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REPORT AND ORDER

On August_13, 1982, the Missouri Public Service Company (Company or MoPub)
submitted to the Missouri Public Service Commission (Commission} revised tariffs
designed to increase Company's rates for electric service provided to the customers
in its Missouri service area, bearing a proposed effective date of September 13,
1982, The tariffs were designed to increase Company's billed Jjurisdictional electric
revenues by approximately $32,800,000 annually, exclusive of franchise and
occupational taxes. By its "Suspension Order and Notice of Proceedings" ilssued
September 3, 1982, in Case No. ER-83-40, the revised electric tariffs were suspended
from September 13, 1982 to July 11,”1983,'unless otherwise ordered by the

Commission.




The Suspension Order and Notice of Proceedings 1ssued in this case
established deadlines for the filing of applications to intervens, the filing of
- 'prepared direct teatimony and exhibits, and the filing of rebuttal testimony and
':eXhibits, as defined in said Suspension Order. The schedule of proceedings was
.subsequently revised by Commission orders of October T, 1982 and January 13, 1983.

On December 6, 1982, the Commission issued its Order Approving Notice and
Setting Local Hearings. On Thursday, February 3, and Saturday, February 5, 1983,
local public hearings were held in Sedalia and Raytown, Missouri, respectively.
Public testimony was taken at both of such hearings, and has bscome a part of the
record of this case.

On January 20, 1983, Trans World Airlines, Inc. filed its Petition for
Leave to Intervene. Sald Petition was denied by Commission Order of February 10,
1983.

On Fsbruary 4, 1983, the Commission issued its Order indicating that it
would eonsider'3£x rstsmaking sﬁandards fouhd.in Seotion 111(d) of the Public
Utility Regulatory Policies Act (PURPA) to determine whether it is appropriate to
implement such'sﬁandards in:sfder to meet the purposes of the Act. Consequently, the
Commission ordered Company to publish, in a newspaper of general ciroulation, notice
of the Commisslon's decision to consider these ratemaking standards in the context of
the instant case and further requiring Company, Staff and any other interested party
to file evidence concerning the adoption or Eejeetion of the standards on or before
March 1, 1983,
o On February 24, 1983, the Commission issued i1ts Order Approving Notice,
wherein 1t approved Company's form of notice notifying customers of the Commission's
decislon to conalder the aforementioned six ratemaking standarda set forth in
Section 111{(d) of PURPA.

On March 14, 1983, pursuant to Commission Order, a prehearihg conference in

this case was convened in which representatives of the Company, the Staff of the



Public Service Commission (Staff), and the Office of Public Counsel (Public Counsel)
participated.

The hearing of this case commenced in the Commission's hearing room in
Jefferson City, Missouri, on Tuesday, March 29, 1983, The same parties which
participated in_the prehearing conference also participated in the hearing in this
cagse. The hearing concluded on April 6, 1983. At the coneclusion of the hearing a
briefing schedule was established. The reading of the record by the Commission

puﬁsuant to Section 536,080, RSMo.1978, has not been waived.

Fihdings.of Fact

The Missoﬁri.fublio Service Commission makes the following fiﬁdings of
fact, based upon the competent.and subétanbiél evidence updn thé whdle'bééord:
I. The Compani

The Combany'is a public utility corporation duly organized and existing
under the iaw$ of the State of Missouri. The Company is an electric, gas and water
corporation as defined in Chapters 386 and 393, RSMo 1978, with its administrative
offices and principal place of busineés lqcated at 10700 East 3%0 Highﬁéy, Kansas
City, Missouri. It is engaged in the generétion, transmission, distribution and sale
of electric energy, as well as the furnishing of waﬁer service and natural gas
service, within its authorized Missourli service area and under the jurisdiotion of
this Commission.

IT. Elements of Cost of Service

The Compaﬁy's éuthofized réées are.generally baséd on its cost of service
or its revenus requiﬁeﬁénﬁ. As elemeﬁﬁs of.ifé revenue réﬁuirement; Company ié. |
authorized to recoﬁer all of its reasoﬁéble and neeéésary opefating axpénses'éhd, in
addition, a reasdﬁéble réte of return on the value of its property used in publie
sérvicé} It is.nédésséfy,'therefdre; tb establish thelﬁéiué'bf the Company's
préperty and to éstablish'a ﬁeésonabie faﬁﬁﬁn to.be épplied to ﬁhé vélue.of its

property or rate base ﬁhich, when added to the allowablé 6§ebating'éxpenses; results




in the total revenue requirement of Company. By calculating the Company's
réasbhable level of”révéﬁﬁéé, 1t 1is poSsible:fb'mathémat10311y caloulate the
existence and extent of any defioienoy between the present earnings and any revenue
requifément determined to be allowable in this rate proceeding.

IIT. The Test Year/True-Up

The purpose of using a test yéar is to ereate or construct a reasonably
éxpected level of'vevehﬁés, expenéés and investments during the future pericd during
which the rates, to be deternined herein, will be in effect. ALl of the aspects of
the teéﬁ'Qear operationé'méf:be adjusted upward or dowmward to exclude unusual or
unreasonable items or to include unusual items by amortization or otherwise, in order
to arrive at a proper allowable level of all of the elements of the Company's
opérétiona.

The parties to this case agreed to utilize, as a test year, the twelve-

month period ending September 30, 1982, as adjusted for known and measurable changes

through April 30, 1983.

IV. Contested Issues

The Commission herein below sets out its findings as to those issues
preseﬁted to it for decision in the Hearing Memorandum in this case (Joint Exhibit
No. 11), which were not besolved'by the parties in the prehearing conference.

