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DIRECT TESTIMONY
OF
LOIS J. LIECHTI

Case No. ER-2006-__
Please state your name and business address.
My name is Lois J. Liechti. My business address is 1201 Walnut, Kansas City, Missouri
64106-2124.
By whom and in what capacity are you employed?
I am employed by Kansas City Power & Light Company (“KCPL” or “Company”) as
Manager, Regulatory Affairs.
What are your responsibilities?
My responsibilities include the general supervision and leadership of KCPL’s Regulatory
Affairs staff and activities. KCPL’s Regulatory Affairs Department is responsible for
load research studies; regulatory reporting; the preparation of miscellaneous regulatory
filings and activities related to the Company’s Rules and Regulations, formal customer
complaints, and data requests; and various regulatory studies including the class cost of
service and the studies associated with the class cost of service.
Please describe your education, experience and employment history.
I'hold a Bachelor of Science degree in Engineering Technology from Missouri Western
State University, and a Master of Business Administration degree from Northwest
Missouri State University.
I have been employed by KCPL in my current position since August 2001. Prior to

joining KCPL, I was employed by St. Joseph Light and Power Company for nearly
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27 years. 1held various positions at St. Joseph Light and Power Company, including
Senior Engineering Technician-Distribution, Economic Research Analyst responsible for
load research, Demand Side Management Analyst, and my final position was Supervisor,
Pricing and Market Research.

I joined KCPL following the merger between Aquila and St. Joseph Light and Power
Company.

Have you previously testified in a proceeding at the Missouri Public Service
Commission (“MPSC”) or before any other utility regulatory agency?

Yes, I supplied testimony to the MPSC during the Aquila/St. Joseph Light and Power
merger case, EM-2000-0292. Thave also served as KCPL’s spokesperson before the
Kansas Corporation Commission (“KCC”) during roundtable meetings, and testified
before the Kansas House Utilities Committee.

What is the purpose of your testimony?

Case No. EO-2005-0329 was established by the MPSC to investigate an experimental
regulatory plan that addressed a number of issues facing KCPL in the next decade,
including the construction of a large coal-fired power plant, environmental facilities,
wind generation, and transmission and distribution facilities management and distribution
automation equipment. It also included a number of customer programs directed at
efficiency, affordability and demand response. EO-2005-0329 resulted in a negotiated
and approved Stipulation and Agreement (“Regulatory Plan Stipulation and Agreement”),
which included a requirement that KCPL file a formal rate case, along with a class cost of

service (“CCOS”) study on February 1, 2006. The purpose of my testimony in this case
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is to present the results of the class cost of service study and support the revenue
calculation.

I. CLLASS COST OF SERVICE STUDY
What is the purpose of the class cost of service study?
The purpose of the CCOS study is to determine the contribution that each customer class
makes toward the Company’s overall rate of return. The CCOS analysis strives to
attribute costs in relationship to the cost-causing factors of demand, energy and
customers.
Would the CCOS study serve as the basis for the determination of increasing or
decreasing overall revenue levels for KCPL?
No, not exactly. Different from a jurisdictional revenue requirement cost of service
analysis, the data period selected (i.e., test period) for the CCOS study was not adjusted
to reflect adjustments made in the course of a normal rate proceeding before the MPSC.
Typically, adjustments to annualize depreciation, rate base, expenses and other items, as
well as adjustments to reflect known and measurable changes, are made to the Company's
expenses, investments and revenues in rate proceedings. These kinds of adjustments are
not reflected in the CCOS study. Rather, a simplified jurisdictional cost of service
analysis was performed to provide the basis of the CCOS study.
Has the Company performed the CCOS study?
Yes, the Company used Management Applications Consulting’s EXCEL Cost-of-Service
software to conduct a CCOS study. A summary of the results of the Company’s CCOS
study is attached and marked as Schedule LJL-1 (HC).

