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DIRECT TESTIMONY

OF

JANICE PYATTE

THE EMPIRE DISTRICT ELECTRIC COMPANY 

CASE NO. ER-2002-424

Q.
Please state your name and business address.

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

Q.
What is your present position with the Missouri Public Service Commission?

A.
I am a Regulatory Economist in the Electric Department, Operations Division.

Q.
Would you please review your educational background and work experience?

A.
I completed a Bachelor of Arts degree in Economics at Western Washington State College in Bellingham, Washington and a Masters of Arts (A.M.) degree in Economics at Washington University in St. Louis, Missouri.  I have been employed by the Missouri Public Service Commission (Commission) since June 1977.  My primary role with the Missouri Public Service Commission Staff (Staff) has been to perform class cost-of-service and rate design studies for the regulated electric utilities in Missouri.  A list of the cases in which I have filed testimony before the Commission is shown on Schedule 1.

Q.
What has been your work experience in the issue of kWh sales and rate revenues in prior Empire District Electric Company cases?

A.
I submitted testimony on this issue in each of the Company’s last three rate cases: Case No. ER-95-279, Case No. ER-97-81, and Case No. ER-2001-299.

Q.
What is the purpose of your direct testimony in this filing?


A.
My direct testimony on the issue of Sales and Revenues describes my role in the development of specific adjustments to The Empire District Electric Company’s (“Company” or “EDE”) Missouri jurisdictional, test year kilowatt-hour sales (kWh sales) and revenue from kWh sales (rate revenue).


In this filing, I present two schedules that summarize Missouri kWh sales and rate revenue by rate schedule and cost-of-service class, based upon a test year of January 1, 2001 – December 31, 2001, updated for known and measurable changes through June 30, 2002.  The adjusted Missouri retail sales for the updated test year shown on Schedule 2 is consistent with normalized hourly net system load used in Staff’s “fuel run.”  The specific adjustments to rate revenue shown on Schedule 3 are shown as adjustments in the Staff’s Income Statement (Accounting Schedule 9).  Rate revenue by rate schedule is used to calculate the illustrative rates corresponding to the Staff’s rate design proposal.  If adopted by the Commission, the Staff’s rate revenue by rate schedule will also be used to develop the rate levels for the tariffs required to implement any Commission-ordered revenue increase and rate design in this case.


Q.
Are you sponsoring any adjustments to the revenue requirement calculation in this case?


A.
I am sponsoring the S-1.1, S-1.3, S-1.4, S-1.7 and S-1.8 identified on Account Schedule 9--Income Statement.  A description for these adjustments are identified on Accounting Schedule 10-Adjustments to Income Statement.

Q.
How does your testimony relate to the testimony of other Staff witnesses in this case?

A.
In addition to the adjustments to kWh sales addressed in my testimony, Staff witness Richard J. Campbell addresses the normalization of kWh sales to account for the effects of deviations from normal weather in the test year, and Staff witness Charles R. Hyneman addresses the effect that growth in the number of customers had on kWh sales.  I am responsible for compiling the table labeled as Schedule 2, which summarizes the results of the work performed by Mr. Hyneman, Mr. Campbell and myself relating to adjustments to Missouri kWh sales.


In addition to the adjustments to Missouri rate revenue addressed in my testimony, the testimony of Mr. Hyneman addresses the effect that growth in the number of customers had on rate revenue and the “other” revenue component of operating revenue.  Schedule 3, attached to this testimony, summarizes the adjustments done by Mr. Hyneman and myself relating to rate revenue.


Q.
What is the relationship between the Missouri rate revenues shown on your Schedule 3 and the Missouri operating revenues shown on Accounting Schedule 9?


A.
Operating revenue consists of two components: the revenue that the Company collects from the sales of electricity to Missouri retail customers (rate revenue), which is shown on my Schedule 3; and the revenue the Company receives from other sources (“other revenue”).


