BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of the Application of KCP&L )
Greater Missouri Operations Company for ) File No. ER-2010-0356
Approval to Make Certain Changes in its ) Tariff No. JE-2010-0693
Charges for Electric Service. )

STAFF’S RESPONSE TO ORDER DIRECTING RESPONSES AND DIRECTING FILING

COMES NOW the Staff of the Missouri Public Service Commission (“Staff”’) and, for
its Response to the Commission’s Order Directing Responses and Directing Filing issued May

17, 2011, states:

1. In its Order Directing Responses and Directing Filing the Commission ordered

Staffto do the following:

Further, the Staff of the Commission shall specifically respond to paragraph 72 of
the GMO pleading and explain why or why not the capacity contract is not
sufficient.

and

Further, GMO, the Staff of the Commission, the Office of the Public Counsel, and
Ag Processing, Inc., a Cooperative, shall address the legal authority of the
Commission to require either GMO or Kansas City Power & Light Company to
provide electricity to the L&P district at cost from their portion of Iatan2 as a
condition of approving the allocation of Iatan 2 as requested by GMO.

2. Paragraph 72 of GMO’s pleading, in full, follows:

72.  The Commission’s decision is also incomplete in that it ignores
the GMO capacity allocation between MPS and L&P. GMO had proposed to
provide 60 MW of capacity to the L&P district from MPS’s available capacity
in the form of a capacity contract as well as the 41 MW of Iatan 2. The Order
does not address whether GMO is supposed to provide this capacity to L&P. If
the Commission were to utilize the Company’s allocation, the impact of adding
85 MW of capacity to L&P from MPS would have been a transfer of $1.3
million in revenue requirement from MPS to L&P.



3. Before addressing each of these directives, Staff believes an analogy to explain
the difference between capacity and energy will aid the Commission in better understanding the
implications and ramifications of Staff’s responses to the Commission’s directives. The analogy
Staff is using is the purchase and operation of a car. The purchase price of the car is analogous
to the capacity cost of a generation unit. The fuel and other costs incurred to maintain and run
the car to use it for transportation are analogous to what are called the energy costs of a
generation unit—the fuel, operations and maintenance and other costs incurred to generate
electricity.

4. Staff has reviewed the initial and reply briefs of GMO on the GMO specific
issues, the proposed findings of fact and conclusions of law GMO filed, Volume 36 of the
. transcript in this case, and the pre-filed direct, rebuttal and surrebuttal testimony of company
witnesses Curtis Blanc, Tim Rush and Burton Crawford. Based on that review Staff was unable
to find any instance where “GMO proposed to provide 60 MW of capacity to the L&P district
from MPS’s available capacity in the form of a capacity contract as well as the 41 MW of Iatan
2> Staff did find the following sentence in the surrebuttal testimony of GMO witness Burton
Crawford on page four at lines 8-10:

While it is true that **

g

In her rebuttal testimony Staff witness Lena Mantle criticized GMO’s allocation of Iatan 2 for
leaving L&P with ** ** capacity in 2011. Burton Crawford’s statement that GMO’s
cost of service reflected transfer of capacity from MPS to L&P at an estimated market capacity
price was made in his surrebuttal testimony to support GMO’s position the Commission should
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adopt its proposal to allocate Iatan 2 capacity between MPS and L&P using an allocation factor
based on the annual average and peak loads for L&P and MPS. It was not made to propose the
transfer of capacity from MPS to L&P. The Commission’s decision is not incomplete because it
does not address an issue that was never presented to it. Without more than the one sentence
Staff has found in the record regarding terms of GMO’s transfer of capacity from MPS to L&P,
Staff cannot evaluate GMO’s transfer Qf capacity proposal, other than to reiterate that the need to
transfer capacity from MPS to L&P with GMO’s Iatan 2 capacity allocation methodology shows a
serious deficiency in that methodology.

5. Staff assumes the Commission’s directive that Staff and others “address the legal
authority of the Commission to require either GMO or Kansas City Power & Light Company to
provide electricity to the L&P district at cost from their portion of Iatan 2 as a condition of approving
the allocation of Iatan 2 as requested by GMO” is based on the issue Staff witness Mantle raised on

page 8 of her rebuttal testimony that **

*k

6. The Commission’s directive implicates at least two statutes. The first is Section
386.510, RSMo. 2000, which provides that on review a court may examine the reasonableness
and lawfulness of a Commission order. The second is Section 393.130, RSMo. 2000. In
particular subsections 2 and 3, which provide:

2. No gas corporation, electrical corporation, water corporation or sewer
corporation shall directly or indirectly by any special rate, rebate, drawback or
other device or method, charge, demand, collect or receive from any person or
corporation a greater or less compensation for gas, electricity, water, sewer or for
any service rendered or to be rendered or in connection therewith, except as
authorized in this chapter, than it charges, demands, collects or receives from any
other person or corporation for doing a like and contemporaneous service with
respect thereto under the same or substantially similar circumstances or
conditions.




