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1 

SURREBUTTAL TESTIMONY 1 

OF 2 

MICHAEL S. SCHEPERLE 3 

THE EMPIRE DISTRICT ELECTRIC COMPANY  4 

CASE NO. ER-2012-0345 5 

Q. Please state your name and business address. 6 

A. My name is Michael S. Scheperle and my business address is Missouri Public 7 

Service Commission, P. O. Box 360, Jefferson City, Missouri 65102. 8 

Q. Are you the same Michael S. Scheperle who filed in this proceeding on 9 

December 13, 2012, direct testimony, both in question and answer format and as part of the 10 

Missouri Public Service Commission Staff’s (Staff) Rate Design and Class Cost-of-Service 11 

Report, and who filed on January 16, 2013 rebuttal testimony in question and answer format? 12 

A. Yes, I am. 13 

Q. What is the purpose of your surrebuttal testimony? 14 

A. I respond to the rebuttal testimony of The Empire District Electric Company 15 

(“Empire”) witness W. Scott Keith; Midwest Energy Users’ Association (“MEUA”) witness 16 

Maurice Brubaker; and the Office of Public Counsel (“OPC”) witness Barbara A. 17 

Meisenheimer.   18 

Executive Summary 19 

Q. Please summarize your surrebuttal testimony. 20 

A. I will respond to Empire on proof of revenue and Demand-Side Management 21 

(“DSM”) cost recovery.  Staff believes there is agreement between Empire and Staff on the 22 

proof of revenue where the final revenue proof (establishment of rate levels) be based on 23 
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Empire’s overall revenue requirement and normalized billing determinants after true-up.  1 

Additionally, there appears to be agreement between Staff and Empire on Staff’s 2 

recommendation for Empire to recover its DSM costs using a separate charge that will not be 3 

applied to the customers opting-out of the energy efficiency programs. 4 

I will respond to MEUA’s recommendation that the revenues assigned to rate classes 5 

reflect the proper amount of cost recovery associated with the energy efficiency programs.  6 

Staff agrees with MEUA’s recommendation that the total granted increase be segregated to 7 

each applicable rate class by:  1) the energy efficiency revenue requirement to ensure that 8 

customers who have opted-out of the energy efficiency programs are not charged costs 9 

associated with the energy efficiency programs, and 2) all other additional increase by rate 10 

class.  11 

Finally, I will respond to OPC’s disagreement with certain aspects of Staff’s class 12 

cost-of-service (“CCOS”) study.  Staff would agree with certain aspects and disagree with 13 

other aspects.  Staff would agree in theory to customer service and information and sales 14 

expense allocators; and disagrees with OPC’s characterization of Staff’s production 15 

allocators, transmission allocators, and certain distribution costs. 16 

Proof of Revenue 17 

 Q. Does Mr. Keith agree with Staff’s proof of revenue? 18 

 A. Yes.  However, Mr. Keith’s concerns1 are that the rates proposed by Staff do 19 

not include the revenue requirement associated with the various true-up items and, therefore, 20 

do not represent the final rates that Empire will need coming out of this rate case and the final 21 

                                                 
1 Rebuttal Testimony, W. Scott Keith, p 26, lines 19-23 and p. 27, line 1. 
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revenue proof should be based upon Empire’s overall revenue requirement and normalized 1 

billing determinants after true-up.  2 

 Q. Do you agree with Mr. Keith’s rebuttal testimony concerning the proof of 3 

revenue? 4 

 A. Yes.  Staff’s proof of revenue was based on Staff’s update period which 5 

reflects an update period of twelve months ending June 30, 2012.  Staff will update its 6 

information to the true-up period of December 31, 2012, as information becomes available 7 

from Empire.  Staff agrees that the revenue requirement should reflect the true-up period. 8 