Q.
What is the rationale for making adjustments to test year kWh sales and revenues?


A.
The intent of adjustments to test year (historical) revenue is to estimate the revenue that the company would have collected on an annual, normal-weather basis, based on the information known at the end of the update period.  Most of the adjustments to test year revenue correspond to adjustments to kWh sales that also affect the Company’s fuel and purchased power costs.  The normalized and annualized net system loads, updated for known and measurable changes through June 30, 2002, are reflected in the fuel model to ensure that sufficient generation and purchases exist to meet total net system requirements.  Any change to revenue from historical levels that results from changes in underlying kWh sales will result in corresponding changes to fuel and purchased power costs that reflect that same adjustment to sales.


Q.
What categories of adjustments to kWh sales and revenues are typically made in a rate increase or a complaint (excess earnings) case?


A.
The three major categories of adjustments are known as annualizations, normalizations, and customer growth.


Annualizations are adjustments that result when test year results are restated as if conditions known at the end of the update period had existed throughout the entire test year.  A common example of a revenue annualization is a rate change that occurs during the test year.  Actual test year revenue in this situation will be understated or overstated by the difference between what was actually billed and the revenue that would have been realized by the company if the rates in effect at the end of the update period had been in effect throughout the entire year.


Another example of a typical annualization relates to a large customer that either begins or ceases service during the test year or update period.  In the situation where a large customer ceases business, test year revenue should be decreased by the amount of revenue the customer provided the Company.  A corresponding reduction to kWh sales and to fuel and purchased power expense should be made to reflect the costs the company will no longer incur. Conversely, when a large customer begins service, test year revenue, kWh sales, and fuel expense should be increased to reflect both the costs and the revenue associated with serving the new customer on an annual basis.


Normalizations deal with test year events that are unusual and unlikely to be repeated in the years when the new rates from this case are in effect.  Test year weather is an example. It is unlikely that the weather that occurred in the test year will, on average, be repeated in the future, but what weather will actually occur is not predictable.  The objective of the weather normalization process is to restate test year kWh sales and rate revenue on a “normal-weather” basis.


Growth adjustments reflect any additional sales and revenue that would have occurred in the test year if all of the customers that were on the system at the end of the update period had been customers for all twelve months of the test year.


Q.
Please describe the characteristics of the Missouri kWh sales and rate revenues that have been developed in this case.


A.
The Missouri kWh sales and rate revenues that I am presenting have these characteristics:  (i) they have been developed by both rate schedule and by cost-of-service class; (ii) they have been normalized to remove the effects of deviations from normal weather in the test year; (iii) they have been developed on both a billing month and a calendar year (i.e., 365 day) basis; (iv) they have been adjusted to reflect load growth/loss; and (v) they reflect rate switching that occurred during the update period.


In addition, rate revenue has been annualized to reflect: (i) the change in permanent rates during the test year that occurred on October 2, 2001, as an outcome of Case No. ER-2001-299; (ii) the cessation of most bill credits associated with Interruptible Service Rider IR; (iii) the current value of EDE’s investment associated with the Special or Excess Facilities Rider XC; and (iv) special treatment of the interruptible credits associated with Praxair’s contract.


The rate revenue shown on Schedule 3, the summary table of rate revenue, reflects only the revenue associated with EDE’s permanent rates.  Test year revenues associated with the Interim Energy Charge (IEC) are not included.


Q.
What specific annualizations to test year kWh sales and rate revenues are you sponsoring?


A.
I am responsible for an annualization to rate revenues to reflect the change in permanent rates that occurred on October 2, 2001, as an outcome of Case No. ER-2001-299. Since the rate change was implemented as an 8.40% increase to all rate components, I assumed that revenues recorded in the test year months of January-September 2001 would have been 8.40% higher if the current rates had been in effect.  I estimated the effect of the rate change in the October billing month by calculating the percentage of days that were subject to the old rates and then increasing the associated revenues by 8.40%.


