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e REFURT AND OR[.7

INTRODUCTION

Kanscs City Power § Light Company {(Cespany or WCPL}, on August 26, 1982,
submitted to the Missouri Public Service Commissiut (Camuission) revised electric
rate schedules designed to increase XCPL's Missouri retail electric rovenues
approximately $57.9 million or sbout 18.7 percent over Current rates per annum,
exclusive of gross receipts tazes. All dollar amiunts herein are exclusive of gross
receipts taxes tmless otherwise specified. XCPL gave these revised electric rate
schedules an effegtive date of September 26, 1982. On September 203, 1982, the
Commission issued its Suspension Order and Notice of Proceedings, wherein it
suspended the Ccapany's electric rate schedules for a period of 120 days beyond
September 20, 1982, to January 24, 1983, and further suspended the revised electric
rate schedules for a period of six months beyond January 24, 1983, to July 24, 1983.
The Comnission further ordered the Company to file Minimum Filing Requirements as
described in 4 CSR 240-20.040, as well as testimony and exhibits, on or before
Gctober 25, 1982. KCPL duly complied with such requirements.

On August 12, 1982, KCPL submitted for f£iling revised tariff sheets
proposing to rewove the restriction that requires XCPL's customers to use electric
space heating as the sole means of comfort heating in order to be eligible for a
special electric space heating rate. Such proposcd change would allow electric space
heating to be supplemented by or uSed as a supplement to wood burning stoves and in
conjunction with fossil fuels. Such matter was assigned Case No. TR-83-72, and such
proposed tariffs were suspended by Commission order for a period of 120 days beyond
the requested effective date of October 1, 1982.

On August 13, 1981, the Company submitted to the Commiscion a Levelized
Payment Flan for residential customers. Such matter was assigned Case No. E0-82-65.
Such tariffs were approved on an interim basis, and on September 3, 1982, the Company
filed tariffs to make permanent the Levelized Payment Plan which vwas then in effect

on an interim hiasis.




By Cider dnted Soplembor 28, 1932, the (ommissicn {1; suspended the tariffs
filed in Case No. ER-83-72 for a period of 120 days, to January 29, 1983; (2)
approved the permanent tariff sheets filed in Case No. E0-82-65, unless otherwise
ordered by the Commission and (3) ordered Case Nos. ER-83-72 and ED-82-65
consolidated with Case No, ER-33-49. 1In order to camplete the investigation of
' tariffs filed in Case No. ER-83-72, the Comission ordered such tariffs further
suspended for a period of six months, to July 28, 1083.

intervention was granted to the following parties: Armco, Inc.; United
States Department of Energy (DOE); The Gas Sexvice Company (Gas Scrvice); Missouri
Public Interest Research Group (MoPIRG); Kansas City, Missouri; Jeckson County,
Missouri, and 38 other steam heat customers of KCP’L; State of Missouri; and the Ford
Motor Company, General Mills, Inc., General Moters Corporation, and Missouri Portland
Cement Company (which together with Armco, Inc. are referred to as the "Industrial
Intervenors}.

Mailed and published notice of the filing of such revised electric rate
schedules, and the hearings thereon, was duly givean to KCPL's retail electric and
steam customers. [wo hearings were held in Kansas City, Missouri, on February 4,
1983, to allow the customers of the Company an opportimity to comeent on the impact
of the proposcd rates and to provide information concerning quality of service.
Fight witnesses testified during the course of these hearings.

Pursuant to Commission order, a prehearing conference was held in these
proceedings from February 14, 1983, through Februsry 25, 1983. A Hearing Memorandum
setting forth the positions and stipulations of the parties on various issues was
executed as a resuit of the prehearing conference. The Hearing Mecorandum also
contained 4 reconciliation of the various cases prosented by the parties. Formal
evidentiary hearings were held from March 1, 1983, through March 19, 1983.

During the course of the hearing 140 exhibits were offerad or were to be
furnished a5 late-filed exhibits. The Hearing Memorandum (Exhibit 29) provided for

teceipt of che tastimony of Staff Witness James Gray concerning the fair value of the
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Company's properties. The testimony was inadveriently not offered. Pursuant to the

Stipulation in Exhibit 29 that testimony is received in evidence as Exhibit 141, By
agreement during the hearing the Staff was to furnish any time records for Company
officers that may have been supplied by Company. On April 9, 1983, the Staff
furnished tne affidavit of Michuel H. Zimmerman and the attached monthly time sheets
of the Camany's president. ‘That document is hereby received in evidence as Exhibit
142, Also during the hearing the Company agreed to provide infonmation requested
regarding & steam service agreenmsnt between the Cowpany and Mobay. By letter dated
April 18, 1933, councsel for the Company, Warren B, Wood, furnished the requested
information. Mr. Wood's letier of April 18, 1983, is hercby received in evidence as
Exhibit 143.

Findings of Fact

. The Misscuri Public Service Commission, having considered all of the
competent and substantial evidence upon the whole vecord, makes the following
findings of fact:

The Company

#CPL and its corporate predecessors have furnished electric service in the
Kansas City arez continwously since 1882. The Commany is a Missouri corporation
formed in 1922 through the consolidation of two pradecessors. Frem its headquarters
at Kansas City, Missouri, the Company is engaged in providing elaciric service in
4,700 square miles of certificated service territories located in all or portions of
23 Counties in Missouri and Kansas, including the rajor portion of the Kansas City
metropelitan area fram which more than 90 percent of its ruvenues are derived.
Company is also engaged as a public utility in the production, disiribution and sale
of steam service to about 200 customers in an area approximately 10 blocks square in
the downtown busincss district of Kansas City, Missouri, Cempany furnishes electric
service at retail in 94 incorporated communities and it vholesales to 10 commmities,

two private utilitics, and two electric cooperative systems. At Dacember 31, 1882,



the Corpany had 351,098 rotall electric customerz of which 233,721 were located in
the State of Missouri.

Elements of Unst of Service

ihe Company's authorized rates are gensrally based on its cost of service
or its revenue requivement. As elements of its revenue requiremsni, the Company is
autherized to recover all of its reasonable and nocessary operating expenses and, in
addition, a reascnable rate of return on the value of its property used in public
service. It is necessa:y, tharefore, to escablish the vaiue of ti: Company's
property and to establish a reasonsble return to be applicd to the value of its
property or rate base which, when added to the aliowable cperating expenses, results
in the total revenve requirement of the Company. Dy calculating the Company's
reasonable level of earnings, it is possible to mathematicslly calculate the
existence and extent of any deficiency between the present earnings and any
additional revenue requirement to be allowed in any rate proceeding.

The Test Year

The purpase of using a test year is to create or construst a reasonable
expected level of zarnings, expenses and investmenis during the future period in
which the rates, to be determined herein, will uve in effect. All of the aspecis of
the test year operations may be adjusted upward or downward to exciude unusual or
unreasanable items, or include unusual items, by amertization or ciherwise, in order
to arrive at a proper allowable level of all of the elements of ¢he Company's
operations. The Cormission has generally attempted to establish those levels at 2
tire s close as possible to the period when the rates in question will be in
effect.

. In the instant case onz of the most complex and time consuming issues has
been presented hy fajlure of the Company and the Staff to agree on a reasonable point
or period for the purpose of balancing and matching the elements of rate base,

expense and revenues.
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The >iatf has ueed & test year ending Deptembder 30, 1962, adjusted for
known and measursble changes through October 31, 1982. The Staff does not propose a
true-up because of time and personnel censtraints created by the pendency of numerous
other rate casas.

The Campany, on the other hand, employs approximately il different terms
for almest as nmany different mesasuring periods. The Company slse proposes certain
adjustments for events as far forward as October of 1984.

Both the 3taff and the Company accuse the other of proposing out-of-pericd
adjustments that result in a disturbance of the lzvel or relationship of revenues,
expenses and rate base.

The true-up precedure has received broad acceptance as a proper ratemaking
tool. A true-up permits adjustments outside of the test year without improperly
disturbing the revenue-expznse relationship. The Staff has not proposed a true-up in
this prcceeding, although it believes true-ups are a desirable regulatory procedure.

Staff's failure to recommend a true-up is based on its lack of resources to
conduct a true-up prior to the anticipated date for an order, while maintaining its
auditing obligation in the current press of other similar majoor rate cases. Abseit a
true-up, the Comission is faced with the choices of using a comrletely historical
test year, or utilizing an interim procedure.

Ise of the historical period for setting future rates will most likely
result in rates that will not recover the Company's true cost of service. Under
those conditions the Company may be deprived of an opportumity to earn a fair and
reasonable return to which it is entitled. Any uader collectiom cannot be
compensated for in the future. As such, the Corpany would not be able to earn rates
based on its current costs.

If a level of interim rates is authorized, with preper safeguard for
verification and return of any over collection, the ratepayer is not exposed to a
similar hazard. The provision for refund, at a proper interest rute, offers adequate

protection agiinst the use of the ratepayer's money without campensation. Since the
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interia rate with z subsequent oroe-up proceeding valances the interest of both
ratepayer and shareholder it will be employed to sat a proper level of rates in this
case.

Because of the irreconcilable conflict ecreated by the number of out-oi-
period adjustwents proposed, thosa issues tied to the test year question shall be
severed for issuance of a final or supplemental order after a trus-up proceeding.
This initial order shall address, on a permanent basis, the aspects of the Company's
revenue requirement that can be resolved separate snd apart from the test year
quasticn.

Pending the conduct of a true-up, the Caspany shall be sllowed to file
interim tariffs reflecting the revenue effect nf those issues thal cannot presently
be resclved because of the test year issue. The interim rates authorized shall be
collected subject to refund, with interest, as hersinafter set out, to the extent
that those rates may exceed those authorized on a permanent basis. In addition to
any amount to be rufunded the Ccapany shall pay simple interest thsreon at the
authorized rate of return on investment set in this matter for the Company by the
Commission.

By specifying a grouping of accounts that should be trusd-up, the
Comnission is not inferring that the parties should be linited te those items. Thus
far, the Company appears to have proposed as many adjustmeats as possible to increase
revenues. The Gtaff's adjustments appear to generzlly result in ravenue decreases.
The Commission has no desire to entertain isolated adjustments, bu: seeks a "package"
of adjustments designed to maintain the proper revenue-expense-rat: base match at a
proper point in tibee. Evidence of "picking and chwosing” by a party with the intent
of simply raising or lowering revenue requirement 1.ill not to be cundoned.

Within ten days from the effective date of this Report and Order the
parties shall recomnend a proper point or period of time for use in the true-up

rocess, as well as a time for the true-up hearing, if necessary.
up ng
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BEC: CILIATION 1831

On June 7, 1983, the Commission issued its Order Directing Correction of
Reconciliation., in the Ordsr the Commission reccpnized that the items enumerated in
Appendix A, thz reconciliation of the various par.ies' cases, appeared to be
inconsistent withh the issues in the Hearing Memornadum (Exhibit 29) and tried during
the hearing. The Commission dizected the parties to file a corrected reconciliation
to permit a proper identification of the issues and associated axsunts in this case.
It appearcd thot discrepancies still existed even though the Corpany had filed its
proposed iate-filed Exhibit 144, purporting to bz corrections to figures contained
on pages 10 through 16 of Exhibit 29 and corrections to page 2 of Appendix A to
Exhibit 29. That docurent is hereby received in zvidence as Exhibit 144,

On June 10, 1983, the Company and the Staff filed their corrected
reconciliation. UOE concurred in that reconcilis:iicn on June 16, 1983, Because it
is necessary to the understanding of the issue, the Staf{ and Company's proposed
recenciliation of June 10, 1983, is hereby received in evidence Ly reference as
Exhibit 145.

On June 13, 1983, the Public Counsel filed a Motion to Require Staff to
File a Corrected Reconciliation. It was the Public Counsel's contention that Exhibit
145 reflected that the amounts associated with various rate base and income
issues had been significantly requantified from thoss presented by the original
reconciliation. It was further contended that the proposed reconciliation was
deficient since no explanation had been provided to indicate why the dollar amounts
associated with those numerous issues had suddenly changed.

On June 20, 1983, the Staff filed Staff's Response to Public Counsel's
Motion of June 13, 1983, Respecting Company's and itaff's June 10, 1983, Corrected
Reconciliation. Attached to the pleading was the affidavit of Staff Witness
Robert E. Schallenberg and a further reconciliation whici attempted to separate and
identify those untried and unexplained differences between the cases of the Company

and the Staff. Because it is necessary to understand the controversy, the affidavit
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of Robert E. Schallenberg nod ulie attached thires-puge reconciliaticn is hereby
received in evidenco by reference as Exhibit 140.

Cn June 21, 1383, the Comxpany filed the Mesponse of Kansas City Power &
Light Company to the Mnticn of Staff of Public Counsel to require Staff to File a
Corrected Recerciliziici. Attached to the pleadiiy was the affidavit of Company
Witness Rebert B, S&silivan asserting the validity of the reconciliution received as
Exhkibit 145. Because it is also necessary to tiie taderstanding of ¢he instant
centroversy the affidavit of Robert B. Sullivan is hereby received in eyidence by
referencé as Exhibit 147,

On June 2C, 1983, Jachkson County et al., filed its Motici to Strike
Corrected Recenciliation and Request for Oral Argument by the Couniy of Jackson, et
al. The Motion protested the unreasonableness of the proposed change in the
allecation figures concerning the Grand Avenue generating station ¢nd requested oral
argument on the matter. On June 22, 1983, the Stalf filed a Response in Opposition
to Jackson County, et al.'s Motion. On June 22, 1233, Kansas City, Missouri, filed
a Motion in support of the request for oral argument of Jackson County, et al.

On June 22, 1983, the Public Counsel filed a Response of Gffice of Public
Couns=l to Staff's and Company £ilings on Reconcilistion Issue in which the objection
was reiterated as to the accurecy of the reconciliation prcposed as Exhibit 145. On
June 24, 1683, the Cuwpany filed s response to the motion of Jackson County, et al.,
in which the Ccmpany objected to the holding of the oral argument.

By order issued Juns 23, 1983, the Commis:zion scheduled an oral argument on
June 29, 1983, for the purpose of addressing the reconciliation filsd on June 16,
1983, and all motions and responses thereto. Counssl for the Compuniy, the Staff,
Public Counsel, DGH, Jackson County, et al., and Armco Steel appearsd and presented
argument.

Jacksen County, et al., is not concerned with the overall alteration of the
reconciliation. It protests the propriety of any change in the valuz of the issue

involving the allccation of the Grand Avenue station. It is contendad that any such
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Charge #hicl w o dusuz Gl Waed at tiie hearing i3 without evidentiary foundation.

Since Jackson County, et al.'s position is related to a specific {ried issue it is
addressed in the Steam Allccation section, infra.

Durimg the cevrsz of the argument Public Counsel acceptad the
reasonzbleness of allowing cash working capital in the amount of $957,000 to be
distributed proportionately to the other issues on which the total amount is based.
In that mammer increcents of cash working capital will be allowad or disallowed
according to the disposition of the related issues. Public Counscl requested
permission to file a further proposed reconciliation reflecting that agreement. The
reconciliaticn wes filed on June 30, 1983, and is hereby received in evidence by
reference as Exhibit 146.

As to amounts listed on the reconciliation as "imexplained" or "untried"
differences in the Staff's and Company's cases, Public Counsel remains opposed to
their inclusion tg arrive at a revenue requirement for the Company. Public Counsel
asserts that the reassigmment of dollar values agreed to by the Siaff and the Company
in the June 10th reconciliation is unsupported by any competent and substantial
evidence and the Company and Staff's explanation of these changes is theoretical and
hypothetical, and does not address specific factors or causes for the changes.
Public Cgunsel also contends that the affidavits furnished after the hearing
constitute a cencession that no one knows what the unexplained differences are
attributed to. Public Counsel describes the proposed changes as z mechanistic
convention to substitute for a logical or reasonable identification and justification
of the listed amoumtis.

Upon consideration of the post-hearing pleadings and the argument of
counsel, the Commission finds the Public Counsel's position has merit and should be
adopted.

This dectermination is consistent with our treatment in the Company's last
two rate cases cof certain costs of the latan Station which the Staff Claimed to be

unauditable. In the Report and Order issued in Case No. -81-42 w2 found that the
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Caxpany mersly p:esenied oral vesilwony thet the muounts wexe based on actual
axpsnditures bocked at the tire the estimates were sade, The Com3ission neted that
the Corpany has the burden of pﬁmf and that no evidence was brought forward to
resolve the issua to the Comnission's satisfaction.

The szon issun arose in Case ER-82-6€ wherein the Commission found the
disputed umauditzble itoa should be excluded from rate base because of the lack of-
supporting evidenca,

The Commission finds that Exhibit 148 should be edopted s the proper
reconciliation cn which to base the revenue requirement in this caze. The items
designated therein as "werplained differences” or "untried differcnces" shall not be
considered in arriving at the Cospany's revenu’ roquirement.

NET CPERATING INCOME

Thers have been a nunber of adjustments proposed te the Capany's revenues
and expanses. In gomgral any adjustments to the nct operating revenues and expenses
found to be projer represent a reduction or additica to ths Cozpany's net operating
incame. As a part of its case the Company portrays its net opereting income to be
$47,913,000. The Staff adjustments result in a net operating ircczs of $51,896,000.

A. Test Year Roveauss

The Compeny's aymualized jurisdictional test year revenus was computed by
Company to be $308,69Z,000.

The Staff proposes a revenue ammualization resuiting in an increase to the
test year revenues in the smount of $247,407. The Company's proposed annualization
reduces test year rovenues by $1,530,000.

The Staf's method amualizes MWH sales by applying the actual test year
1oad factor to the projected peak demand allccated to Missouri retnil sales.

The Cemvany has used actual MiH sales to which it has agplied known and
measurable changes. One of those adjustments was to reflect the lovel of custamers
at September 30, 1982, to match test year investment and the expenses. The Company

increased its revenues $432,000 to reflect the increase in custeuers during the base
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yeer. Ihn Company also adjusted its Mai sales to raflect the loss of its fifth
largest custower, the Amoco 0il Refinery.

The Staff included Amoco in its peek wiuich wes used to amnualize megawatt
hour seles. Toe Company’s actual peck did not ccour umtil August of 1982, although
the &moco lcad had been lost in July. The Amoco lcad of approximately eight
megawatts was included in the Company's 1951 econometric forecast but the closing of
the refinczy was not known until the spring of i582. Saies to Amtco amounted to
approximately $1,9562,000 on an amual basis. Cospany has no prospective customers of
Amoco's size to cffset the revenuve loss.

The peak used by the Steff was the Corpany's 1981 forecast, before the loss
of Amcco. Including that load in the calculatien of the peak, but excluding it in
calculation of the load factor in August results in oversiating the Company's load
factor f‘or‘ tiie tase period. Use of the overstataz:d load factor times the overstated
projected peak overstates the resulting kilowatt hours of sales.