DSM Cost Recovery 9 

 Q. Does Empire object to the Staff’s recommendation to recover its DSM costs 10 

using a separate charge for customers?  11 

 A. No.2  Mr. Keith acknowledges that Empire is currently working on 12 

implementation of such a process in Empire’s billing system.  Staff recommended a separate 13 

DSM cost recovery rate on each applicable rate schedule to ensure customers who have 14 

opted-out of DSM programs are not charged costs associated with the DSM programs.  Staff 15 

recommends wording of “Energy Efficiency Pgm charge” on customer bills for Empire to 16 

recover its DSM costs using a separate charge for customers not opting-out of DSM 17 

programs.  18 

DSM Cost Recovery - Rate Design 19 

 Q. What is Mr. Brubaker’s concern for DSM energy efficiency cost recovery? 20 

 A. Mr. Brubaker’s concern is how energy efficiency costs should be recovered 21 

from customers in order to ensure that customers who have opted-out of the energy efficiency 22 

                                                 
2 Rebuttal Testimony, W. Scott Keith, p. 27, lines 2 – 9. 
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programs are not charged costs associated with the DSM programs.  Mr. Brubaker proposes a 1 

two step allocation process3 for the allocation of revenues to each class.  The first step is an 2 

energy efficiency revenue requirement allocation by class of customer based on the kWh for 3 

each class less approved opt-out.  The second step is to allocate the additional revenue 4 

increase less the DSM costs associated with step 1 by class of customer, based on equal 5 

percentage applied to current revenue, excluding DSM.  Staff supports this concept that 6 

revenues assigned to rate classes reflect the proper amount of cost recovery associated with 7 

the DSM programs to ensure that customers who have opted out of the DSM programs are not 8 

charged costs associated with the DSM programs. 9 

CCOS Study 10 

 Q. Did the Office of Public Counsel prepare a class cost-of-service study? 11 

 A.  No.  OPC did not prepare a CCOS study.  Staff is the only party that prepared a 12 

CCOS study.   13 

 Q. Does OPC agree with Staff’s CCOS study? 14 

 A. Not entirely.  OPC outlines four concerns of Staff’s CCOS study which Staff 15 

addresses below.  The four concerns are: 16 

1. Staff’s use of a non-coincident peak (“NCP”) rather than a coincident peak (“CP”) in 17 

allocating production costs.4 18 

2. Staff’s use of NCP rather than CP in allocating transmission costs.5 19 

3. Staff’s allocation for the secondary portion of certain distribution accounts.6 20 

4. Staff’s method of allocation for certain customer service and information and sales 21 

expense accounts.7  22 

                                                 
3 Schedule MEB-RD-REB-1, Pages 1 and 2. 
4 Rebuttal Testimony of Barbara A. Meisenheimer, page 8. 
5 Rebuttal Testimony of Barbara A. Meisenheimer, pages 9 and 10. 
6 Rebuttal Testimony of Barbara A. Meisenheimer, page 10. 
7 Rebuttal Testimony of Barbara A. Meisenheimer, pages 10 and 11. 
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 Q. Do you agree with OPC’s first concern that Staff’s use of a NCP rather than a 1 

CP in allocating production costs is problematic? 2 

 A. No.  Staff consistently has applied NCP information in allocating production 3 

costs.  Staff outlined the reasons for its NCP use in the Staff’s Rate Design and Class Cost-of-4 

Service Report.8  OPC outlines that Staff used a NCP measure in this case to reflect that some 5 

customers might not receive a fair allocation of costs if they had reduced or have no demand 6 

during the coincident peak period.9  OPC does agree that free ridership could be a problem if 7 

the coincident peak does not reflect a normally anticipated distribution of class contributions 8 

to the peak demand.10  OPC acknowledges this potential for free ridership exists.  Staff 9 

outlined such scenarios for four different classes of customers in Schedule MSS-5 of Staff’s 10 

