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REBUTTAL TESTIMONY OF
DR. DENNIS W. GOINS
ON BEHALF OF THE
U.S. DEPARTMENT OF ENERGY

INTRODUCTION

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.

My name is Dennis W. Goins. | operate Potomac adament Group, an
economics and management consulting firm. My ssraddress is 5801
Westchester Street, Alexandria, Virginia 22310.

DID YOU FILE DIRECT TESTIMONY IN THIS CASE?

Yes. | filed direct testimony on November 24, @0@n behalf of the U.S.
Department of Energy (DOE) representing the Fedexatutive Agencies
(FEA), including the National Nuclear Security Adnstration (NNSA)
facility in Kansas City that is served by KansagyQrower & Light
Company (KCPL).

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my rebuttal testimony is to respinthe direct testimony
of Staff witness Michael S. Scheperle and Officéablic Counsel (OPC)
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witness Barbara A. Meisenheimer regarding costeofise and revenue
spread issues. Witness Scheperle sponsors tHes $tass cost-of-service
study (COSS) an&ate Design and Cost-of-Service Report (COS Report).

He also presents Staff's proposed revenue sprédéthess Meisenheimer
did not conduct a class COSS, but instead accepsedts from the class
COSS sponsored by KCPL witness Paul M. Normand d'aguide in

setting rates.” In particular, witness Meisenhegimiged results from
KCPL’s class cost study to develop OPC’s proposs@nue spread that

produces significant interclass revenue shifts.

ON THE BASIS OF YOUR REVIEW OF THE DIRECT
TESTIMONY OF WITNESSES SCHEPERLE AND
MEISENHEIMER, HAVE YOU CHANGED ANY OF THE
CONCLUSIONS AND RECOMMENDATIONS DELINEATED IN
YOUR DIRECT TESTIMONY?

No. | continue to recommend that the Commission:

1. Reject KCPL's Base-Intermediate-Peak (BIP) Mdthdor
allocating fixed production costs to rate classdisstead, KCPL
should be required to use the four coincident peakhod (4CP
Method).

2. Reject KCPL’'s proposed allocation of off-systsales margins.
Instead, the energy component of such margins dhmaikllocated
using loss-adjusted kWh (energy) for each class.

3. Approve an across-the-board revenue spread yofada increase
granted to KCPL.
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COST OF SERVICE

WHAT METHOD DID STAFF RECOMMEND TO ALLOCATE
DEMAND-RELATED PRODUCTION COSTS TO RATE
CLASSES?

Staff recommended the BIP Method, and used thihadein its class
COSS.

ARE THE BIP CLASS COST STUDIES THAT STAFF AND KCPL
CONDUCTED IDENTICAL?

No. The cost studies reflect different revenugunements for the
Missouri retail jurisdiction. In addition, altholigstaff and KCPL used the
same BIP Method, Staff developed certain BIP atioca factors
differently than KCPL. For example, the energydsh$actor that Staff
used to allocate fixed baseload plant costs iglé#gss COSS reflects total
test-year, loss-adjusted kWh by rate class. Intrasty KCPL used an
energy-based factor that reflects annualized kWhclags based on a
minimum-use month. While Staff used different aygmhes to develop
certain BIP allocation factors, Staff's differemgpaoaches do not cure the
fundament flaw in the BIP Method. Specifically,ettBIP Method
inappropriately allocates all baseload plant casig the vast majority of
KCPL'’s total fixed production costs on the basiscostomer energy use
with almost no regard for the demands that custsrmepose on KCPL'’s
system. This costing is counter to fundamentdityipplanning practices
that emphasize the need for sufficient productiapacity to meet peak

demands and provide adequate reserve capacitgliabitity.

IN ITS CLASS COST STUDY, DID STAFF ADDRESS THIS
MAJOR FLAW IN THE BIP METHOD?

