just and reasonable rate that 28 
allows the utility a reasonable opportunity to earn its allowed 29 
return.  30 

[Footnotes omitted] 31 

Q. Has KCPL experienced the disincentives of regulatory lag discussed in 32 

Dr. Overcast’s rebuttal testimony? 33 
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A. While KCPL certainly experiences adverse impacts on its earnings recently 1 

because of higher costs, KCPL has also greatly benefited from regulatory lag.  Regulatory lag 2 

provided KCPL powerful incentives during a period of post-Wolf Creek and power plant 3 

construction in late 1980s.  In fact, the 1985 Wolf Creek rate case was the last rate case filed 4 

by KCPL until the start of the series of rate cases filed under the Experimental Regulatory 5 

Plan (“Regulatory Plan”) discussed in KCPL’s witness Ives rebuttal (pages 3-5).  The 6 

Regulatory Plan primarily concerned the building of Iatan 2, placed in service August 2010.  7 

The first of four planned rate cases started with the February 1, 2006 rate filing, Case No. 8 

ER-2006-0314.  KCPL’s rates did not increase from April 1986 until rates went into effect on 9 

January 1, 2007 for the 2006 rate case. 10 

For over twenty years, KCPL avoided rate increase cases because of the benefits it 11 

recognized through the incentives built into regulatory lag.  KCPL experienced both increases 12 

and decreases in cost of service.  Through the ratemaking frame work of regulatory lag, 13 

KCPL constructed power plants starting in 1997 with the completion of Hawthorn 6, a 136 14 

megawatt natural gas-fired combustion turbine, and the construction of several natural 15 

gas-fired combustion turbines in 2000 and 2003, for a total of 805 megawatts.11  All these 16 

units were completed without the need for a rate case.  In fact, KCPL had several rate 17 

reductions during this two-decade period of rate stability brought on by regulatory lag 18 

ratemaking benefits. 19 

KCPL also rebuilt its Hawthorn 5 unit after the February 1999 explosion.  Incurring 20 

substantial costs and higher fuel and purchased power costs as well as lost off-system sales 21 

opportunities, resulted in downward pressure to KCPL’s earnings, yet the Company did not 22 

                                                 
11 2010 Great Plains Energy Incorporated Annual Report, page 22. 
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file for a rate increase until the 2006 rate case.  The reason for the 2006 rate case was directly 1 

related to the construction of Iatan 2 and the related financial metrics agreed to in the 2 

Regulatory Plan.   3 

Q. During the 20 years in which regulatory lag worked in KCPL’s favor, what 4 

rate reductions occurred?  5 

A. Since the 1985 Wolf Creek rate case and two sequent Wolf Creek rate phase-in 6 

increases contemplated in that rate case, there were several rate reductions as result of Staff 7 

earning reviews.  The following table identifies the rate activity for KCPL after Wolf Creek 8 

was placed in rates in April 1986, through the 2006 rate case filing: 9 

 10 

Order Date Case Number Original Rate 
Request 

Commission Decision 

April 23, 1986 EO-85-185 $194.7 million $78.3 million 

April 1, 1987 EO-85-185 Not Applicable $7.7 million 

May 5, 1988 EO-85-185 Not Applicable $8.5 million 

December 29, 1993 ER-94-197 Not Applicable ($12.5 million) 

July 3, 1996 EO-94-199 Not Applicable ($9.0 million) 

October 7, 1997 EO-94-199 Not Applicable ($11.0 million) 

April 13, 1999 ER-99-313 Not Applicable ($15.0 million) 

 11 

All of these reductions directly resulted from the concept of regulatory lag.  KCPL 12 

experienced significant cost reductions after the Wolf Creek rate case concluded.  KCPL 13 
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retained the vast majority of these cost reductions and revenue growth for a substantial period 1 

of years.   2 

Q. What cost reductions did KCPL experience during the 20 years it did not make 3 

rate case filings? 4 

A. KCPL experienced reductions in employee levels, decreased fuel and freight 5 

costs, cost of capital decreases and substantial reduction in income taxes.  KCPL also 6 

experienced sustained revenue growth, especially in off-system sales during much of the 7 

non-rate case period.  The improvement in the economy in the late 1980s and much of the 8 

1990s, along with operational events experienced by KCPL, allowed for a general decline in 9 

rates because: 10 

 Construction of new plant declined significantly, causing rate base to decline 11 
during a period of post-Wolf Creek in service 12 

 The newly constructed power plants enabled KCPL to actively engage in the 13 
off-system market, substantially increasing revenues 14 

 Substantial reduction in payroll and benefit costs as employee levels decreased 15 
through down-sizing and  right-sizing programs resulting from productivity 16 
gains through technology and improvements in work processes 17 

 Substantial reductions in fuel and freight costs 18 

 Reductions in costs from material management improvements and inventory 19 
controls including better utilization of fuel inventories 20 

 Significant reduction of inflation that reduced the pressure of cost increases for 21 
goods and services used by the utility industry 22 

 Significant reduction in income taxes as result of the 1986 Tax Reform Act 23 

 Cost of capital decreased substantially for both equity returns and debt costs 24 

 Customer growth and increased usage increased revenues  25 
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Q. What employee reductions were experienced by KCPL during the time it was 1 

not filing rate cases? 2 

A. In 1987, KCPL had over 3,100 employees, the first full year after Wolf Creek 3 

rates became effective.  In 2006, the last full year before the new cycle of rate increases 4 

started, Great Plains had a total of 2,407 employees; of those KCPL employed 2,140 5 

employees.  The following table shows the decline in KCPL employee levels during the 6 

20 years it did not have rate cases: 7 

 8 
Year  KCPL 

Employees 
1987 3,154 

1988 3,214 
1989 3,251 
1990 3,243 
1991 3,276 
1992 3,181 
1993 3,130 
1994 2,738 
1995 2,643 
1996 2,602 
1997 2,594 
1998 2,550 
1999 2,529 
2000 2,570 
2001 2,258 GPE 

2,248 KCPL 
2002 n/a 
2003 n/a 
2004 n/a 
2005 2,382 GPE 

2,078 KCPL 
2006 2,407 GPE 

2,140 KCPL 
Source: Years 1987-1997 KCPL’s “Financial & Statistics 1987-1997,” Report, pages 9 
12-13 (employee date excludes employees allocated to joint owners of LaCygne and 10 
Iatan and includes employees allocated to KCPL for Wolf Creek. 11 

Great Plains Annual Reports 2001, p. 6; 2005, p. 12; 2006, p. 12 12 
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Q. Why is there a difference between the Great Plains and KCPL employee 1 

levels? 2 

A. On October 1, 2001, Great Plains was incorporated and became the owner of 3 

KCPL and two other non-regulated subsidiaries.12  In 2001, KCPL had 2,248 employees and 4 

another Great Plains subsidiary had 10 employees, making up the 2,258 parent company total.  5 

By 2006, Great Plains had other non-regulated entities and a parent company corporate staff.  6 

The total employees for KCPL numbered 2,140.  KCPL experienced a decline of over 1,000 7 

employees in the 20 years from 1987 to 2006.   8 

Q. What caused the employee reductions? 9 

A. During the period of the late 1980s and 1990s, companies like KCPL benefited 10 

from technological changes.  Work forces became more productive through the use of 11 

computers and technology improvements.  Through improvements in work processes, KCPL, 12 

like many companies, reduced its work force significantly, resulting in dramatic cost savings.   13 

Q. Were these cost reductions passed on to KCPL’s customers? 14 

A. KCPL retained most of those payroll savings throughout the period it did not 15 

have rate increase cases.  While some earnings reviews that took place resulted in rate 16 

reductions, the vast majority of the payroll savings stayed with KCPL.  KCPL benefited 17 

greatly from the payroll savings, as it did with many other costs reductions, through 18 

regulatory lag. 19 

Q. Did KCPL have a fuel clause during this period of cost reductions? 20 

A. No.  KCPL has not had a fuel clause since the late 1970s when the Missouri 21 

Supreme Court ruled in the State ex rel. Util. Consumers' Council of Missouri, Inc. v. Pub. 22 

                                                 
12 2001 Great Plains Annual Report, page 1 of December 31, 2001 SEC 10-K. 
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Serv. Comm'n, 585 S.W.2d 41 (Mo. 1979) (the “UCCM case”) the Commission lacked 1 

jurisdiction over authorizing fuel adjustment clause mechanisms because they constituted 2 

single issue ratemaking.  KCPL fully retained any cost reductions related to fuel and freight 3 

costs through regulatory lag, providing the Company with a powerful incentive to reduce 4 

costs and be as efficient as possible.  5 

Q. Did KCPL have an incentive to reduce other costs during this period? 6 

A. Yes.  KCPL retained all cost reductions and revenue increases resulting from 7 

better utilization of inventories such as material management and fuel inventories.  KCPL, 8 

like many utilities, went to automatic meter reading devices that cut costs to read meters and 9 

streamlined the billing function.  There were substantial reductions in the accounting and 10 

record keeping systems with the advent of using personal computers.  Utility work crews on 11 

Transmission and distribution work crews were reduced because of using work flow 12 

processes and technology.  The utility industry experienced cost reductions through financing 13 

instruments, some of which carried features that looked like debt which allowed tax 14 

deductions, further reducing costs.  A very significant cost reduction was the reduction in the 15 

corporate tax rate from the 1986 Tax Reform Act.  Both KCPL and its customers recognized 16 

benefits from these tax reductions.   17 

During this time, Staff conducted earning reviews.  Staff examined KCPL’s rates 18 

several times during this 20 year period, resulting in several rate reductions as noted above 19 

from the cost savings occurring at that time. 20 

Q. What were KCPL’s earned returns during the period in which it sought no 21 

rate relief? 22 
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A. KCPL’s actual earned equity returns for the period 1987 through 2000 are13: 1 

 2 
Year KCPL Return 

on year-end 
Equity (after 

2000 not GPE) 