Rate Design and CCOS study.  Staff is again attaching a duplicate of Schedule MSS-5 from 11 

that Report as Schedule MSS-S1 to this testimony for ease of use and to highlight its concerns 12 

with using CP information.  Staff’s use of NCP information, alleviates any concern of free 13 

ridership or irrational CP allocations for certain classes.  Free ridership is when service 14 

rendered completely off-peak or not at the system peak time is not assigned any responsibility 15 

for production cost.  In this case, three different lighting classes would avoid some of the 16 

demand cost assignment as system peaks generally occur during daylight hours11.  Schedule 17 

MSS-S1 highlights the three lighting class concerns and also highlights the Special 18 

Transmission Service Contract: Praxair reduced load in the summer when Empire was 19 

peaking.  Another example of free ridership is when a utility has demand reducing provisions 20 

in its tariff (interruptible service or curtailment programs) where a utility may control its 21 

                                                 
8 Staff’s Rate Design and Class Cost-of-Service Report, pages 9 – 16. 
9 Rebuttal Testimony of Barbara A. Meisenheimer, page 9, lines 3 -5. 
10 Rebuttal Testimony of Barbara A. Meisenheimer, page 9.  
11 See Staff’s Rate Design and Class Cost-of-Service Report, Schedule MSS-5. 
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peaking dates and times.  To alleviate any concern of free ridership or irrational CP 1 

allocations, Staff uses NCP information.  Another concern with utilizing a CP-based factor is 2 

that various Empire’s tariff provisions allow Empire the flexibility to implement demand 3 

reductions during time of system peaks or for operational and economic reasons.  These 4 

provisions are contained in Empire’s Tariff:  5 

 Section 2 Sheet Nos. 9 – 9b Special Transmission Service Contract: Praxair (1 6 
customer) (Schedule MSS-S2) 7 

 Section 4 Sheet nos. 4 – 4c  Interruptible Service (3 customers) (Schedule MSS-S3) 8 
 9 
Schedule MSS-S2 outlines curtailment limits and usage for Praxair during times of system 10 

peak.  Schedule MSS-S3 outlines interruptible service criteria and the need for curtailment.  11 

These tariff provisions may lead to irrational CP allocations for certain classes if CP 12 

information is used.  To alleviate these concerns, Staff uses NCP information in its production 13 

allocator.  14 

 Additionally, OPC in its last electric CCOS12 study submitted used NCP information 15 

in its production allocator in its Average and Excess (“A&E”) method.  OPC criticizes Staff 16 

for use of the NCP information in this case, but OPC used NCP information in its alternative 17 

method in its last CCOS filed case.  OPC states in Case No. ER-2012-0166: 18 

My primary recommendation is to apportion production costs to classes using a 19 
weighted average of the annual energy use and share of system peak (coincident 20 
peak) demand for each class. … 21 
As an alternative, I have also prepared a study which allocates production and 22 
production-related costs using a weighted average of annual usage and excess 23 
demand.  Excess demand is measured as the difference between the sum of all 24 
classes’ maximum demand (whether or not the maximum demands at the 25 
coincident peak) and average annual demand.  I will refer to this allocator as Avg 26 
& Excess 4NCP.  Conceptually, this allocator is similar to the production cost 27 
allocator used by the Company.  If the Commission decides to adopt an Average 28 
and Excess method for assigning production and production-related costs to 29 

                                                 
12 Direct Testimony of OPC witness Barbara a. Meisenheimer, Case No. ER-2012-0166, Class Cost of Service 
and Rate design, pages 4 -5. 
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consumers then I recommend the alternative CCOS study presented in my 1 
testimony. (Direct Testimony of Barbara Meisenheimer, Case No. ER-2012-0166, 2 
pages 4 -5) (Emphasis denoted) 3 

