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DIRECT TESTIMONY

OF

JANICE PYATTE
THE EMPIRE DISTRICT ELECTRIC COMPANY
CASE NO. ER-2004-0570
Q.
Please state your name and business address.

A.
My name is Janice Pyatte and my business address is Missouri Public Service Commission, P.O. Box 360, Jefferson City, Missouri 65102.

Q.
Are you the same Janice Pyatte who previously filed prepared direct testimony on September 20, 2004 on the issue of Revenues?

A.
Yes, I am.

Q.
What has been your work experience on the issue of rate design in prior cases?

A.
I filed testimony on the design of electric rate schedules for The Empire District Electric Company (EDE or Company) in Case No. EO-91-74, EDE’s last rate design case (later consolidated with Case No. ER-94-174).  I also filed rate design testimony in each of the Company’s last four rate increase cases: Case Nos. ER-95-279, ER-97-81, 2001-299, and 2002-424.

Q.
What is the purpose of your direct testimony on the issue of rate design?

A.
My testimony addresses multiple aspects of EDE’s rate design for permanent rates, including rate structure, rate application, and rate levels.  Schedule 1 attached to this testimony is a narrative of the history of EDE’s rate design changes.  I will report the results of Staff’s analyses of seasonal cost recovery and fixed/variable cost recovery by current rates.

I am responsible for the development of the annualized, normalized, growth-adjusted seasonal billing units and seasonal rate revenues that are shown on Schedule 2 attached to and filed with this testimony.  The annual rate revenues shown on Schedule 2 in my September 20, 2004 testimony on Revenues is equal to these billing units multiplied by current rates.

The billing units shown on Schedule 2 are listed by type of charge: namely, the number of bills used to compute the customer charge; the level of demand (kW) used to compute the demand charge; and the energy usage (kWh) used to compute the energy charge.  These billing units, if adopted by the Commission, will be used to design the final rates that result from the Commission’s decision on the appropriate level of the Company’s overall revenue requirement

Q.
Which Staff witness in this case presents studies that you relied upon in your analysis of seasonal cost recovery by current rates?

A.
I relied on the results of Staff witness Hong Hu’s class cost-of-service study presented in her direct testimony prefiled September 27, 2004 and the results of her seasonal cost study presented in her rate design testimony prefiled October 4, 2004 in my analysis of seasonal cost recovery by current rates.

Q.
Is any other Staff witness addressing rate design in this case?

A.
Staff witness James C. Watkins is addressing the rate design of the Interim Energy Charge (IEC) proposed by Staff.  The distinction between my testimony and that of Mr. Watkins is that I am addressing the design of EDE’s permanent rates.

Q.
What rate classes and rate schedules are being addressed in your rate design testimony?

A
Ms. Hu’s class cost-of-service study and seasonal cost study were done by rate class.  Rates need to be designed by rate schedule. The rate schedules and the associated rate classes are:

	Rate Schedule
	Cost of Service Class

	Residential Service (“RG”)
	Residential

	Commercial Buildings (“CB”)


	Small General Service

	Small Heating (“SH”)
	Small General Service

	Total Electric Buildings (“TEB”)
	Large General Service

	General Power (“GP”)
	Large General Service

	Large Power (“LP”)
	Large Power

	Special Transmission-Praxair (“SC-P”)
	Praxair


Rates for a number of rate schedules which were not studied by Ms. Hu must also be developed.  These are PFM-Feed Mills (“PFM”), MS-Traffic Signals (“MS”), LS-Special Lighting (“LS”), SPL-Municipal Street Lighting (“SPL”), and PL-Private Area Lighting (“PL”).

Recovery of Seasonal Costs through Seasonal Rates

Q.
What do you mean when you use the term “seasonal” rates?

A.
A seasonal rate is a rate component used for determining a customer’s bill that varies depending upon whether the bill is for service provided during the four summer billing months (mid-June through mid-October) or the eight winter billing months.  Most of EDE’s existing rate schedules contain energy rate components that vary by season.