The Commission finds that it is proper o make an allowasnce for the loss
of a single load of Amoco's magnitude. As pointed out in the Company's brief, this
treatment is consistent with the adjustment to account for the addition of a large
customer during the Coampany's test year for Case >, ER-77-118 as well as with
adjustments for customer. additions commonly requested of and made by the Commission.

To prevent an overstatemant of the annualized revenuss, the Campany's
method should be ndopted for that purpose, and used for setting the permanent rates.

B. Rate Case Fxpense |

The Canpany's books reflect $413,744 in jurisdictional rate case expense
for the year ensled September 30, 1982. Company secks inclusion of this amount of
expense as well as an additiomal $110,000 of amusiized rate case nupense.

Public Counsel proposss to disallow ons-himlf of the rate case expense in
order that those exyenditures will be bome equally by ratopayers and sharcholders of
the Company and opposes the Company's annualization. The Public Counsel's proposed

sharing of rate casa expense i5 based on the assumption that a rate case primarily
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benoiits the Cogany’s shargloiasr:, sud since €. smount of benefit to the
sharcholders e ratepayers camot be assessed it is claimed to be lcgical to share
the cipenses ecqually. The Publiic Counsel cites no authority from cay other
jurisdiction in support of this adjustment, howevar. ﬂ

The S:eff also oppeses the increase of 110,000, Staff objects to the
additional $110,000 because the bocked amount is asdequate and sufficient to conduct a
rate case and Decause the additional amount is actually for the payment of consultant
fees incurred cutside the test year emding Septembei 30, 1982, The amount claimed by
the Company is considerably higher than the $251,440 booked in the year ending
September 30, 1981, or the $362,300 booked by the Company for the year ending
September 30, 1330.

The amount of rate case expense booked in the y2ar endisg September 30,
1982, includes sane of the expenses of Company's preceding Case No. ER-82-66. The
Company is actually attempting to collect in rates all of the rate case expense fram
the current case us well as a portion of the expenses frox the most recent case. The
amount of rate casz expense bocked in prior years includes some erxpenses of previous
rate cases. The Campany’s propesed treatment is inconsistent in the handling of such
items in the past and should be rejected. A simiiar issue arose in Re: Missouri

Cities Water Company, Case No. WR-83-14 (Report and Order issued May 2, 1983). In

that case Company proposed recovery of one-half of its last rate cpse expense plus
the entire estimated cost of the present case. The Commission found the rate case
expenses to be crdinary expenses which should be included in the Company's cost of

service at a reasonable level.

The Comission is stiil of the opinion that a reasonable level of rate case
expense'shouid properly be allowed as an expense for ratemaking purposes. A proper
allowance is a reasonable level on a nowmalized basis, but no party has proposed such
& lovel in this case, Since Steff's proposal most nearly approaciies that position it

will be adopted for the purposes of this case.
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The vousisslon £inds that the Public Counucl's adjustméhﬁgis not proper and
the amount of rate case expanse booked by the Campary for the year ending
September 0, 1932, should be zuthorized in determining the Company's permanent
rates. The Commission finds it improper to include expenses after that date since
such an inclusicn would be for more than a 12-month period.

‘For future vresentations the parties sheulid recomtend a reasonable
nermalized level of rate case expense.

C. Edison Electric Institute (EEI) Duss

The Company included in its cost of service $102,000 of tue total amoumt of
$148,885 paid as EE[ dues. Cumpany had subtracted amounts which it felt were
attributable to lobbying activities and for advertising by EEI.

In the Cuspany's last rate case, ER-82-60, the Ccrmission reiterated its
position that while there may be some possible bena{it to the Compasy's ratepayers
from Company's meabership in EEI, the dues would be excluded as an expense until the
Company could better quantify the benefit accruing to both the Company's ratepayers
and shareholders. Company was instructed to develop some method of allocafing
expenses between its shareholders and the ratepayers once the benefits and activities
leading thereto had been adequately quantified.

In the instant case the Company has attepted to establinsh the amount of
monetary benefit to the ratepayers as a result from the Company's participation in
EEI meetings and comaittee functions. Since the calculations show that the total
dollar amount of EEI benefits exceeded the cost of EEI dues, the Ccapany concludes
that no allecntion is nacessary.

The Ceemission finds that the Company's analysis to ke fuulty in that the
Company has quantified the benefits to the ratepayers but has ignored any potential
benefit to tho sharcholders. It is entirely possible that the amount of monetary
benefit to the sharcholders could exceed the amount of alieged bansfit to the
ratepayers. In that event the sharcholders should bear a larger portion of the EEl

dues than the ratepayers. Thus, the Company has not met its burden of proof of the
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proper assigmweat of EEI duss igsed on the respective benefit to the two involved
grovps. In the zbsecce of that allocation the EE! duss shiould bo excluded as an
expense for seiting the peonanent rates in this m-iter.

D,  Prubeasq Payments

The expense in question represents a portion of the cosis associated with
the rental of machinsry and other cquipment to the Company by Prulsntial Life
insurance Corperation. Costs incluce a component for remtal cost and a component fo.
interest cost. Only the level of interest cost iz contested. Tho rate is based on a
monthly variable prime rate of interest. Campany proposes to usc actual payments
averaged over a 1Z-mornth periecd to result in a calculated rate of 17.386 percent.
Staff proposes to use the lowest rate experienced during the test year which occurred
in the last month of the year. The Staff is of the cpinion that the downward trend
establishes the representative interest rates which will be experienced during the
period the rates to be set in this case will be in effect.

The testimony establishes that the Prulcase interest rctes have been very
volatile. ‘The average interest cost frem July, 1580 to February, 1983, has been
16.70 percent. Neither the Staff nor the Campany witness claimed to be able to
accurately predict what interest rates will do in‘the‘future, and the Conmission
finds the selection of the test year average to be the most reascnable level to adopt
in this case for the permanent rate level,

E. Committce For Energy Awareness

The Ceemany proposes an adjustment totaling $152,000, reoflecting its 1983
proposed participation in the cammmications and information prozrem of the Committee
For Energy Awarenoss (CEA).

The Company describes CEA as a coalitien of investor-gimed utilities,
public power wtilities and major industrial firms created to educate and inform the
public of the role that electricity will play in revitalizing cur econamy. CEA's
principal efforts will be aimed at public education on the need for nuclear power.

The Covpany contends that its customers should shoulder the financial burden of
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participatiunng CEA bzcause thiey are directly affected by iegislggion and
regulations cnacted Sy the Unitod States Congress and federal regulatory agencies.

The Commission Staff ¢pposes CEA dues as supportive of a lobbying effort
for which there is no dercnstrable benefit to the Coapany's ratepaycrs. The Staff
alsc opposes the inclusion bscause it is an out-of-iest-pevied expenditure.

The Public Counsel objscts to the expense for tho further reason that the
expenditure is for duplication of effort of other crpznizstions and activities
supported by the Campany, such as EEI and Cambridge Reports treated elsewhere in this
Report and Order.

In the Camnission's gpinion the efforts of CEA aspear to be devoted almost
entirely to either lobbying or pelitical advertising and are largely duplicative of
other Company activities. Lobbying and political advertising, like other
expenditures of the Company, may partially benefit both shareholder and ratepayer.
The Ccomission finds that expenses of this nature rust have a2 demonstrated and
quantifiable bencfit to the ratepayers to warrant inclusion in cost of service. The
Commission finds that the instant record does not present a sufficiently measurable
benefit to the ratcpayers to permit an assignment of the CEA costs to them. The
proposed expense should be disallowed.

F. Csmbridge Reports

The Company proposes to include in its cost of service $45,306 representing
the cost of two surveys conducted by Cambridge Reports, Inc., during the months of
April and May, 1982. The Capany describes the two surveys as being "for the purpose
of establishing base line attitudes and opinions of Kansans statewide, and the
customers of XCPL on a wide range of issues and subjects.”

The Staff proposes to exclude 5/6 of the customer survey os being related
to developing a program of advertising to make the Company's Wolf Crzek nuclear

gererating station acceptable. Staff proposes to allow 1/6 of the survey which it
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contends to be relatidd to the Caupany's KC Plan. Staff contends thut the remainder
of the opinion survey is in the nature of political or goodwill advertising.

The Staff also proposes to disallow all ¢f the cost of survey entitled
"Woter Attitudes Toward Electric Utility Issues In Kansas' because the voter attitude
survey clearly daes not address issues relevant to Missouri ratepayers and they
should not bear the cost. The Commission finds the cost of the votor attitude survey
to be improper a5 an inclusion for setting rates for the Company's ¥issouri
customers,

The Company undertook the public opinion surveys as a result of a
recommendétion contained in a recent management audit implemented by the Company
under Commission review. The menagement audit was performed by an independent firm.
In order to establish a better line of communicaticn with its custeaers, the public
opinion surveys were taken to determine what information might be ¢f interest to the
Ccempany's customars generally. Cumpany is of the opinion that it cannot provide
information to its ratepayers without [irst surveying them to establish their desires
in that regard.

The Campany claims the Staff's fractional assessment excexds that portion
of the customer survey directly related to Wolf Crezk. The Company's apportionment
of less than 20 percent as being #olf Creek reiated appears to be based on’ the number
of pages in the Table of Contents identifiable as pertaining to Wolf Creek. The
Staff's apportiomnent is more realistically based on a review of the entire survey
which includes questions on nuclear power in generali and Wolf Creek in particular
although not in sections not so identified.

The Comnission finds that the contents of the survey are oriented toward
goodwill or political advertising. Both types have traditionally bzen disallowed for
ratemaking. As discussed elsewhere in this Report aad Orler there is a presumption
that such efforts should not be financed by the ratepayers in the zwusence of a

showing of a bhencfit commensurate with the cost. The Coammigssion £inds that
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demonstration of thit bencfit is lacking and 5/0 ¢! the cost of thz public opinion
survey will be disallowed in cost of service.

G.__imes gnd Donmations

The Public Counsel proposes to reduce the Company's test year expenses by
$12,475 (total Crmpany) representing a portion of the dues and donnticns paid to
organizations curing the test ycar. The Public Counsel's reasoning for the
disallowance is that such duss are either: inveluntary reiepayer contributions of
a charitable nature; activities which are duplicative of those performed by other -
organizations to wﬁich the Cempasty belongs; or lobbying activities which have not
been demonstrated to provide any direct benefit to ratepayors.

The Public Counsel did not contest tae inclusion of a suistantial amount of
dues and domations to other organizations.

The Comission finds that the dues and d:nations to the i{} organizations
specified do fall within prohibitions previously amnoumced by the Tommission and the
contested dues and donations should be disallowed for ratemaking purposes.

H. Lobbying

Public Counsel proposes the exclusion of $98,791 for salaries and expenses
of the Corpany's Federal and Missouri State Lobbyists from jurisdictional cost of
service. Company cpposes the adjustment while the Cammission's Staff took no
position.

. Public Counsel defines lobbying as activities "designed to influence the
decision of regulators or legislators'. This is the definition previously employed
by this Commission. Re: Missouri Missouri Power & Light Compamy, Case No.

ER-80-28€ (March 13, 1981).

Public Coumsel's witness does not oppose lobbyiny expense; without
reservation. The proposed exclusion is based on the lack of a showing of any direct
benefit to the ratepayers. If the Ceupany could show a direct benufit to the

ratepayers the related cost would be considered acceptable by Public Counsel.

-19-



" The Corpanty justifizs its lobbying cost Lased on a detailed analysis of the
dzily and even ncurly activities of the involved employees. Cexpary has not
attempted to gquantify or measure benefits accruing to the separate groups of
ratepayers amd shareholders. Instead, the Company cites ducisions of other
jurisdictions which detemmine that lobbying cxpensas are nccessary and appropriate
elements of cost of service. The Company also justifies the cost of the efforts as
largely being the provision of information. The Cumpany also contends that its
proposed exclusicn of approximately eight percent of the cost is the appropriate
amount of time actually spent in contacts or direct efforts to influence specific
measures.

This Commission has addressed this question in the recent past. In the
Company's last rate case the Commission reiterated its regquirement of a showing of
direct benefit tn the ratepayer cn a similar issue by stating:
"The Comaission still believes the questicn is cne of benefit to
the ratcpayer. In the instant case there z rs to be sume
ossible benefit, but until the Company cin beiter quantify the
enefit and the activities that were the csusal factor of the
benefit, the Commission must disallow EEI dues 5 an expeuse.
The Commission also points out that the Company needs to develop
some mathod of allecating expenses between its sharehoiders and
the ratepayers once the benefits and activities leading thereto

have been adequately quantified.' Re: Kensas City Power § Light
Cempany, Case No. ER-82-66 (July 14, 198Z).

To the contrary, the Company in this case has attempted to display a
benefit to the ratepayer while ignoring any potential benefit to th: sharecholder.

The Public Counsel's objection is consistent with past Ccamnission decisions
and the contested expenses should be excluded.

I, Starion Qutages

During the test year the Company cxperienced outages at its Hawthorn §,
LaCygne 1 and Montrose 1 generating umits. Staff proposes to amortize the
unrecovered cost of repair and replacement power associated with the forced outages
over a five yecar period. During the course of the hearing the Campeny accepted the

Staff's propousal as a joint recomnendation.
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The Fubtis Counsel cpposes the recovery of the involved cgsts for two
reasons. Public Coumsel first asserts that the cost of the Hawthorn outage resulted
from negligence ond management failures of the Company personnel. The only witness
to testify on this matter was a member of the Commission Staff who had performed an
extensive investigation into the dgmage at the Hawthorn 5 unit which was caused when
a boiler was operated for some period of time without an adequate water supply. The
interrupticn in the water flow to the boiler was caused by the failure of Campany
personnel to follow proper procedures for removing & porticn of the system from
service. In order to remove certain units it is necessary to follow a sequence of
valve closings to reroute and maintain water flowed to the boiler through alternate
piping routes. Company persomel failed to foliow ithe proper sequence because the
operators relied on an inaccurate set of instructions calied a hold request. Public
Counsel stresses the fact that the Company had reviswed the Hawthorn incident, and
had taken a number of steps to minimize recurrence of the event. It was the opinion
of the Statf witness, after his extensive investigation, that it is a very typical
response to review and enhance operator training after such an cccurrence. In the
Staff witness' opinion the steps initiated after the accident would only be able to
minimize the possibility but it is unlikely that anything would prevent such a
rccurrence becanse it was due to human error. There is no information in the instant
record which would permit a determination that the Cumpany has been remiss or
neglectful in its management operations.

Public Counsel also contends that recovery of these expenses would be
violative of the prohibition against retroactive ratauaking ammounced in State ex

rel. Utility Consimers Council of Misscuri v. Public Service Comnission, 585 S.W.2d

41, 60 (Mo. banc 1979) wherein the Missouri Supremc Court orderod a refund of monies
collected under a fuel surcharge on the basis that implewentation of the surcharge

constituted unlawiul retroactive ratemaking.
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Public Cowasel &lso cites Norragonsett Biectric Co. v. Burke, 415 A.2d

177, (R.1, 1820}, wherein the court described the two basic functiOﬂs of the rule
against retroactive ratemaking by stating:

The rule agzinst retroactive ratemaking serves tiwo basic
functicns. Initially, it protects the public by ensuring that
present consisers will not be required to pay for past deficits
of the company in their future payments. The Suprewme Court of
New Jorsey has expressed this legitimate concern as follrws:

"The present practice, as set forth in thess cases, is
fair to ihe public utility, for it c¢an act as speedily
as it sees fit to move for a correction of inadequate
rates, and it is fair to the consumer in safeguardisg
him from surprise surcharges dating back over years
that hz had a right to assume were finished business
for him and possibly over years wheil he was not even a
consuver.' New Jersey Power G Light Co. v. State
Pepartasnt of Public Utilities, Board of Public Utijity
Corn'rs, 15 J.J. 82,795, 104 A.Zd 1, 7 {I953).  Sen
Western Oklahoma Gas § Fuel Co. v. 3tate, 113 0k1.
176, 239 P, 588 (18Z5). :

The rule also prevents the company {rom employing future
rates as a means of ensuring the investments of its
stockholders. Georgia Ry. & Power Co. v. Riilroad
Coemission of Gsorgia, 278 F. 242 (D.C.Ga. 1922). If a
utility's incemz were guaranteed, the company would lose all
incentive to operate in an efficient, cost-effective manner,
thereby leading to higher operating costs and eventual rate
increases. Id. at 179-180. |

|
As pointad out in the 3taff's reply brief this Commission has a long

i :
history of ailowing rcasonable amortization periods of expenses cormected with

extraordinary casualties, commencing with in Re: Kinsas City Power § Light Company
8 Mo. P.S.C. Reports 223, 279 (Aug. 13, 1918). The practice has ccatinued as
recently as a decision in Re: Missouri Public Service Compsny, Case No. ER-81-85

i
{May 27, 1981). [

The Staff's reply brief alse cites extensive authority fram other
.o f

jurisdictions which permits utilities to recover extraordiqary costs associated with
casualty lonses. Anong those cited is the Narrapansett ca?e relied on by the

Public Counsel. Staff's brief also directs the Carmission's attention to the court's
reasoning for its holding, contained in pages 179-130 whicﬁ in part states:
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[21 The application of the rule against retroactive ratemaking
to prevent the ceapeny from recovering the extraordinary ccst of
the ice storm would czrve neither of the policies oxpressed
above. Because of the unpredictable and severz nature of the
storm, it is unlikely that co;?any officials, in planning their
cparational expeases, could take into account the cost of
renaziring the widespread damsge that occurred on Janusry 14,
1578, The existing rates, moreover, as the cummission indicated
in its decision, were ‘mot in any fashicn [bascd on) the
extraordinary expenses of restoration of service after the ice
storm.' Since the coopany incurred highly extraordinary expenses
rot covered by existing rates in combating this freakish storm,
it is difficult vo perceive how the future efficiency of the
utility would be furthered by the application of the rule in this
instarge.

We have also noted tlat the rule serves to protect present

custorers from paying for a utility's past operating deficits.

This aspect of the rule must be weighed against the intcrest of

providing immediate service to customers when & destructive,

unexpacted storm occurs. On such an occasion the public interest

in quickly restoring heat and electricity to the homes of

custciiers must prevail.

Thus, it appears that the Public Counsei has either misconstrued or
mis-cited the witimate finding of the Court in the Narragansett case.

The Caamission finds the practice of amortization, over a reasonable period
of time, of the costs of accidents or extraordinary events should be utilized in this
case and the Staff's proposed amortization periud in this matter is reasonable and
proper for estabiishing the permanent level of rates.