I am responsible for a number of annualizations that were made to individual customers.  Three customers served on the Large Power rate schedule were annualized to reflect significant reductions in their electric load.  One of these situations involved an associated switch in rate schedule, which was also reflected.  Four additional customers were annualized to account for large billing adjustments that were recorded, but not necessarily incurred, in the test year.  These annualizations affected both kWh sales and rate revenue.


I am responsible for an annualization to rate revenues to reflect the current value of EDE’s investment associated with the Special or Excess Facilities Rider XC.  When EDE installs special facilities or facilities “in excess” of those provided via the standard rate schedule to serve a specific customer, that customer is assessed, in accordance with Rider XC, a monthly charge of 1.25% of the total cost of the facilities.  In this case, I calculated the historic cost of special/excess facilities attributable to each customer at the end of the test year and determined the revenues the Company would have realized if this investment had been present throughout the entire period.


I am responsible for an annualization to rate revenues to reflect the value of special bill credits that EDE provides to current customers who have contracted with the Company to curtail load during peak times (Interruptible Service Rider IR).  The adjustment to revenue eliminated the IR bill credits recorded in the test year.  This annualization reflects the fact that EDE did not contract for interruptible capacity via Rider IR during the June 2001-May 2002 contract year and is not anticipated to do so during the 2002-2003 contract year.


The annualizations that I am sponsoring are shown by rate schedule and cost-of-service class on Schedules 2 and 3, attached to this testimony, and, in aggregate, on Accounting Schedules 9 and 10, S‑1.

Q.
What special treatment was given to the interruptible credits associated with Praxair’s contract?


A.
Although Praxair’s interruptible credits were increased from $3.76 per kW to $4.86 per kW as a result of Case No. ER-2001-299, I annualized them in this case at the pre-October 2, 2001 rate.  This treatment of Praxair’s interruptible revenues is in accordance with paragraph 6 of the Unanimous Stipulation And Agreement Regarding Fuel And Purchased Power Expense And Class Cost Of Service And Rate Design, filed in Case No. ER-2001-299, that states:

6.
In addition to the rate changes described above, Praxair’s current monthly credit for interruptible demand will be increased by an amount equivalent to $100,000.00 per year.  This will be reflected on P.S.C. Mo. No. 5, Sec. 2, Sheet No. 9b of Empire’s Missouri rate schedules by striking the words “and beyond” in the line for 5 year contracts beginning in 1998 and by adding the following provisions:


For 5 year contracts beginning in 2001.............................$4.86


For 5 year contracts beginning in 2002 and beyond..........$3.76

For the purposes of calculating the Company’s revenue requirement during the pendency of the 5-year interruptible contract entered into between Empire and Praxair beginning in 2001, Empire agrees that it will calculate Praxair’s revenue as if the interruptible credit were $3.76.  The effect of this increase in Praxair’s interruptible credit and Empire’s agreement will be to reduce the revenues collected by Empire by $100,000.00 per year, which $100,000.00 will not affect the rates of Empire’s other Missouri retail customers or be recovered from Empire’s other Missouri retail ratepayers.  [emphasis added]


Q.
What normalizations to test year billed kWh sales were done in this case?


A.
Two normalizations of test year kWh sales were done for this case.  The first normalization restates test year kWh sales on a “normal weather” basis; i.e., to the level of kWh sales that would have occurred in the test year if test year weather had been “normal.”  The second normalization represents the change in kWh sales associated with adjusting the twelve test-year billing months to 365 days.


Mr. Campbell is sponsoring both the weather normalization and the “days” adjustments to kWh sales.  His annual results are shown by rate schedule on my Schedule 2, a summary of Missouri kWh sales.  Please refer to Mr. Campbell’s testimony for a more complete description of the weather normalization concept and methodology.


Q.
What normalizations to test year rate revenue were done in this case?

A.
I am responsible for calculating the adjustments to rate revenues that are associated with both of Mr. Campbell’s adjustments to kWh sales.  Adjustments were computed for the residential, commercial building, small heating, total electric building and general power rate schedules.