Furthermore, the last ruling by the Commission concerning the production allocator 4 

endorsed the A&E method13 which uses NCP and not CP information.  The National 5 

Association of Regulatory Commissioners (“NARUC”) outlined thirteen (13) generation 6 

allocation methods in its 1992 Electric Utility Cost Allocation Manual (“Manual”).  In a lot of 7 

the production allocators described by NARUC, the NCP and CP are common allocation 8 

methods for allocating production costs.  While CCOS studies are very analytic, it is also an 9 

art.  There is no “right” answer.  However, there are reasonable and unreasonable answers.  10 

The modified Base, Intermediate, Peak (“BIP”) allocation method recommended by Staff uses 11 

NCP information which provides a reasonable method of cost allocation.  Staff used NCP 12 

information instead of CP information to alleviate any free ridership and the possibility of 13 

irrational CP allocations for any class. 14 

For comparison purposes, Staff calculated its modified BIP production method using 15 

NCP information as proposed by Staff and the CP method. Each rate class comparison is 16 

shown below:  17 

                                                 
13 Report and Order, Case No. ER-2010-0036, pages 82, 87. 
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TABLE 1 1 

NCP 
Staff 

Class  Proposed (1) CP (2) 

Residential 47.76% 48.56% 
Commercial Building 9.01% 8.79% 
Commercial Space Heating 2.32% 2.32% 
General Power 18.34% 18.83% 
Special Transmission: 
Praxair 0.92% 0.83% 
Total Electric Building 8.56% 8.67% 
Feed Mill and Grain 
Elevator 0.02% 0.01% 
Large Power 11.74% 11.53% 
Miscellaneous Lights 0.00% 0.00% 
Street Lights 0.60% 0.24% 
Private Lights 0.50% 0.20% 
Special Lights 0.22% 0.01% 

(1) Staff proposed using Modified BIP for Production Investment and costs 
       using NCP information 
(2) Staff using Modified BIP for Production Investment and costs 
       using CP information 

 2 

Table 1 shows that there is not a large variation for any class.  The largest variation is 3 

the residential class where more production investment and costs would be assigned to the 4 

residential class if CP information is used.  Staff supports use of the NCP information instead 5 

of CP information to alleviate free ridership and irrational CP allocations.  6 

Q. Do you agree with OPC’s second concern that CP information should be used 7 

instead of NCP information for transmission costs? 8 

A. No, not in this case.  OPC is correct that Staff has used a 12 CP to allocate 9 

transmission related costs in the past.  However, Staff has the same concerns with using CP 10 
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information and the free ridership scenarios Staff outlined in Staff’s Rate Design and CCOS 1 

Report and explained above in its production allocator explanation, Staff recommends use of 2 

NCP information which alleviates all the shortcomings of using CP information.  3 

For comparison purposes, Staff calculated its transmission allocator using NCP 4 

information and CP information.  Each rate class comparison is shown below: 5 

TABLE 2 6 

NCP 
Staff 

Class  Proposed (1) CP (2) 

Residential 48.32% 47.43% 
Commercial Building 8.41% 8.49% 
Commercial Space Heating 2.55% 2.62% 
General Power 17.59% 18.50% 
Special Transmission: 
Praxair 0.98% 0.87% 
Total Electric Building 9.21% 9.85% 
Feed Mill and Grain 
Elevator 0.02% 0.01% 
Large Power 11.67% 12.22% 
Miscellaneous Lights 0.002% 0.002% 
Street Lights 0.68% 0.00% 
Private Lights 0.47% 0.00% 
Special Lights 0.11% 0.00% 