However, any interested party who wishes to prospectively change the mamner
in which such expenses are recovered, such as by insurance or rescyve accruals,
inter alia, should bring the matter to the Cammission's attention in same
oppropriate maymer, such as by rate case, generic procesding, rulemsking, or

otherwise.

J.___Custemer Deposits

The Fublic Counsel proposes to increase the interest rate on custamer
deposits from the current level of six percent to nine percent per annum, The

proposed adjustment would increase the Company's Missouri related cxpenses by

approximately $194,374.
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Public Covpsol's regsans for proposing the adjustment are:
1. The Copany pays eight percent on customer deposits in Kansas;

2. The custoxors cawwt acquire funds ot six parceat to pay the
¢epesit should a losn becams necessary to o soj

3. Soction 408.020, R3¢ 1978 has incroased the interest rate from
5:% percent to nine percent when no other rate is specified; and

4. ‘fThe Cormission hes recently determinad that a nine psrcent rate

is apmsropriate for Union Electric Campany and The G5 Service
Conpany.

Coany objects to the adjustment and points out several distinctions
between deposits ond investnients. It is true thaz the primary pu.pose of a deposit
is to ensure payvment of the bills and not to be the source of incume through the
receipt of interest. The average deposit, including commesrcial custorers, is $88.39.

As pointed out in the Company's brief, there has bean ro evidence offered
to demonstrate that custcmers borrow money to meet deposit requirczents. The
important factors to consider are that the paymenis are involumtary, and the Company
nas the vse of a fairly substentisl sum even though contributed by each customer in
rather smail amounts. The interest rate to consider is that of ths Company and not
that of the customer who has ro choice in the matter. Six perceat is not a realistic

curreént rate of interest and consistent with our dacision in Re:  Union Electric

Company, Case Yo. IR-82-52 (July 2, 1982) the Company's cost of t3ing the custamer.

deposits shouwid be increased £rom six percent to nine percent and included in the
calculation of the Company's parmanent rates.
K. Fuoel Mix, Interchange and Load Shanes

The Corpany seeks test year interchange and purchase poier levels of
250,290 M¥. The Ccmmission Staff proposes 464,83% megawetts as tio proper amount.

The («wipany actually purchased 872,981 MW during the 12 months ended September 30,
1982. The Carpary has normalized and amnualized that figure bascl on its
expactations of the amount of power that will be availablo and puichased in the near
future. Its expectaticn is based largely on the cancellation of 1 large capacity

sale agresment expiring Juns 1, 1982,
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The Sualf has selectua the gmount of puier purchased during the 12-month
pericd ending Scptember 3, 1961, as modified by the fuel run and manual adjustments.
The Company's proposed interchsnge level would result in spproximately $310,000 of
additional fucl costs ghove the Staff's position.

The Company contends that the Staff is wirealistic in the amount of power
that will pe available and has not taken into account changes on the Company's system
since Octoher 30, 1981, ‘fhe Cuepany's method is criticiz.d by the Staff because it
uses a 7-month period ending Scptember 30, 1982, rmualized at that point. Staff is
critical boccause, even though tiwe AEC agreement expired June 1, 1982, the Campany
purchased substantial amounts of power in June and July, but excluded those months
from its calculation. Staff is of the opinion that by the inclusion of June and July
of 1982, the Company's annualized level of purchase would be much higher.

The parties also have a substantial diszgreement as to the price at which
power will be available. Staff's average calculated mark up on sales is $6.199 per
megawatt hour, conpared to the Caspany's mark up of $4.63 per megsvatt hour.

The Company's brief acknowleges that the controversy is a part of the test
year issue and that demonstrable changes shouid be recognized. It is obvious that
the Staff's backward look and the Campany's foward look present a potential mismatch
for purpases of revenue and expense calculations. The issue of fusl mix and
interchange should be included in the true-up previcusly discussed. The Camission
finds that on an interim basis, the Company should be allowed thie controverted fuel
expense pending a final order after true-up, The resolution of this issue involves a
correspending rate base adjustment. The higher level of fuel expente dictates an
increased coal inventory discussed in Section D,1. of Rate Base, iitfra.

The Staff's brief also addresses Load Shapes as an issuz. [t is pointed
out that there was no prepared direct, rebuttal, or surrebuttal tesiimony on the
issug, and it was not listed in the narrative portion of tiie Hearing Memorandum.

Thus, the Commission finds that the issue of Load Shapes is not before it

in this redord, and, therefore, the adjustment is not allowed.
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L. "{paration and Maintenance/Attrition Adjustment"

The Cazpany proposes a two-part adjustmont to its booked erpenses for non-
fusl, non-labor cperations and maintenance. The Company refers te the proposal as
"Other 084 Adjusopents" whils the other parties describe it as ap "Attrition
Adjustment'. The proposed adjustment is intended to account for expected increases
in the Corpany's o¢peration and maintenance costs during the pericd when the rates to
be set will be in effect. The Company points out that it has seldom been able to
earn its authorizad rate of return and because of inflation is not likely to do so
in this case in the absence of the proposed adjustment.

‘The Conmission has recently expressed a willingness to recognize the effect
of infiation on a company's rate of return if a proper procedure can be developed to
identify the causes and quantify the result. As recently as the Company's last rate
case (Report and Order ER-82-06, July 14, 1$82), the Ccmmission invited all parties
to further develop their positions in Cammission Case No. 00-82-277. The Company
proposes its adjustment as a positive response to that invitation.

The Staff's testimony indicates that a substantial amount of time in
preparation for this case has been spent in efforis to arrive at the reasons the
Company did not carn it authorized rate of return during the test year. The Staff
has been unable to determine the cause. Neither has it been able to arrive at a
proper definition of attrition or a proper form of measwrement to determine if it
exists.

The Staff's position is not responsive to prior Comission expectations
stated, for example, in a 1582 rate case as follows:

""The Compission and its Staff have conceded the existence of

attrition in the past, and as recently as the Keport and Order

issued in Re: Missouri Public Service Company, FR-82-39 and

¥R-62-50 (June ZI, 198ZJ. To alleviate the difficulties created

by attrition the Commission has adopted forecasted fuei expense,

true-ups and other mechanisms to employ data fram a period as

close to, or during the period when the rates to be set will be

in effect. Even the Company in its brief concedes the

Cormmission's recognition of the problem and attempts to partially

offset it by the mzans enumerated and other attempts to
accalerate the rate case process.
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BAlthoveh recogiized, ¢ probles cammet 6o corrected if it cannot
be measured.  The instsat record does not pemit such a
rmezasurement since it would be available only after the ‘operation
of law date' of the tariffs herein invoived.

*‘The Staff, in other cases, has studied the concept of attrition
and has attempted to formulate a method of quemtifying it. - In
the Caspany's next rate proceeding the Conmission will expect the
Staff's preseatation to reflect, at least, a consideration, of
specific proposals in this regard. Although not presantly
measurable, it may be possible to estabiish a reasonable
nttrition factor at scpe time in the future." Re: Missouri

Power § Light Cemparny, ER-82-180 (Cctover 29, .

In the Compary's last rate case the Report and Order issued by the
Cormiission contained the following statement concerning attrition:

"The Cormission commends the Company's effort in this arca;
however, the Camaission, fran the evidence in this record; cannot
develop a cure-all or inform the Company how to develep an
adequate procedure. Apparently, much pregress has been made.
This is demonstrated in the record regarding Coupany and Stafl
testimony on negotiations between the Corpany and Staff in this
arca. The Commission invites the Campany and all parties to
further develop their positions in the Comission Case No. 00-82-
277{)' Re: Kansas City Power § Light Company [R-82-66 (July 14,
1982).

The Company first annualized its O8M price levels at September 30, 1982,
to arrive at an initial adjustment of $260,000. That amount was then increased and
adjusted to account for anticipated price increases during the year of July 1, 1983 -
June 30, 1984. The other parties are proposing no adjusteent. Taus, the Coampany is
proposing an adjustment resching one year and nine manths out of ths test year.

The Canpany's largest adjustment in the amount of $2,568 000 relies on
forecasts of price level trends and '"proxies or indices" constructed by a Washington
based consulting firm, Data Resources, Inc. (JRI). The adjustments were keyed to
the FERC system of accounts. [DRI's procedures were not designed to predict changes
in expenses peculiar to the Company's system and no knowledge was professed of the
nature of the Company's system. The indices develeped were then applied by the
Campany to its annualized expenses to arrive at the total adjustment.

The examination and cross-examination of the DRI witness revealed a number
of deficiencies in the reliasbility of the forecast. An exawple is the composition of
Account 562, Station Expenses, which includes washrooa supplies, for which an
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index was censtructed alfiwagh BRI did not know if such expenses are incurred at all
or nue of the Corpany's transmission stations. Another daficiem:y grpeared in DRI's
understanding cf the nature of the index it constéucted for Fuzl in Account 501. The
subject of the index was stated to be cars and private transportatiom, including
maintenance snd insurance. As pointad in DOE's ermmination, and in its brief, the
witness did noi know what kind ¢f transportation the Camrnny uses. It is also
pointed out by TOE that Account 501 includes the cost of fuel used in the preduction
of steam for the gencration of electricity, inciuiing expenses ani unloading fuel
from the shipping media and handling thereof, up to the point where the fuel enters
the boiler plant bunker, hopper, bucket, tank or holder of the boiler house
structure, :

DRI constructed a proxy for Account 502, Steam Expenses, which included
chemicals and tmiler inspection fees; lubricant; uoiler feed water purchased and
pumping supplies. [RI's witness could not explain the applicability of the proxy
"Office Supplics Expense Cost Index" to any of those iiems althouh the proposal
1inks the proxy to that account and to those items.

Because this adjustment is related to the test year issuz which was not
resolived to the Commission's satisfaction, the Cormission finds that the amounts at
issue should be authorized in rates on an interim basis and included in the true-up
procedure which shall include a verification of the reasonableness of the Campany's

annualization.

M. Administrative and General (A§G) Szlaries and Expesses

The Staff proposes an adjustment consistiﬁg of an excluzion of 12.314
percent of the Campany's ASG salaries and expenses, on the ground that those amounts
should be capitalized as being related to construction. The Company opposes the
proposal on the ground that it represemts an arbitrarily detemin-d amount, is
contrary to FERC Electric Plant Instruction 4 and does not caaply with NARUC

Interpretatiaon No. 60-EGW.



in the Cozpany's last rate case, Case No. ER-82-65, the Staff proposed
capitalization of 12 percent of A§G salary expensss as a rosult of a study of the
amounts capitalized by 11 electric utilities in Missouri and Kansas. The expenses
capitalized ranged fram 5 to 38 percent. The Staff chose to apply to KCPL the mode
of the sample which was 12 percent. That method wis chosen by the Statff in that case
due to its inability to comduct a study of actual time reported by administrative
employees in performing their daily activities.

In the Report and Order the Commission agreed with the Staff in principle
but rejected the adjustment due to the imperecise nature by which it was calculated,
The Commission also agreed with the Staff's recommendation for the conduct of a study
in stating:

The Company will be ordered herein to cepduct a study to

establish detailed policies and procedurcs that direct what costs

should he directly charged to constructicn. The study shall also

establish detailed policies and procedurcs to account for those

construction-related ARG salaries and expenses that cannot be

charged to a specific project and assigned those amounts

retably among the various construction projects. {Report and

Order, Case No. ER-82-66, page 9).

The Corpany's study was to be filed on October 14, 1982, The Company filed
a motion secking an extension of time to file the study, reciting in part:

4. The following steps must be completed to result in a
satisfactory study:...

b. Conduct interviews with all departwment heads and othey

personnel to discuss workload and manpower deployment with

respect to construction related activities;...

e. Develep an implerent detailed policies amd procedures on a

Comparnry-wide basis and provide necessary orientation and

training.

The study, filed on January 14, 1983, is attached as Apperndix 9 to Staff's
Exhibit 44 in this matter.

It is the Cowpany's contention that the time put in the roview of the
Carpany's operations and issuance of policies and procedures constituted a study,
although not a time study. The review was performed by a series of interviews or

discussions, not all of which were documented. It is the Campany's position that
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after interviewing the Cocpeny's chief oparating officer and some vice-presidents
that it was unmnccessary to interview all of the officers or department hequ.

Under the Carpany's study it still charges to construction only those AkG
salaries and expenses that can directly be identified with a particular construction
project. All indirect costs are still expensed. The Company is of the opinion that
only a portion of the salary of one officer should be capitalized. The remainder of
the officers’ salaries should not be capitalized tocause they are peid to do a job
without regard to the time required. Since many work €0 or 70 hours a week it is
believed to De impossible to accurately assign & 40-hour woek to various fumctions.

Company 's controller expressed the opinion that the new policy uses a
direct charge and incremental cast basis of capitaiizing A§G indirect costs that is
preferred by FERC and NARUC, It is the controller's testimony that both
organizations state that a time study is a possible procedure that could be used only
if direct charging and incremental approaches are Zmpractical. Ccoipany states that
the use of percentage distributions based upon assumed relationships between
operating expenses and cost of construction violates the instructions to FERC's
Uniform System of Accounts. Caapany also refers te NARUC interpretation No. 60-EGH,
adopted by the Commission, which specifically states that the amounts of
adninistrative and genmeral expenses which are capitalized are only those which have a
provable relationship to construction. The interpretation goes on to state that the
incremental cost basis is the proferred method of determining amounts of
administrative and general expanses which should be capitslized. Under the
incremental cost approach, only the cost specifically incurred for comstruction, or
those costs which would not be incurred if construction wore not widertaken are
chargeable to construction,

The Campany conterds that it has complied with the mandaze of the
Commission and has conducted a review and has develcped and implemonted a detailed
policy and procedure that is based upon the direct assigrment of ASG cost to

construction. fompany also contends that its plan complies with the Commission’s
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order since it has aiso set uy a general work order which is being charged for labor
vhich is not attributabie to specific projects in progress.

The Cumpany criticizes the Staff's propnial because the proposed time study
is unnecessary and needlessiy duplicative. Compariy also contends that the Staff has
once again advocated that a meaningless arbitrary percentage be applied.

Tae Staff's adjustasnt 15 based on the Company's payroll records and is
based on data that applies only to KCPL. The Staff's percentage has been derived
£rom the percentage of total payroll charged to work orders.

it is the Staff's position that the Cospany should utilize Account 922 to
follow Electric Plant Instruction No. 4 in capitalizing indirect AG construction
costs. Staff pointed out that only two Missouri utility campanies were not using
that method in 1980, KCPL follewed that practice prior to July 1, 1959.

The Staff testimony also establishes that the Campany, has since 1973,
proposed ALG overhead cost studies to charge its portners in joint ventures such as
LaCygne 1 and 2 and latan.

" The Caspary also criticizes the Staff's proposal because it would be
difficult to retroactively capitalize AGG costs since many of the uwork orders would
have already been capitalized and closed. What the Staff is proposing is the
prospective accumuiation of dollars in an account vwhich will be rellected in rate
base at the end of the year when the work order clcses.

Staff points cut in its reply brief that the Campany’s contention that this
Coumission has adopted the NARUGC instructions for the unifoirm systcn of accounts is
based solely cn the 1981 NARUC annusl report. Staff also directs szttention to 4 CSR
240-20.030{4) which states:

In prescribing this system of accounts the cowmission doss not

commit itself to the approval or acceptance of any item set out

in any account, for the purpose of fixing rates or in determining

other matters before the commission.

1t would appear, therefore, that criticism concerning the violation of

those two principles would not be dispesitive of this issue.
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There is no cvidenss in this record to persuade the Cammission to depart
from its opinion concerning tho performance of a precise study as amnounced in Case
No. ER-82-66. 7The Commissioa f£inds that the Company's method of pirforming the
study and the resuiting preduct herein do not condvrm to the direction to perform
the study.

Since the Comission has determined that the Corpany has failed to provide
an adequate study the Cammission finds that the Staff's work order percentage method
should be used as a substitute in this instance. For ratemaking purposes the
Commission believes a study as referred to in the Uniform System ¢f Accounts should
be used. However, the Commissiom is not endorsing the work order percentage method
as the most appropriate means of calculating capitalization percentages for that part
of the Company's payroll and related expenses connected to construction activity.
The Commission is using Staf{‘s methed in the absence of an adequate Campany study.
The Commission further notes that the development of an adequate s:iudy is the
Company's burden and not the Staff's. Consequently, the Cammissicn directs the
Company to file an appropriate study in its next rate case,

1he Company has moved to strike a portion of the surrebuvttal testimony of
Staff witness Zimmerman contained in page 10 of Exhibit 44. The cbjected to
testimony concerns reponses to data requests tendeied to Union Electric Campany and
Empire District Electric Compeny. In the Commissiun's opinion the Ccmpanyfs motion
is well taken and is hereby granted since the consideration of that evidence would
deny the Company's right to cross-examine the parties actually making the statements
contained in the data request responses.

M. Torecasted Fuol BExpense

The Company, Staff and DOE have entered into a joint recimmendation that
the Campany be aliowed to collect revenues, subject to refund, wit) interest, based
on certain coal and gas prices three months after the end of the m-uth in which the

Commission's Report and Order in this caso becomes effective.
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Public Counsel oopases the joint reconsndation, Cuunsei for Ammco stated
that Armco do2s not oppose or join in the recommendation, but asks that the
Commission take into consideracion the rounding differences inherent in the proposal.
The joini recamendation provides that if the Jifference beiween actual prices and
forecast prices is calculated o be less than one-hundredth of a cent ner kilowatt-
hour, the Cospany doss not have to file new tariff sheets. All differences above
one-mundredth of a cent per kilowatt-hour are to b= rounded to the nearest one-
hundredth of a cent per kilowati-hour. The reascn for such randing to the nearest
one-hundredth is that the Carpany's tariffs are only calculated to that level. It is
not possible to calculate differences with more precision.

The only parties that filed testiiony on this issue werw the Company and
the Comission Staff. Two Staff members were subpoensed by the Public Coumsel
respecting this issue.

The Coumission Staff requested that two paragraphs be inserted into the
reconmendation to dispose of potential problems that have arisen in past true-ups of
forecasted fuel prices and these paragraphs apuear in the stipulation:

Paragraph 11 - Company agrees to advise Staff of any unusual

circunstances affecting the permaneni Loce fuel prices or invoice

prices including, but not limited to, interim agreements,

contract renegotiations, changes in sources of supply, changes

in mining conditions, unit outages, and spot coal purchases as

these matters occur through the true-up hearing date.

Paragraph 12 - Company agrees to provide Staff with all zvailable

documents and information supporting price changes as these

matters occur through the true-up hearing date,

The joint recomsendation also proposes to exclude the price of coal
produced at Peabody Coal Company's Rogers County Mine from the tru:-up and refund.
This provision has been inserted as a result of a drop in price of coal from that
mine following a fuel truc-up in the Campany's last rate case.