No. The BIP Method used in both the Staff and KC€Rss cost studies

allocates all baseload capacity costs on the hbafsmsnergy use. This
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approach fails to recognize any meaningful capacéijye of baseload

capacity-

IS THE ASSIGNMENT OF KCPL'S GENERATING PLANTS TO
BASE, INTERMEDIATE, AND PEAKING CATEGORIES
CONSISTENT IN THE KCPL AND STAFF BIP CLASS COST
STUDIES?

No. There are large and significant differengeow Staff and KCPL
assigned production capacity to BIP categories. eikample, as shown in
Schedule DWG-R-1 and summarized in Table 1 beldaff 8ategorized
approximately 2,800 MW of KCPL'’s generating plaatsBase capacity—
about 700 MW (34 percent) more than KCPL assigrnedhe Base
category. Similarly, Staff assigned 266 MW (28 percent) enocapacity
to the Peak category and 975 MW (66 percent) legmaty to the
Intermediate category than did KCPL.

Table 1. BIP Capacity Categories

Capacity (MW) Difference
Category KCPL Staff MW Percent
Peak 947 1,213 266 28%
Intermediate 1,485 510 (975) -66%
Base 2,082 2,791 709 34%
Total 4,514 4,514 0 0%

Source: Schedule DWG-R-1.

These inconsistencies point out another seriouw fia the BIP
Method—the arbitrary assignment of generating pglam the BIP

categories. Even KCPL and Staff cannot agree donhaplants should be

! See Staff's COS Report at 19:17-18. My review of 8taflass COSS workpapers indicates that
Staff's Production-Energy allocation factor is bdea test-year, loss-adjusted kWh by class. |
should note that Staff did correct KCPL's improp#ocation of off-system sales margins by
allocating these margins on the basis of energy-elwfallows Commission precedent.
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assigned to a specific category. Staff appardrglieves that fixed costs
associated with an additional 700 MW of KCPL's haad generating
capacity should be allocated to classes on the lpdgnergy. In contrast,
KCPL allocates fixed costs associated with thisacap on the basis of an
adjusted 12CP allocator. Both Staff and KCPL cateoright about how
these particular capacity costs should be allocafet nobody can prove
that either party is correct, since the assignméptants to BIP categories
depends not on readily observable load measurégather on arbitrary
and untested analyses of plant operating charatitsrand costs. Without
an objective standard for assigning plants to dapaategories, the BIP

Method is subject to manipulation.

IN YOUR OPINION, IS STAFF'S CLASSIFICATION OF
PRODUCTION PLANT OUTSIDE THE MAINSTREAM OF
EMBEDDED COST ANALYSIS?

Yes. The three primary steps in a class COSSfuaretionalization,
classification, and allocation. In embedded ctstliss, fixed production
plant costs are typically classified as demandiedlacosts, and then
allocated to classes using factors that reflecy cnstomer demands or a
combination of demand and energy measures. Biftslass COSS, Staff
classified Peak and Intermediate production plantemand-related, and
allocated these costs to rate classes on the lodsedjusted 12CP
(Intermediate) and 4CP (Peak) demands. This @lzetsdn of production
plant costs is standard in embedded cost-of-sestimtes.

In contrast, Staff classified 100-percent of theedi costs of baseload
capacity assigned to the Base categoryeagy-related costs, and
allocated these fixed costs on the basis of energy-demand. This 100-

percent energy cost classification is not standard] is outside the

2 The capacity values shown in Table 1 and SchddWe&-R-1 reflect total KCPL capacity—not
just capacity assigned to the Missouri retail gidson.
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mainstream of embedded cost analysis. Energyerkladsts vary with

energy (kWh) production and consumption. The fixedts of baseload
units do not vary with plant output. As a resulbsts associated with
these plants should be classified as demand-retatetd. In my opinion,

all of the demand-related costs should then becatéal on the basis of
class demands. (I prefer the use of coincidenk peanands.) Even cost
analysts that believe some fixed production coktailsl be classified as
energy-related (for example, advocates of peak aretage allocation
methods) at least recognize that production pleed Bome capacity
value—thereby justifying classifying at least sopaat of fixed baseload
plant costs as demand-related. But Staff's BIP hdétrests on the
implicit assumptions that baseload capacity hasapacity value and is
built solely to provide low-cost energy. As a tesGtaff classified all

fixed production costs assigned to the Base cayegerenergy-related

costs®

UNDER STAFF'S BIP CLASS COSS, WHAT PERCENTAGE OF
KCPL'S FIXED PRODUCTION COSTS IS ALLOCATED ON THE
BASIS OF ENERGY?