Significant 
Events 

Occurring in the 
Year 

KCPL Missouri 
Jurisdictional 

ROE-
surveillance 

Comments 

1987 first full 
year rates 
after Wolf 
Creek Case 

11.9%    

1988 12.2%    
1989 12.2%    
1990 11.3%    
1991 11.4%  10.9%  
1992 9.8%  9.6%  
1993 11.8%  12.3%  
1994 11.6%  11.7%  
1995 13.2%  No report per 

agreement 
 

1996 11.5%  No report per 
agreement 

 

1997 8.3% Hawthorn 6 in-
service 

12.9% revised 
correct for error 

 

1998 13%  14.1%  
1999 9% Hawthorn 5 Feb 

explosion 
10.1%  

2000 14% Hawthorn 7, 8 & 9 
in-service 

8.3%  

2001 12.9% Hawthorn 5 back in 
service June 

11.2%  

2002 12.9%  11.9%  
2003 15.7%  12.2%  
2004 17.0%  11.6%  
2005 12.9%  10.3% revised for 

4 CP demand 
 

2006 13.0% Spearville 1 in 
service September 

8.6% revised for 
allocations 

 

2007 11.3% LaCygne 1 
environmental in 
service September 

10.0%  

2008 8.5%  7.7%  
2009 7.9% Iatan 1 

environmental plant 
in service April 

6.2%  

2010 8.4% Iatan 2 in service 
August & Spearville 
2 in service 
December 

6.9%  

2011 6.8% Started construction 
of LaCygne 1 & 2 
environmental 

5.1%  

2012 6.9%  5.8%  

                                                 
13 These are actual rate of returns on equity for KCPL up to 2001 as the corporate parent and KCPL only after 
2001 (does not include Great Plains Energy). 
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Year KCPL Return 
on year-end 
Equity (after 

2000 not GPE) 

Significant 
Events 

Occurring in the 
Year 

KCPL Missouri 
Jurisdictional 

ROE-
surveillance 

Comments 

2013 8.1%  6.5% 
 
Staff believes this 
ROE is 
understated 

ROE impacted by 
allocations issue 
using abnormal 
summer months 

2014 7.5%  5.9% 
 
Staff believes this 
ROE is 
understated 

Unable to 
verify—no 
surveillance report 
issued for 2014 
ROE impacted by 
use of wrong 
2013 allocations 

2015 n/a LaCygne 1 & 2 
environmental 
planned in service 
by June 

n/a  

Source: Years 1987-1997 KCPL’s “Financial & Statistics 1987-1997,” Report, pages 12-13 1 
Years 1998 and 1999 – 1999 Annual Report, page 1; Year 2000 – 2000 Annual Report, page 1 and December 31, 2 
2000 10-K, page 9 3 
Years 2001-2014, Hyneman Rebuttal, page 10 KCPL's SEC Form 10-K 4 
Missouri Jurisdictional ROE’s Annual Surveillance Reports including Historical Comparisons – all years based on 5 
4 CP demand allocator (Year 2006 revised from allocations, DR 516 Case ER-2009-0089) (Year 2005 revised from 6 
use of 12 CP to 4 CP, DR 519.1 Case ER-2006-0314) 7 

Q. How much of an impact does the Missouri jurisdiction have on Great Plains 8 

shareholders’ return? 9 

A. In the 1985 Wolf Creek rate case, KCPL’s Missouri Operations accounted for 10 

66% of KCPL operations on a demand allocation factor basis (using 4 CP), and a 69% energy 11 

allocation factor.  Those allocations are used to assign costs to KCPL’s Missouri jurisdictions.  12 

Throughout the 1990s, KCPL’s Missouri operations continued to be the predominate 13 

jurisdiction with the allocations to Missouri in the high 50% range— on a demand basis, in 14 

1990 the factor was 61.5% and in 1999, it was 57% to Missouri.14  (See allocations factors 15 

used in Missouri surveillance reports attached as Schedule CGF-s7) 16 

                                                 
14 Missouri Jurisdictional Allocation Factor History, Exhibit F supplied in 2013 Missouri Surveillance Report – 
all years based on 4 CP except for Year 2005 which is identified on the schedule for 12 CP of 53.93%—the 
surveillance report was revised to 53.4582% based on 4 CP increasing the ROE over 100 basis points. 
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Currently, KCPL’s Missouri operations and KCP&L Greater Missouri Operations 1 

Company (“GMO”) contributed a substantial part of Great Plains income since these two 2 

Missouri entities represent 71% of Great Plains revenues.15   3 

Q. Has the Commission previously addressed the subject of regulatory lag? 4 

A. Yes.  The Commission has found it is not reasonable to protect shareholders 5 

from all regulatory lag.  In 1991, Missouri Public Service, a division of UtiliCorp United Inc., 6 

the predecessor company of GMO, requested an accounting authority order (“AAO”), in Case 7 

Nos. EO-91-358 and EO-91-360.  In its Order, the Commission stated in part: 8 

Lessening the effect of regulatory lag by deferring costs is 9 
beneficial to a company but not particularly beneficial to 10 
ratepayers.  Companies do not propose to defer profits to 11 
subsequent rate cases to lessen the effects of regulatory lag, but 12 
insist it is a benefit to defer costs.  Regulatory lag is part of the 13 
regulatory process and can be a benefit as well as a detriment.  14 
Lessening regulatory lag by deferring costs is not a reasonable 15 
goal unless the costs are associated with an extraordinary event. 16 

Maintaining the financial integrity of a utility is also a 17 
reasonable goal.  The deferral of costs to maintain current 18 
financial integrity, though, is of questionable benefit.  If a 19 
utility’s financial integrity is threatened by high costs so that its 20 
ability to provide service is threatened, then it should seek 21 
interim rate relief.  If maintaining financial integrity means 22 
sustaining a specific return on equity, this is not the purpose 23 
of regulation.  It is not reasonable to defer costs to insulate 24 
shareholders from any risks.  If costs are such that a utility 25 
considers its return on equity unreasonably low, the proper 26 
approach is to file a rate case so that a new revenue 27 
requirement can be developed which allows the company 28 
the opportunity to earn its authorized rate of return.  29 
Deferral of costs just to support the current financial picture 30 
distorts the balancing process used by the Commission to 31 
establish just and reasonable rates.  Rates are set to recover 32 
ongoing operating expenses plus a reasonable return on 33 
investment.  Only when an extraordinary event occurs should 34 

                                                 
15 2014 Great Plains Energy Incorporated Annual Report, page 7. 
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this balance be adjusted and costs deferred for consideration in 1 
a later period.16 2 

[emphasis added] 3 

Q. Are utilities like KCPL guaranteed a return? 4 

A. The Commission authorizes utility companies such as KCPL a specific level of 5 

profit, known as its authorized return on equity.  This represents an opportunity for KCPL to 6 

earn this return through rates charged its customers, but it does not mean KCPL will actually 7 

earn this level.  KCPL, and all other regulated utilities that fall under the jurisdiction of the 8 

Commission, are not guaranteed return levels. 9 

Q. Has the Commission addressed the concept of “guarantee of profit” before? 10 

A. Yes.  In the recent Union Electric Company, d/b/a Ameren Missouri’s 11 

(“Ameren Missouri”) 2015 rate case, Case No. ER-2014-0258, the Commission addressed 12 

earning levels of a utility in its April 29, 2015 Report and Order.  The Commission stated: 13 

The Commission sets rates in a forward looking process using a 14 
test year to evaluate the amount of revenue the utility needs to 15 
earn to recover its costs and to have a reasonable opportunity to 16 
earn a profit.  The utility is not guaranteed a profit, just an 17 
opportunity to earn that profit.  Sometimes, circumstances 18 
make it difficult for the utility to earn that profit.  Perhaps the 19 
summer is cooler than normal and people do not use their air 20 
conditioners so the utility does not sell as much electricity as 21 
anticipated.  Or, perhaps, a generating plant goes down, 22 
resulting in unanticipated capital expenditures for the utility.  23 
Sometimes, circumstances favor the utility and it is able to earn 24 
more revenue than was anticipated when its rates were set.  25 
Whether the utility earns more or less revenue than was 26 
anticipated when the Commission set its rates does not 27 
necessarily indicate over- or under-earnings such that the 28 
utility’s rate are no longer just and reasonable, though that can 29 
be one relevant factor of many to consider when setting new 30 
rates.  Thus, in most cases, mention of over- or under-earnings 31 
is just a shorthand way of discussing whether the Commission 32 

                                                 
16 MPSC vol 1, 3d 207. 
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should examine a utility’s existing rates to determine if they are 1 
still just and reasonable.17   2 

[emphasis added] 3 

The Commission concluded that “if the utility looks at its earnings and finds it is not earning 4 

what it believes is should, it can begin the rate review process by filing a tariff to start the rate 5 

case process.”18 6 

Q. Did the Commission recognize times when utilities will not earn authorized 7 

returns? 8 

A. Yes.  In the same Order, the Commission stated: 9 

The Commission only sets the rates that Ameren Missouri, or 10 
any other utility, may charge its customers.  It does not 11 
determine a maximum or minimum return the utility may earn 12 
from those rates.  Sometimes, the established rate will allow 13 
the utility to earn more than was anticipated when the rate 14 
was established.  Sometimes, the utility will earn less than 15 
anticipated.  But the rate remains in effect until it is 16 
changed by the Commission, and so long as the utility has 17 
charged the authorized rate, it cannot be made to refund any 18 
“over-earnings,” nor can it be allowed to collect any “under-19 
earnings” from its customers.19 20 