The instant joint recammendation also provides that the aver or under
collection of coal and gas fuel expenses are aggregated., If ccal cxpense is over
forecasted, but pas expenses are under forecasted an equail or grecier dollar

amount, no refund gbligation will exist.
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Attached to the Pusiic Coutisel’s brief is a copy of the (ran:mittal letter
corpanying 8 revised Purchased Gas Adjustment (¥(A} filed by The Gas Service
Company on April &, 1963, decressing retailed rates to larze industrisl customers
such a5 KCPL by 51.066 cents per mcf, The Public Counsel contends thet the
forecasted fuel joint recommendation includes §$2,379,590 in rates subject to refund.
Public Counsel also conteads that the decrease in the PGA reduces Copany's cost of
gas by $2,564,930 which is in excess of the rates subject to refuni,

On May 12, 1983, the Staff filed with the Caumission a Motion to Strike
Certain Portions of the Briefs of Kansas City Powey § Light v, The Office of
the Public Counsel, and Jackson County, Misscuri, <t al. The motich recites that the
transmittal letter attached to the Public Counsel's brief and the sccompanying tariff
are not exhibits in this proceeding or in any mamsr part of the record herein.

In the Commission's opinion the Staff's motion has merit and should be
granted in part. Staff's motion acknowledges that the Comrission has recently
treated a similar issue in its order issued on Cctober &5, 1982, in Stapleten v,
Misscuri Public Service Company, Case No. BC-82-215. As annoumiced in that case, the

Comission is still of the opinion that an order to strike improper argument in a
brief is not nocessary or proper, and a party, to protect itself f{rom improper
arguments, be it legal or fectusl, need only to bring it to the aitention of the
Conmission in 2 reply brief. The Commission now adds thai if improper comment is
contained in & reply brief it will suffice for s party te point cut the improprieties
by letter to assist the Comamission in determining which portions Jf the argument
should be rejected. |

In the instant case, however, the brief of Public Couns:l has attached to
it a document filed in another matter of record before the Commission. A motion to
strike may be proper when a party attempts to improperly include in the record
documents or exhibits from other cases. Sinco the objected to inclusion exceeds the
scope of a fuctual or legal argument, the Commission finds the Staff's motion to

strike has merit and should be granted. The furnishing of the quistioned letter 1is
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an inproger nx.gu. o supriesend the evidsatiary ootad abter it hos been closed.

As to the I'BA taviff in question, the Staff's motion should be dendcd, The

Canmission is obligazted to be aware of the contents of its own records and will bo

consider ths PGA as hereinafter indicated. ST

The Staff also points out that the Public Counsel's calculotirns are based
cn a mistsken assumption. As pointed out in the Steif's brief the figure referred
to by the Public Counsel is taken from an illustration of tiia msthod to be used to
calculate fuel expenses to te included in rates subjoct to vefund. A review of the
reconciliation of revenues attsched to the Hearing Mimorandis fn this catter shows
that the forccasted fuel revenue requirement is $4,250,000. The joint recommendation
states in part that in the event the actual aggregats coal and gos costs are less
than the agpregate forecasted cost with respect to the fusl burn as set by the
Commission the Corpany shall be obligated to refund an emount with interest, as
determined by taking into considerstion any offset of the over collcction of cne fusl
against the under collection of another.

In the Camission's opinion the evidence cstablisiies that the provisions of
the joint recommendation concerning forscasted fusl adequately pruvids protection for
the ratepayers in the event of an over collection in the Coopany's fuel cost. Thers
is no provision for protection of tha Campany in ths event of any under collection of
fuel costs. The joint recomzendation provides for rofund of any over collection to
which shall be added simple intercgst at o rate equal to the asuthorized return on
investment set in this matger. It ls noted that the joint recamsezndation also
provides for testimony to Lo presented to the Commission at the tiz of the true-up
regarding how to apply the vefund end the Commiasion shall mske that determination.
For a1l of the foregoing rcasons thoe Cumission finds that the joint reccamendation
contained in Exhibit 88 should be adopted for the purpose of establiching the
Campany's fusl expense in this wmotter.




In the crue-up the parties shall specidilslly wddross tho effect which the
PGA filed by Tho Gas Scrvice Cezmany on April 8, 1983, muy have on the Company's
fuel costs and any refind cbligation created by the PGA,

0,  Payrsll Costs

The Campany hos armuzlized its payroll cxpense and associated taxes as of
Septexzber 30, 1982, adjusted for Lnowm changes and quantities through September 30,
1982, reduced by ths number of saployees released stfective Octobir 1, 1982. The
Company also includss an anticipated seven percent wage increase for noncontract
emplcyees on July 1, 1983, and salary increases through June 30, 1984, The wage
rates assune a Report and Order in this matter in July, 1983, with the total
reduction in the Cospany's net operating income claimed to be in the amount of
$1,933,000.

The Staff ammualized the Company's payrell and associated expenﬁes at
year-end September 30, 1982, vecduced by the 47 employees released on October 1, 1982,
as a result of the reclassification of Hawthorn Units 1 through 4. The Staff did not
recognize any other changes in quantities or costs effective after September 30,
1982, other than a contract lebor increase effective Octobor 25, 1982,

BOE also annualized payroll and related expenses using the September, 1932
level of employzes and wages.

The Staff does not agree to any other out-of-period adjustments because of
a perceived disturbance in the expense and revenue relationship. It is not contended
there will be no increased wages during tho pericd when the rates o be set will be
in effect. Somc of the expcnses, such as increased FICA texes on January 1, 1983,
appear to be inevitable without any direct relatiocnship to revenu33;

The Campany bases its estimate of a seven percent increase in the
noncontract salaries on its experience that such increases closely correspond to
centract increases. There appears to be little doubt that some increase will be

forthcoming on July 1, 1983. In the Commission's cpinion the contosted payroll
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increascs shﬁﬁid be incluled in rates as a porticn of the expenses subject to
revision on a permanent basis after true-up.

Payroll amounts at July 1, 1983, will b2 in effect during virtually the
entire life span of the rates to be set in this matter. As pointed cut in the
Company’s brief, the briefing schedule has been extended to May 12, 1983, and the
prospect of an carly Report and Order appears to Lz substantially lost.

During inflaticnmary perieds, substantially unadjusted test years ending
prior to the time the new rates will go into effect will virtually assure that the
Campany's entire cost of service cannot be recoverad. Inclusion of the probable
payroll level subject to refund will tend to offsct this phencmenon, and at the same
time expose the ratepayer to no more costs than those legitimately incurred by the
Company .

The pertion of the claimed expense bevond July 1, 1983, however, is too
remote fran the test year te be properly included. There is littie likelihood that
payroll increases in May, 1984, will be in effect for any significant period during
the effectivencss of the rates to be established by this case. Payroll expense
incurred through July 1, 1983, should be collected subject to refind after the true-
up proceeding.

P,  Summary

As a result of all of the adjustments herein found to bo fair and

reasonable, the Commission finds that the Company's available net operating income
for the purpose of this case is in the amount of $47,256,000. The expenses to be
allowed subject to refund have reduced net operating incume by $5,260,000,

RATE DASE

Cawpany portrays the net original cost of its property used in the rendering of
service within the Missouri jurisdiction to be 3561,158,000. The various parties to
this proceeding have proposed a number of adjustments which would reduce the
Campany's intended rate base. The Staff adjustments result in a proposed rate base

of $517,529,000. Euch of those proposed adjustments is hareinafter discussed.
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‘ Too Bblic Cuomnsal PEUpsEes €0 reduts tho mm‘s Fisoourd jurisdictionn)
rote base by tho custmmer desosits hseld by ths Corpany in the "&::ﬁzuat of §2,158,706.
That aoumt reprosents the Gxpony's 12-month average balance gf custezer deposits at
Septezber 30, 1932, : 7." .

The C:ﬁ;&ﬁy currantiy uses the interest cost of ‘gustemey deposits in
celculnting its rate for sllowmice for funds used during constructicon (AFUC). This
method has becn followed since the Conmissien directed ';ts?_'use'in tho Cozpany's rate
Case No. ER-78-252, IR |

The Cezmission adepted the AFDC rethed as being wpaﬁor to the rate base
ofiset because older depos‘its: are mors iikely to support the prasent plant, vhile
newsr dsposits are more likely o be used for future construction.  In view of the
adoption of 4 C°R 240-13.030(4), the Coxmission expected the levei of older deposits
to f£all. That rule provides for earlier return of deposits than Lsat wndsr the
previvus forms of the rule.

As anticipated by the Ceznissicn in Ceso Ko, HR-78-252 the rule appears to
have resulted in deposits besing refunded pore quickiy.  Although the overall level of
deposits has incressed, the Carpany's testimony shiws timt the cusrent level of
daposits is gpﬁroximately $2.7 =illion end there is apprmﬁm?elx & $2 million
turrover in the fund each year. i _

In the Cumission's cpinion there has boea no evidence cffered to altor the
thinking that deposits are more likely to support future plant in zervice. The
practice of using the deposits to calculate AFDC should céntimza wd the proposed
offset to rate base should bs déisallowad. '

B. Deferred Toxes Ofset To Pate Dase

" Staff and DOB propose to calculate an allowance for funds used during
construction (AFIC) on Wolf Creek construction work in progress ({iiP) on a gross of
tax basis and offset the Compeny's rate base by the emount of tho rosulting deferred
tox reserve. The offset as éalculatad by the Staff is in the emsunt of $29,492,000,
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incivding the “‘i’.rncame tax effecis of property taxes.

AFDC is asccruod on the Company's GWIP until such time as it becomes fully
cperational and used for service. At that time the cost of comstruction, including
2il accrued AFDC, is included in the Campany's rats base.

AFDC represents the cost of the funds irvested in construction work in
progress and has two components; a debt component, and an equity component. The debt
component recognizes the interest costs of the debi funds investéﬁ in construction.
The interest costs associated with (WIP are preper income tax deductions when paid or
accrued.‘ Such interest costs are capitalized for ook purposes ax a part of the cost
of the construction. This issue was tried in the Company's last rate Case, ER-B2-66
and was determinod adversely to the Caompany.

Since the Report and Order issued in the Company's rate Case No. ER-78-252,
the Campany has been afforded normalization treatmsnt of its deferred tax reserves
for capitalized property taxes. In Case No. FR-82-66 the Staff proposed to calculate
AFDC on Wolf Creek construction on a gross of tax basis and to offset the Campany's
rate base by a deferred tax reserve created by the change. The Staff advocated
calculating AFDC on a gross of tax basis to afford the ratepayers furnishing the
present funds making up the deferred tax reserve a present benefit in the form of the
rate basc deduction. In the instant case the Staff proposes continuing that practice
contending that the deferred tax reserve represents money paid in current rates for
which no tax is actually paid as a result of the normalization of the tax timing
differences. The Company proposes to record the appropriate amour? net of tax and
deduct the deferred tax reserve from rate base after the plant goes into service.

It is the Staff's contention that since deferred taxes collected in rates
represent cost-free capital to the Campany for which the current ratepayers are
entitled to credit against plant in service, it is unreasonable tc ask the ratepayer
to pay a return on the plant constructed from those ratepayer-suppiied funds.

Staff also points out that the Campany hzs used the defesred tax reserve

for Wolf Creck nroperty taxes as an offset to rate base in current £ilings before the
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Konsas Corporation Cummission snd the Federal Incrgy Regulatory Commission. Staff
also points oui that the position adopted in the Company's last rate case, and
advocated by ths Staff in this case, it is consistent with similar treatment directed
for Union Electric Camany in its most recent raty case, ER-82-52.

There is also a great deal of conflicting evidence as to whether additions
to the plant in service will have an effect of greatly increasing Xansas property
taxes. In the Commission’s opinion these questions have Leen unresolved.

No mew evidence has been offered to persuade thz Commission to alter its
decision to require gross of tax accounting for AFDC and capitalized property taxes
and the corresponding reduction in rate base by tiie amoumt of the deferred tax
reserve. The Commission finds gross of tax accounting for the resolution of this
issue to be proper. However, the Commission anticipates instituting a rulemaking
proceeding to consider normalization of tax timing differences in general and will
seek comments on the instant issue specifically. The Cammission invites thie caments
of the Campany, Staff, DOE and any other interested party in that respect.

C. Iatan Cost Owerruns

The Commission Staff proposes to exclude $243,405 of tho cost of
constructing the latan generating station from jurisdicticmal rate base, on the
alleged grounds of contractor error asseciated with construction of the hot reheat
piping and structural steel repainting. The Camissian has previcusly excluded the
cost of these items from the Company's rate base.

The Staff proposes disallowance of the cost of structursl steel repainting
because of contractor error, excessive charges and material not mcating
specifications. The Company's evidence shows it had approximately 12,000 tons
of structural steel prepared for finished painting pursuant to Stegl Structures
Painting Council's Surface Preparation Specification Nos. 3 and 7. Those
specifications require loose mill scale and loose rust rewoval from the surface of
the structural steel, but allow tightly adhering mill scale, rust snd paint to

remain on the ctructural steel. Steel supplied under those speciiications result in
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a saving of appooximately $4+4 per ton, for a total savings of §280,000 for the total
plant. After the steel was delivered the constiuction cozpany (Dzniel) had
difficuliy in cbtaining qualified persommel to woik on the upper structure. The
steel stayed on the site for an extended time before it could be arected and receive
final printing. The Compamy's Director of Fossil Plant Construction wid Engineesring
disputed the faulty material contention of the Staff and expressed the opinion that
the primer deteriorated duc to the unforeseen del~y in erection. The Company in its
investigation couid establish no other cause for (iwe need for repainting. After the
repainting cost the Company still salvaged a saving of $196,000 by having the steel
delivered with the less rigid paint specificaticns.

The other aspect of the latan cost over on issus was the alleged contractor
or management error in the construction of the hot reheat piping 2sseably. The
Company's testiaony concerning the hot reheat piping was given by the engineer in
charge of the stress analysis group of the plant architects at tha time of
construction. The hot reheat piping is a pair of piping or tubing which runs between
the boiler and the turbine of the generating station. Betause of increasing fuel
costs the hot reheat piping in question was designed to use 38-inth diameter piping
which was the largest diamoeter piping ever used by the architects in units with a
capacity similar to that of Iatan. The piping waz desigied to be erected, without
stress, from the turbine end as well as the boiler end, There ars cross-comnecting
pipes between the reheat piping which are designed to egualize tho steam presssure in
the two runs. Because the cross-connecting pipe was located close to the turbine,
it, along with its support system, could exert large loads on the turbine shell.

After piping was erected from each end, a gap existed butweon the two
segments called the "cold spring gap.” The correct gap was calculated by the stress
analysis group to introduce the proper amount of stress in the system when the two
ends of the pipe are brought together and welded.

During the latan construction the initial gap between the piping segments

did not correspond to the design specifications. When the piping was pulled together
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the intermodiate gressure turbiuno shell warped. Alilwagh a mwber of investigations
waye porformsd by the architeses e cause of the wurpage coudd not Lo detormined.

Tho Comeany witnoss stoted thut nony pésssibie renseas for the warpage could
exist. For emmeple, the piping loods may have bszn larger than predicted by the
sephisticated corputar anslysis. The piping mey not heve baan fubricased in
accordance with the spocified tolermmces or instalied in tha desirel sequence. The
eguipmsht tioms may not have beim located as chivem on the sugpiler's drawings.
Ths turbine shell may have buven nore flexidle with the top semoved (lan the supplier
enticipated and the cdesign snd excction of the cross-cannzciing pip: have been more
critical than comstruction comgecyy, tiie supplier or the arcidtect ensicipated.

As a part of its investipaticn tho architaets reguestsd thz installation
specifications for the guldes in the hot reheat systea. The guldes are described as
hangars or bfaces: for the piping. The architects deternminsd that eight guides
apounting to 20 percent of tho suspension system of the hot rehsat piping were not
installed prior to requasting the installation spacifications.

In the Corpany's last two rate cases the evidenco of récaa"d persuacded the
Cozmission to exciude ﬁhe disputed items frem rate base. In the instant case, on the
other hard, the Company has coun forwvard with suffizient evidence 7o rebut the
allegation of inadequate Compamy or contractor supoarvision, The Goaission finds
frca the instant record that ths costs associated with the structurzl steai
repainting and the hot rohsst piping should properly be included in the Corpany's
jurisdictional rate base.

.  Fuel Inventory

There are four areas of disagreement regarding tiie proper calculation of
the Conpony's fuel inventories. Each of these disputes is discusscd separately
below,

1. Ceal Inventory

Both the Staff and the Cazpany agree that a 90-day fusl !aventory is proper
for the Corpany to maintain at all generating stations other than Lalygne 1. The
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different mﬁtﬁdés ol calcudating the 90 days of inrentory resultsiin a nef difference
of approximately 104,000 tons at the cost of approximately $5,167,.000.

The Copany's and Stafi's method of calculating coal inventories are
identical with the exception that the Company excludes scheduled cutages from its
calculztion. The Corpany uses the annualized tons of coal burned at each generating
station, as determined in the fusl run model divided by 305 days, less the number of
schaduled outages. The result for each generating station is then multiplied by 90
days to arrive at each unit's level of coal inventsry. The Staff's calculation did
not exclude the days of scheduled cutages from the denominator of the calculation.
Both the Ccmpany‘s‘and the Staff's 90-day calculation of coal inventories include
forced outages of generating units. Staff's cualculation rasults ii an inventory that
will be used at each gencrating station over 90 calendar days. Th: Caupany's
calculation results in an inventory that would be constmed in 90 days of use.

The Staff's method of calculating coal inventory has genarally been used by
the Carmission, including the Campany's last general rate Case No. ER-82-66. The
Company proposes an increase in its coal inventory as a protection against the cost
of taking emergency actions necessitiated by intervuptions in fusl supply. Typical
epergency actions include genmerating power from other stations, purchasing power from
other utilities, and initiatirg rotating blackouts., The Campany contends that it has
used its experience in such matters to balance the cost of maintaining additional
inventories against the potential cost of the emergencies. The Camany contends that
the Staff's method provides for nommal conditions, while an inventory is maintained
for abnormal conditions.

To support its level of inventories the Cumpany retained the services of
ICF, Inc., a Washington-based consulting firm specializing in econcaic and strategic
analysis, with a major practice in coal and electric utilities., The ICF witness
employed a very sophisticated coal purchasing and inventory model. The model
develops an optimal spot purchasing and inventory strategy that minimizes the sum of

inventory holding costs, expected cost of taking emsrgency actions and the cost of
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purchasing spot coal. Ths ICF witness took into consideration the occurrence of
aishaps and disasters. It seaws that a mishep is described as a condition that
affects one fuel supplier or small grovp of suppliers. In a mishsp, contract
receipts at one station fall substantially, but since only one or a small group of
suppliers are affected, the market prices are not affected and reiativcoly low cost
emergency actions, like shifting load to other cosl-fired units a:e purchasing coal-
fired power are available. Eizmples would be a mzjor equipment fiilure at a mine,
or a track problem that affects deliveries from one supplier.