As | noted, Staff classified 100-percent of fixedseload plant costs as
energy-related costs. Moreover, in reviewing SGHSS workpapers, |
found that Staff allocated almost 87 percent of KGPtotal fixed
production plant costs (gross) on the basis of ggnén its BIP class
COSS! This percentage is extraordinarily high, and etally means that
Staff is allocating almost all of KCPL'’s fixed pnaction costs on the basis
of energy. In my career, | have participated i KGases in approximately

30 regulatory jurisdictions, and reviewed and aredy dozens of cost

3 See Staff's COS Report at 12:1-2.
* In KCPL's BIP class COSS, around 72 percent oPK® total production plant costs (gross)
were allocated on an energy basis (allocation fdeEEM1A). Since Staff assigned more capacity
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studies presented in these cases. | have neveumeced another cost
study with an energy-based fixed production cokication percentage
this high.

IS STAFF'S COST CLASSIFICATION A PROBLEM?

Yes. Staff not only improperly classified baselgalant costs as 100-
percent energy-related costs, it compounded ity &y adding more than
700 MW of capacity to the Base category comparad@eL. (See Table
1.) Because Base capacity costs are allocated asienergy-based factor
in Staff's BIP class COSS versus a demand-basedadibn factor for
Intermediate and Peaking capacity costs, Staffissification of baseload
capacity unjustly shifts cost responsibility to lneg load factor rate classes
(in particular, the Large Power Service (LPS) dlassn other words,
Staff's baseload classification error and arbitr@sgignment of generating
units to the Base category produce results in I8 &ass COSS that
indicate the LPS class is currently paying ratelweKCPL's cost of
service. As | discuss in more detail later, Statied on these COSS
results in recommending a disproportionate rateresme for LPS

customers.

IF THE COMMISSION DECIDES THAT KCPL'S PRODUCTION

COSTS SHOULD BE ALLOCATED USING A METHOD THAT

REFLECTS CLASS ENERGY USE AS WELL AS PEAK
DEMANDS, WHAT METHOD WOULD YOU RECOMMEND IN

THIS CASE?

| would recommend using the average and excesgsnfincoincident peak

allocation methodology (AED-4NCP Method) proposedthis case by

to the Base category than KCPL, the percentageaofystion plant allocated on the basis of
energy in Staff's class COSS was much greater.
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witness Maurice Brubakér. Unlike the BIP Method, the AED-4NCP
Method:

B Requires no arbitrary classification of productt@pacity.

B Recognizes the capacity value of baseload gengratiits.

B Relies on readily observable load data to develibgration

factors.

While | prefer the 4CP Method that | used in the BDOlass COSS
described in my direct testimony, the next begratitive presented in this
case is the AED-4ANCP method proposed by witnesbdker.

HAS THE COMMISSION PREVIOUSLY APPROVED THE AED-
ANCP ALLOCATION METHOD?

Yes. In a recent AmerenUE rate proceeding (CaseHER-2010-0036),
the Commission approved this method to allocate emdE’'s demand-

related production costs.

REVENUE SPREAD

DID KCPL PROPOSE ANY MAJOR INTERCLASS REVENUE
SHIFTS ON THE BASIS OF RESULTS FROM ITS CLASS COSS?

No. KCPL proposed spreading its proposed $92Iliomi(13.8 percent)

rate increase on a uniform, across-the-board ptxgerbasis to each class.
As | noted in my direct testimony, this proposaressonable given the
unreliability of results from KCPL'’s class COSS ath@ need to temper

class rate increases during tough economic times.

® See the direct testimony of Maurice Brubaker at 201315.
® See the Commission’&eport and Order in Case No. ER-2010-0036 at 86-87.
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DID WITNESSES SCHEPERLE AND MEISENHEIMER ALSO
PROPOSE AN ACROSS-THE-BOARD REVENUE SPREAD?