[emphasis added] 21 

So clearly the Commission recognized in its Ameren Missouri Order utilities like KCPL will 22 

earn a return that fluctuates, at times earning above and at times earning less.  At such time a 23 

utility like KCPL believes it is not earning the proper return, it has the responsibility to seek a 24 

rate increase by filing a rate case. 25 

Q. Please summarize your surrebuttal relating to regulatory lag. 26 

                                                 
17 Commission’s Report and Order in Union Electric Company’s Case No. ER-2014-0258, page 32. 
18 Commission’s Report and Order in Union Electric Company’s Case No. ER-2014-0258, page 32. 
19 Commission’s Report and Order in Union Electric Company’s Case No. ER-2014-0258, page 30- footnote 64: 
Straube v. Bowling Green Gas Co., 227 S.W.2d 666 (Mo. 1950). 
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A. KCPL presented direct and rebuttal testimony on the subject of regulatory lag.  1 

Staff disputes KCPL’s view that the model used to determine rates in Missouri is broken and 2 

does not allow for KCPL to have an opportunity to earn a fair and reasonable return.  Staff 3 

could not disagree more with KCPL’s witnesses on this topic.  If KCPL believes it is not 4 

earning at an appropriate level, it should file for a rate increase.  A rate case, while costly and 5 

time consuming, provides opportunity for all elements of the cost of service calculation to be 6 

examined and recommended levels for revenues, expenses and capital expenditures be 7 

properly reflected in rates.   8 

KCPL’s OPPORTUNITY TO EARN AUTHORIZED RETURNS 9 

Q. Did KCPL discuss its ability to earn authorized returns in its rebuttal 10 

testimony? 11 

A. Yes.  KCPL witness Overcast devotes considerable effort in his rebuttal 12 

testimony discussing utilities like KCPL’s ability to earn authorized returns.20  Dr. Overcast’s 13 

rebuttal at page 17 states that “. . . earned return on equity is a residual after all operating 14 

expenses and debt payments have been made . . .”   15 

Other KCPL witnesses discuss the Company’s earnings as well.  KCPL witness Ives 16 

states at page 9 of his rebuttal that “the historical record unambiguously shows that changes in 17 

these cost of service items have caused material earnings shortfalls for KCP&L since current 18 

rates took effect in January 2013.”  KCPL witness Rush also discusses “ . . . significant 19 

earnings shortfalls . . . ” at page 21 of his rebuttal testimony.   20 

                                                 
20 KCPL Overcast rebuttal, pages 13-15; p.16, lines 20-22; page 17-18; page 38, lines 16-17. 
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Q. Has KCPL identified the recent earnings shortfall for its Missouri operations? 1 

A. Yes.  KCPL witness Rush claims at page 30 of his rebuttal, KCPL’s actual 2 

Missouri jurisdictional return on equity for 2013 was 6.5% and for 2014 was 5.9%.  KCPL 3 

witness Ives also references those same returns on equity levels in his rebuttal testimony at 4 

page 13.  KCPL witness Overcast also addresses difficulties in KCPL’s ability to earn 5 

authorized returns throughout his rebuttal testimony, but specifically, at pages 21, 22 and 44 6 

of his rebuttal testimony.   7 

Q. What are the reasons KCPL believes it has not earned its authorized returns 8 

in Missouri? 9 

A. KCPL argues in testimony that it is the fault of the Commission and Missouri’s 10 

poor regulatory climate.  KCPL takes no responsibility with any earnings shortfall, simply 11 

concluding that the lower earnings are from high costs that KCPL cannot control and an 12 

inability to get adequate and timely rate recovery.  The fact is there are many factors that 13 

cause a utility like KCPL not to earn at authorized levels. 14 

Q. What are the reasons KCPL has not earned authorized returns on equity in 15 

Missouri? 16 

A. There are many reasons that a utility like KCPL does not earn at authorized 17 

levels.  Those include: 18 

 Actual costs incurred greater than those included in rates 19 

 Costs incurred but not allowed in rate recovery 20 

 Costs incurred for which  the Company does not seek rate recovery 21 

 Weather related events causing higher or lower results on earnings—22 
authorized returns are based on normalized weather   23 
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 Differences of allocations of costs among the jurisdictions.  KCPL does not 1 
seek  proper cost recovery from its Kansas jurisdiction resulting in earned 2 
returns being understated in Missouri  3 

 Lost revenue opportunities  4 

Q. What are the costs KCPL incurred over levels set in rates? 5 

A. KCPL incurred some costs above and below those levels included in its last 6 

rate case.  Those cost increases not fully recovered in rates cause a deterioration of earnings.  7 

Transmission costs and property taxes are higher than levels included in rates.  However, at 8 

page 20 in my rebuttal testimony, I also referenced many costs savings for KCPL resulting 9 

from reductions from the cost levels included in rates.   10 

Q. Does KCPL incur costs that it does not recover in rates?  11 

A. Yes.  The Commission can disallow costs for rate treatment that KCPL incurs.  12 

Those disallowed costs will have an adverse impact on KCPL’s ability to earn authorized 13 

levels going forward if KCPL continues to incur them.  Also, cost amount that are 14 

compromised in value through negotiated settlements but that KCPL still incurs fully will 15 

adversely affect earnings.  For example, the Commission approved Stipulations in the 2013 16 

rate case (Case No. ER-2012-0174)  agreed to by KCPL, various parties, and Staff  resulted in 17 

cost differences from those stipulated and those actually incurred by the Company.  While 18 

KCPL agreed to the terms of the Stipulations, the difference between the costs included in 19 

rates and the costs incurred affected the earnings level of the Company.  One such example 20 

would be the agreement reached in the treatment for the Iatan 2 Tax Credits, but there are 21 

many other such differences in cost treatments found in the 2013 Stipulation in Case No. 22 

ER-2012-0174. 23 
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In the Iatan 2 Tax Credit matter, KCPL and Staff reached an agreement with respect to 1 

that issue where KCPL may see an adverse impact on earnings as result of the way in which 2 

that issue was resolved.  A compromise was reached between the parties to solve a problem 3 

relating to the Iatan Tax Credits being assigned to its affiliate KCP&L Greater Missouri 4 

Operations.   5 

Furthermore, in the 2010 KCPL rate case, the Commission disallowed certain costs 6 

relating to Iatan 2 construction costs.  Those disallowances also affect authorized returns.   7 

Q. What are examples of costs KCPL incurs but for which it does not seek 8 

rate treatment? 9 

A. KCPL removed several expense items from its rate request that it actually 10 

incurs costs but for which it is not seeking rate recovery, thus putting downward pressure on 11 

Missouri’s earned returns.  KCPL removed costs relating to long-term incentive plans paid to 12 

its officers and executives.  Other examples of costs KCPL incurs but does not seek rate 13 

treatment are: 14 

 charitable contributions incurred  15 

 certain advertising costs incurred  16 

 costs incurred by officers and executives, including officers expense reports, 17 
that KCPL voluntarily removed from rate recovery 18 

 costs incurred by the Board of Directors that KCPL voluntarily removed from 19 
rate recovery 20 

KCPL still incurred these expenses, adversely impacting the authorized rate of returns for a 21 

given period because no balancing revenue recovery is received in rates. 22 

Another example would be costs KCPL removed from its rate request to hold the 23 

request to a certain percentage level.  When KCPL does not include costs it incurs in its rate 24 
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request because the Company wants to maintain a certain level of rates, those instances will 1 

cause pressure on the ability of the entity to earn authorized returns.   2 

Q. How does weather affect KCPL’s ability to earn an authorized return 3 

on equity? 4 

A. Rates are set on the basis of normalized costs and normalized sales.  The 5 

normalized weather loads determine sales levels for revenues and costs to develop rates that 6 

the Commission will authorize in this case.  Those normalized costs and sales are different 7 

than those actually incurred by KCPL in its yearly operations.  Therefore, the actual earned 8 

returns will be different as well. 9 

Q.  How do differences in allocation methods affect KCPL’s ability to earn its 10 

authorized return levels in Missouri? 11 

A. KCPL uses different allocation methods in Missouri and Kansas, and has for a 12 

number of years.  It has been unsuccessful in getting Kansas to use the correct allocation 13 

methodology for both its demand factor and energy factor.  Several years ago, KCPL agreed 14 

to a demand factor in Kansas based on the 12 CP method.  However, it presented in testimony 15 

in both jurisdictions that the 4 CP method is the proper basis for the demand allocation factor. 16 

KCPL also agreed to a methodology in Kansas to develop an energy factor to allocate 17 

variable fuel and purchased power costs and margin costs for off-system sales.  This 18 

allocation methodology is referred to as an “unused energy” allocation factor.  KCPL 19 

attempted to use this factor in Missouri but the Commission rejected such an approach in 20 

KCPL’s 2006 rate case, Case No. ER-2006-0314.   21 

Every dollar KCPL fails to properly collect from its respective jurisdictions causes an 22 

understatement of costs and an overstatement of revenues affecting its ability to earn at or 23 
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near authorized levels.  KCPL is already on record indicating that it is using the correct 1 

allocation methodology in Missouri but Kansas has not followed in using the correct 2 

allocation methods.   3 

However, KCPL uses allocation factors in the Missouri surveillance reporting that 4 

affects the earned returns reported for Missouri.  KCPL has used at various times and recently 5 

for its 2013 and 2014 earned results allocation factors that are not correct for Missouri’s 6 

jurisdictional operations.  If the allocations for the Missouri jurisdiction were correct the 7 

actual earned returns would be closer to the authorized levels in this state. 8 

I will discuss in more detail the impact of KCPL using the incorrect allocation 9 

methodology in Kansas on its ability to earn at or near its authorized levels in Missouri later 10 

in my testimony.   11 

Q. What lost revenues cause KCPL from earning its authorized returns? 12 

A. KCPL has complained of rising transmission costs and declining or flat 13 

revenue growth.  KCPL has had some small increases in revenues but nothing like it 14 

experienced a few years ago.  KCPL has had opportunities in the past to maintain some 15 

revenue increases that it chose to transfer to another affiliated subsidiary called Transource.   16 