3. No gas corporation, electrical corporation, water corporation or sewer

corporation shall make or grant any undue or unreasonable preference or

advantage to any person, corporation or locality, or to any particular description

of service in any respect whatsoever, or subject any particular person, corporation

or locality or any particular description of service to any undue or unreasonable

prejudice or disadvantage in any respect whatsoever.

7. The Commission should avoid creating a situation similar to that the court
described in State ex rel. City of Joplin v. Public Service Commission, 186 S.W.3d 290 (2005),
where the Commission set rates for the Joplin water district of Missouri American Water
Company above the cost to serve that district to the benefit of Missouri American Water
Company’s other water districts without justifying why the disparate treatment was not
unlawfully discriminatory.

8. If Staff has correctly perceived the Commission’s inquiry, Staff opines that, given
that rates in Missouri are cost based, the capacity and energy in question are from the same
generating unit—Iatan 2, and Staff sees no basis for using a different methodology for assigning the
capacity of new GMO generating units—Crossroads and Iatan 2—than is used to allocate their
operating costs to the MPS and L&P rate districts. Staff does not see how the Commission could in
this case lawfully impose the condition that the cost of the energy GMO gets from Iatan 2 be
allocated to MPS and L&P independently of how it assigns the capacity of Iatan 2 to MPS and L&P.

9. By expanding on the analogy of the purchase price and cost to operate a car to
generation capacity cost and generation energy cost provided above to view Iatan 2 similar to a
hybrid car may make Staff’s opinion more understandable. Like latan 2 a hybrid car has a high
initial cost, but also like Iatan 2 it is inexpensive to run. Including the capacity cost of Iatan 2 in
the costs used for setting MPS rates, but then including the energy costs of Iatan 2 in the costs
used for setting L&P rates, is analogous to MPS customers paying for a brand new, very efficient

hybrid car and giving it to L&P customers to drive with the requirement they only pay MPS
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customers for the gasoline they use when they drive it.

10. GMO is obligated to serve the loads of both MPS and L&P, and it has sufficient
generating capacity to do so. The issue is how, between MPS and L&P, the costs of that generating
capacity are assigned and the costs of the energy produced by that capacity are allocated. To meet
the combined loads of MPS and L&P, GMO dispatches each of the generating units it owns in the
least cost manner, and without distinction as to whether the unit is assigned to MPS or L&P. After
the units are dispatched to meet the combined loads of MPS and L&P, the associated energy costs are
allocated to MPS and L&P on an hourly basis, based on the assignment (to MPS and/or L&P) of the
capacity of the units dispatched during that hour and the load in each rate district (MPS and L&P)
during the hour. If the generating capacity assigned to L&P is insufficient to generate all the
electrical energy L&P needs to serve its load in that hour, then the shortfall is treated as being
supplied by the highest cost generating capacity assigned to MPS that is dispatched to serve all of
GMO’s load. Iatan 2 is GMO’s lowest operating cost generating unit, and the Commission has
assigned it to both MPS and L&P. It is Staff’s opinion it would be unduly discriminatory to GMO
customers in the MPS rate district if the cost of that electrical energy shortfall be based on the lowest
operating cost generating units assigned to MPS, since the customers in the MPS rate district are
paying for the relatively higher capacity cost of Iatan 2 being used to generate that electrical energy.

11. Because Kansas City Power & Light Company is a legal entity separate and apart
from GMO, it is Staff’s opinion that to impose a condition on Kansas City Power & Light
Company that it be ordered to provide energy to GMO at cost to serve L&P’s load at any time
would invade the province of the Federal Energy Regulatory Commission, so long as this
Commission continues to regulate GMO and Kansas City Power & Light Company as distinct
entities.

12. Staff has limited its response here to those items to which the Commission has



directed it to respond. GMO has made other statements and representations in its Motion for
Clarification and/or Reconsideration and Application for Rehearing of KCP&L Greater
Missouri Operations Company that Staff may address in a separate pleading. Staff requests an
extension of time for it to file such a separate pleading.

WHEREFORE, Staff’s response to the Commission’s the Commission’s Order
Directing Responses and Directing Filing issued May 17, 2011, is set forth above, and Staff
requests additional time to further respond to KCP&L Greater Missouri Operations Company’s
pleading.

Respectfully submitted,

/s/ Nathan Williams
Nathan Williams

Deputy Counsel
Missouri Bar No. 35512

Attomey for the Staff of the
Missouri Public Service Commission
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