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Comes now the Missouri Industrial Energy Consumers (“MIEC”) and for its reply brief, states as follows:

Transmission Tracker

In its initial brief, the MIEC listed three conditions that must exist before the Commission should allow an expense to be tracked.  Those conditions were:

(1) Substantial enough to have a material impact upon revenue requirements and the financial performance of the business between rate cases; 

(2) Beyond the control of management, where utility management has little influence over experienced revenue or cost levels; and 

(3)
“Volatile in amount, causing significant swings in income and cash flows if not tracked”.” 


In its initial brief, KCPL states that for an expense to be tracked, it must meet the following conditions:

· The charges are material

· The charges are expected to change significantly in the near future.

· The charges are primarily outside the control of KCPL and GMO.

As can be seen from a comparison of the standards, KCPL modified one condition to remove the concept of “volatility.”  Obviously, KCPL was aware that the costs in question were not volatile and had to restate the condition in order to justify a transmission tracker.


In its initial brief, the MIEC discussed how KCPL failed to qualify for any of the three conditions necessary to track an expense.  The MIEC will not repeat those arguments again; however, it must be noted that the projected increases in these expenses do not represent a significant increase between rate cases, and the Commission should accept KCPL’s assertion of large numbers. Most of those expenses are already included in the base rates for KCPL.  It is only those costs which are volatile that need to be considered.  As it has already been established, since KCPL cannot establish that the costs are volatile, they changed the Commission condition.  Furthermore, KCPL failed to establish that any cost changes absent volatility are significant between rate cases.  KCPL discusses cost increases as far into the future as 2019.  Surely, KCPL is not suggesting that it will wait until 2019 before filing a new rate case.  


It its initial brief, KCPL presented two tables which depicted increased expenses for KCPL and GMO.  These expenses, as the title to the table reveals, are related to Base Plan Funding.  Base Plan Funding are the charges from the Southwest Power Pool (“SPP”) for the construction of transmission plant.  These charges do not vary in direct relationship with fuel or purchased power, or with any expense necessary to provide safe and adequate service.  The Commission has not previously authorized a utility to track capital expenditures between rate cases for consideration in a future rate case.  The Commission should not grant KCPL a transmission tracker to allow the deferral of transmission capital expenditures between rate cases in this proceeding.


KCPL argues that the trackers are indeed lawful.  KCPL must bifurcate its arguments to attempt to convince the Commission that the tracker is indeed lawful and does not violate single‑issue ratemaking or retroactive ratemaking.


First, KCPL argues that trackers do not involve ratemaking at all.  The MIEC would agree that establishing a tracker does not initially involve ratemaking.  However, it is unquestionable that when rates are reset in the future, the tracked expenses will be a component of the utility’s cost of service.  Therefore, contrary to KCPL’s statement, trackers are a rule relating to a rate, and will involve ratemaking at some time.  It is absurd to suggest that because the tracker is crafted to allow costs in future rates rather than immediately, that the tracker does not involve ratemaking.


KCPL also argues that trackers do not violate single-issue ratemaking as these tracked costs are measured in a rate case where all relevant factors are considered.  KCPL states that “single-issue ratemaking occurs only if a “public utility [is allowed] to change an existing rate without consideration of all relevant factors . . . .”.”  Here is where KCPL’s magical mirror needs to be adjusted.  KCPL argues that because it proposes recovery of tracked expenses in a rate case, that all relevant factors are being considered.  While it is true that all relevant factors are considered within a rate case, it is the time frame from which those relevant factors are considered that is at jeopardy.  During a rate case, a test year, a known and measurable period and/or true-up period is established to audit all operations of the utility.  It is the consistent period in time where the proper relationship between revenues, expenses and rate base are determined to establish new rates.  Although the overwhelming majority of the expenses, rate base and revenues are audited during a consistent time period, the tracked expenses are from a different period of time for which other aspects of KCPL’s operations will not be subject to review.  This period of time where no other aspects of a utility’s operations are reviewed is what causes single-issue ratemaking, even as defined by KCPL.