Transource Missouri is a wholly owned subsidiary of Transource Energy, LLC 17 

(“Transource”).  Transource is owned jointly by Great Plains who has a 13.5 % ownership 18 

share and American Electric Power Company, Inc. (“AEP” or “American Electric”) who has 19 

an 86.5% ownership share. 20 

KCPL had the opportunity to mitigate its increased transmission expense with 21 

transmission revenue.  KCPL management had the opportunity to construct two regional 22 

transmission projects, but instead transferred the right to construct these regional transmission 23 
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projects to Transource Missouri, an affiliate of KCPL and KCP&L Greater Missouri 1 

Operations (“GMO”) pursuant to a Stipulation and Agreement in File Nos. EA-2013-0098 2 

and EO-2012-0367.   3 

Q. Does Staff dispute KCPL’s claim returns on equity for 2013 and 2014? 4 

A. Yes.  The most recent year of reported earnings for KCPL’s Missouri 5 

operations is 2014.  Both Mr. Ives and Mr. Rust indicate the earned return on equity for its 6 

Missouri operations is 5.9% for 2014.  However, Staff has been unable to verify this level for 7 

2014 since KCPL has not submitted its annual surveillance reporting to Staff. 8 

Q. What is the annual surveillance reporting? 9 

A. After the Wolf Creek rate case concluded with the issuance of the 10 

Commission’s Report and Order in Case Nos. EO-85-185 and EO-85-224 on April 23, 1986, 11 

the Commission directed KCPL to file certain automatic phase-in tariffs for the Missouri 12 

retail electric service to be effective over an 8-year phase-in period.  (Section 393.155 RSMo. 13 

2000)  The Commission on April 1, 1987 by Order accepted the Stipulation and Agreement 14 

in Case Nos. EO-85-185, EO-85-224 and AO-87-4821 which reduced future phase-in tariffs 15 

and extended the phase-in to 9-years in recognition of the Tax Reform Act of 1986 upon 16 

KCPL’s operations.   17 

On November 6, 1987, KCPL, the other parties22 and Staff filed a Joint 18 

Recommendation of Alterations to Kansas City Power & Light Company’s Phase-In Plan 19 

Rates.  The Joint Recommendation stated that the Staff had engaged in an examination of 20 

KCPL’s books and records and the parties had reached certain agreements.  The parties 21 

                                                 
21 In the Matter of the Investigation of the revenue effects upon Missouri utilities of the Tax Reform Act of 1986. 
22 Public Counsel, Department of Energy, The Kansas Power & Light Co., the City of Kansas City, Missouri, 
Armco, Inc., General Motors, Ford Motor Co., Missouri Portland Cement Co., Reynolds Minerals Corporation, 
and Missouri Retailers Association. 
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agreed that the phase-in accrual of deferred revenues net of taxes as authorized and approved 1 

by the Commission would end as of September 30, 1987, and, among other things, there 2 

would be no additional phase-in accrual of deferred revenues net of taxes after that date. 3 

The Joint Recommendation also stated, in part: 4 

4. KCPL and Staff agree that KCPL should cease 5 
submitting to the Staff monthly surveillance reports, and in their 6 
stead provide semiannual cost of service reports based on 7 
twelve months’ data ending June and December of each year, to 8 
be provided to the Staff and Public Counsel on the following 9 
September 30 and April 30, respectively.  The first such 10 
semiannual cost of service report applicable to the twelve month 11 
period ending December 1987 will be provided by June 30, 12 
1988, to enable the Staff and KCPL to develop the form and 13 
contents of those cost of service reports, which shall be 14 
mutually agreed upon by KCPL and Staff.  The cost of service 15 
reports shall be based upon the Commission’s Report and Order 16 
in the most recent rate or complaint case respecting KCPL.  17 
Public Counsel, DOE, KPL, Kansas City, Armco, GM, MRA, 18 
and their designated consultants, if any shall also be furnished 19 
with a copy of each of these cost of service reports upon 20 
execution and faithful observance of the nondisclosure 21 
agreement attached hereto as Attachment B. 22 

On November 23, 1987 in an Order Approving Joint Recommendation in Case Nos. 23 

EO-85-185 and EO-85-224, the Commission, among other things, “ORDERED: 5. That 24 

Kansas City Power & Light Company shall cease submitting to the Staff monthly surveillance 25 

reports, and in their stead shall provide reports as set forth in paragraph 4 of the Joint 26 

Recommendation.”  (Schedule CGF-s8) 27 

On October 27, 1992, in Case No. EO-93-143, KCPL filed a Motion To Approve 28 

Modification To Joint Recommendation.  (Schedule CGF-s9)  KCPL stated that it had 29 
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proposed and Staff and the other parties23 agreed have agreed to modify the Joint 1 

Recommendation previously approved by the Commission as set forth in the attached 2 

Modification To Joint Recommendation. 3 

The Modification To Joint Recommendation was also filed on October 27, 1992 in 4 

Case No. EO-93-143. (Schedule CGF-s8) It modified the prior Joint Recommendation in a 5 

very material way.  It provided for a single annual cost of service report instead of the two 6 

semiannual reports that were then being prepared and provided by KCPL.  The single cost of 7 

service report would be based on 12-months’ data ending December and the report would be 8 

provided by the following April 30.  If any of the signatories to the Modification indicate a 9 

valid need for additional cost of service data, other than what is contained in the cost of 10 

service reports, KCPL agreed it would attempt to meet that need utilizing any additional cost 11 

of service data that might be readily available.   12 

On November 6, 1992, the Commission issued in Case No. EO-93-143 an Order 13 

Modifying Joint Recommendation as requested by the signatories to the Modification To Joint 14 

Recommendation.  (Schedule CGF-s10) 15 

Q. Who made the request to modify KCPL’s previously monthly surveillance 16 

reporting? 17 

A. KCPL approached Staff to modify the monthly surveillance reporting KCPL 18 

was making to the Commission.  Like every other utility regulated by the Commission, KCPL 19 

was providing monthly surveillance information regarding its earnings on a quarterly basis.  20 

KCPL proposed to provide substantially more detailed information regarding its operations on 21 

an actual basis.   22 
                                                 
23 Public Counsel, Department of Energy, The Kansas Power & Light Co.(now Western Resources, Inc.), the 
City of Kansas City, Missouri, Armco, Inc., General Motors, Ford Motor Co., Missouri Portland Cement Co., 
Reynolds Minerals Corporation, and Missouri Retailers Association. 
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Originally, the agreement reached with the parties required KCPL to provide this 1 

new detailed surveillance reporting twice a year based on 12-months ending June 30 2 

and December 31 of each year.  As noted above, in 1993, KCPL and Staff entered into an 3 

agreement to amend the reporting requirements to just once a year based on calendar 4 

year results. 5 

Both of these agreements were part of earnings reviews conducted by Staff as part of 6 

cases.  The original agreement was reached in a Stipulation in Case Nos. EO-85-185 and 7 

EO-85-224 and the amended agreement was reached in a Stipulation in Case No. EO-93-143. 8 

Q. When was the annual surveillance reporting due? 9 

A. The calendar year 2014 surveillance reporting was due April 30, 2015.  10 

Typically, Staff receives this reporting the first of May of each year after the close of the 11 

calendar year.   12 

Q. Does Staff believe KCPL is violating the terms of the Stipulation made in 13 

Case Nos. EO-85-185 and EO-85-224 and the amended agreement reached in Case No. 14 

EO-93-143? 15 

A. Yes.  KCPL is not complying with a Commission approving the Stipulation.  16 

The agreements were straightforward.  KCPL has been providing this reporting for almost 17 

30 years.  KCPL unilaterally, without notification, made a decision not to comply with either 18 

of the Stipulations reached many years ago.  KCPL made this decision without any 19 

notification to Staff personnel.  In particular, at a time when KCPL is proposing substantive 20 

changes to the way its rates are determined by the Commission, and making rate case 21 

proposals for deferral mechanisms for fuel clauses and tracker requests.  These proposed 22 

changes require more detailed information to monitor KCPL’s operating results.  KCPL has 23 
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detailed information about its earnings level for 2014 and has chosen not to provide the 1 

Annual Surveillance Report, in noncompliance with a Commission order and an agreement 2 

with Staff.   3 

Q. When was the last annual surveillance report made? 4 

A. The last annual surveillance report received by Staff was for 2013 made in a 5 

transmittal dated April 30, 2014, attached as Schedule CGF-s11.   6 

Q. What is provided to Staff relating to the annual surveillance reporting 7 

requirement? 8 

A. Historically, Staff received the Annual Surveillance Report along with several 9 

other signatory parties to agreements reached with KCPL.  In addition to the surveillance 10 

report, Staff received a full set of work papers supporting the surveillance report. 11 

Q. Was Staff told it was going to receive the Annual Surveillance Report 12 

for 2014? 13 

A. Yes.  In a meeting held in late April, KCPL witness Rush indicated a need to 14 

discuss the surveillance reporting requirements with Staff since KCPL was preparing a report 15 

associated with the Missouri Energy Efficiency Investment Act (MEEIA).  Mr. Rush 16 

indicated at this meeting that KCPL had made its first quarterly filing under its new MEEIA 17 

reporting requirements.  Mr. Rush said KCPL was going to provide the Annual Surveillance 18 

Report for this year which would be for 2014, but wanted to further discuss this reporting 19 

requirement in the future given the MEEIA reporting requirement.  Mr. Rush gave no 20 

indication that KCPL did not intend on providing Annual Surveillance Report for 2014 at this, 21 

or any other meeting with Staff. 22 
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When informed of KCPL’s desire to discuss the reporting requirements of the 1 

Company, I told Mr. Rush we could discuss this at the prehearing conference schedule for this 2 

proceeding which was April 29, 2015.  I told the Company that it would be necessary to 3 

involve others at the Commission for this discussion, and being in Jefferson City for the 4 

prehearing conference would be good opportunity to get those needed for the discussion.   5 