Disasters were described as events that may affect all suppliers, such as
lzbor strikes, oil embargoes, wars or natural disasters. One of the examples used
was the New Madrid earthquake which occurred appreximately 176G years ago. The
possibility of a coal strike in October of 1984 was considered,

The ICF witness conceded that no unanticipated disasters had occurred in
the five-year data period used for the derivation of such possibilities. The
five-year period cammenced with 1977 and at the time of the hearing was more than six
years in the past. In order to arrive at a disaster the ICF witness would have to go
back to 1973 or 1974, It was estimated that a 10-year period would have to be
considered to see a cne-month mishap at any one of the stations. It was estimated
that a 50-year period would have to be observed in order to see a two-month disaster.
In the Cemmission's opinion the consultant's testimony is subject to such speculation
and uncertainty as to render it to be of little value in supporting the Company's
position. It was acknowledged that the major sources of the Company's coal are not
UMW mines and at only two times since 1950 have there been strikes longer than 90
days.

The Staff has pointed ocut a number of inconsistencies in the Company's
proposal, one of which is the distinction between forced and scheduled outages.

Under the Company's proposal, a unit can be off line the same mumbl:r of days from one
vear to the next, but the Company would recommend different inventories depending on

whether the unit was off line due to scheduled or forced maintenarce. The Campany's
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preposal srounts to including in vate base coal inventory for its scheduled outages

e

whan its generating units cennot burm coal. In tho Caemission's opinion the most
significant result of the Company's proposal would @ to achieve a higher cost of
inventory. In the Coumzissien's opinion the record in this matter is not pursuasive
toward altering the custamary rethod of calculating a 90-day fuel inventory.

in addition to its 20-day inventory the Cuspany seeks inclusion of an
additional 228,799 tens of ceal for LaCygne 1, The Company's requ:st is based on the
fact that LaCygne 1 would be shut down for six months, commencing Kovember, 1982, for
retubing. The Corpany deterninsd that the most prudent and most effective
alternative was to continue receiving coal fram the vnit's supplier, Midway Mine,
rather than stop deliveries. Due to the limited capability of Midway Mine, not more
than 1,630,000 tons can be mined per year. The Carpany calculated that without
receiving coal during the retubing, it would not be able to carry #n adequate
inventory level. 1f deliveries were interrupted the mine would be unable to increase
its production to make up the deferred coal deliveries. It is difficult to see the
logic of ‘;:hé Company's contenticn since the inventory level at LaCigne on
Scptember 30, 1982, should ns: be affected by any inventory build vp which may have
commenced when the unit was removed from service in November of 1982. Company
contends that there is no doubt that the LaCygne coal inventory level requested is
within the test period in this case, but the level mzintained at S:ptember 30, 1982,
is far in excess of the 90 days nurned rcquested generally. The Coumission finds the
Campany's contention regarding the LaCygne inventory should not be zdopted.

The resoiution of the purchase power adjustment supra in Favor of the
Cempany requires the inclusion ¢f an additional $2,061,000 in coal inventory subject
to the true-up procedure. |

2. Base Mat Coal

As pointed out in both the Company's and the Staff's brief this issue was
tried in the Company's last rate Case No. FR-82-66. In thut case the Commission

authorized an addition to the Campany's coal inventory consisting of an 18-inch layer
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of corl at ihe bottom of the pile, consisting of unburnable and conteminated coal
which is generally considered nscessary to separate the reaninder of the coal pile
from being contsninated by the growmd.

In the instant case, as in Case No. ER-£2-66, the Staff opposes the
inclusion of all of the base zat in inventory under the contention thac 90 percent of
that coal is burnable. The Staff concedes that tha lower 10 perciat of the base mat
is conteminated to the extent that it is not prectical to burn at all.

The Cormnission Staff has pointed out that the Ccmpany hrs difficulty
burning coal that is not in the 18-inch base mat on occesion. Cnu of the most common
occurrentes is the necessity of using ccal or oil for ignition of coal that is wet
fron extended rainfall. The evidence shows that the contaminated coal in the base
mat is always difficult if not iapossible to burn because of comt:mination. If any
of the base mat is to be used it must be constantly supplemented with oil or gas or
mixed with other coal.

In the Camission’s cpinion no evidence has been offered in this matter to
disturb the Comnission's finding in the Company's last rate case and the 18 inches of
base mat coal should be allowzd in the Company's fuel inventory.

3. Limestone Invemtory

The Company proposes to include a 30-day burn supply of limestonz for use
at LaCygre 1 in the amount of 20,269 tons.i The Staff preposes to include 18,220 tons
of limestone priced as of October 31, 1982. Company proposes to price the
limestone as of December 31, 1962, The Company criticizes the Staff's proposal since
the use of limestone is directiy related to the actual operation ¢f LaCygne 1 and it
is more consistent to talk about the number of days supply of limestone. It is
contendeii that the Staff's recuszendation of 13-months averege invimtory is
inconsistent with its endorsement of a 90-days' caisndar burn of coal.

As pointed ocut by the Staff, the Company actually maintained a
lower inventory than the Staff is proposing for nine of the 13 months

considered. In the Commission's gpinion a more accurate cxpressic: of what the
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Campany coasiéér& s pruden: inventory is demonsirated by what th. Gopany has
actuslly dme over that poeriod. The Staff's proposed inventory of limestone appears
to bo adequate and should be adopted. None of the parties have addressed in the
briefs the difference in the proposed prices. Simue the Gompany has not supported
its position or maintained its burden of proof on its proposed price as of

Decenber 31, 13982, the Commission finds that the limestone should be priced as of
October 31, 1932.

4. 0il Inventory

As was allowed in the last case, the Campany is recommending the inclusion
of a 13-month average inventory of oil at all genzrating stations other than the
Northeast Station. At that station the Company proposes further reducticn of an
average storage level of 120,800 barrels.

In this case the Staff has deviated frau its previous positions and now
proposes a variety of inventories ranging from a seven-month average inventory at
Grand Avenue Station to an ll-month average inventory at Hawthorm Station. Although
the Staff's oil inventory would result in a higher rate base allowance than that of
the Campany's proposal, the Campany feels its proposal is consistint with its long-
range fusl inventory cbjectives and prefers its level over the Sizff's higher
" recorendation.

There has been no evidence in this matter to demonstrats a compelling
reason to deviate from the oil and limestone inveniory authorized in the Campary's

last case and we find that such inventory is appropriate for the purposes of this
case. !

5. Revenues

The test year revenuz issue previously discussed has a corresponding effect
on the Campany's coal inventory. As a result of the adoption of the lower level of

test year revenues, the Conpany's coal inventory should be reduced by $283,000 to

reflect the fuel savings associated with the lower level of burn.
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STEAM ALLCUATION

The Staff has propssed to increase the ailocation of the Company's Grand
Avenue station to 70.25 percent for steam operations with the remaining 29.07 percent
being assigned 2o electric operation. The Carpany, Jacksun County, et al., and
Kansas City opposed the adjustments.

The statiocn at one time was a base load clectric generating station with a
rated capacity of approximately 90 megawatts. It is now a peaking facility with a
rated capacity of 40 megawatts and i5 also used to deliver steam heat to
approximataly 199 customers in downtown Kansas City. Many of the custamers do not
have the ability to switch to alternate sources of heat, even though the cost of
steam heat now exceeds that of natural gas. The Company's steam cperations have not
been profitable and most of its recent rate requests have resulted in a Staff
recommended revenue requirement of near and, in saze cases, above the Company's
filing.

The Campany presently has a steam rate case pending bafore the Commission.
Since the electric operations at Grand Avenue are scheduled for temination in 1990
the ability of the steam custcmers to continue to support the station operation is
questionable.

‘ For a number of years the Coampany and Staff have applied¢ an agreed upon
allocation factor. The numerator of the ratio was the average of 12 monthly heat
requirements expressed in BTU. The denaminator was equal to the rumerator plus the
design heat requirements for electric generation under summer peaX conditions.

Staff has proposed to depart from the caipromisc method in two respects.
Staff has proposcd a roll-in method, or an application of its allscation factor to
the entire Grand Avenus plant even though some portions of the plant are devoted
almost entirely to clectric operations. '

Staff has also proposed the use of a non-coincidental paak method which
first takes into consideration the 12 monthly one hour peaks of stram used by the

steam heating dopartment. The Staff next determined the electricsl production at
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Graad Avenve at the time of che 12-monthly system peaks of the Company. It then
added thesec figures togather and divided the total into tiie figure reached for each
department to determine the percentage to allocatc to each.

Although this is not a steam rate case it is conceded that the increase in
the allocation to steam operations will result in an increase in revenue requirements
fran the steam custoaers., There is a substantial variance in the amount of this
issue as perceived by the parties. It is stated in Statt’s brief to involve a rate
base amount of $1,447,000. Based on the rate of return requested by the Company, the
additional revenue requested for steam operations would be $693,458. As a result of
the reconciliation issue discussed at page 8, supia, the Staff's position has
changed substantially. According to the Staff's respense in opposition to Jackson
County et al.’'s motion of June 20, 1983, filed on June 22, 1983, the corrected
recenciliation filed on June 10, 1983, increases the rate base at issue to
$1,639,000. Based on the rate of raturn requested by the Campany ¢he dollar value of
the Grand Avenue allocation issuz to Missouri jurisdictional electric customers is
$3,319,058, Based on a further reconciliation submitted by the Staff on June 20,
1983, the value of the issue to Misscuri jurisdictional electric customers is stated
to be 32,402,779 based on the Company's proposed rate of return.

Both Jackson County, et al., and Kansas City reguested the Cammission to
avoid any action which would adversely affect the economy of downtown Kansas City.
Jackson County is also one of the largest of the Caupany's steam users. It is pointed
out that the Staff’s method does not give recognition to the fact that the plant was
used for electric generation in all 12 months of the year. Since Grand Avenue was
not heing used at the time of tho system peak during six of the months, no credit for
electric generation was assigned for those months by tha Staff.

The Company's testimopy indicates that Grand Avenue was used to generate 40
megawatts during one month and 41 megawatts during another period. It was also used
to furnish power to the downtown area when one transformer, then a second, were lost

from the system. Although no costs were provided it was establishcd that additional
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facilities and notwork wouid have 6 Lo installed Lo replace that protection for the
downtoum 100p.

The Cornission finds tho Staff's pure meihematical propesal insufficiently
tzkes into consideration the voeluw of the Crand fwenve siution to the Company's
systea. The plaat is presently available for provision of both 40 megawatts of
electricity and stes: heat for ell pericds of the year. Tho Caamission has concern
as to the fairnsss of the resulis to both the ratepayer and the Copany. In shifting
frum one allocation to another zllowance must be made for the effsct of the change.
Although the current method is not perfect, it presents a more ressonable result than
the Staff's proposal.

Any change in allocetion weuld temporarily result in the Company not
receiving recognition for 100 percent of its plant, This fact is partly compounded
by the Campany'c filing separate rate cases for electric and stesm rates. In its
next case the Company should file simultanesous revised tariffs for both electric and
steam service, |

In its next case the Coxpany should also submit its schodule for phasing
the Grand Avenus Station cut of electric service wud phasing the silocation of the
Grand Avenue Station to 100 percent steam service. Jackson County and Kansas City
steam customers should be mads awsre by Company of this schodule a: the earliest
possible date in order that they may have the opportunity to gauge the izpact on
their heating costs and take asppropriate action.

As a result of the Camission's finding and rescluticn of this issue, the
Motion to Strike Cerrected Reconciliation and Regusst For Oral Arp:ment by the County
of Jackson, et al. has been rendered moot and it is wumnecessary fus the Commission
to rule thereon.

JURISDICTIONAL BLECIRICAL ALLOCATIONS

DOE, Staff and the Cempany have agreed to use a four coincidental peak

method to develop the Missouri jurisdictional demand sllocation f£ictor. Parties

differ as to the appropriate treatmsnt to be accorded to the logg of Amco, Inc.,
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(frmce) and ;gx;cuiturui (ewaionls Division of Mousy Cheisical Corporation (Mobay).
The Campany'’s method results in a proposed demand allocation factor of 6.08 percent
as opposed to the Staff's propusal of 6.02 perconi.

The Staff's proposal is based on the resolution of & similar issue in the -
last Union Electric rate case, HR-82-£2, in which it was determined that
interruptible customers should not have plant and expenses allocated to them. The
Staff hac propﬂsed.an allecation factor inciuding custamers which UE had never
curtailed although the Caipany had the authority to de so.

The Staff, in this case, proposes to allacate plant and expense to the 60
Mii of noninterruptible load of Armco but did not allocate plant and expense to the
interruptible Armco and Mobay loads.

The Coupany only calculated the Armco load as being curtailed to 60 watts
during the months of July and August because Armco was not curtailed to 60 megawatts
in June and Septamber and the Ccrpany contends it could not be curtailed. The
Company has a Demand Curtailment Agreement with Armco which provides for curtailment
of demand in excess of 60 ¥4 during Jume, July, Auzust and Septesber. The
curtailment is wmconditionally authorized when the Company estiastes that its daily
system peak may exceed the annual system peak. The agreement alsn provides for
"Economy Curtailment' if in the Company's sole judgment it is croscmically beneficial
to its opefations. A Campany witness conceded that it could have requested peak load
curtailment in June and September if the provisions of Article 1I, Section 3 of the
Peamand Curtailment Agreement had been met. That Agreement states in part:

(3)...Arzco has no such option of refusing econamy curi::iment

during the period Junc 1 through September 30 in each coatract

year, provided that such eccnomy curtailment is counted zs an

occurrence under the load curtailment provisions;

Regarding Mobay, the Company has an agreesent for the provision of stean
service which was entered into es of May 1, 1981, but not executed by the Company and
Mobay until sometime between April and June of 1932. The amendmsr: to the

agreement states in relevant part in Section IV:
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%Eg Steam service provided under the rates set out in Subsection
e) of this Agresment shall be non-fimm service. The Conpany

shall not Le cbligated to maintain a boiler on hot stard by

status to provide uninterrupted service to the custonsr...

The Company testimony indicates that at one time the scrvice to Mobay was
rendered at a loss, however, that is not now the case. Staff has recommended that a
study sheould be conducted in time for the Conmpany’s next rate cass to determine if
Mobay's revenues are sufficient to cover its related costs.

The Staff has treated the internuptibie loads of Ammco and Mobay as sales
to interchange custamers and allocated the revenuss to Missouri jurisdictional,
treating the profit as a credit to production expense. ‘

The Departwment of Energy supports the Staff's treatmen: of interruptible
load and supports the Campany in the treatment of the aliocation af Armco revenues.

In the Comnission's opinion the Staff’s proposal is corsistent with its
prior determinations in this matter and it should be adopted. When the Company has
the contract right to interrupt a portion of its lead it is unnecgssary to build
plant to meet that load. The Camission finds the Campany should also be directed to
perform the study of the Mobay revenues requested by the Commissi:n Staff.

Summary

As a result of all of the adjustments herein found reassnable and proper,
the Campany's Missouri jurisdictional electric rate base {or the purpose of this case
is in the amount of §523,103,000. Of that amount, $2,107,000 is zubject to true-up.

RATE OF RETURN

The Commission Staff, DOE and two witnesses for the Comguny all provided
testimony on capital structure and cost of money. These topics wiil be treated
separately below.

A.  {(apital Stiucture

The parties are in substantial disagreement concerning the proper capital
structure to be used in this case. The issue is complicated by tiic variety of time

periods selected as an extension of the test year dispute.
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The Campany preposes che use of a projenced capital structure at June 30,

1983, as follows:

Type of Cavital Structurs {8) Cost ©%) Weighted Cost (§)
Comon Eguity 57.79 19.00 7.16
Lcng-?erm Debt 48.44 9.87 4.78
Preferred Stock 13.83 10.08 1.39
Total 1¢0.60 13,33

The Commission Staff proposss the following capital structure at September
39, 1882:

Type of Copital Structure ($) Cest (%) Yleighted Cost {§)
Common Bquity 37.45 15.46-15.86-16.25 5.79 5.84 6.09
Long-Term Debt 47,07 .38 4,42 4.42 4.42
Preferred Stock 15.48 10.04 1.55 1,55 ° 1.55
Total 130.¢0 11.76 11.91 12.06

DOE recoumends the follewing capital structure as of Decamber 31, 1982:

Type of Capital Capitsl Strucrure Cost (%) Weishted Cost {3)
Common Byuity 35.5 15.83 5.620
Lon%-Term Debt 49,7 9.44 4.692
Preferred Stock 14.8 5.90 1.465
Total 100.9 11,777

The capital structure resolution includes six separate araas including
three items having variable interest rates. ‘

One of the contested areas is the Company's Eurcdollar Tirm Loan Agreement
which allows the Campany to borrow funds on an unsecured basis at ¢ rate tied to
London Inter-Bank Gffered Rate, which is subject to change every thiree months.

In the Campany's last three rate cases the Commission has adopted a

weighted average cost over a 12-month period preceding trus-up as ¢hz cost to the

Company to be included in cmbedded cost of debt.
DOE's witness Stolnitz proposes to use incramental rates for the Company's

variable cost debt, a proposal of the Campany which was rcjected by the Cammission in
Case No. ER-80-48.
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Toe Staff proposes s 15.0 percent cost as an average for the 12 months
ending Scptember 30, 1982. At that time there wos outstanding $50 million under the
agrescent. The Staff's percentage w2s derived from a Cowpany exhibit which was not
offered, but was replaced with an updated exhibit showing the average cost for the
updated period as 106.687 percent.

In the Commission's opinion it is reasonable to use a capital structure
which is most representative of that to be in effect during the pariod of time wher,
the subject rates will be charged. The Campany's positica should be adopted as more
nearly representative of that period. The involved interest rates have been very
volatile and the use of a spot rate is unlikely to reflect averags cost over a period
of time.

The Company's Bankers Acceptances also are subject to a variable interest
rate and have been accounted for in the capital structure by exploying a weighted
average cost for a 1Z-month period. At September 30, 1982, the C:mpany had an
outstanding balance under the Bankers Acceptances in the zmount of $42,320,549.

Staff and DOE propose to apply interest in the same manner as for the EuroDollar
leans. In the Cammission's opinion no reason has been demonstrat:d to alter the past
accepted practice of cmploying the weighted averaze of 14,15 percant proposed by the
Capany.

The Company included in its capital structure a total w:ighted average cost
of 13.132 percent on the total charges of $304,775 under its nucizar fuel lease. The
Campany hads abandoned the proposal in its brief amd no support is offered.