No. Both Staff and OPC proposed shifting reveniwethe higher load
factor LPS class. More specifically, withess Sarkpproposed:

B Allocating the first $13 million of any approveagvenue
increase on an across-the-board basis to each wlasse
current rates are below cost of service.

B Allocating any approved increase above $13 millan an
equal percentage across-the-board basis to altledses.

B Allocating any approved rate decrease on an athesboard
basis to each class whose current rates are ahbmsteot
service’

Witness Meisenheimer did not identify how any appw revenue
increase should be spread across rate classes.teadnswitness
Meisenheimer simply proposeédvenue neutral shifts® under current rates
that would:

B Shift approximately $4.4 million in additional mwe to the
LPS class.

B Reduce revenues from the Small General Servicss dy
about $3.8 million.

B Reduce revenues from the Medium General Servigesdby
about $0.5 millior?.

DO YOU AGREE WITH THE REVENUE SPREADS PROPOSED
BY WITNESSES SCHEPERLE AND MEISENHEIMER?

No. Their proposed revenue spreads (or revenugateshifts) are based

on results from flawed BIP class cost studies. | Akowed in my direct

" See the direct testimony of Staff witness Michael 8hé&perle at 2:16-26.

8 Witness Meisenheimer definesexenue neutral shift (direct testimony at 4:17-19) as a change
in class revenues under current rates holding K&E&L revenues constant.

° Ibid. at 4:13-5:23.
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testimony, correcting key flaws in KCPL’s class C®produces results
that simply do not support significantly increasthg revenue requirement
of the LPS class relative to other classes. Famgte, the DOE 4CP cost
study presented in my direct testimony showed ¢hét a system average
increase is necessary for the LPS class, but aaelle average increase
is necessary to move the Residential class clasecost of service.
Witnesses Scheperle and Meisenheimer relied otalyflawed cost-of-
service methodology to support their revenue spreadls a result, their
revenue spreads are also fatally flawed and shbeldejected. The
Commission should approve an equal percentagesatttesboard revenue

spread.

DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY?

Yes.
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AFFIDAVIT

Commonwealth of Virginia )
County of Fairtax ) SS

Before me this day appeared DENNIS W. GOINS of Potomac Management Group, who
stated under oath that the foregoing testimony was prepared by him or under his direct
supervision and control; that he has knowledge of the matters set forth in said testimony;

and that such matters are true and correct to the best of his knowledge, information, and

belief.

,«-";{ ¥
Subscribed and sworn to me this _“7 i day of December 2010,

e S

Dennis W. Goins

~f
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/ Notary Public

REYNA MARIBEL VANEGAS
Notary Public
Commonweaith of Virginia
320413
My Commission Expires Jan 31, 2014

My Commission Expires:
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Schedule DWG-R-1
Page 1 of 1

Production Capacity by BIP Category

Unit MW KCPL STAFF
Wolf Creek 545 Base Base
latan 1 494 Base Base
latan 2 465 Base Base
Hawthorn 5 563 Base Base
Spearville 1 15 Base Base
La Cygne 1 368 Intermediate Base
La Cygne 2 341 Intermediate Base
Montrose 1 170 Intermediate Intermediate
Montrose 2 164 Intermediate Intermediate
Montrose 3 176 Intermediate Intermediate
Hawthorn 6 + 9 266 Intermediate Peak
Hawthorn 7 75 Peak Peak
Hawthorn 8 76 Peak Peak
Northeast 11 412 Peak Peak

Northeast 12

Northeast 13

Northeast 14

Northeast 15

Northeast 16

Northeast 17

Northeast 18

West Gardener 1 308 Peak Peak
West Gardener 2

West Gardener 3

West Gardener 4

Osawatomie 76 Peak Peak

Source: Paul Normand direct at 9:Table 2; Staff COSS workpapers; Staff capacity categories adjusted to
eliminate 48 MW not included in Normand Table 2.