Q. Was another Staff member present for this discussion at the meeting? 6 

A. Yes.  Staff member Keith Majors, who is a witness in this case.  Mr. Majors 7 

can confirm the understanding by Staff that KCPL was going to provide the 2014 Annual 8 

Surveillance Report from KCPL.   9 

I also immediately informed Mr. Robert E. Schallenberg, the Commission’s Division 10 

Director of the Services Department, of the discussion relating to the surveillance reporting.  11 

Mr. Schallenberg was instrumental in developing the surveillance reporting KCPL has used 12 

since 1987.  I told Mr. Schallenberg that KCPL wanted to discuss future reporting 13 

requirements, but we were to receive the 2014 Annual Surveillance Report. 14 

Q. Did KCPL bring up the surveillance reporting at the prehearing conference on 15 

April 29, 2015? 16 

A. No.  At no time did KCPL discuss the surveillance reporting matter either at 17 

the April 29th prehearing conference or any other time since.  The last discussion Staff had on 18 

this subject was at the late April meeting in Kansas City when Mr. Rush indicated the need to 19 

discuss the surveillance reporting.   20 

Q. Did Staff bring up the annual surveillance report to KCPL? 21 

A. During the preparation of this testimony, I informed KCPL in an email that 22 

Staff had not received the 2014 Annual Surveillance Report and inquired about its status.  23 
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That started a series of email exchanges between KCPL and several Staff members.  The 1 

emails are attached as Schedule CGF-s12.   2 

Q. Was there any further indication KCPL planned on providing the 2014 Annual 3 

Surveillance Report? 4 

A. Yes.  In KCPL’s February 10, 2015, response to Data Request 25, KCPL 5 

stated with respect to the surveillance report for 2014, it was not going to be available until 6 

the time it normally was provided, late April.  The response stated: 7 

There is no update at this time.  The 2014 Annual Surveillance 8 
report for the period ending December 31, 2014 is not available 9 
until April 30, 2015. 10 

[Data Request 25, February 10, 2015 response—attached as 11 
Schedule CGF-s13] 12 

This April 30 time frame is consistent with when the 2014 Annual Surveillance Report would 13 

have been provided, based on previously years’ experience.  The MEEIA report is due much 14 

earlier than this April 30 date.  Staff had no reason to believe after almost 30 years of prior 15 

compliance, the data request response and Mr. Rush’s own words, that KCPL had no 16 

intentions of complying with the Stipulations and the Commission’s Orders regarding this 17 

matter.  18 

Q. What is the difference between the annual surveillance reporting KCPL has 19 

submitted since 1987 and the quarterly reporting it is making relating to MEEIA? 20 

A. There is no relationship between the annual surveillance reporting and 21 

KCPL’s MEEIA report.  The two reports are completely different and are prepared for 22 

different purposes.   23 

The annual surveillance reporting made on a calendar year is based on the actual 24 

Missouri financial results incorporating certain ratemaking adjustments like allocations, cash 25 
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working capital, and advertising disallowances, as examples.  The Annual Surveillance 1 

Report is intended to reflect KCPL’s earnings on more of a regulated basis using ratemaking 2 

concepts.  The surveillance reporting was originally set up to look at what actual earnings 3 

results might look like on a ratemaking basis.  In addition to the actual reporting, KCPL 4 

provided detailed information regarding the adjustments it was making, actual results of 5 

operations, selected financial information from the Company’s books and records, and a host 6 

of information on a variety of topics including capital structure and jurisdictional allocations. 7 

Essentially, the surveillance reporting KCPL agreed to was to provide an actual scaled 8 

down cost of service calculation very similar to what is developed for a rate case.  In fact, 9 

KCPL’s surveillance report filed in the past relied on its revenue requirement model which is 10 

very similar to Staff’s Exhibit Modeling System (EMS) run filed as Accounting Schedules in 11 

every rate case.   12 

Q. What is the MEEIA reporting used by KCPL? 13 

A. This reporting is made up of six pages.  I have attached as Schedule CGF-s14, 14 

a copy of the quarterly report ending December 31, 2014. 15 

Q. Have you included the last annual surveillance report in your surrebuttal? 16 

A. Yes.  But I only included the 2013 report itself as Schedule CGF-s11.  17 

The supplemental information and detailed work papers are too voluminous to include as 18 

a schedule attachment, containing several hundred pages of information.  Along with the 19 

report, supplemental schedules and detailed supporting work papers, the package is 2 inches 20 

of material.   21 
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Q. Why is the surveillance reporting important? 1 

A. The Commission has relied on surveillance reports for over 30 years that I am 2 

aware of.  The surveillance reporting is a way to monitor the earnings levels of utilities under 3 

the jurisdiction of the Commission to see how well or not they are doing.  Staff used this 4 

surveillance during the late 1980s and 1990s when utilities were doing very well financially to 5 

see if an earnings review was necessary.   6 

Q. Why do you dispute the 2013 and 2014 earning levels asserted by KCPL in its 7 

rebuttal testimony? 8 

A. As referred to above, KCPL has presented in testimony its view the return on 9 

equity for 2013 is 6.5% and for 2014 is 5.9%.24  Staff believes KCPL is understating the 10 

return on equity levels for these two years identified in the Company’s direct and rebuttal 11 

testimonies, and likely to do so in its surrebuttal testimony.  Further, Staff believes KCPL is 12 

misrepresenting the earned returns by using allocations to understate the actual earnings for 13 

the years 2013 and 2014.  I will address each of these years separately.   14 

As stated above, the 2014 Annual Surveillance Report cannot be verified since 15 

it wasn’t provided to Staff as per the Stipulation reached in Case Nos. EO-85-185 and  16 

EO-85-224 and Case No. EO-93-143.  Although KCPL did not provide the 2014 Annual 17 

Surveillance Report, after I requested the report, KCPL indicated it had prepared a rate model 18 

for 2014 it could provide but it was not Annual Surveillance Report Staff had received in the 19 

past.  I reviewed this model’s results and found: 20 

                                                 
24 Rush rebuttal page 30 and Ives rebuttal page 13. 



Surrebuttal Testimony of 
Cary G. Featherstone 
 

Page 50 

 It was not consistent with stated 2014 return on equity identified in KCPL’s 1 
rebuttal of 5.9%.25  The model for 2014 showed a 5.0% 2 

 The model used the wrong demand allocation factor—it used the demand 3 
factor determined for 2013, which is questionable in its own right (discussed 4 
later), and not the demand factor for 2014 5 

 No supporting work papers or supplemental schedules were included. 6 

Q. What demand allocation factor was included in the 2014 rate model KCPL 7 

provided in the model given to you? 8 

A. The demand allocation factor used was 54.6841%.  This is the same factor 9 

KCPL calculated for 2013.  This factor used in the earnings is over 150 basis points higher 10 

than the 53.17% demand allocation factor Staff determined for 2014 and is using in this case.  11 

Staff believes this is the wrong demand allocation factor to use to allocate fixed costs and 12 

expenses. 13 

Q. What is the effect of using the higher 2013 demand factor for 2014 results? 14 

A. This demand factor overstates the costs allocated to Missouri and causes its 15 

return on equity to be understated, a favorable outcome for KCPL’s rate case presentation to 16 

support its position it cannot earn authorized returns.   17 

Q. What problem existed with 2013 surveillance results? 18 

A. KCPL identified in its direct testimony a problem with the month of June 2013 19 

as an abnormal month relating to its monthly peak demands, in particular in the Kansas 20 

jurisdiction26.  KCPL removed the June 2013 in its calculation of the demand allocation factor 21 

used for the rate case.   22 

                                                 
25 Rush rebuttal page 30 and Ives rebuttal page 13. 
26 KCPL witness Klote direct page 7; Bass direct, pages 3-4. 
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The 2013 Annual Surveillance Report, the last one received by Staff, uses the demand 1 

allocation factor based on the abnormal June 2013 Kansas peak problem, an abnormality so 2 

significant KCPL made a ratemaking decision to replace that month with June 2014.  Even 3 

though KCPL believed June 2013 had to be removed for the rate case, did not remove it for 4 

surveillance reporting purposes.   5 

Q. What impact did the abnormal month of June 2013 Kansas peak have on the 6 

Missouri 2013 Annual Surveillance Report? 7 

A. The abnormal June 2013 peak understated the return on equity for the 2013 8 

Missouri operations.  KCPL determined the demand allocation factor based on the abnormal 9 

month of June 2013 to be 54.6841%.  This 54.6841% demand factor from 2013 was used by 10 

KCPL for the 2013 Annual Surveillance Report and the 2014 model provided recently.  11 

KCPL now argues to apply a demand factor containing the abnormality to the 2014 model. 12 

If this demand factor was wrong to use in KCPL’s direct rate case because of the 13 

abnormality found in the Kansas peak, it certainly is wrong to rely on the 54.6841% demand 14 

factory for either of the 2013 or 2014 surveillance results. 15 

This demand factor overstated allocation of costs to Missouri’s operations and resulted 16 

in an understatement of the actual return on equity reported for Missouri. 17 

Q. What is the understatement to KCPL’s actual earned return on equity for 18 

Missouri? 19 

A. At this time Staff does not know, it only knows that it is likely substantial.  20 

At this time, KCPL is not complying with the Stipulation approved by the Commission.  The 21 

2014 Annual Surveillance Report is over a month past due from its April 30 due date and 22 

Staff intends on pursuing this annual surveillance report.  Once the surveillance report is 23 
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obtained, the demand factors will have to be reviewed and revised if necessary.  Staff is 1 

requesting that KCPL update the 2013 Annual Surveillance Report using a revised demand 2 

factor that does not include the abnormal month of June 2013.  Further, Staff will request that 3 

the 2014 Annual Surveillance Report use a properly calculated demand factor based on the 4 

actual 2014 four-summer months.  This should result in a demand factor of 53.17%, the same 5 

factor computed by Staff and used in this case.  6 

Q. Does KCPL rely on return on equity results for Missouri? 7 

A. Yes.  Several KCPL witnesses report in direct and rebuttal testimonies that 8 

KCPL is not earning its authorized returns.  Mr. Rush relies on the 2013 Annual Surveillance 9 