All Missouri electric companies achieve their system peak demand and their highest costs in the summer.  So seasonal rates in Missouri are higher in the summer than in the winter.

Q.
For the test year, have you examined how much revenue would be collected in each of the two seasons based on EDE’s current Missouri rates?

A.
Yes, I have.  By rate schedule, the seasonal revenues that EDE would collect on a normalized, growth-adjusted basis are shown on Schedule 2.  I developed these seasonal revenues by multiplying the seasonal billing units I developed by EDE’s current seasonal rates.  $100,840,818 would be collected in the summer and $142,267,158 would be collected in the winter; i.e., 41% of total rate revenue would be collected in the four summer billing months and the remaining 59% would be collected in the eight winter billing months.

Q.
How do the seasonal revenues that would be collected by current rates compare to EDE’s seasonal costs?

A.
According to the seasonal cost study results that Ms.Hu presents in Schedule 2.6 of her rate design testimony prefiled in this case on October 4, 2004, 37% (=$86,729,090/$231,571,610) of EDE’s total Missouri costs are incurred in the summer and 63% are incurred in the winter.  The table below presents, by season, a comparison of the proportion of revenue collected with the costs incurred.

	Season
	Revenues
	Costs

	Summer
	41%
	37%

	Winter
	59%
	63%


Q.
Why did you analyze EDE’s seasonal cost recovery in its current Missouri rates?

A.
The Company has expressed concern on several occasions that the existing rates do not adequately match recovery of changes in its costs with those changes in costs and, thus, do not provide sufficient revenue stability.  The question that this analysis was designed to answer is: does the existing rate design collect revenues in each season that correspond to the costs that are incurred in each season?

Q.
Based on your analysis what is your answer to that question?

A.
No significant changes to the relationship between summer and winter rates are warranted.

Q.
Do you have any other comments regarding EDE’s billing of seasonal rates?

A.
EDE’s current application of seasonal rates results in some customers being priced on summer rates and others being priced on winter rates in the calendar months of June and October.  As far as I can determine from examining EDE’s billing data, this practice is consistently followed.  Thus, over the calendar year, each customer will have exactly four summer bills and eight winter bills.  The main difficulty with this practice is that the Company does not collect and retain aggregate billed kWh sales and billed revenue by rate schedule and billing season in those months.  To rectify this data gap I recommend that EDE’s Revenue Report be expanded to include a breakdown by billing season.

Recovery of Fixed and Variable Costs through Fixed and Variable Rates

Q.
Did you examine the fixed/variable cost recovery in EDE’s current Missouri rates?

A.
Yes.  I performed an analysis to address the question: does the existing rate design appropriately recover fixed costs through fixed charges and variable costs through variable charges?

Q.
Please explain how rates are structured to recover fixed and variable costs for each customer class.

A.
For large customers (rate schedules LP, GP, and TEB), the customer-related costs (e.g. material and labor cost of the meters and services) are to be recovered through recurrent monthly customer charges.  The capacity-related costs (e.g. cost of distribution lines) are to be recovered through demand charges that are applied to customer demands for each month.  And the energy-related costs (e.g. cost of fuel) are to be recovered through energy charges that are applied to the amount of electricity that a customer consumes in each month.


For residential customers and small non-residential customers (rate schedules CB and SH), demand meters are not installed.  In other words, it is not possible to measure customer demands for these customers and demand charges cannot be applied.  Therefore, in addition to the direct customer-related costs being recovered through recurrent monthly customer charges, all the other costs would have to be recovered through energy charges which are applied to the amount of electricity a customer consumed in each month.

Q.
What analysis has been done to determine the proportion of revenues that are designed to recover fixed and variable costs?

A.
I summed the energy charges for all customer classes to determine the proportion of revenue that is designed to recover variable costs.  Approximately 82% of Missouri rate revenue was collected through energy charges in the test year.

Q.
What analysis has been done to determine the portion of fixed and variable costs that needs to be recovered through different rates?