The Staff disputes the Cocpany's testimony that the Cazuission has decided
long-term debt trentment for the leasc. The Staff points out tha: the Commission's
order issued in Case No. EF-£1-366 (the applicaticn to approve tho nuclear fuel
lease) stated in Ordered 3 that there was no "...determinstion of the ratemaking
treatment to be afforded the nuclear fuel lease transaction herein authorized."
Although the lease is a future obligation of the Ccmpany, no cost will be incurred

until the use of nuclear fuel is started. That event is unlikely to occur during the
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period tue iﬁ;ulwcd rates wiil b2 in effect. For that reason no cost should be
recognized at present.

| The Camany differs with the Staff and UOE as to the propriety of an
adjustmen: of 32,938,000 to reflect preferred dividends which have been declared but
not earned by investors. The dividend was declarcd on August 3, 1982, prior to the
time the Company had effective use of those funds during the period October 1, 1982
through November 30, 1982. The Company's adjustmeznt has been recognized in the past
and should be recognized for this case. The dividends ¢re a gusranteec by the common
stockholders that the preferred stockholders wili be paid for the use of the funds
they have invested in the Company. The funds to pay the dividends are to be
generated from earnings after the declaration of the dividends.

The Cempany and the Staff differ in their proposed treatment of two events
in January of 1983, involving the Company's first mortgage bonds.

The Company did not include in its capital structure 3-3/4 percent bonds in
the amommt of $12 million due January 15, 1983. The Cumpany did place in its capital
structure 13 percent bonds in the amount of $60 million issued in January of 1983.
The Staff included the retired bonds but excluded the new bonds as representing an
improper out-of-period adjustrent. _

In the Camnission's opinion the proper capital structur: should reflect the
effect of both the January, 1983 bond transactions. Those transactions represent
known and measurabie changes that had occurred prior to the heuring. We have
already stated our belief that the test year, as adjusted, should reflect the
conditions most likely to be in existence during the period the n:w rates will be
charged. The Company has no way to retreat to its former level and cost of debt, and
the existing quantities should be recognized.

The Company also criticizes the Staff's inconsistency with its proposal to
use¢ a December 31, 1982 end of period for a reduced level of cost for the Eurodollar
Loan and the Bankers Acceptances. The Company's contentions merit inclusion of the

higher level of long-term debt in the capital structure,
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The Campany proposes o include in its capital structure approximately
$58,700,000 of coarzon stock izsuas for the period anding June 30, 1983. The Staff's
capital structure does not inciuvde the proposed comaron equity adjusoment because the
events are cutside the test yosr. There was virtvally no testimony in support of the
provosed increase in the Coapany's coxmon equity. In addition, the proposal has not
been supported in the Company's brief. The record in this regard is so meager that
it will not pernit 2 finding in support of the inciusion. The {c pany has not
sustained its burden of prosf as to that segment of its capital s'ructure, and the
amount in question should met be included in this case.

The resulting cepital structure which is determined to Lie fair and

reasonable for setting rates in this maiter is as follows:

Type of Capital Struzture (3) Cost (%) Woighted Cost ($)
Common Bquity 36.45 -- -
Long-Term Debt 48.57 9.80 4.76
Preferred Stock _14.98 10,05 1.51

Total 105.00 --

B. Cost of Money

The proposed rate of return on common equity varies froi the Company's 19
percent to the Staff's low end of a recamended range of 15.46 pcicent to 16.25
percent. DOE recozmended a return cn common equity of 15.83 percant. All four
witnesses employed a Discounted Cash Flow (DCF) analysis to portiay the proper
return. The Company alsc emplayed a risk premium analysis which is based on the risk
versus reward relationship between less risky bonds and more risly common stocks.

The BCF approach te determining the cost of equity capizal assumes that the
current market price of the stock represents the present value ¢f all expected future
payments, including dividends and sale price. Imploying his DCF method Company
witness Beaudoin used the mathematical formula:

R= D 4g

where R is the required return, D is the current dividend, P is the current market

price, and G is the expected growth rate in dividends per share. The current yield
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je derived by dividing ths cwrent dividend by the current market price. Beaudoin
used the current annual dividend rate and stock prices over a 12-week period to avoid
possible sherrations wiich mizht resuvlt from using a spot price. The average yield
portion of the formila was developed to be 11.5 porcent. Beawrdoin then :added 5.5t
6.5 percant for the investor expected long-term dividend growth rate for the Campany
Tesulting in a retwm required by investors of 17 to 18 percent. The Campany's most
recent three-year trended dividend growth rate was 5.5 percenmt, and its two last
annual increases were 6.5 percent awd 6.7 percent. Beaudoin is of the opinion that
5.5 to 6.5 percent is the dividend growth rate waich investors are expec:tiné fran the
Campany ir the future.

Howard C. Mount, vice-president of Duff and Phelps, Inc., also-presented
testimony on behalf of the Campany. Mount amployed a dividend yield of 12.6 percent
by calculating the average duving the 12 months ended Se¢itember 70, 1982. Since the
Campany's common stock is sold below book value for an extendesd period of time, Mount
was of the cpinicn that any growth factor based c¢n long-teru hisvorical growth of
dividends would understate investor requireuents. Mount calculated tho average
retention rate of the Company for 1980 and 1981, and multiplied thwse rates by the
rate of return earned during those years indicating an average growth rate of 5.7
percent.

Dr. Stolaitz, a professor of econcmics, testified on belalf of DOE. For
the yield portion of its DCF formuia Stolnitz advccated 11.75 percent with which the
Company takes no issue. Stolnitz arrived at the growth rate of t:» formula by
studying the Campany's dividends per share over the past decade a portrayed in the
Value Line. The rate has fluctuated between 0 and & percent. Valuz Line projects an
average rate for the three year periods 1979-81 to 1985-87 of four percent which was
employed as the dividend growth rate.

Staff witness Shackelford used a dividend yield ranging from 11.2 percent
to 11.6 percent by analyzing the average daily yield on the Campany's common stock

from August 17, 1982 to February 3, 1983. By January, 1983, the Company's common
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stack had a marliet vield of il.1 percont which is the leiret fer the period. In
light of the drrmatic chenge in the yield of ¢ho Cmupany's stock L. Shackelford
piaced more weigiit on the recext mﬁnths as representative of the investor's appraisal
of the Gse in the dividend vield coponant of the BCF. As a contrast, the growth "

te employed was arrived by observing data for 15, 10 and 5 year periods ending 1980
through 1982 which developad & range from 3.7 porcent to 4.5 parcant.

The Staff only considered yields after August 17, 1982, This would appear
sharply at odds with the Staff's test year positicn and in conilizt with the past
practice of cormonly using averages developed cver long periods of time. The Staff
appears to be engaging in sitinticnal) ratemaking practices wherety the method would
be selected which would result in the lowsst rather than the fairest award. In
using a recent down trend for dividend yield, theve is also an inconsistency in
applying a growth rate extracted frem a 15-year snalysis.

The yields of Stolnitz, Mount or Beaudoin would appear iv be more
reasonably extracted as being based on averages derived fram yieids over time and not
being weighted in favor of the short-term trend. The yield of Stolnitz was 11.75
percent and not seriously attacked by the Company witnesses aithivgh Mount's proposal
was highet.

The Company points out that it is inconsistent to belicve investors
consider current dividends to establish the proper yield, but leck to long-term data
to arrive at growth expectations. The growth rate investors will expect is more
properly determined by the Catpany’s acticn in raising dividends fram 5 to 7 percent
in the last few years. The last two dividend increases were 6.7 percent and 6.5
percent. Corpany is of the opinion that it is reasonable to expect it to continue
the growth rate at its contoended 5.5 percent to 6.5 percent, or &ii average of 6
percent. '

All four rate of return witnesses agrecd that scme race mition should be
given to an adjustment or an addition for flotation costs. Flotstion costs are the

expenses incurred whenever common stock is issued. Mr. Beaudein indicated that the
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Costs raugs Erc&; 3 percent to 5 porcant. Cawpany witness Mount did ;wt employ a
separate figure but estimited a caubined cost of vp to 10 percent for pressure and
flotation adjustment. The Commission Staff considored it proper to make a flotation
adjustment of 3 percent.

Stolnitz is of tne opinion that flotation cost adjustments should apply
only to issues of new comson stock, or issues that will occur during the period that
the rates to be =zet will be ir offect. Since the Company wrojocts that it will issue
common stock in the approximate amount of $50 millicn in 1983, or spproximately 10
percent of the Company's 1982 year-end cozeon egquity capitalizatica, the use of a
reasonable flotation cost of 5 percent on the vaive of suclhi a new issue, results in
an addition of ons-half of a percentage point to reach a recammzndsd common equity
rate of 15.83 percent.

 The graat differences of opinion are in the methods of applying the cost of
stock issuance. As in the last case Stolnitz advocates applicaticn of flotation of
costs only to new common stock issues. The Commission adepted Stolnitz's
recommendation in Case No. ER-82-66 and reaffirms its belief in tha correctness of
that methodology. When a new issue is offered there are no costs associated with the
outstanding shares. Stolnitz's proposal to apply the allowance of one-half of a
percent to account for the proposed new issue appetars proper. Flocation costs will
adequatoely be accounted for by applying the adjustment factor of 1.005.

The Company witnesses both propose a furiher adjustment for pressure.
Pressure is described as the measurement of downvard movement of stock prices below
market levels that would exist if there was no issue of stock, and it occurs because
of increase in supply relative to demand for shares of the Campany stock. Beaudoin,
studying the last six comeon stock offerings is of the opinion ths: a 5 to 7 percent
adjustment is reasonable for pressure. Combining those amounts with his recommended
flotation costs of 3 to 5 percent, Beaudoin adjusted the yield poriion of his DCF
formula at 10 percent and arrived at a range of return on common eouity of 18.3 to

19.4 percent and recommends the use of 19 percent. As previously stated, the Company
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witness Mount did nol separate the flotation and pressure costs, but also used a
10 percent estimate resulting in a common equity recommendation of 18.% to 19.6.
Mount also recormucnds the use of 19 percent,

Stolnitz made no allowance or adjustment for market pressure under the
belief that if there is any mathet pressure of the Company's stock it haes already
been allowed for by the efficient capital markets in the buying, selling and pricing
decisions relative to the Carpany’s stock. Stolnit: points out thit he has been
unable to find any statistical indications of pressure and the price of the Company's
stock has outperformed the Moody's average since June of 1982. Like DOE, the
Comnission Staff did not feel it proper to make any substantial adjustment for market
pressure.

In Case No. ER-82-66 the Commission accepted Stolnitz's recammendation and
made no pressure adjustment. In the instant case the Commission is of the opinion
that there has been no additional evidence to demchstrate a need for any substantial
market pressure adjustment.

In applying these corrections to the Carpany's proposed range, as portrayed
by Beaudoin, it would beccme 17.09 to 18.09 perceat.

The 19 percent return on equity requested by the Company appears excessive
and wmjustified in light of present marketplace realities. The Copany's request is
based on an assumed annual inflation rate of 9.1 percent. This is in contrast to the
level of 6 to 8 percent at the time of hearing and the opinion of %“tolnitz that
inflation in the next 12 months is more likely to go down than up.

The Campany contends it must recover the full amount of tlis rate relief
requested if it is to maintain financial integrity and acquire the refunding and
additionai Eapital through 1985 to support its consiruction programi. The Company
witnesses apparcutly are of the opinion that any utility with a bord rating below AA
lacks financial integrity. The Campany's bond rating has recently G@en reduced to
Baa.

i ".\
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smc«:“};}m issuance of the order in Case lio, ER-B2-66 in July of 1982, both
bopd and siock yields have fallen. The yield on Moody's Baa-rated bonds had fallen
frem approzimately 17.09 percent to 14.47 percent ca Janaury 25, 1983. The average
vield for &1l ratings of Baa through AAA combined wns 13.33 percent. InJanuary of
1983 a KCPL firsi mortgage bond issue was favorably received and was placed at a 13
percent yicld.

Tne Caipany witness expressed the opinicn that its stock should trade at or
near book value. It was conceded that an artificial increase in thz Campany's stock
price would result in an increasse in the value of oxisting shares at no cost to the
holder, rather than a dilution of the holder's invesiment.

At the end of 1980 the Campany's stock was selling at $20.25 per share.

The Company issurd two million shares in June of 1582 at a price of $23.625. Despite
that recent issuc the price of the Campany's stock has increased ovar 23 percent as
campared with the Moody's average of under 21 percent. At hearing time the Company's
stock was close to its 52-week high of 28-1/8. There has been a drop in the stock
yields paralleling the drop in bond yields. Moody's electric utiiify average cammon
yield at July 9, 1982, was 12.30 percent. At February 2%, 1983, thz yield had fallen
to 10.61 percent. In the Commission's cpinion a return on cammon eruity of 19
percent is unmecessary to maintain the Company's ability to attract capital or
maintain its creditworthiness.

The range which results from the applicazion of the above findings, i.e.,
Company's yield and growth rate, and the pressure and flotation costs of Staff and
DOE, is from the Staff's recommended low of 15.46 percent to the Copany's requested
low, as adjusted pursuant to the foregoing discussion, of 17.09 percemt. The
Commission notes that both the Staff's midpoint and DOE's recommendction f£all within
that range. The Commission is persuaded by the evidence of Dr. Stolnitz as to the
unpersuasive assertions of the Company concerning the conduct of the market and the

cconomty in the near future and is of the opinion and finds that 15.05 percent falls
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within the range and ghowld be adepted ss the required return um eguity in this
case. R A

Rate i Natumn Adjusiomt

The Cosnission has noted in past cases tho propristy of adjusting a
ceopany's rate of ruturn to cecomt for mmnagement afficienty, or tho lack thereo

in the Carmissicn's report end order issvsd in ER-82-39 anw WR-82-50, Re: Missouri

Publiz Service Crrmamys, the Ceoission eddressad that issut directiy and rads a

dorszyd adjustnent therein for poor curpany perfornonce. Anthority to make

adjustntants is clearly suthorized by lew. E.g., Bivefield Vater K ks § Iprov.

Cozpeny v, Pubiic Sorvice Camissien, 262 U.S. 679, 693, 45 8, Ct. 675, 679,
67 L.Bd, 1177, 1183 (1923); Suyth v. fmes, 109 U.S. 466, 547, 18 &, Ct. 418,
42 L.Ed. 819 (1807); D. C. Tremsit System v. Vaghington Metro. Arci Trensit
Conmission, 466 U.2d 394, 407-13, 418-23 (D.C. Cir. 1972); Rew Jerrey v.

New Jersey Bel) Tel. Corpany, 30 N.J. 16, 152 A.2¢ 35, 42 (1959}; iate ex rel.
Utility Comnission v. Gemeral Tel. Cotpamy, 285 N.C, 671, 208 S.5.74 681, 606-690
(1974); Patition of Nov Enrlasd Tel. and Tel. Copary, 115 Vt. 494, 66 A.2d 135
147 {1049); Re: Middie States Utilitiss Corpany, 72 AR (H.S.) 17, 28-30
(40.P.5.C. '1947). See, Re: Forth Misseuri Tel. Coupany, 49 PUR34 313, 317-9
(¥0.P.S.C. 1963); Re:  Wostera Light & Tel. Coany, 10 FUR3d 70, 74-76
(Mo.P.S.C. 1955); Re:  The Usited Tel. Cormany, 1 #o.P.S.C. (N.S.: 341, 349-50

(1948); Public Service Commission v. Missouri Utilities Cogpany, 1J352E FUR 449,
489 (Mo.P.S.C. 1932); Re: _ isxinaton Woter Company, 19288 PR 52%, 345-6
(10.P.5.C. 1928). See genercily, Hote, '"Public Utility Laﬁ -« Pyl ic Service
Commission Ordercd Rebates for Inadequate Service,” 1976 Wisc. L. Jav. 584 (1976);

Sze cases cited at Mo.P.S.C. Digest, Rates, sec. Zh; Mo.P.S5.C. Dij:st, Return,

sec. 30; 4 PUR Digest {Cumulative), Rates, sec. 15¢; 5 FUR Digest Cusulative),
Return, sec. 36; 1 Priest, Principles of Public Utility Repulaticn:  Theory §
Application, 206-7 (1969); Wichols and Weich, Rulina Principles of Utility
Regulation: Rale of Return, 282-95 {1955); Nichols and Velch, Ruling Principles of
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Urility Raco Sowmoacion:  Roie of Besurn (Supplevist A), 333-7 {1¢.4); Donbright,

Principles of Public Utility Bezaulation, 262-5 (1961); Note:, "The Duty of a Public

Utility To Render Adequate Service: Its Scope and Enforcement,” 62 Colun. L. Rev,

312, 329-31 (19062;; Mote, 'Tublic Utilities -- Fair Rates Jor Fair Service,” 53 _N.

C. L. Rev. 1083 (197S}; Holan, "Incentive Rate of Heturn," Public Utili.ies

Fortnightly, 50 {(July 30, 1981}; Article, "Service, Efficiency ani Rate of Return,

Public Utilities Fortnightly, 46 (Jaruary 13, 1979;,

The Supreme Court of the United States ieft no doubt in its Bluefield
decision that efficient and ezonomic management aust be considered in the context of
setting the allowed return on 2 utility company's rate base:

"The return should be reasonably sufficient to assure confidence
in the financial soundness of tﬁe utility, and should be
adequate, undei efficient and econcmic manajement, ¢o maintain
and support its credit, and enable it to raise minzy necessary
fug ége proper discharge of its public duties." (Ex‘hasis
added).

Bluefield VWater Works & Improv. Company v. Public Service Commission, supra,

262 U.S. at 693. This language makes it clear that the Camission must consider
evidence regarding the efficiency and economy of management in ordzi to determine a
proper return for the Company. Moreover, since Fiusfield, "Inhmerous other
decisions have recognized that superior service ccxzands a higher rate of return as a

reward for management efficiency and, conversely, that inefficienc: and inferior

service merits a lower return.” (Emphasis added). Note, Wisc. L. Rev., supra at

594. An excellent statement of the relevant principles has been nated by Nichols and
Welch, quoting a Michigan Comaission ruling:

‘The commission believes it proper to base its rate of return in
some degrec upon the cconowy and erfficiency with wa:ch the
utility in questicn serves the public, The swners ¢ a utility
vwio are alert and active at all times in ar endeaver to serve
their public at the lowest possible reasonsble cost are entitled
to be compensated for their efforts. The zmount of noney going
to the owners of a utility by way of return upon the fair value
of the property used and useful in serving the public is
ordinarily rather a small proportion of ths total £ :unt the
patrons of the utility are required to pay. By far the greater
amount the public is required to pay is used up in cperating
uxpenses, taxes, and the maintenance of the propertr.. Where the
owners of a utility make use of every reas¢sble econamy that
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windl kery thyr ovuting crsnses . oche 1o st pussible
rrasonable fipuie, thay cm and should be granted a greater rate
of return thun they should receive where thase efforts are not
mde, Assu™d o pas utilities existing under praciicslly the
same conditions) one of them throush up-to-date matlods is able
to furndsh gas to the public at 2 «iven price, whils it costs the
other 10 cemts p2r M cubic feot more than it costs the first one.
Shouid the cvners of eech utility vereivo the ssme rate of
roturn? The cornission thinks nct. Enterprise, ct:mwmg, and
efficiency sheuld receive same revmrd. The only izcans by which
th: emers of g uzility csn be coopansated for thelr enterprise,
cfficiency, &nd econamy is through the rate of return. Eight per
cent is proper in sana cases; 7 per ceat or 6 por caat or
pGssibly less would be sufficient in others. The commission will
rot hesitate to £ix a higher rate ¢ return whera circuastances
warrant it ard conversely a lower rate of return will ba fixed
vhere conditicny sesa o demand it and this rate 01 return
should be chinged from timo to tire to corvespond with the
performance of the utility." (Bmphosis addad).