Report to present that year’s return on equity of 6.5% for Missouri in his rebuttal testimony at 10 

page 30.  Mr. Rush also states that Missouri’s 2014 return on equity is 5.9% in his rebuttal 11 

even though the return identified in the MEEIA reporting is 5.69%.  Mr. Ives also relies on 12 

these returns on equity in his testimony (page 13).  But with the problems relating to 13 

allocations causing increase costs to Missouri for both 2013 and 2014, those returns on equity 14 

for both those years are understated.  It is likely the return on equity is significantly 15 

understated, perhaps as much as a 100 basis points.  16 

Q. How many return on equity levels have you received for 2014? 17 

A. KCPL has provided three different return on equities for 2014 as follows: 18 

 19 
 Rush Rebuttal MEEIA Reporting 2014 KCPL Cost 

of Service Model 
Year 2014 5.9% 5.69% 5.50% 

Source:  Rush Rebuttal page 30 and Ives Rebuttal page 7; MEEIA Reporting (email from 20 
Linda Nunn dated May 21, 2015); 2014 KCPL Cost of Service Model (email from Ron Klote 21 
dated May 29, 2015) 22 
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Q. Has KCPL manipulated the allocation factors used in the surveillance report in 1 

the past? 2 

A. Yes.  In the 2005 Annual Surveillance Report, KCPL changed the 3 

methodology previously agreed to in the surveillance reporting relating to the demand 4 

allocation factor.  In the 2005 Report, KCPL used a 12 CP instead of the 4 CP method to 5 

determine the demand factor.  In so doing it was able to show a significant reduction to its 6 

Missouri return on equity reported in the 2005 surveillance report.  KCPL reported a 9.321% 7 

return on equity for 2005 but revising for the correct demand factor, the actual return on 8 

equity for that year was 10.328%.  The table summarizes the revision made to the 2005 9 

Annual Surveillance Report, comparing it to the original reported level: 10 

 11 
Year 2005 REVISED Original Reported Difference 

Return on Equity 10.328% 9.321% 1.007% 

Demand Factor 53.4582% based on 4 CP 53.9296% based on 12 CP (0.4714%) 

Source: 2013 Annual Surveillance Report – Exhibit A - 2013 and 2005 Annual Surveillance 12 
Report – original and revised Data Request 519 and 519.1 in Case No. ER-2006-0314 13 

As can be seen from the above, a small change in the demand allocation factor can 14 

have a significant impact on the return on equity result.  Changing the demand allocation 15 

factor 47 basis points has caused a 100 basis point increase in the return on equity.  16 

Also, in the 2006 Annual Surveillance Report, the allocation factors had issues that 17 

affected that year’s Missouri earned return on equity.  The Missouri actual earned return on 18 

equity for 2006 was revised to 8.793% from the 7.671% at Staff’s request when it was 19 

discovered a wrong allocation factor was applied.  The table summarizes the revision made to 20 

the 2005 Annual Surveillance Report, comparing it to the original reported level: 21 
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 1 
Year 2006 REVISED Original Reported Difference 

Return on Equity 8.793% 7.671% 1.122% 

Demand Factor 53.771% based on 4 CP 56.0621% based on 4 CP (2.2911%) 

Source: 2013 Annual Surveillance Report – Exhibit A – 2013 and original and revised 2006 2 
Annual Surveillance Report and 516 in Case No. ER-2009-0089 3 

JURISDICTIONAL ALLOCATIONS 4 

Q. Please summarize KCPL’s concerns regarding jurisdictional allocations. 5 

A. KCPL witness Klote indicates in his rebuttal testimony that the Company does 6 

not agree with the period of time used by Staff to develop its demand allocation factor—the 7 

“demand factor.”  KCPL believes Staff went outside the test year to base its demand factor.  8 

KCPL also believes allocation factors used for distribution plant and expenses should be 9 

updated for two FERC accounts for the newly installed meters. 10 

Q. Mr. Klote’s rebuttal identifies concerns KCPL has using the demand allocation 11 

factor based on four summer months of 2014.  Should this be a concern? 12 

A. No.  The demand allocation factor supported by Staff uses the 4 summer 13 

months of June, July, August and September 2014, because this is the most current summer 14 

months available in this case.   15 

KCPL’s position is that the use of these four summer months in 2014 is inconsistent 16 

with the way in which the energy allocation factor is determined.  Staff determined the energy 17 

allocation factor based on the twelve months ending March 31, 2014, the test year in this case.  18 

Q. Does Staff agree that the bases for these two allocation factors are 19 

inconsistent? 20 
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A. No.  The energy allocation factor allocates variable costs, such as fuel and 1 

purchased power, while the demand allocation factor allocates fixed costs, such as the 2 

production and transmission costs.  The energy allocation factor is applied to fuel costs 3 

developed with a fuel model using a variety of inputs, one of which is weather normalized net 4 

system input (“NSI”) that are typically based on a test year, in this case the twelve months 5 

ending March 31, 2014.  Using the weather normalized NSI as an input in the fuel model 6 

results in weather normalized fuel costs, consistent with the kilowatt sales levels used to 7 

develop the annualized and normalized retail sales, the weather normalized revenues found in 8 

both KCPL’s and Staff’s respective cost of service results.  While it is important for the 9 

revenues and fuel costs to be weather normalized consistent with the energy factor that is 10 

weather normalized, the demand factor is developed and used for an entirely different set of 11 

fixed costs and expenses.  Thus, the fixed demand factor does not need to be weather 12 

normalized, nor does it necessarily need to be the same time period as the energy allocator.   13 

In Staff’s case, the demand allocation factor was developed using the four summer 14 

months of June through September 2014, while the energy allocation factor used weather 15 

normalized sales for the test year period ending March 31, 2014.   16 

Q. Did KCPL go outside the test year to develop the demand factor used in its 17 

direct filing? 18 

A. Yes.  KCPL initially calculated the demand factor using the 12 CP method 19 

without what it termed an abnormal June 2013, using June 2014 in its place.  In Mr. Klote’s 20 

direct testimony27, KCPL identifies the need to exclude June 2013 month from its calculation 21 

for the demand factor because June 2013 had abnormal results, stating “ . . . an adjustment 22 

                                                 
27 KCPL witness Klote direct, page 7, line 18. 
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was necessary for the month of June 2013 coincident peak weather normalized statistics in 1 

order to properly reflect a more historic normalized level for that month used in the 2 

development of the 12-month average.”  KCPL replaced the month of June 2013 with the 3 

month of June 201428, which is the first month of the four summer months Staff used to base 4 

its demand factor.   5 

Q. Why did KCPL adjust the month of June 2013 for the demand factor? 6 

A. KCPL witness Albert R. Bass, Jr., stated that replacing June 2013 with 7 

June 2014 was necessary because the “2013 Kansas peaks did not respond as their 8 

historical trend would suggest.”29  Further, Mr. Bass stated “since the June 2014 values 9 

returned to normal trend it was concluded that June 2013 was an anomaly and it was adjusted 10 

to reflect the Kansas June 2014 peak value resulting in a peak allocation of Missouri – 53% 11 

and Kansas – 47%.”  12 

Q. How does Staff address the anomalous information from June 2013 in its 13 

demand allocation factor calculation?  14 

A. By using the most recent summer months of June through September 2014, 15 

Staff excludes abnormal month of June 2013.  Further, Staff’s calculation is based on the 16 

complete and most recent information available.  While Staff agrees measures to address June 17 

2013 are necessary, Staff does not believe it is appropriate to use the summer months of 2013 18 

when a more recent set of summer months are available.  Staff also recognizes problems 19 

replacing particular increments of information like what KCPL did in its original filing using 20 

replacing the abnormal June 2013 with June 2014 while still using the remaining months of 21 

2013.  Staff’s solution to base the data set on the summer months of 2014 avoids any debate 22 

                                                 
28 KCPL witness Albert R. Bass, Jr. direct, page 3, line 19-22 and page 4, lines 1-17. 
29 KCPL witness Albert R. Bass, Jr. direct, page 4. 
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about the appropriateness of a replacement month for summer 2013 because it is a complete 1 

data set. 2 

Q. Was there another difference that Staff observed regarding allocations? 3 

A. Yes.  The annual peak loads for Missouri and Kansas occurred in different 4 

months the past two years.  Normally, the annual peaks occur in the same summer month for 5 

both jurisdictions.  KCPL’s peak always occurs in the summer and typically, occurs in either 6 

July or August.  In 2013, the summer peak for Missouri occurred in August while the summer 7 

peak for Kansas occurred in July.  2013’s annual system peak occurred with identical peaks in 8 

both July and August.  In 2014, the Missouri annual peak occurred in July while the annual 9 

peak for Kansas and annual system peak occurred in August.   10 

Q. What demand factor did Staff use in its cost of service calculation? 11 

A. Staff used a 53.17% demand factor.  The following table shows the differences 12 

between KCPL’s original direct filing made on October 30, 2014, using a 12 CP method and 13 

Staff’s direct filing using a 4 CP: 14 

 15 
 

Jurisdiction 

Staff  
Missouri Rate Case— 

filed April 3, 2015 
ER-2014-0370 based 

on June to September 
2014 

KCPL 
Missouri Rate Case—
filed October 30,2014 
ER-2014-0370 based 

on April 2013 to 
March 2014 

KCPL 
Kansas Rate Case— 
filed January 2, 2015 
15-KCPE-116-RTS 
based on July 2013 

to June 2014 
Allocation 

Method 
4 Coincident Peak 12 Coincident Peak 12 Coincident Peak 

Missouri 53.17% 53.5748% 53.5494% 
 

Kansas 46.59% 46.2047% 46.2293% 
Whole Sale  0.24%  0.2204%  0.2213% 

Total           100%           100%        100% 
Source: KCPL work paper D 1 Allocator for KCPL’s Missouri and Kansas 2015 rate cases and Staff Cost of 16 
Service Report, page 181 17 
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Q. What demand factor does KCPL now believe is appropriate for the Missouri 1 

jurisdiction?   2 

A. Mr. Klote identifies a 54.8121% demand factor based on  test year coincident 3 

peaks ending March 31, 2014, calculated using the 4 CP allocation method  consisting of the 4 

summer months of June through September of 2013.  The test year in this case is the 5 