A.
I have summed up the costs related to the production function and transmission function to determine the proportion of variable costs that needs to be recovered through energy charges.  In addition, since there is no demand charges for the residential, CB and SH rates, the demand-related distribution costs are also included in the calculation of variable costs that needs to be recovered through energy charges.  As a result, approximately 86% of Missouri costs are to be recovered through energy charges.

Q.
What is Staff’s recommendation based upon the results?

A.
The results of this analysis show that there is no significant misalignment between the recovery of fixed and variable costs through fixed and variable rates.  Therefore the Staff believes no adjustment to the current fixed/variable rate structure is warranted.

“Small Customer” Rate Structure/Rate Design Proposals

Q.
How do you define “small customers”?

A.
I am defining “small customers” to be those customers who are equipped with energy-only metering.  These customers are served on the RG-Residential, CB-Commercial Buildings, SH-Small Heating, PFM-Feed Mills, MS-Traffic Signals, and LS-Special Lighting rate schedules.

Q.
What is the relationship between “small customer” rate schedules, rate structure, and energy-only metering?

A.
The current “small customer” rate structure consists of a monthly customer charge ($ per bill) that is independent of usage, and one or more energy (cents per kWh) rates.  Energy rates are generally seasonally differentiated and may contain multiple rate blocks (different rates for additional usage).  Other common rate structure elements, such as demand ($ per kW) rates, cannot be used to bill these customers, because they lack the appropriate metering to collect the required data.

Q.
Please summarize Staff’s rate structure/rate design proposals for “small customer” rate schedules:

A.
Staff’s rate structure/rate design proposals for “small customer” rate schedules are:

· Maintain the existing rate blocks 

· Maintain the seasonally-differentiated energy rates (i.e., higher rates charged in the summer season than in the winter billing season)

· Maintain the “flat” (uniform cents per kWh) feature of the summer energy rates to provide proper “price signals” to customers

· Charge the same standard customer charge on the CB and SH rate schedules 

“Large Customer” Rate Structure/Rate Design Proposals

Q.
How do you define “large customers”?

A.
I am defining “large customers” to be those customers who are equipped with metering that measures both energy (kWh) and demand (kW) (known as demand-metering).  All customers served on the GP-General Power, TEB-Total Electric Buildings, LP-Large Power, and SC-P Praxair rate schedules meet this criterion.  In addition, there may be a few demand-metered customers on SGS rate schedules due to rate switching.

Q.
What is the relationship between “large customer” rate schedules, rate structure, and demand metering?

A.
The current rate structure for the GP, TEB, LPS, and SC-P rate schedules consists of a customer charge ($ per bill), a demand charge ($ per kW), and a multi-block energy charge (cents per kWh).  Both the demand rates and the energy rates are seasonally differentiated.  Demand metering on each customer’s premise makes application of a demand charge possible.  It also allows for customer-specific blocking of energy (Hours Use rates). 

Q.
Please summarize Staff’s rate structure/rate design proposals for “large customer” rate schedules.

A.
Staff’s rate structure/rate design proposals for “large customer” rate schedules are:

· Maintain seasonally-differentiated energy and demand rates (i.e., different rates charged in the summer season than in the winter billing season)

· Introduce a distribution facilities charge to the GP, TEB, and LP rate schedules

· Introduce a discount to the Large Power rate schedule to apply to any customers delivered at a higher-than-primary voltage level

· Maintain the multi-HU rate block feature of the energy charge

· Preserve the “continuity-between-rate-schedules” feature of the GP and LP rate schedules.

· Charge the same standard customer charge on the GP and TEB rate schedules

The tariff filing that initiated this case indicated that the Company is proposing to change a number of these features of the existing rate design.

I am also proposing that customers who switch rate schedules be billed based on the customer charge of the rate schedule they switched from, rather than the one the customer switched to.  This proposal is in response to the large number of customers who switched from one rate schedule to another during the test year.