(1) Staff proposed 12 NCP for Transmission Investment and costs 
     
(2) Using 12CP for Transmission Investment and  costs  
        

Table 2 shows that there is not a large variation for any class.  However, there is free 7 

ridership for three lighting classes (noted in shading) and use of NCP information alleviates 8 

this free ridership.  In this case, Staff prefers the consistency of using NCP information to 9 

alleviate free ridership for lighting classes and the potential for irrational CP allocation for 10 
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Special Transmission Contract customer: Praxair.  NCP information for production and 1 

transmission allocation factors, which does not favor any one class or looks for the lowest 2 

allocation method per class. 3 

Q. Do you agree with OPC’s third concern that it is unclear why the Staff changed 4 

its method of allocation for certain distribution accounts and why the weightings are 5 

appropriate in allocating secondary costs? 6 

A. No.  Staff has consistently used NCP information and Maximum Daily 7 

Demand (“MDD”)14 information in its last five CCOS studies if MDD information is 8 

available.15  It is true that Staff did not use MDD information in Empire’s last electric general 9 

rate increase filing (Case No. ER-2011-0004).  Staff uses a combination of NCP and MDD 10 

information.  Staff’s Rate Design and CCOS Report in ER-2012-0345 outlines Staff’s 11 

recommendation as follows: 12 

Load diversity is important in allocating demand-related distribution costs 13 
because the greater the diversity among customers within a class or among 14 
classes, the smaller the total capacity (and total cost) of the equipment required 15 
for the utility to meet those customers’ needs. Load diversity exists when the peak 16 
demands of customers do not occur at the same time. The spread of individual 17 
customer peaks over time within a customer class reflects the diversity of the 18 
class load. Therefore, when allocating costs of demand-related distribution costs 19 
that are shared by groups of customers, it is important to choose a measure of 20 
demand that corresponds to the proper level of diversity.  21 

Diversified demand is the weighted average of the Class’s customer 22 
maximum demand and its annual maximum class peak demand. ……… 23 

Staff recommends allocating the costs of distribution secondary and line 24 
transformers on the basis of each class’s annual peak demand and on customer 25 
maximum demands. Only secondary customers served at the secondary voltage 26 
level were included in the calculation of the allocation factor, so that distribution 27 
secondary costs were allocated only to those customers that use these facilities. 28 
(Staff’s Rate Design and Class Cost-of-Service Report, pages 18 -19). 29 

                                                 
14 MDD factor is based on the maximum annual demands of each customer for secondary voltage. 
15 Staff has used NCP and MDD information in developing its secondary allocator in Case No. ER-2012-0166 
(Ameren Missouri); Case No. ER-2012-0174 (Kansas City Power and Light Company); Case No. ER-2012-0175 
(KCP&L Greater Missouri Operations for both CCOS studies for MPS and L&P); and this case ER-2012-0345 
(Empire District Electric Company) for 2012.  
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The secondary demand allocations are based on NCP information and MDD 1 

information and weighted to capture various cost-causation differentials for two reasons.  2 

First, the MDD (individual customer demand) adds an additional component that reflects the 3 

fact that the maximum demand of individual customers dictates the sizing and load 4 

characteristics of service and secondary facilities needed by customers.  Second, an additional 5 

dimension is added to the secondary allocation as NCP and MDD information is weighted in 6 

performing the calculation factor, only using NCP information is the class maximum for one 7 

hour of 8,760 hours in a year.  The weighting of NCP and MDD adds another element to the 8 

allocation factor where more than one hour is used to allocate secondary demand.  9 

For comparison purposes, Staff prepared Table 3 below detailing the differences in 10 

using only an NCP allocation, an MDD allocation, and a weighting of using NCP and MDD 11 

information. 12 

TABLE 3 13 

Class  
Secondary  

NCP (1) 
Secondary  
MDD (2) 

NCP & MDD 
Secondary  

Weighted (3) 
Residential 57.34% 66.16% 62.94% 
Commercial Building 9.75% 8.90% 9.21% 
Commercial Space Heating 3.26% 3.30% 3.29% 
General Power 16.04% 11.19% 12.96% 
Special Transmission: Praxair 0.00% 0.00% 0.00% 
Total Electric Building 10.48% 8.53% 9.24% 
Feed Mill and Grain Elevator 0.02% 0.02% 0.02% 
Large Power 1.66% 1.06% 1.28% 
Miscellaneous Lights 0.0019% 0.0011% 0.0014% 
Street Lights 0.62% 0.36% 0.46% 
Private Lights 0.54% 0.31% 0.39% 
Special Lights 0.29% 0.16% 0.21% 