12 month period April 1, 2013, through March 31, 2014.  The month of June 2013—the 6 

abnormal month KCPL sought to exclude in its original filing— is included KCPL’s new 7 

calculation using the 4 CP method identified in Mr. Klote’s rebuttal.30   8 

Q. Is this a new position presented in KCPL’s rebuttal testimony? 9 

A. Yes.  KCPL original direct filing supported the use of the 12 CP method for 10 

determining the demand allocation factor.  KCPL is now advocating the use of the 4 CP 11 

method but using the 2013 summer months that contained the abnormal June 2013 resulting 12 

in a much higher demand allocation factor of 54.8121%, even when to compared to KCPL’s 13 

originally supported 53.5748%. 14 

KCPL has provided no support in any of its testimony for this new position using 15 

abnormal information the Company concluded could not be relied on.  Although KCPL now 16 

states it supports the use of the 4 CP method to determine the demand allocation factor, it is 17 

doing so using the very data the Company initially argued should not be used, namely the 18 

abnormal June 2013 monthly peak.  19 

Q. Does Staff agree with Mr. Klote’s calculation of 4 CP method finding 20 

54.8121%? 21 

                                                 
30 Klote rebuttal, page 53. 
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A. No.  For the same reason KCPL believed June 2013 was abnormal and should 1 

be excluded from of its allocation factor calculation, Staff believes the use of the four summer 2 

months of June through September 2013 should not be the basis of the 4 CP calculation.  The 3 

use of the summer months of 2013 using the 4 CP method, including the abnormal June 2013, 4 

results in an inflated demand factor greater than KCPL’s original request using the 12 CP 5 

method— 54.8121% instead of the original 53.5748%.  KCPL’s new proposal for the 6 

54.8121% demand factor is significantly higher than previous KCPL Missouri rate cases.  In 7 

the 2012 KCPL rate case, the demand factor was 52.70%31 and in the 2010 KCPL rate case it 8 

was 53.50%.32  Staff’s calculation using the 4 CP based on the summer months of 2014 9 

results in a 53.17% demand factor, which is much more in line with past cases and is based on 10 

the most recent available information.   11 

Based on supporting information from the Annual Surveillance Report, KCPL’s 12 

demand factor of 54.8121% is higher than any of the past ten years.  Over time there has been 13 

a shift of KCPL’s jurisdictional loads to Kansas causing a downward trend in the demand 14 

factor over many years (Schedule CGF-s7).  The 54.8121% demand factor does not reflect 15 

those shifts over the past decade.  This demand factor should not be used to determine rates in 16 

this case as it is inconsistent with recent levels because it contains abnormal information as 17 

the basis for its development. 18 

Staff agrees with KCPL’s reasoning for excluding June 2013 from its initial filing, and 19 

opposes KCPL’s attempt to now include the abnormal data in its proposed demand factor 20 

                                                 
31 KCPL ER-2012-0174, EFIS 353 Staff Accounting Schedule for True-up filed November 8, 2012-- Schedule 3, 
page 1. 
32 KCPL ER-2010-0355 EFIS 1071 Accounting Schedule based on Commission’s Report and Ordered filed 
April 14, 2011 —Schedule 3, page 1. 
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calculation.  Staff witness Bax also addresses the improper use of the 2013 4 CP allocation 1 

factor for this case in his surrebuttal. 2 

Q. What is Staff’s recommendation concerning calculation of the jurisdictional 3 

demand allocation factor? 4 

A. Staff recommends its 53.17% demand factor based on the 4 CP method using 5 

the four summer months of 2014.  Staff believes the 4 CP method is the proper method to use 6 

for the demand factor and results in the most appropriate allocation method for a summer 7 

peaking utility like KCPL.  Further, the 4 CP method is consistent with prior Commission 8 

orders, prior Staff’s recommendations for KCPL’s past rate cases and consistent with previous 9 

KCPL’s recommendations in past KCPL’s rate cases.  KCPL is willing to accept the use of 10 

the 4 CP method.  However, Staff opposes KCPL’s calculations based on four summer 11 

months of 2013.  Just as KCPL replaced the month of June 2013 from its demand factor 12 

calculation in its original direct filing for the 12 CP method, it is equally necessary to exclude 13 

June 2013 results for the 4 CP method.  Using the four summer months of June through 14 

September 2014 avoids the abnormal results of June 2013 for the summer months of 2013.   15 

Q. What concerns has KCPL raised with regard to the allocation factor for 16 

meters? 17 

A. Mr. Klote identifies concerns KCPL has using what is referred to as situs 18 

allocation factor for FERC Accounts 370.000 and 370.002.33  These accounts capture the 19 

costs for updating the meters that KCPL is installing in Missouri.  The existing meters—20 

called automatic meter reading meters (“AMR meters”) — are currently being replaced in 21 

Missouri.  The new meters are called advanced metering infrastructure (“AMI meters”).  22 

                                                 
33 KCPL’s witness Klote rebuttal, page 54, lines 14-23. 
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KCPL installed these meters in Kansas during 2014 and is installing them in Missouri during 1 

2015.  Since the AMI meters were installed in Kansas during 2014, the plant balances at 2 

December 31, 2014, used to determine the allocation factors for meters on what is referred to 3 

on a situs basis is not reflective of actual jurisdictional assigned to each state for these plant 4 

additions.  Because there is a disproportionate amount of meters replacements that occurred in 5 

Kansas compared to those installed in Missouri as of December 31, 2014, the allocation 6 

factors are skewed.   7 

Q. Does Staff have an issue updating the allocation factor for meters? 8 

A. No.  Staff agrees with KCPL that the FERC Accounts 370.000 and 370.002 9 

relating to meter accounts should be allocated based on updated information through May 31, 10 

2015, which is the end of the true-up period in this case.  The circumstance of the installation 11 

of the meters in Missouri occurring primarily the first of 2015 dictates that an update for 12 

this allocation factor is warranted.  Therefore, Staff will use the latest information it can 13 

obtain through the true-up to allocate these two FERC accounts for the AMI meter 14 

upgrades—Accounts 370.000 and 370.002.   15 

Q. What is the jurisdictional factor used for meter accounts in this case? 16 

A. For KCPL’s Missouri jurisdiction, Staff used a 75.2499% factor for Account 17 

370.000 and a 23.5810%34 factor for the new AMI meters’ Account 370.002. 18 

Q. What are the historic jurisdictional factors used for the meter accounts? 19 

A. In the 2012 rate case, the factor used for the FERC Account 370.000 meter 20 

account was 54.2104%35 and in the 2010 rate case it was 54.3485%.36  Account 370.002 is a 21 

                                                 
34 KCPL ER-2014-0370 EFIS 129- Staff Accounting Schedule filed April 3, 2015 —Schedule 3, page 6. 
35 KCPL ER-2012-0174 EFIS 353-True-up Staff Accounting Schedule filed November 8, 2012 —Schedule 3, 
page 6. 
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new account for the AMI meters so that account did not exist in past KCPL rate cases.  It is 1 

apparent the allocation factors for the meter accounts contained in the direct filing are not 2 

indicative of past Missouri jurisdictional factors for the meter account and need to be updated.  3 

Q. Are the other distribution accounts allocation factors planned to be updated? 4 

A. No.  KCPL has not indicated the need to update any other allocation factors for 5 

the distribution accounts other than the two FERC accounts for the AMI meters.  Therefore, it 6 

may not be necessary to update any other distribution accounts.  However, Staff will 7 

review the other distribution accounts and update those on a situs basis for the true-up as of 8 

May 31, 2015. 9 

Q. Does the use of the most current information to allocate the meter accounts 10 

identify an inconsistency in KCPL’s approach to allocations?   11 

A. It is interesting to note that KCPL wants to go outside the test year to update 12 

the meter allocation factors for the FERC meter accounts, yet takes issue with using the latest 13 

information available for the four summer months to develop the demand allocation factor.  14 

Staff believes the latest information should be used for the 4 CP method of allocation—that is 15 

the four summer months of 2014—and the latest information for the meter accounts—the 16 

May 31, 2015 true-up.   17 

Q. Does this conclude your surrebuttal testimony? 18 

A. Yes.   19 

                                                                                                                                                         
36 KCPL ER-2010-0355 EFIS 1071-Commission’s Ordered Staff Accounting Schedule filed April 14, 2011 —
Schedule 3, page 6. 
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Kansas City Power & Light Company 1 

Case No. ER-2014-0370 2 

Electric Rate Comparisons  3 
The following tables are based on information from the Edison Electric Institute’s Typical 4 

Bills and Average Rates Report Winter 2015 publication.  An update to the analysis presented 5 

in the Cost of Service Report for 2014 appears below for overall rates: 6 
 

Utility  

Company 

 

2014 

 

2013 

 

2012 

 

2011 

 

2010 

 

2009 

 

2008 

 

2007 

 

2006 

 

2005 

 MISSOURI RETAIL AVERAGE RATES 

KCPL-

Missouri 

8.89 

cents/kwh 

 