Customer Charges

Q.
Please briefly describe the structure and design of EDE’s customer charges.

A.
All active customers are currently assessed a monthly, fixed-dollar customer charge.  Customer charges are designed to recover those costs that relate to being an active customer (i.e., being supplied by the company with the potential to use electricity), whether there is any electricity used or not.  Examples of these costs are a line to deliver electricity to the customer’s premise (“services”), a meter (“meters”), the need to collect usage data (“meter reading”), computing/sending/collecting a bill (“billing”), and assisting the customer (“customer service”).

While all customers within a rate schedule are assessed the same monthly dollar customer charge, the amount can vary by rate schedule.  In general, rate schedules designed to provide service to larger size customers (measured in terms of both usage and demand) have higher customer charges than rate schedules designed provide service to smaller customers, to reflect such differences as more expensive meters and facilities needed to deliver electricity to their premise and the need to collect more monthly usage data (in many cases from multiple meters) and perform more complex rate calculations.

Current customer charges are $8.75 per month (Residential), $12.32 per month (SGS), $44.73 per month (LGS), and $164.53 per month (LP).

Q.
What feature of EDE’s current customer charge should be retained?

A.
EDE’s current rate structure for the customer charge has a feature that Staff recommends be retained; namely, that both rate schedules contained in Staff’s rate classes are assessed identical customer charges.  This applies to both SGS rate schedules (CB and SH); both LGS rate schedules (GP and TEB); and to the LP and SC-Praxair rate schedules.

Q.
What new feature of the customer charge is Staff proposing?

A.
An additional, attractive feature of EDE’s current customer charges is that LGS customers who have the same type of metering as LP customers are assessed the LP customer charge, despite being served on one of the LGS rate schedules.  Staff’s proposal is to expand this feature so that customer size (as measured by the customer’s maximum demand over the month being billed and the prior 11 months) be used to determine which of the three customer charges (SGS, LGS, LP) will be used in the billing of any individual customer.

Under this proposal, customer charges will continue to be billed on a $-per-bill basis but the choice of which particular $-per-bill rate to be used will be based on the customer’s size, rather than based solely on the specific rate schedule. 

Q.
Who would be affected by this proposal to base customer charges partly on size?

A.
It will only apply to those customers who switch between rate schedules. Under this proposal, many customers who switch rate schedules will continue to pay the customer charge of the rate schedule they left, rather than the one they switched to.

Q.
What is the rationale for partly basing the level of the customer charge on customer size? 

A.
The rationale for such a proposal is that customer costs and the associated customer charges are designed for the “average” customer in the rate class.  A large-size customer who switches from a large-customer rate schedule to a smaller-size customer rate schedule (such as LP to LGS or LGS to SGS) has not suddenly become an “average” customer on the new rate schedule in terms of customer-related costs, so it should not be treated in the rate design as if it were.

This proposal is in response to the large number of customers who switched from one rate schedule to another during the test year.

Facilities Charges

Q.
Please describe Staff’s proposal to introduce a facilities charge.

A.
Staff’s proposal is to split the existing demand charges into two components: a component that recovers fixed-demand and the customer-related distribution costs not recovered in the customer charge; and a component that recovers variable distribution costs.  The “variable” portion would continue to be charged on a $-per-billed- kW basis, continue to be called a “demand charge,” and the associated rates would continue to be seasonally differentiated.  The “fixed” component would be billed on a $-per-maximum-kW basis, would be called a “facilities charge,” and the associated rates would be the same in both the summer and winter billing seasons.

Q.
Which rate schedules would have a distribution facilities charge under your proposal?

A.
Ideally a facilities charge would apply to all but the very smallest non-residential customers.  Praxair is currently served on a rate schedule that contains a facilities charge.  The only other EDE customers currently assessed demand charges are those on the GP, TEB, and LP rate schedules.  Smaller customers, such as those on the CB, and SH rate schedules lack the metering to record and bill monthly demands.  Thus this proposal will only apply to the GP, TEB, and LP rate schedules.