Finally, KCPL argues that granting a tracker does not constitute retroactive ratemaking.  Once again, KCPL must adjust the magic mirror to make sure the true image is distorted.  The MIEC, as stated above, does not believe the granting of a tracker in itself involves ratemaking, and thus would not involve retroactive ratemaking.  However, after a tracker is established and the utility includes recovery of a regulatory asset as a result of the tracker in a subsequent rate case, retroactive ratemaking is being proposed.  If the Commission grants recovery of the regulatory asset as a result of the tracker, retroactive ratemaking has occurred.  Granting recovery of a regulatory asset from a period prior to the test year in the rate case constitutes both single-issue ratemaking and retroactive ratemaking.  In order to avoid the violation of these ratemaking concepts in the future and to lessen the regulatory burden on all parties, the Commission should deny KCPL’s request to track transmission expenses.

Finally, KCPL has proposed to track transmission expenses, but opposes the tracking of transmission revenues.  KCPL argues that it is inappropriate to track the revenues associated with being a transmission owner.  KCPL asserts that it is improper to account for 100% of the revenues associated with 12% of the assignment of SPP costs.  The MIEC believes the recognition of revenues is essential if the Commission grants a transmission tracker.  If ratepayers will be subjected to increases in transmission expenses, they should receive the benefit from increased transmission revenues.  KCPL’s arguments would have ratepayers pay for increases in transmission expenses while rewarding shareholders with increased transmission revenues.  While this is certainly a win-win situation for KCPL, it is a losing scenario for ratepayers.

Revenue Allocation for KCPL
The only parties objecting to the Non-Unanimous Stipulation and Agreement concerning the allocation of any rate increase among customer classes are the Office of Public Counsel (“OPC”), AARP, and Consumers Council.  Notably, none of these parties filed any cost of service studies.  Rather, they all rely upon the one cost of service study (out of the six in the record) that comes closest to supporting their position.
  That one study, which produces results that are substantially different from the traditional studies presented by other parties, as well as from Staff’s study, is the base-intermediate-peak (“BIP”) study offered by Mr. Normand for KCPL.

The Non-Unanimous Stipulation and Agreement provides for only a very modest interclass revenue adjustment in which residential rates are increased by 1% and the other rates are proportionately reduced (by less than 1%) to maintain revenue neutrality.  The Industrials’ A&E-4NCP cost of service study, as well as the A&E-2NCP study, and the 4CP study, all support a much larger residential class increase in order to move to cost of service.  The same is true of the Staff’s cost of service study.
  After this modest adjustment, whatever amount of increase is awarded to KCPL is allocated to all customer classes as an equal percentage of current base rate revenues.  

As Mr. Brubaker testified at pages 3 and 4 of Exhibit 407, the BIP method has been on the street since about 1980, but has never caught on and is only infrequently even seen in regulatory proceedings.  It clearly is not among the frequently used mainstream cost allocation methodologies, and lacks precedent and theoretical support for its use.  

And, as Mr. Brubaker noted at page 2 of Exhibit 408, while Mr. Normand has been touting his BIP method for many years, he has been able to identify only one instance in which it was used by a regulatory commission.  If the method had virtue, it certainly would have been adopted more than once in 30 years.

It also is important to note that the BIP method has characteristics that are very similar to the characteristics of methods that this Commission has rejected in recent cases.  For example, in Ameren Missouri Case No. ER‑2010‑0036, the Commission rejected allocation methods which were heavily energy‑related, rather than demand-related, as is the typical cost of service study.  In the Ameren case, 55% of generation fixed costs in the rejected study were allocated on energy; whereas, in the case of the BIP almost 80% of the generation fixed costs are allocated on energy.
  This places BIP even further away from methods previously adopted by the Commission.  

In marked contrast, both the A&E-4NCP method that the Industrials have proposed, and the 4CP method that DOE proposed (and which Industrials support as a secondary method), recently have been adopted by this Commission.  The A&E-4NCP method has been adopted in several recent Ameren rate cases, and the 4CP method is routinely used to allocate KCPL’s generation fixed costs between the Missouri retail jurisdiction and the Kansas retail jurisdiction.  Both the A&E‑4NCP allocation and the 4CP method, as well as Staff’s allocation method, produce results that are comparable, and all support the reasonableness of the Non-Unanimous Stipulation and Agreement.
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�See Staff Exhibit 233 for a comparison of the cost of service results.   


�Staff calls its study BIP as well, but Staff’s version of the BIP study is materially different from Mr. Normand’s study (Exhibit 408 at page 3), and indeed at page 10 of Exhibit 233 Staff witness Scheperle is pointedly critical of Mr. Normand’s version of BIP.


�Exhibit 407 at page 6.
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