8.78 
Jan 26, 2013  

ER-2012-

0174 

8.23 8.01 

 
May 4,  

2011  

ER-2010-

0355 

7.69 6.88 

 
Sept 1 

ER-

2009-

0089 

6.51 

Feb 1 

ER-

2007-

0291 

6.14 

Feb 1 

ER-

2006-

0314 

5.66 5.65 

MPS 9.56 9.51 9.48 9.31 9.09 8.36 7.79 7.33 6.85 6.45 

L&P 9.14 9.10 8.49 7.34 6.75 6.34 5.93 5.63 5.30 5.20 

Ameren 

Missouri 

8.02 8.12 7.36 7.16 6.48 5.95 5.43 5.46 5.43 5.49 

Empire- 

Missouri 

11.00 10.65 10.35 10.07 8.96 8.45 8.18 8.03 7.33 7.09 

Missouri 

Average 

8.56 8.58 7.96 7.72 7.11 6.55 6.04 5.93 5.74 5.71 

           

 KANSAS RETAIL AVERAGE RATES 

KCPL- 

Kansas 

10.40 10.42 9.87 9.43 8.57 8.06 7.46 6.73 6.35 6.32 

Empire - 

Kansas  

10.39 10.15 10.48 10.11 9.25 8.41 8.69 8.61 8.06 6.54 

Westar 

Energy -- 

KGE 

9.54 8.87 8.42 7.90 7.46 7.13 6.32 5.73 6.04 6.03 

Westar 

Energy -- 

KPL 

10.17 9.42 8.99 8.28 8.15 7.82 6.92 6.06 6.25 5.58 

Kansas 

Average 

9.99 9.46 9.00 8.43 8.00 7.62 6.84 6.12 6.35 6.14 

           

West 

North 

Central  

8.70 8.56 8.06 7.82 7.53 7.14 6.81 6.51 6.38 6.17 

United 

States 

Average 

10.72 10.37 10.09 10.09 9.97 9.83 9.77 9.20 8.89 8.22 

Source:   EEI Winter 2010 Report, page 180 provided Data Request 380- ER-2010-0355 7 
EEI Winter 2012 Report, page 180 provided Data Request 241- ER-2012-0174 8 
EEI Winter 2014 Report, page 179; EEI Winter 2015 Report, page 178 9 
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The following table shows such a comparison of KCPL’s actual residential customer rates as of 1 

January 1, 2015: 2 

 MISSOURI AND KANSAS RESIDENTIAL RATES – in cents per 

kilowatt hour 

 

Utility  

Company 

 

2014 

 

2013 

 

2012 

 

2011 

 

2010 

 

2009 

 

2008 

 

2007 

 

2006 

 

2005 

 MISSOURI RESIDENTIAL RATES 

KCPL-

Missouri 

10.99 

cents/kwh 

10.82 

 

10.30 9.90  9.53 8.51  8.14 7.61 6.90 6.88 

MPS 11.20 11.17 11.21 10.81 10.52 9.67 9.10 8.64 8.08 7.45 

L&P 10.80 10.81 10.24 8.64 7.97 7.43 7.03 6.78 6.31 5.97 

Ameren 

Missouri 

9.97 10.11 9.30 8.80 7.82 7.03 6.53 6.60 6.60 6.52 

Empire- 

Missouri 

12.27 11.90 11.74 11.22 9.95 9.75 9.19 9.10 8.35 7.98 

Missouri 

Average 

10.47 10.50 9.89 9.39 8.54 7.77 7.27 7.18 6.96 6.77 

           

 KANSAS RESIDENTIAL RATES 

KCPL- 

Kansas 

11.58 11.57 11.09 10.58 

 

9.67 9.07 

 

8.43 7.43 6.92 6.88 

Empire - 

Kansas  

10.58 10.72 11.03 10.53 9.65 8.97 9.26 9.20 8.69 7.11 

Westar 

Energy -- 

KGE 

12.04 11.16 10.68 9.92 9.46 8.84 7.84 7.29 7.72 7.74 

Westar 

Energy -- 

KPL 

12.08 11.18 10.70 9.93 9.55 9.17 8.07 7.16 7.36 6.69 

Kansas 

Average 

11.90 11.29 10.81 10.12 9.56 9.03 8.12 7.31 7.51 7.27 

           

West 

North 

Central 

11.01 10.82 10.35 9.91 9.40 8.79 8.37 8.13 7.99 7.70 

United 

States 

Average 

12.70 12.43 12.20 12.07 12.01 11.72 11.53 10.95 10.62 9.60 

Source:   EEI Winter 2010 Report, page 212 provided Data Request 380- ER-2010-0355 3 
EEI Winter 2012 Report, page 212 provided Data Request 241- ER-2012-0174 4 
EEI Winter 2014 Report, page 212 5 
EEI Winter 2015 Report, page 212 6 
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The following table shows such a comparison of KCPL’s actual commercial customer rates as of 1 

January 1, 2015:  2 

 MISSOURI AND KANSAS COMMERCIAL RATES – in cents per 

kilowatt hour 

 

Utility  

Company 

 

2014 

 

2013 

 

2012 

 

2011 

 

2010 

 

2009 

 

2008 

 

2007 

 

2006 

 

2005 

 MISSOURI COMMERCIAL RATES 

KCPL-

Missouri 

8.51 

cents/kwh 

8.37 

 

7.79 7.62  7.31 6.56  6.22 5.92 5.49 5.48 

MPS 8.63 8.57 8.49 8.45 8.25 7.62 7.08 6.59 6.16 5.94 

L&P 9.21 9.12 8.46 7.36 6.69 6.26 5.86 5.51 5.26 5.37 

Ameren 

Missouri 

7.72 7.81 7.02 6.92 6.29 5.71 5.34 5.34 5.32 5.29 

Empire- 

Missouri 

10.93 10.58 10.25 9.94 8.82 8.60 8.13 7.96 7.32 7.08 

Missouri 

Average 

8.21 8.20 7.55 7.40 6.85 6.26 5.87 5.74 5.56 5.50 

           

 KANSAS COMMERCIAL RATES 

KCPL- 

Kansas 

9.40 9.44 8.93 8.38 

 

7.57 7.20 

 

6.62 6.13 5.90 5.87 

Empire - 

Kansas  

11.44 11.18 11.59 11.21 10.27 9.48 9.62 9.61 9.19 7.64 

Westar 

Energy -- 

KGE 

9.73 8.95 8.46 7.97 7.57 7.31 6.66 6.03 6.38 6.29 

Westar 

Energy -- 

KPL 

9.64 8.90 8.45 7.99 7.64 7.33 6.54 5.68 5.89 5.22 

Kansas 

Average 

9.60 9.08 8.61 8.12 7.61 7.30 6.61 5.93 6.24 5.96 

           

West 

North 

Central 

8.80 8.60 8.07 7.83 7.50 7.01 6.75 6.51 6.38 6.17 

United 

States 

Average 

10.94 10.52 10.19 10.20 10.21 10.03 10.05 9.53 9.33 8.54 

Source:   EEI Winter 2010 Report, page 246 provided Data Request 380- ER-2010-0355 3 
EEI Winter 2012 Report, page 244 provided Data Request 241- ER-2012-0174 4 
EEI Winter 2014 Report, page 245 5 
EEI Winter 2015 Report, page 244 6 
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The following table shows such a comparison of KCPL’s actual industrial customer rates as of 1 

January 1, 2015: 2 

 MISSOURI AND KANSAS INDUSTRIAL-in cents per kilowatt 

hour 
 

Utility  

Company 

 

2014 

 

2013 

 

2012 

 

2011 

 

2010 

 

2009 

 

2008 

 

2007 

 

2006 

 

2005 

 MISSOURI INDUSTRIAL RATES 

KCPL-

Missouri 

6.44 

cents/kwh 

6.46 

 

5.99 5.83  5.57 5.13  4.77 4.47 4.21 4.23 

MPS 6.47 6.40 6.27 6.28 6.26 5.82 5.34 4.89 4.58 4.49 

L&P 6.98 6.96 6.47 5.61 5.16 4.96 4.60 4.26 3.98 3.97 

Ameren 

Missouri 

5.34 5.45 4.85 4.87 4.46 4.30 3.87 3.89 3.96 4.05 

Empire- 

Missouri 

8.33 8.07 7.72 7.72 6.89 6.60 6.19 6.08 5.51 5.41 

Missouri 

Average 

5.83 5.88 5.35 5.30 4.90 4.73 4.26 4.18 4.14 4.61 

           

 KANSAS INDUSTRIAL RATES 

KCPL- 

Kansas 

8.79 8.16 6.65 7.95 7.06 6.73 6.15 5.50 5.15 5.15 

Empire - 

Kansas  

8.20 7.92 8.25 8.26 7.42 7.01 6.97 6.94 6.32 5.02 

Westar 

Energy -- 

KGE 

7.04 6.63 6.30 5.89 5.47 5.34 4.78 4.17 4.36 4.32 

Westar 

Energy -- 

KPL 

8.02 7.45 7.14 6.84 6.50 6.31 5.62 4.83 5.01 4.40 

Kansas 

Average 

7.49 7.00 6.62 6.34 5.91 5.75 5.15 4.49 4.77 4.65 

           

West 

North 

Central 

6.20 6.10 5.68 5.62 5.48 5.38 5.21 4.83 4.76 4.52 

United 

States 

Average 

7.21 6.91 6.60 6.64 6.71 6.63 6.66 6.15 6.00 5.62 

Source:   EEI Winter 2010 Report, page 278 provided Data Request 380- ER-2010-0355 3 
EEI Winter 2012 Report, page 276 provided Data Request 241- ER-2012-0174 4 
EEI Winter 2014 Report, page 278 5 
EEI Winter 2015 Report, page 276 6 
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Kansas City Power & Light Company 

Case No. ER-2014-0370 
 

 

 

 

 

 

 

 

 

 

Kansas City Power & Light Company has 

deemed the following document labeled 

Schedule CGF-s1 as Not Highly Confidential. 
 

 

 

 

 

 

 

 

 

 

 

 

 

Per June 3, 2015 e-mail correspondence by Ron Klote 
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