(1) NCP secondary - maximum class demand for 1 hour during year 
(2) MDD secondary - maximum demand for each customer during year 
(3) Staff proposed weighting during year 
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Table 3 shows that only using NCP information or only using MDD information can 1 

have an adverse or positive effect on certain classes of customers.  For example, using NCP 2 

information for the residential class is 57.34% while using only MDD information is 66.16%.  3 

Staff recommends a combination of NCP and MDD information for the two reasons stated 4 

above to balance out any one method of only using NCP or only using MDD information. 5 

Q. Do you agree with OPC’s fourth concern that staff appears to have changed the 6 

method of allocation of accounts 906 – 910 (Customer Service and Information Expenses) 7 

and its allocation of accounts 911 – 916 (Sales Expenses). 8 

A. Yes.  Staff would agree that this concern is credible and will adjust its 9 

customer service and information and sales expense allocators to Staff’s allocator used in 10 

Case No. ER-2011-0004, Empire’s prior rate case.  11 

For comparison purposes, Staff is attaching Schedule MSS-S4 which compares Staff’s 12 

Direct filing and its revised filing based on adjusting its customer service and information 13 

expense allocator and its sales expense allocator. 14 

Q. Do these adjustments change Staff’s rate design recommendations? 15 

A. No.  Staff still recommends revenue-neutral adjustments as follows: 16 

 Based on CCOS results, Staff recommends adjustments be made first on a 17 
company-wide revenue-neutral basis to the residential class, commercial 18 
building class and general power class.  The Empire residential class should 19 
receive a positive 0.5% adjustment.  The Empire commercial building class 20 
and general power class should receive a negative adjustment of approximately 21 
0.82%.  All other classes should receive the system average increase 22 
(commercial space heating, special transmission: Praxair, total electric 23 
building, feed mill and grain elevator, large power, lighting and 24 
miscellaneous). 25 

 Q. Does this conclude your surrebuttal testimony? 26 

A. Yes, it does. 27 
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            Missouri Public Service Commission
                  Case No. ER-2012-0345
          Summary Results of Staff's CCOS Study

Summary Results of Staff's CCOS Study - Empire District Electric Company 
                                           Staff's Direct Filing

Revenue
CCOS System Neutral 

Customer Class % Increase Average Increase
Residential 7.67% 3.34% 4.33%
Commercial Building -1.55% 3.34% -4.89%
Commercial Space heating 4.92% 3.34% 1.58%
General Power -3.47% 3.34% -6.81%
Special Transmission Service 
Contract: Praxair 1.01% 3.34% -2.33%
Total Electric building 3.05% 3.34% -0.29%
Feed Mill and Grain Elevator 6.70% 3.34% 3.36%
Large Power 0.91% 3.34% -2.43%
Lighting and Miscellaneous 
(Street, Private, Special, 
Miscellaneous) 7.75% 3.34% 4.41%

Summary Results of Staff's CCOS Study - Empire District Electric Company 
                                            Staff's Revised CCOS

Revenue
CCOS System Neutral 

Customer Class % Increase Average Increase
Residential 7.05% 3.34% 3.71%
Commercial Building -0.66% 3.34% -3.99%
Commercial Space heating 5.40% 3.34% 2.06%
General Power -3.42% 3.34% -6.76%
Special Transmission Service 
Contract: Praxair 1.55% 3.34% -1.79%
Total Electric building 3.09% 3.34% -0.25%
Feed Mill and Grain Elevator 6.87% 3.34% 3.53%
Large Power 2.27% 3.34% -1.07%
Lighting and Miscellaneous 
(Street, Private, Special, 
Miscellaneous) 8.20% 3.34% 4.86%
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