Q.
Would the level of the facilities change by rate schedule?

A.
The facilities charge rate would be the same on a loss-adjusted basis on all affected rate schedules. 

Q.
How would the proposed facilities charge be billed?

A.
The proposed facilities charge would be customer-specific, and would be based upon each customer’s maximum demand over the month being billed and the prior 11 months (facilities demand).  Annual maximum demand would be used for billing the facilities charge rather than billing demand because it is a better proxy for the sizing of facilities the Company has installed for each customer.

Schedule 1 presents the billing units that would be applicable for billing a facilities charge for the GP, TEB, and LP rate schedules.

Q.
Why would the facilities rate per kW be the same in the summer as in the winter billing months?

A.
Because the costs being recovered through the facilities charge (fixed-demand and the customer-related distribution costs) do not vary by season.

Q.
What is the rationale for adding a facilities charge to the existing rate structure?

A.
One of the difficulties of designing rates for customers served on the GP, TEB, and LP rate schedules that there is considerable heterogeneity in terms of size (max kW) and load factor (constancy of usage over time) among the customers.  Class cost of service can provide insight into how to price the “average customer” in the class but rate design has to deal with the fact that no customer is exactly average.  Assessing the portion of the existing demand charge that is solely related to customer size will better match intra-class cost causation with the recovery of those costs.

Q.
Do any other Missouri regulated electric companies have distribution facilities charges?

A.
Yes.  The Kansas City Power & Light Company and Aquila Networks-L&P Missouri rate schedules contain facilities charges.  In both instances, the facilities charges are applied to all but the very smallest non-residential customers. 

Rate Continuity
Q.
What is the “continuity-between-rate-schedules” feature of EDE’s existing GP and LP rate schedules?

A.
The customers receiving service on the General Power rate schedule exhibit, as a group, significantly different load and cost characteristics than do the group of customers served on the Large Power rate schedule.  Despite these “group” differences, there is very little difference between the largest customer on the General Power rate schedule and the smallest customer on the Large Power rate schedule.  These rate schedules were deliberately designed to be ”continuous” in the sense that these two customers will see very little difference in their electricity bills as they move from one rate schedule to the other.  This “rate continuity” encourages the largest GP customer to gravitate to the Large Power rate schedule as its size and load factor grows and, conversely, the smallest LP customer may easily move to the GP rate schedule if its electricity load shrinks.

Q.
What are the consequences of altering the “continuity-between-rate-schedules” feature of the existing rate design?

A.
Since the “continuity –between-rate-schedules” feature sends, fundamentally, price signals that guide individual customers in their choice of rate schedules, altering the relationship between rates schedules may be a detriment.  To the extent that a change between rate schedules results in large customers switching to rate schedules that were designed for small- or medium-sized customers, or visa-versa, the result will be rates that track the costs of a different group of customers than the group for whom those rates From the perspective of someone who designs or administers tariffs, “rate continuity” is a good thing, because it provides the correct “price signals” to customers. Rate continuity, working in concert with the rate structure and rate levels, keeps large customers on the Large Power rate schedule and keeps medium-sized customers on the General Power rate schedule and so on. Regaining rate continuity, once it is lost, is a very difficult and time-consuming process within the regulatory system, so these rate design “problems” tend to last for a very long time.


From the perspective of customers, rate schedule continuity is irrelevant.  Customers do not choose service under a specific rate schedule because it correctly prices their pattern of consumption.  Customers are concerned with receiving the lowest electric bill possible for a given level and time pattern of consumption and will readily move from one rate schedule to another if doing so will economically benefit them.

Q.
What actions should the Commission take to preserve rate continuity?

A.
Rate design proposals that preserve the “continuity-between-rate-schedules” feature are those that uniformly increase all rate components that are “linked.” 
The revenue effect of rate switching by customers in response to rate design changes needs to be anticipated and explicitly accounted for.  Otherwise, the Company will not have a reasonable opportunity to collect the revenues authorized by the Commission.  The problem can be mitigated if the Commission allows EDE to account for rate switching as part of their filing of tariffs in compliance with the Report and Order in this case.