What classes were selected as a basis for this CCOS study?
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The classes the Company used in its analysis are Residential, Small General Service,
Medium General Service, Large General Service, Large Power Service, and Lighting, as
set out in the Regulatory Plan Stipulation and Agreement.

Do these classes conform to the current electric rate tariffs?

Generally, they do. The Residential class has several rate classifications available to it
that include general use, one-meter general use and heat, and a two-meter rate with
general use on one meter and a separate meter for space heating. The Small General
Service, Medium General Service and Large General Service classes also have general
usage rates and all electric rates, plus they can be specific to the voltage level at which
the customer receives service. The Large Power Service class is distinguished by the
specific voltage at which the customer receives service. In total, the Company has five
(5) general categories of service (plus Lighting), but has over 100 rate categories to meet
the specific needs of the customer and reporting and billing requirements.

What test year was used for the CCOS study?

The test period for the CCOS study is the historical period 12 months ending September
2005.

Please provide an outline of the CCOS study as you are using it in this case.

In the context of this proceeding, KCPL has set out to perform an analysis of the
expenses, investments and revenues for the historical 12-month period ending September
2005 as determined from the Company's books and records. These expenses,
investments and revenues were evaluated to identify their relation to providing service to
various classes of customers and to determine their relative returns on rate base. The

result of this analysis is the CCOS study.
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What general categories of cost were examined and considered in the development
of the CCOS study?

An analysis was made of all elements of investment (rate base) and expense (cost of
service) for the purpose of allocating these items to the customer classes. The first step in
this process was to functionalize costs.

Please explain what you mean by “functionalize costs”.

In order to make the appropriate assignment of costs to the appropriate class of customer,
it is necessary to first group the costs according to their function. The functions used in
the CCOS study were production, transmission, distribution, and other costs.

Were these costs then assigned to the customer classes?

No. After making the functional assignments of costs, the next step was to classify the
costs.

Please explain what you mean by “classify costs”.

Functionalized costs are examined to determine if they are customer-related, energy-
related, or demand-related.

What do you mean by customer-related, energy-related and demand-related?
Customer-related costs are those costs necessary to provide electric service to the
customer. Some examples of these costs include meter reading, customer accounting,
billing and some investment in plant equipment such as the meter, service line and other
minimal distribution facilities necessary to make service available. Portions of the
distribution facility are separated between the customer costs and the demand costs.
Energy-related costs are directly related to the consumption of energy and consist of such

things as fuel and purchased power.
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Demand-related costs relate to the investment and expenses associated with the

Company's facilities necessary to supply the customer's energy and load requirements at

various load levels. The majority of demand-related costs consist of generation,

transmission and the non-customer portion of distribution plant.

Did the Company perform any special cost studies in order to determine the

customer, energy and demand components when the investments or expense were

within the same account?

Yes. As set out in Appendix I of the Regulatory Plan Stipulation and Agreement, KCPL

prepared studies of’

a) Primary/secondary split of distribution investment contained in Federal Energy
Regulatory Commission (“FERC”) accounts #364 through #367;

b) Customer/demand split of distribution investment contained in FERC accounts #364
through #368;

c) Meter costs (typical installed meter and associated replacement cost);

d) Service line costs (typical installed service line and associated replacement cost);

e) Meter reading;

f) Billing; and

g) Losses (load and no load).

With the above classification of plant investment and operating costs into customer-,

energy- and demand-related components, what was the next step in the CCOS

study?

The next step was to allocate each of the three categories of cost to each customer class

utilizing allocation factors appropriate for each of the above categories of cost.
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How are the allocation factors for customer-related costs generally determined?
Customer-related costs are generally allocated on the basis of the number of customers
within each class. Data for the development of the customer-related allocation factors
came from Company billing and accounting records. Some of the customer-related
accounts were allocated based on a weighted number of customers to reflect the
weighting associated with serving those customers.