The assumption underlying my methodology for normalizing rate revenue is that the weather normalization process has no effect on either the number of customers or on the fixed charges those customers pay.  I assume that weather normalization only affects the energy usage of each existing customer and thus only affects those charges directly related to kWh usage.


In situations where only one tariffed rate applies to all monthly usage, the weather adjustment to revenue was calculated by applying that rate to Mr. Campbell’s weather normalization adjustment to kWh sales.  This procedure was used to compute summer revenue adjustments for the residential, commercial buildings, and small heating rate schedules, which are the rate schedules with a single summer rate.


The rate schedules just mentioned have multiple rate blocks in the winter season.  In addition, the general power and the total electric buildings rate schedules have multiple rate blocks in both seasons.  Multiple rate blocks result in the average rate per kWh declining as customer usage increases.  Using a statistical regression technique, I modeled the relationship between average monthly use per customer and the average rate per kWh, using fifty-two months of EDE data (January 1998 – June 2002), adjusted for the October 2, 2001 rate change.  From this analysis, I determined how the average rate per kWh changed when use per customer changed for each of these rate schedules.  Mr. Campbell provided me with data on use per customer before and after weather normalization.  I then calculated the monthly weather adjustment to revenues that corresponds to Mr. Campbell’s monthly weather adjustment to kWh sales.


Schedule 3 shows the annual normalization adjustment to revenue for each rate schedule and cost-of-service class.  This normalization adjustment to revenue is also included in Accounting Schedule 9–Income Statement and Accounting Schedule 10—Adjustments to Income Statement.


Q.
How was the effect of customer growth on kWh sales and revenues accounted for?


A.
Conceptually, customer growth adjustments reflect the additional kWh sales and rate revenues that would have occurred if the number of customers active at the end of the update period (June 30, 2002) had existed throughout the entire test year.  Mr. Hyneman is sponsoring the customer growth adjustments to kWh sales and revenues that are shown by rate schedule on Schedule 2 and Schedule 3 attached to this testimony.  The aggregate customer growth adjustment to rate revenue is shown on Accounting Schedules 9 and 10.  Please refer to Mr. Hyneman’s testimony for a more complete description of the customer growth concept and methodology.


Q.
Do you have a recommendation for the Commission regarding kWh sales and rate revenues?


A.
I recommend that the Commission adopt the adjustments to kWh sales and rate revenue that I am sponsoring in this case.


Q.
Does this conclude your direct testimony on the issue of Sales and Revenue in this case?


A.
Yes, it does.
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TY Sales Subject to
Permanent Rates

1,497,440,779
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1,217,705
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709,015,792
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- (6,151,861)
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1. Adjustments to sales to reflect significant customer load changes and rate switching.
2. Adjustment to sales resulting from the normalization of sales for weather and unbilled (365 days).
3. Adjustment to sales resulting from growth in the number of customers.

Growth
Adjustment (3)
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TY Billed
Revenues

$93,769,587

$24,143,959
45,761,207
$113,966
$30,645
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$15,628,033
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$2,143,160

$84,412

$954,259
$2,761,456
$150,405
$3,866,120

$3,593,508
($452,213)
$1,064,814
$513,690
$4,719,799

$211,368,912

Annualization
Adjustments(1)

$6,599,621

$1,654,814
$413,487
$6,366
$1,713
$2,076,380

$2,617,973
$1,062,727
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($3,593,508)
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Normalization
Adjustments (2)

($33,087)

$200,312
($56,532)
($96)
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($91,219)
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Growth

Adjustment (3)

$1,187,042

$619,121
($166,828)

$452,293

($603,892)
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Test Year Retail
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1. Adjustments to revenues to reflect significant customer load changes, rate switching, revenue credits, and the rate change

effective 10/2/2001.

2. Adjustment to revenues resulting from the normalization of sales for weather and days.

3. Adjustment to revenues resulting from growth in the number of customers.
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