Treatment of Voltage Level in Permanent Rates

Q.
Briefly describe how customers are classified by voltage level for billing purposes? 

A.
Customers are put into one of two classifications—receiving service at “primary voltage” or receiving service at “secondary voltage.”  Secondary voltage level customers are provided delivery of electricity at standard (i.e., household) voltage.  The Company is responsible for the acquisition, maintenance, repair, and replacement of all of the required equipment.

Primary voltage-level customers provide their own secondary facilities and assume responsibility for the acquisition, maintenance, repair, and replacement of that equipment.  It is the customer’s choice whether to be delivered at primary or secondary voltage level (i.e., to provide its own secondary facilities or use Company-provided secondary facilities).

Q.
How do EDE’s current rate schedules account for differences in the voltage level at which electricity is delivered to a customer?

A.
EDE’s current rate schedules account for delivery voltage level differences between primary and secondary customers by a $-per-kW discount or adder on the demand charge.  For example, the current LPS rate schedule assumes that each customer is primary for billing purposes (i.e., provides its own transformer and secondary facilities).  If, instead, the Company provides this equipment/service for the customer’s use, the customer pays a per-kW “adder” in addition to the standard demand charge (i.e., a higher demand charge per kW than the primary customers).  Similarly, the current GP rate schedule assumes that the Company provides all necessary secondary facilities for each customer.  In the situation where a customer supplies its own secondary facilities (i.e., is delivered at primary), a $-per-kW discount to the demand charge is provided.

Q.
How can Rider XC affect the treatment of delivery voltage level in the rates?

A.
Rider XC provides for EDE installation of special facilities or facilities in “excess” of those provided via the standard rate schedule to serve a specific customer. Facilities "acquired” from the Company via Rider XC are “paid for” by a monthly charge of 1.25% of the actual cost of the dedicated facilities. In certain situations, Rider XC facilities will have the effect of changing a customer’s billing classification from secondary to primary voltage level.  The customer’s bill for primary service on the general application rate schedule is computed the same whether the customer acquires its secondary facilities via Rider XC or by some other means.

Q.
Has the Staff’s class cost-of-service study and seasonal cost study reflected delivery voltage level differences?

A.
Yes.  Ms. Hu only allocated EDE costs associated with secondary facilities to secondary voltage level customers.  In addition, Ms. Hu excluded the costs related to secondary facilities that are paid for via Rider XC from the total costs to ensure that my rate design only recovered the costs to be included in the standard rates.

Q.
Is Staff proposing to change the existing treatment of voltage level in the rates?

A.
The existing treatment of primary and secondary voltage levels in EDE’s existing rate schedules should be maintained.  However, the general application Missouri rate schedules do not contemplate that customers will be served at voltage levels above primary.  If such high-voltage-level customers exist now or are contemplated to exist in the future, then the rate schedules need to be modified to also reflect an appropriate treatment of higher voltage levels.

Lighting Rate Structure/Rate Design Proposals

Q.
What is Staff’s rate structure/rate design proposal for the lighting rate schedules?

A.
Staff’s rate structure/rate design proposal for PL-Private Area Lighting and SPL-Municipal Street Lighting is to apply the overall percentage increase that the Commission determines to be appropriate to each and every rate component.  These rate schedules were not studied as part of the class cost-of-service study.

Power Furnace Rate Schedule

Q.
What is the Staff proposal for the Power Furnace rate schedule?

A.
Staff is proposing to eliminate the existing Power Furnace (PF) rate schedule because there are no longer any customers served on that rate schedule.

Q.
Why eliminate the Power Furnace rate schedule rather than maintain it as an option for new customers? 

A.
The Power Furnace rate schedule was originally designed for customers with very unusual operating conditions.  It is unlikely that any new customers would have the same load characteristics as the customers that have departed.  Secondly, the existing Power Furnace rate schedule has a decades old, antiquated rate structure.  Even if any new customers would have the same load characteristics as the departed customers, I believe that the existing rate needs to be re-designed.  Thirdly, EDE can always add a new rate schedule in a separate tariff filing later when (if) a suitable customer (with known load characteristics) appears.

Q.
Does this conclude your rate design testimony?

A.
Yes, it does.
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