Nichols and Welch, Ruling Principles of Utility Rerulation: Ratc of Return, 382-3
(1955},

This Carmission, since its report and order issund in EN-82-39 and
WR-82-50, supra, kas included in its rate case suspansion orders ‘irectives
requiring the perties to present evidence on issuzs this Caxmissica finds
indisgensable to its ratemaking duties. One of those issues is o aagewent
efficiency. The Camission bolieves that campany perfomince in rroviding the most
‘efficient least-cost energy to custonsrs is a factor to L2 recognized in the
rateraking process. This Camissicn is committed o a ratemaking policy consistent
with the cited authorities wherein superior servics by a utility uhich saves '
custauers moprey dus to lower cperating expenses should be recognizzd by an upward
adjustment to a utility's rate of retumn, while inferior performa: te should result in
a dowmmard adjustoent.

The Cuampany's presidmt described a numbor of steps takia to improve
management efficiency and still recognire the Campsny’s obligaticn to its
sharsholders, ratepayers and employees and at the some tine cope vith the increasing
costs of facilities, lsbor, materials and fusl, A Strategic Plonnting Committee,
consisting of nine officers of the Company, has been forz:d for ti'z purpose of
implamenting the monsgement goals and objectives through the adopiion of a Corporate
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Strategic flan. Uver tice the (umpany expects to Lprove amd modif? the Strategic
Plan for it to remainm a valusble planning tool.

On Octcber 8, 1982, the Company insplemented an susterity program consisting
of six specific areas:

1. Hiring {reeze.

Z. Reduction of overtime work,

3. Restrictions cn business travel and meetings,

4. Deferral of 1983 construction projects.

5. Implementation of special service charges.

6. Miscellaneous areas for cost deferral.

The Company has also formulated its KCPLAN in the latter part of 1381 for the
purpose of improving the Company's cperating efficiency and performance and to
minimize the cos: while still maintaining adequate and reliable sexvice. The
KCFLAN generally involves the deferral of new construction additicns as long as
possibie and the promotion of off-peak use of its available capacizy.

Company officers have been asked to summarize the programs, procedures,
systems and other measures taken by the Company over the past several years to
improve efficiency and productivity. The extensive list includes programs in four
broad subject areas, No fewer than 93 separate programs have been instituted to
inprove Systems, Programs and Mothods and Procedures. These imprcvements range from
custamer‘iﬁformation and billing systems to the identification of trouble areas
during storms to permit faster reaction to damage.

In the area of Reduction of or Better Utilization of Empioyees the Campany
has instituted more than 100 separate programs. Substantial emphesis has been placed
on reduction of employees by consolidating departments and improving efficiency.
Substantial emphasis also appears to be placed on increased involvcaent in
construction management.

Improved Equipment Redesign, Additions, Deletions or Better Utilization has

been sought by rhe implementation of approximately 71 programs. A substantial amount
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of cffort in thut area is devoied to increased aul. wtion in order :o shorten
procedures., The Coapany has also converted a substantial mmber of its vehicles to
diesel fuel to keep fusl expendiltures below the Cemsumer Price Index.

Twenty-four Miscoilaneous Cost Ssvings ox Incare Increases have been
implemented. Thuse cifcrts inciude such diverse zreas as implementaticn of employee
suggestion programs and elimination of substantial warehouse spaco. Coampany has also
reduced advertising costs and increased the revenucs tron the sale of ash products.

it appears frem the evidence in this matter that the Costany has engaged in
substantial and sericus efforts designed at improving its managenmuit efficiency.
Consequently, the Conmission is of the cpinion that an upizard adjustment should be
made to the Company's required rate of return on equity dotermined above. - The
Camission notes that other coamissions around the country have made adjustments

varying from .4 pecent to 1.0 percent. See: Re: Detroit Edison, 47 PUR4th 292

(Mich. P.S.C. 1982); Re: Southwestern Public Service Co., 27 PUR4th 302 (N.M.

P.S.C. 1978}; Re:  General Telephone Co. of California, 37 PUR4th 127 (Cal. P.U.C.

1980); Re: Narragansett Electric, 40 PUR4th 498 (R.1. Utii, Coazm. 1980): Re:
General Telephone Co. of the.Scuthwest, 39 PUR4th 483 (Texas P.U.C. 1980); Re:
Carolina Power and Electric, 4% PUR4th 188 (N.C. Util. Caum. 1982); Re:
Blountsville Telephone Company, 49 PUR4th 102 (Ala. P.S.C. 1982)., Because of

this relatively new ratemaking approach in Missouri, the Commission finds .4 percent
to be appropriate in this case, and invites parties in the future to suggest specific
adjustmonts wherever warranted. Therefore, .4 percent will be added to the required
return on equity as determinad above to reach a total fair and reaszonable return on
equity to be allowed in this case of 16.25 percent.

For futurc cases, the evidence submitted in this case will not suffice.
That is, this Ccrmission expects a continuing and ongoing effort on the part of the
Campany to ever improve its cost and quality of service. New methods and thresholds
of superior performance nust be introduced and achieved if the Caspany is to receive

an adjustment in future rate cases.
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iaz Coindssion is of Jhe gpinion that yvecogniticn of Coiyany performance
through a rate of return adjustment is necessary o encourage the provision of ensrgy
on the most efficient and econcaical basis possible. Hmwever, the success of such a
policy depsnds upon the invostisstion and presemtation of informaticn and evidence by
the parties involved in rate cases swch as this. Consequzatly, such haformation
should be providad by all parties in future casss in order to consider a rate of
return adjustment, |

Total Eate of Return

Having considered all of the cowpetent ovidence before i, the Commission
has found that the roasonable sllowed return on cuxion eguity to bz 16.25 percent.
Applying this figure to the cepital structure tound to be fair &nd raasonable results
in the following:

Type of . Structure Cost Weighted Cost
Canital (8} o) (3
Common Bquity 36.458 16.25 ' 5.92
Lons-tam Debt 48,57 9.89 4.76
Preferred Stock : 14,98 10.05 1.51

REVENUE REQUIREMENT

tthen applying tte rate of return herein found to be fair and reasonable,
the Company's net operating income roquirement ie $63,766,000, or 516,714,000 greater
than the net opcrating income as adjusted, for the test your. Aflar applying the
proper factor for incoge taxes the gross revenue deficiency is $32,883,000. Of that
amgunt, $21,936,000 should be allowed on a permansn: basis with th> remaining
$10,947,000 subject to truc-up and refund. |

The adjustments accepted to establish rates on ani interin basis, subject to
refund, include tho following: fuel mix and interchange lévels; £::2l mix and
interchange prices; "operation and miintenance/attrition adjustmenis"; forecasted

fuel expenses; payroll costs; fuel inventories (level of purchases:; and fuel

inventory (coal).




FALE W0 LUE RIGGD 225

Poth the Coapany and the Staff proposed trended original cost less
depreciation (TOCLD) and trended original cost (TOC) studies.

The Staff reviewed the Company's methods and found them acceptable for this
case. The Staff found Company's Missouri jurisdictional TGCLD to bo $1,107,769,363

but made no further recomnendetion concerning a fair value rate base., By a

stipulation of the parties the Staff's evidence in this matter (Exhibit 141) has been

received in evidence without the necessity of the Staff's witness bzing subjected to
cross-exanination,

The Campany proposcs & net original cost rate base of $451,158,000 and a
net fair value Missouri rate base of $749,973,000. The Coupany used a weighting
factor of 63.55 percent for original cost and a weighting factor ¢f 36.45 percent for
current value to arrive at its recammended fair velue.

The Staff and Company agree that a multiplier of 1.3230 applied to the
original cost plant determined by the Commission will yield a TOCLD consistent with
the Staff and Company’'s methods. As a result of the adjustments herein determined
the Cammpany's TOCLD rate base is $692,065,000, In the Commission's opinion that
amount reasonably reflects the fair value of the Campany's properties for this case.
The Company seeks a rate of return of 11.59 percent on its fair value rate base.

The Ccmpany's brief contends that the Comnission's past mathods of
addressing this issue do not fulfill its legal obligations to conuider a return on
the fair value of the Campany's property that is fair to both exisiing and new
investors. The Camaission is criticized for past practices of diciounting the rate
of return found to Do reasonable to a lower rate to provide a dollir return equal to
the application of the reasonable rate of return on original cost rate base.

The Campany has cited no authority for the proposition that the
Comnission's methods avoid its duty to consider the fair value of the property
involved. The evidence in this matter shows that the Company's stack has performed

canmparably to campanies similarly situated.
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In the Conmission®s ooinien the criticized methol has not been shown to be

inadequate or uniawful and the record in that regard is inadequate to permit the
requested recovery. The Cemmission expects and requests other parties to address
this issue in the future.

The additionsl revenue herein authorized produces a rate of r;turn on the
fair value of the Company's property of 9.214 percent. In the Coauwmission's opinion
the resultaint overall rate of return is fair and :zcasonable.

RATE DESICGH

During the course of th2 hearing all active participating parties, with
the exception of Jackson Couniy st 2l., entered into a Rate Design Stipulation
proposing a disposition of all rate design icsuss other than the separately metered
space heating rate. Jackson County et al., neither supported nor cpposed the
Stipulaticn becarse its only interest in the case was in the area of allocations
between steam and electric service.

The Stipulation, received in evidence as Lxhibit 113, provides for any
increase in rates, other than separately metered spasce heating, to e distributed in
the following marmer:

1. 2.61 percent of the total authorized revenue increasc will be
distributed to general service small rate schedule;

2. The rasaining 97.39 percent of the total authorized vevenue increase
will be distributed to all other custimer groups on 4l equal percentage
increase on revemss.

The Commission finds the proposed Rate Design Stipulatis:: to be a fair and

reasonable resolution of the issue presented, and should be accepted in disposition
of the question of the proper distribution of any increase to be authorized in this

case.

A. Separately Metered Space Heating Rate

The Company presently has various rates for sepgrately metered space
heating ranging fran 3.22 cents per kilowatt hour to 4.19 cents por kilowatt hour.
At one time rates for scparately metered space heating were all the same, and the
Campany contends there is no cost justification for the present differentials.
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Comeny ncw profoses Lo rotoce sni goucn heating r.2es Lo & lovel €. 3 cents per
kilewatt hour.

The Cowpany’s losd characteristic is substantiaily affoctrd by air-
conditioning which conmtributes to high seascnal variation in monthly loads resulting
in a poor amual load facter. The Curpany desires to reduco the spice heating rate
to increasze kilcwatt hour saies during the cff-pesi periods. Such (o increase would
result in an improvas load factss and allow tho Corpany to reducs i's average Costs
by spreading fired costs over moie kileowstt hours.

The Carpany contends that roduction of tho space heating ote to a
campeticive level wewldd yleld syniten-wide denefit for all c:isting siectric
custenars. The benefit would coads from the concribution to fixed ciiarges fram the
spece heating service, which contributien will be reslized by the caspetitive price.
Company zlso contands that custeszrs who choose to use electric spascs heating would
realizo an additional benefit by virtus of their reduced heating cest.

Tho Comnission's Stoff and the Public Coumsel gensrally ¢res that it is
apprepriate for the Company to incresse its load fector if it reswdi”s in benefits to
the gensral body of ratepayers. Gas Service Campanmy insists on the additional
condition thot rates based on cost of competitive fuals are not baiuww the true cost
of providing sorvice. It is genorally agresd by the othor parties that increasing
off-posl: kilowatt hour sales weuld bs 2 meens of increasing the Coixany's load
fector,

All of the other partiss, howsver, recazmend highcr rates than the
Campeny's existing rates rather than e rote decreass. Public Counsol's
recaraendation ranges from 3.56 cents psr kilowatt hour assuming no rate increase, to
3.80 conts par kilowatt hour otouming the full cmount of the rate irease requested.
The Gos Service Corpany veccuminds a range of 3.62 cents por kilowaiz hour to 4 cents
per kilewatt hour. Tho Commisgion Steff originally recommeixled o 1.9 percent
incienso bnged on a class cost of service. It did anot include the rsvenus increase

boing considerad by tho Commission in this cass. Thae Stafffs 1.9 p.rcent figure was
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negated by thc-Rnta Tosipn Stipu.ation and Agreemont, Staff's testﬁénny supports the
sams parcentage incresase to residential space heatirg customers thar is to be applied
to the residential pgenersl clasz.

The 5teff is of the coinicen that zll of tha Company's rates should be based
on cost, The 5taff’s cost of service study indicates that the present space heating
rates do not recover cost. The cther parties are also of the opinicn that the space
heating rates are nct at a breixii-even point. If the rates are set low cost then
the space heating customer recalives an unjustified evonemic benefit,

The Company expects to immediately compete only for the lLzating of new
hemes and installations of add-on heat pumps when a customer must replace a central
air-conditioner. A Company witness described the calculations that determined the 3
cents per kilowatt hour to be ccmpetitive with near term gas prices. The additional
capital cost of the heat pump was considered as weil as the maintenance cost and the
energy cost. The Company also justified the 3 cent figure from a cost standpoint.
The Company's fuel and purchase powsr costs are approximately 1.7 cents per kilowatt
hour. Other variable costs increased that figure to 2 cents, leaving 1 cent per
kilowatt hour as a contribution to fixed costs, according to the Cempany.

The Caspany's calculations are based on so many assumpticus and
approximations that they do not establish a reliable cost or campetitive price.

The Staff's cost of service study indicatcs that space hesting customers
should receive a 27.41 percent increase. Staff realistically contecses the
unreliability of the study due to high sampling errors and the lack of data and
recommends the same level of increase as for the residential genersi class.

In the Canmission's cpinion the Staff's recommendation should be accepted.
Although campetitive pricing to encourage off-peak usc may be an acceptabie goal, the
Company's evidence does not establish a reliable competitive price.

In view of the questiunable persuasiveness of the evidence in this matter,
the Commission finds the space heating rates should be increased in the same

percentage as the residential general class.
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B, ooz Towzire oo Ayallability

Althovgh not spacifically » rate design questica the ipnve of space heating
rate svailabllity is directiy related to the space heating rate und for that reason
is discussad in chis section of the Report and Order.

On Aupust 12, 1982, the Coopany sulmitted revisad tariff shects proposing
to remove the restrictions that reguire its customers to use electric space heating
as a sole means of coufort haasting in order to bs eiigible for a g.scial electric
spaca heating rats. Under tho proposed taviffs eloctric spacs hesuing could be
supplexznted by or used as a suplesent to wood hwning stives and in conjunction
with fossil fuels. This maiter wes assigned Cnse iip. ER-83-72, and the proposed
tariffs have bean suspanded to July 29, 1983, and consolidated wit: the rate case for
the purpose of hearing. Coopamy desires to revise i2s availabilit, provision to
fectify a seriovs weskness in its present rate structure. The Cozuany expects the
trand toward multiple heating souvces to continue to a point where o home with a
single hest source will be the wtception rather than the nom. The Company witness
indiceted that in order to mke the space heating proposal workabls a number of
characteristics, including the availability clause needsd to be prosent. The
proposal of the Compuny is an additicarl indication of the growing compstition for
spece heating by providers of various forms of service,

The Coxmission Staff also recormends approval of the inciaegsed availability
of the space hoating rates. Staff stated that electric haoating rates have been
offorad in this state becauss of the surmer peaking naturo of the utilities and the
availability of excess capacity during the winter. By ramoving the restriction in
the space heating tariff a customsr will be able to exercise his on judgment as to
the use of heating equipment. 7The Campany would no longer be reguired to determine
if electric heating is used exciusivaly. Staff fasls thar it is d:sirable to relieve
the Company of that obligation to police the use of the customar'c cquipment.

The Gas Service Caxpany objects to the expanded ovallabiiity clause bacause
it is depondent on the roduced rate and any decision shouid await & determination of



A
the valiciiy of Cus veduced rote. Gas Service points ocut toat one of the physical

and econamic characteristics of KCPL necessary for the functioning of the space
heating avaijability was the Conpany's present rate structure, including the
availability clause. Gas Service contends that if the Camission rejects the
proposed reduction in the scparately space heating rate, there is no va'id basis for
expanding the availability clause since the chief incentive, price, will not have
been dramatically altered.

No evidence was offered in opposition to the proposed expanded
availability. Gas Service's oppesition in its brief sppears largely based on the
contention that the proposed reduced rate is not designed to recover costs or provide
a contribution to incame. To the contrary, Ga. Service coatends that the proposed
rate is devised to be competitive with the price of natural gas and reflects a rate
level which would be unfairly subsidized by the Ccmpany's other electric customers.

Since the space heating rate is being increased rather than decreased the
criticism as to lack of cost justification diminishes in validity. Although the
increzsed space heating rate will diminish the cffect and sppeal of the availability
clause, it should be allowed to go into effect as a service offering. The Comnission
finds that the increased space heating rate will not present a situation of unfairly
subsidized campetition and the space heating availability tariff should be allowed to
go into effect.

C. Two-Vay Automatic Commmunications System (Ti7ACS)

In this section of the brief concerning rate design, the Campany sceks the
Commission’s endorsement and approval of an experimental TWACS sysiem which will
permit greatly enhanced communications ability between the Company and its custamers
in the future, The Campany is hopeful that the systoem will permit autamatic service
disconnections and comnections, surveillance from meter t!wpering, computerized
assessment of storm damage, and related program of servici restoration.