How are the allocation factors for the energy-related costs generally determined?
Energy-related allocation factors were derived on the basis of each customer classes’
respective energy (kilowatt hour) requirements. Kilowatt-hour sales to each customer
class were available from Company records. The sales data was adjusted to reflect
normal weather, system losses and unaccounted for, in order to assign the Company’s
total system output. Company witness George M. McCollister describes this process in
his direct testimony.

Was the data for the development of class demand allocation factors also available
from Company billing records?

No. The data necessary to develop class demand allocation factors (production and
transmission) were derived from the Company’s load research data. Such data consisted
of the hour-by-hour use of electricity by each customer class throughout the study period.
Consideration of system losses, unaccounted for and sampling error was taken into
account in determining the class demands. Company witness George M. McCollister
describes this process in his direct testimony. Company witness Laura Becker provides
an overview of the Company’s load research in her direct testimony.

Was KCPL’s load research data used to develop any other allocators?
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Yes, it was used to develop distribution plant allocators based on customer’s non-
coincident loads within each class.

Are any costs assigned directly to classes?

Yes. In those instances where the costs are clearly attributable to a specific class, they
are directly assigned to that class.

After the determination of customer, energy and demand allocation factors for the
various elements of the Company's costs, what is the next step in the completion of a
CCOS study?

The next step is to apply the determined allocation factors to each element of rate base
and expense in the CCOS study.

Would you describe the various allocations factors and how they were applied to
each account?

Yes. In fairly simple terms, the Company used an allocation method called the Average
and Peak method to allocate production and transmission plant. This gives classes
recognition for both usage and contribution to peak load. The demand portion of the
distribution plant and related expense was allocated on two types of non-coincident
demands (“NCD”). Substation related equipment and expense were allocated on class
NCD allocators, while delivery equipment and expense were allocated on customer NCD
allocators. The customer portion of the distribution plant and related expense was
allocated based on the weighted number of customers. General and intangible plant were
allocated based on the sum of combinations of production, transmission and distribution
plant accounts. For example, if no production-related plant was in the account, it was

allocated based on an allocator that included only transmission and distribution plant.
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What is the next step in the CCOS study once the allocations are applied to the
various rate base, revenue and expense accounts?

The next step is to determine the relative return on rate base for each of the classes in the
study. The ratio of class revenues less expenses (net operating income) divided by class
rate base will indicate the rate of return being earned by the Company that is attributable
to a particular class. It is necessary to keep in mind that this is a snapshot in time. The
results of the CCOS study will most likely vary over time. The results of the study will
also vary if you apply different allocation factors to the study. By applying different
methods to the allocation process, you can change the outcome of the CCOS study.
What are the results of your CCOS study that you prepared and are submitting in
this case?

Schedule LJL-1 (HC) is a summary of revenue and expenses, net operating income, rate
base and rate of return for the total Company and the classes used in this study. Page 1 of
Schedule LJL-1 (HC) reflects returns as they occurred during the test period. Page 2 of
Schedule LJL-1 (HC) reflects equalized return on equity for all classes and the resulting
revenue adjustments that would be required if all classes provided the same rate of return.
What conclusions have you made from the results of the CCOS study?

The individual classes’ rates of return at current rates vary, and are shown in the

following table.
Residential Small Medium Large Large Other
General General General Power Lighting
Service Service Service Service
5.5% 8.3% 10.4% 9.0% 8.3% 2.9%

If rates were changed so that KCPL earned the same rate of return from each

customer class, how much would each class’s rates need to change?
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By the percentages in the table below.

Residential Small Medium Large Large Other
General General General Power Lighting
Service Service Service Service
7.5% -3.0% -9.0% -4.6% -2.3% 10.3%

How are the results of this CCOS study reflected in the Company’s proposed rate
design in this case?

Company witness Tim M. Rush addresses the use of the CCOS study in his direct
testimony regarding rate design.

II. REVENUE NORMALIZATION

How was retail revenue normalized for this case?

There were two discreet retail revenue normalizations done for this case. This case
includes a jurisdictional revenue requirement cost of service, based on a historical test
year ending December 31, 2005 (initially filed with nine (9) months actual and three

(3) months budget data), with updates for known and measurable changes, as of June 30,
2006, and with a true-up through September 30, 2006. This case also includes a
jurisdictional class cost of service based on a historical test year ending September 30,
2005. Normalizations were performed for each distinct test year.

Was the process used to normalize these two test periods similar?

Yes, regarding weather normalizations. But otherwise there are two exceptions. First, the
data used for the normalizations came from different periods. Second, the normalization
for the jurisdictional revenue requirement cost of service included an adjustment for
growth in number of customers, but the class cost of service did not.

Please describe the process.

10
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The retail revenue normalization is based on billing information extracted from the
Company’s customer information system (“CIS”). The extracted data is queried to
produce a summary of the billing determinants by month, by rate grouping.

How is this summarized billing information used?

This summarized billing information is used to create bill frequencies by rate schedule.
What are “bill frequencies by rate schedule”?

A “bill frequency by rate schedule” is a summary of all of the billing determinants
associated with a specific rate. The billing determinants are then used to calculate the
revenue generated by that rate. This calculated retail revenue is then compared to
reported revenue, thereby “proving the revenue”. This provides a method to adjust retail
revenues for weather and customer annualization, and provides normalized retail revenue.
The weather and customer adjustments are described in the direct testimony of Company
witness George M. McCollister.

Was retail revenue adjusted using the bill frequency billing determinants as
adjusted to reflect normal weather?

Yes, the retail revenue used in the jurisdictional revenue requirement cost of service was
adjusted for normal weather. The adjustment is provided in the direct testimony of Don
A. Frerking in Schedule DAF-2.

What was the retail revenue adjusted using the bill frequency billing determinants
as adjusted for customer annualization?

Yes, the retail revenue used in the jurisdictional revenue requirement cost of service was
adjusted for customer annualization. The adjustment is provided in the direct testimony

of Don A. Frerking in Schedule DAF-2.

1




Was the retail revenue used in the class cost of service adjusted in the same manner
as that used in the jurisdictional revenue requirement class cost of service?

Yes, the retail revenue used in the class cost of service was adjusted for normal weather.
It was not, however adjusted for customer annualization.

Does that conclude your testimony?

Yes, it does.

12




BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI
In the Matter of the Application of Kansas City )
Power & Light Company to Modify Its Tariffs to ) Case No. ER-2006-
Begin the Implementation of Its Regulatory Plan )

AFFIDAVIT OF LOIS J. LIECHTI
STATE OF MISSOURI )
COUNTY OF JACKSON ; "

Lois J. Liechti, being first duly sworn on her oath, states:

1. My name is Lois J. Liechti. I work in Kansas City, Missouri, and I am employed
by Kansas City Power & Light Company as Manager, Regulatory Affairs.

2. Attached hereto and made a part hereof for all purposes is my Direct Testimony
on behalf of Kansas City Power & Light Company consisting of twelve (12) pages and Schedule
LJL-1, all of which having been prepared in written form for introduction into evidence in the
above-captioned docket.

3. I have knowledge of the matters set forth therein. I hereby swear and affirm that
my answers contained in the attached testimony to the questions therein propounded, including

any attachments thereto, are true and accurate to the best of my knowledge, information and

belief.

ois J. Lﬁhtl

Subscribed and sworn before me this;fﬂlz;of January 2006.

RS N akaf g/?ﬂ [ﬂ
& . o~ U ; Notary Publi
LS W
My commissiol qxpL&s/b < ’ CAROL SIVILS

oy & - F Notary Public - Notary Seal

“ . &= \Y .

A SN ‘JW STATE OF MISSOURI
“, STATES _ Clay County

My Commission Expires: June 15, 2007
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