In the Staff's reply brief it is pointed out that the briefing of the TWACS

issue is in violation of the provision of the Rate Design Stipulation and Agrecment
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ard elso vivietes the wndirstardmg of the parties that the hearing msmorandum
(Bdhibit 28) is to dalinests sll areas of disagrecment or issuss wrong the parties.
It is the. contenticn of the Staff that the TWACS issus shouid be disregarded as not
being preperly & part of this rocord,

The Public Coumsel aluo protests the consideraticn of thy TWAZS issue since
the lack of any %e:ard concerning this issve is laj-:gely the result of the Campany's
failure to inciude it in the henring nemorsndun &s an issuez to be iitigated. Public
Coumsel points out that it has hoen denied an cpportumnity to state its opposition in
the record because THACS represemts an undisclosed issue,

Both the Public Coumszel and the Comaission Staff point out that any

- consideration of TWACS would bz premature since the Company's president, in

describing the system, stated that the Cczpany is just now embarkin; on field testing
and ié yet to dovelep a progran for systerstic installation of sysiuas.
In the Comnission's ¢pinion the Staff end the Public Coumsel's criticisms
are correct and it would be inappropriate to either approve or disiyprove THACS as 8
portion of this record.
PURPA STAIDARDS .
PURPA stands for the Public Utility Regulatory Act of 198, 16 U.S.C.,

Section 2601 et scg. It has bren enacted for the purpose of encouraging (1)
conservation of onargy supplied by electric utilitles; (2) optiuizing efficiency of
use of facilities and resources by electric utilities; and (3) equitable rates to
electric consunrers. PURPA requires state utility ccrmissions to cunsider the
adoption and implemontation of certain ratemaking standards. The (comission may
either adopt or reject each of these standards, but if a stundard is rejected, the
Ccmmission must explain its reasons for doing so.

The six ratemaking stendards found in Section 111(d) are: (1) Cost of
Service; {2) Declining Block Rates; (3} Time-of-Day Rates; (4) Seacunal Rates; (5)
Interruptible Rates; and (6) Load Managerent Techniques Standard. FURPA requires
that if considaration of the stzmdards is not comploted by Novenber 3, 1981, the
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ratamzking standands uh&ll 3 oddressed in the first rate proceading comeanced after
that dnote. .

Stondards one through five have been the subject of proceadings before the
Coaission with respset to 1PL. In Docket No. BO-78-161, the Canmigsion considered
all the standards cther than load manapgmrent techniquss. In its Report and Order
issuad in BED-72-161, the Commission found the record to be inadequate to make the
determinations yelative to the first five PIRPA ratomking standarés., The Camission
ordered consideration of all six of the ratemaking standards in this case.

Testimony has besn filed in this proceeding on FURPA by the Camnission
Staff, the Company and the Industrial Intervenors. The Comuission Staff and the
Company have addressed the matter in their briefs.

The Corpany opposes the edoption of any of the six ratemclhing standards.
The Cammission Staff supports adoption of all the standards with tho exception of the
standard c:orcermng interruptible rotes. In that regard Staff reca:szznds the adoption
of a revmad standard which wi.. provide for the offering «{ interruptible rates
only when the Ion,i:-rmAbenefits can be demonstrated to excead the costs associated
with th2 use of such rates. Ths Industrial Intervenors support the adoption of the
standards.

in its brief the Coipany upposes implementation of all of the ratemaking
standards contending that characteristics of its system render them inappropriate.
Campany asserts that PURPA was intended to redure ths nead for capecity expansion by
reducing peak demand growth, but mapipulation of electricity priciny will not reduce
the Cempany's use during its sctual peak which is caused by air-canditioning loads.
Campany also contends that FURPA was intended to discourage the use of oil and
natural gas and since the Carpany's system is 96 percent coel fired any energy
conservation which would occur on the system would conserve plentifid coal, not oil
or natural gas.

The industrial intervenors support adoption of th stapdards contending
that tho cost of service goal underlies all of the standard:s. The standards are
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believed to be appiiceblo Co aotwd wcility ratemakicg. The industrial intervenors
advocate adoption of the standairds to the extent practicable ss lona as sound methods
of allecating costs Latwesn Ccusterar classes are used.

The Staif agrees that the stamdards set out in Section 111(d)(1) Cost of
Service, (2) Declining Block Rates, (3) Time-cf-Day Rates, (4) Seasunal Rates and (6)
Load Management Techniques Stancard are consistent with sound utiliiy rate design
purposes and shouid be adopted and irplemented. Staff recommends sjainst adoption
and implezentation of FURPA ratemsking standard (5) "Intorruptible Rates” because,
unlike the previcus four standards the wording of the Interruptible Rate Standard is
very rigid and would require that an interruptible rate be offered to each cammercial
or industrial custamer, refiecting the cost of providing service to such customer's
class. It is the Staff's opinion that interruptible rates need to be negotiated on
an individual basis and offering an interruptible rate to rvelatively small customers
mady not be cost effective. Consistent with that cbjection the Cammission Staff
adopt the following standard instead:

Interruptible Rates Standard --Each elecicic uwtility shcll offer

each industrial and comercial electric consumer an interruptible

rate which reflects the cost of providing interruvptible service,

if it is determined that the long-ruu Ge.ofits of such rate to

the electric utility ard its electric consumers are likely to

exceed the costs asscciated with the use of such rates including,
but not limited to, matersd costs.

As to the standard concerning load managerent technique the Coammission
Staff is of the cpinion that information concerning the Company's system load,
operating ard custamer characteristics is needed before any intereszed party can
properly evaluate which, if any techniques are practicable, reliable, cost effective
and will provide useful energy or capacity management advantages.

The Conmission finds the Staff's position to be a reasonable approach and
the ratemaking Standards 1-4 contained in section 111(d) of PURPA and the Staff's
modification as a substitute for a PURPA Standard For Interruptible Rates, should be

adopted as standards of regulatory policy by this Commissicn.
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the Company
should be directed to file in & ceparate dockst, but in any event no later then the

Bzcause of the coxplexities of the load rsnsgesent standard

filing of testizomy in its noxt gonsrai rate case, its pregosal or s plan for

implenenting the FURPA Load Miragment Techniques Stendard. As pointsd out by the

Staff's brief the rasnitede of studying individusl systea characteristics plus
evaluating the feasibility of the specific techniques makes it uniikely that any
party to this case will bs able prior to the cperaticn of l:w date ¢ forculate a
plan for implementing specific techniquos found to b practicable, feasible,
relisble, or cost bemeficial.
LEVELIZED PAYMENT PLAN
On August 13, 1981, the Company sulwmitted to the Commissici a levelized

payrent plan for residential custawers., The tariffs were assigned Case No. E0-82-65,

and the tariffs vere approved ¢n an interin basis. On Septczber 3, 1982, the Campany
filed tariffs making permanent the levelized payment plan. By Order dated September
28, 1982, the Cammission approved the permanent sheets, pending further
investigation. The case was consvlidated with this rate case for hoaring.

The only party filing testimony regarding the levelized payment plan was
the Camission Staff. The Cemmission Staff has recammended that the levelized
payment tariffs be approved on a permanent basis.

No party to the proceading has offered any objection to the permanent
levelized payment tariffs and tho Hearing Meworandum in this matter recommends that
the tariffs be approved on a permanent basis.

In the Camission's cpinion the jolnt recosmendation of tiz Hearing
Memorandum is reasonable and proper and the levelized payment plan turiffs filed in
Case No. E0-82-65 may become effective without modification on a paraanent basis.

POST-HEARiNG MOTIONS AND QRDERS
On May 12, 1983, the Staff of the Commissicn filed its Motion to Strike

Certain Portions of the Briefs of Kansas City Power § Light Company, the Office of
the Public Counsel, and Jackson County, Missouri, et al., or in the Alternative to
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Reopen the Record in lhiese Procezdings. Staff also filed Suggestions in Support of
Motion to Strike. On May 16, 1983, the Commnission received for filing Public
Counsel's Response to Staff's Motion to Strike or in the Alternative to Reopen the
Record in These Proceedings.

The Staff's Motion to stzike applied to Appendix A of the Cumpany's
initial reply brief which consists of pages 6 and 7 of Staff Exhibit .7 in Case No.
ER-81-42. |

The Staff’s Motion points cut that the pages were not requss.ed to be marked
as an exhibit by any party in this proceeding, were not offered into :3vidence during
the course of the proceeding, nor did any party request that cofficial notice be taken
of said pages. This is true even though the document was veferred tc¢ in the course
of the hearing. Consistent with the discussion in Forecasted Fuel Expenses, supra,
the Staff’'s motion should be granted in respect to Appendix A of the Campany's
initial reply bdrief.

The Staff's motion to strike also recites that at page 6, third paragraph,
and page 11, first paragraph of Jackson County, et al.'s initial briel will be found
quotations of testimony or data from a schedule contained in an exhibit in a prior
Kansas City Power § Light Company rate case. The motion points out that the quoted
schedules are not evidence in these proceedings, have not becn requested to be marked
as an exhibit‘by any party, was not offered into evidence during the course of the
proceedings nor did any party request that official notice be taken of said document.
The Commission is also of the opinion that the 5Staff's motion to strike should be
granted as pertaining to page 6, third paragraph, and page 11, first paragraph of
Jackson County, et al.'s initial brief.

The Staff's Motion also objects to the inciusion in the Caany's initial
brief of the first full paragraphs on page 26 as consisting of argument respecting a
settled case in Casc No. IR-81-42. In the instant case the Commission will construe

the motion as a letter or memorandum calling alleged improprieties to the
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Commissioﬂ‘é attcﬁtion for exsiusicn from consideration as not being based on
campetent and substantial evidence.

The Staff also moves to strike Appendix A to the Company's supplemental
initial brief consisting of an article entitled "The Connecticut Sciution to

Attrition" appearing in the Novewber 5, 1982 issue of Public Utilities Fortnightly,

The Motion to Strike is founded on the absence of any related testinony or request to
have such article received into evidence or be the subject of official notice. In
the Commission's cpinion that portion of the Staff's motien to strike should be
denied since the cited article should be accepted as a citation to z recognized
treatise or publication.

The portion of the Staff's motion concerning the PGA tariif and transmittal
notice attached to the brief of the Office of the Public Counsel has been treated in
the section entitled Forecasted Fuel Expense, supra .

Cn May 20, 1683, the Staff filed its Motion to Strike Certain Portions of
the Reply Brief of Jackson County, Missouri, et al. The Motion recites that at page
5, first and second full paragraphs of Jackson County, Missouri, et al.'s reply
brief, is found quotation or raference to testimonmy in a prior Kanscs City Power §
Light Compary rate case, which testimony is not in evidence in thes¢ proceedings.
Although the May 20,'1983, Motion is improper the Commission will trgat it as a
letter or memorandum pointing out alleged improprer argument in a recply brief.

On June 9, 1983, the Ccmpany filed its Motion To iiismiss fissouri Public
Interest Research Group as a party. The motion recites that the record reflects
absolutely no participation by MoPIRG in either the prehearing conf:tence or formal
evidentiary hearings in this matter. The motion recites that the lock of
participation is in direct violation of the Commission's September 29, 1982, order
and the requiraments of 4 CSR 240-2.090(4). Ordered: 9 of the Order of September 20,
1982, recites as follows:

That a party's participation in the heariny in this matter is

dependent upon the presence of the party's attorney at the

prehearing conference, unless excused in accordance with

4 CSR 240-2.090(4).
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In the Comrmission’s opinioa it is unnecessary to rule on lhe Company's
motion since it presents a moot cuestion. The lack of participation by MoPIRG has }
neither iecpeded the Commission's ability to determine th: issues on the merits, nor

has it affected the cutcome of this case.

Conclusions

The Missouri Public Szrvice Commission has arrived at the following
conclusions:

The Company is a publiz utility subject to the jurisdicticn of this
Commission pursuant to Chapters 336 and 393, RSMo 1378,

'The Campany's tariff:, which are the subject matter of this proceeding,
were suspended pursuant to authority vested in this Cammission by &xction 393.150,
RSM2 1978,

The burden of proof to show that the proposed increased rates are just and
reasonable is upon the Company.

The Comnission, after notice and hearing, may order a change in the rate,
charge or rental, and any regulation or practice allecting the rate, charge o1
rental, and it may determine and prescribe the lawful rate, charge or rental and the
law{ul regulation or practice affecting said rate, charge or remtal thereafter to be
observed.

The Comission may cansider all facts which, in its judg:z:at, have any
bearing upon a proper determination of the price to be charged with due regard, among
other things, to a reasonable average return upon the capital actuaily expended and
to the necessity of making reservations out of incame for surplus &:d contingencies.

The Company's existing rates and charges for ele:tric ser ice are

_insufficient to yiecld reasonable compensation for electric service rendered by it in

this state, and accordingly, revisions in the Compani's apzlicable «lectric tariff
charges, as hercin authorized, are proper and appropriate znd will yield the

Commany a fair return on the net original cost rate tase o¢ the fair value rate base
pany
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found proper herein. EBlectric rates resulting from the authirized revisions will be
fair, just, reascnable and sufficient and will not be uaiuly Jiscriminatory nor
unduly prefereatial.

For ratemaking purposes, the Comission may accept a stipulation in
settlement of any centested matters submitted by the parties. The Commission is of
the opinion that the matters of ugresment betwzen the parties in this case are
reasonable and proper and sheould e accepted.

The Company should file, in lieu of the proposed revised eloctric tariffs,
new tariffs designed to increase gross electric revenues by approximately $21,936,000
on a permanent basis, and an additional amount of $10,947,000 on an interim basis,
exclusive of gross receipts and franchise taxes.

It is, therefore, .

ORDERED. 1. That the proposed revised electric tariffs filed by Kansas
City Power § Light Company in Case No. ER-83-49 are hereby disapproved, and the
Campany is authorized to file in lieu thereof, for approval by this Coumission,
permanent tariffs designed to increase gross revenues by approximately $21,936,000
on an annual basis exclusive of gross receipts and franchise taxes.

ORDERED: 2. In addition to the permanent rates hurein authorized, the
Company may file for Commission cpprcval interim tariffs providing for an additional
increase in gross revenues by approximately $10,947,000 on an annual basis exclusive
of gross receipts and franchise taxes. The interim tariffs shall clearly indicate
they are subject to a true-up proceeding and refund in the event the ultimate
permanent rates authorized are less than those allowed on an interim basis. The
adjustments accepted to establish rates on an interim basis, subject to refund,
include the following: fuel mix and interchange levels; fusl mix and interchange
prices; "operation nnd maintenanée/attrition adjustments'; forecasted fuel expenses;
payroll costs; fuel inventories (level of purchases); and fizl inventory (coal). In

addition to any amount to be refunded the Company shall pay simple interest thereon
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at the authorized vete of return on investment set in this matter foy the Campany by
the Ccamission.

CRNERED: 3. That within ten (10) days from the effective date of this
Report and Crder the parties shali recoimend to the Coumission a proper point or
period of time as a cut-off cate for use in the true-up process, as well as a
procedural schedule including evidentiary filings and a time for thu true-uwp hearing,
if necessary.

ORDERED: 4. That Case No. EO-84-4 is hereby established to audit the
forecasted fuel prices which are the basis for rates subject to trus-up and refund
pursuant to the joint recamesndation, received in evidance as Exhibit 88, Fuel
prices shall be trued-up at the last known delivered price as of Sejtember 30, 1983.
The requirement of any refund, pursuant to the terms of Erhibit 88 :hall be
determined after a hearing, if necessary, which is set for 10:00 a.n., on the 6th
day of December, 1983, ih the Camnission's hearing room in the Jeffurson State Office
Building, Jefferson City, Missouri.

ORDERED: 5. That Kansas City Power § Light Company be, and it is, hereby
directed to file, concurrently with the filing of any future revised tariffs for
increased rates for dlectric service, revised tariffs for rates for steam service.

In its next case the Campany should also submit its schedule for phnsing the Grand
Avenue Station out of electric service and phasing the allocation ¢ the Grand Avenus
Station to 100 percent steam service.

' ORDERED: 6. The level paymont plan tariffs filed in Casc No. BO-82-65 may
become effective on a permanent basis for service rendered on and afier the effective

ORDIRED: 7. The Staff's Motion to Strike Certain Portions of the Briefs
of Kansas City Power § Light Company, the Office of the Public Coun:s2l, and Jackson
County, Misscuri, et al., filed herein on May 12, 1983, be, and is, hereby denied.

ORDIRED: 8. That the Staff's Motion to Strike Certain Purtions of the

Reply Brief of Jackson County, Missouri, et al., filed hLarein on Mgy 20, 1983, be,
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ard is, hereby é}anted in part and denied in part, z5 previously discussed 1n this
Report and Order.

ORDERED: - 9. That on and after the effeciive date of this Report and Order
Kansas City Power § Light Company te, and is, hereby directed to rucord and pay, at a
rate of nine (9} perceat per amum, interest on deposits collected from its
custcomers.

ORDERED':: 10, That Xansas City Power § Light Campany cor duct a study to
establish detailed policies and procedures to determine what construction-related
administrative and general salaries and expenses not chargeable to specific projects
should be assigned ratably among the various construction projects. The study and
its results are to be filed with the Comission Staff on or before September 30,
1583.

ORDERZD: 11, That Kansas City Power § Light Cempany, fur the purposes of
presenting its next rate case, shall perform a cost study to deternine if the
Campany's revenues from sales ¢o Mobay are sufficient to cover the related costs.

'CRDERED: 12. That Kensas City Power § Light Company may file for
Conmission approval tariffs identical to those herein suspended in Case No. ER-83-72.
The tariffs herein authorized may be effective for service rendered on and after the
effective date of this Report ard Crder.

ORDERED: 13. Standards 1-4 found in Section 111{d)} of tlw Public
Utility Regulatory Act bf 1978, 16 U.S.C., Secticn 7601 , et seq., be, and are,

hereby adopted as ratemaking stendards to be employed by this Commission in
considering any future ratemaking application or proceeding involving Kansas City
Power § Light Company.

ORDERED: 14, That in order to complete tha consideratic: of the PURPA
Load Management Tochniques Standard, Kansas City Power § Light Comprny be, and is,
hereby directed to file with the Commission, in a se¢parate docket, tut in any event
no later than the filing of testimony in its next general rate casc, its proposal or

a plan for implementing the PURFA Load Management Techniques Standard.
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ROIRED: 15, The foliowing Standard is hereby adopted as a substitute for
tie Interruptible Rates Standsrd contained in Section 1(d; of PURPA:

Interrputible Rates Standard --Each electric utility shall offer
each industrial and commercial electric consume: an interuptible
rate which relfects the cost of providing inter.uptibie service,
if it is determined that the long-run bencfits of such rate to
the electric utility and its electric consumers are likely to
exceed the costs associated with the use of such rates including,
but not limited to, metering costs.

ORDERED: 16, That this Report and Order shail become effective on the

19th day of July, 1983.
BY THE COMAISSION

lsranay ). Bl

Harvey G. Hubbs
Secretary

(SEAL)

Shapleigh, Cm., Fraas, Dority,
and Musgrave, CC., Concur and
certify compliance with the
provisions of Seciion 536.030,
R0 1978.

Dated at Jefferson City, Misscuri,
this 8th day of July, 1983.