V. Net Operating Income

Several adjustments to the Company's operating revenues and expenses have
been proposed. Generally, adjustments to operating revenues and expenses found to be
proper represent a reduction or addition to the Company's net operating income, after
giving effect to income tax liability. After adjustments made on the basis of the
féllowing issues, the Commission finds Company's net electric operating income under

the present rates to be $26,416,157.
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A. Purchased Power (Price)

For purposes of caleculating test year purchased power expense, Company and
Staff'have agreed to the number of megawatt hours (MWH) utilized in the caloculatlon.
Company and Staff disagreed, however, as to the expense, or cost per MWH, which
should be allowed for purchased power.

Company recommends the allowance of $27.28 per MWH for purchased power
expense. In arriving at this number Company reviewed each month {rom January, 1980,
through September, 1982, and determined which month was more Pnormal® in terms of
weather conditions, genérator outages, and types and amounts of power purchased.
Coﬁpany then "weighted? the varying amounts of purchased poﬁéb by month. As the
result of the aforementioned process, Company was able to construct a "normal® year
fob purposes of predicting the prices'bo'be inourred. Company then applied a five
percent escalation factor to some of the months selected where it felt such an
adjustment was appropriate.,

The Staff annualized purchased power in three distinet components:

(1) border purchases; (2) spot purchases; (3) pafficibation powar. Border purchaées
relate to purchases'made to.supply the border areés of Companyfs system, and comprise
about two percent of the total annualized puréhased power. Spot purchases are
purchases made on a random basis from other utiiitiés. Generaliy, the pricelinciudes
fuel and maintenance costs, plus.prafit to the seller. Péﬁtioipation power is power
pﬁbchaéed iﬁ conjunctioh ﬁith a déﬁénd contract. In.bdﬁsideration aof demand:ehéfges
(exﬁressed in dollars per kiibwatﬁ ﬁoub per'week), the Subpiyihg utility dedieﬁtes a
portion of its systém geﬁefating.cabaoity td the'purohésing utiiity for a statéd
perlod of time. Participation poﬁef bdbchaaes.cohsist'df an-enérgy charge in
additibn to a demand'chargé; :Dépendihg updn.thé“péfticuiaf éoﬁéfadﬁ, thé supplyiﬁg
utility will supply energy to the "best of its abil'ity",.”c'n*‘ in certaln instances the
supplying utility may be obligated to seek other sources should it be unable to meet

pubchaser requireméntsqwith its'dwn'géneﬁation;ﬁ'




Staff determined the average yearly price increase from 1979 to
November 30, 1982 for border purchases, then applisd the average increase to the
composite price of border purchases during 1982, up to November. For spot purchases,
Staff used the 1982 average actual prlice for spot purchased price, because Staff
detected a downward price trend evidenced by a decrease in the average price of spot
7 _purchases between 1980 and 1981 and between 1981 and 1§82. Staff utilized the
current contract demand rate found in Company's participation power contracts with
Kansas Power & Light and Union Electric Company as the appropriate price for the
demand component of Company's participation power purchases. The energy component of
participation power price was computed similarlto'bbrder purchases. Using this
analysis, Staff determined that the Company's reasonable and proper purchased power
expense 13 $25.57 per MWH.

The Commission concludes that Staff's analysis of purchased power expense
should be relied upon in this case. While the Commission would commend the Company
for its attempt_to-perform an analysis of its purchased power expense consistent with
that suggested in its last rate case, the Commission is of the op;nion that Company's
study is incomplete in several respsots, particularly in relation to the coriteria
used for the selection of "normal" months. The Commission further concludes that the
points raised by Staff in its reply brief concerning the use of "extra record"
material in Company's initial brief are well taken. The Commission 1s extremely
concerned that such material would be includad in any brief filed with 1t and has
therefore not considered any arguments related to asserted facts which could not be
found in the record.

The Company will be allowed an expense of $25.57 per MWH for ﬁurchased
power in this case.

B. Edison Electric Institute (EEI)

Company als¢ proposes to include in its test year cost of service payments

by the Company to the Edison Electric Institute (EEI) in the amount of $65,7T4.
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Staff and Public Counsel argue thaﬁ these dues should be excluded from Company's test
year cost of service.

EEL is a voluntary asscclation of investor-owned electric utility
companies, whose membsrs serve over ninety-nine percent of all ultimate customers of
the invesator-ocwned segment of the industry. Company asserts that, based upon recent
Commission decisions; the debaﬁe ovef the inoclusion of dues paid to BEIl has shifted
focus from an examinatibn of EEI's lobbying as to whether the activities of EEI
afford any benefit to ratepayefs. Company'therefore attempted in the instant case %o
esiﬁblish the amount of méneﬁary benefit to ratepayers as a result of the Company's
participation in EEI meetings and cbmmittee functions as well as the benefits derived
from EEI's lobbying efforts. Since these estimates show that the total dollar amount
of EEi;rélated benefits far exceed the cost of EETI dues, the Company concludes the
enﬁiré.aﬁéunt should be included in cost of service.

HThe Commission finds that the Company's analysis is faulty in several
respeots. First and most importantly, the Commission notes that Company did not
attéhbt'to allocate EEI-related expenses between ratepayers and shareholders. That
is,”Cdﬁpany attempted to prove ohly what benefits flowed to ratepayers from EEL -
activities. As the Commission has mentioned in a recent rate case involving Kansas
CiEyIPower & Light Company (Case No. ER-82-66) ™,..the Company needs to develop some
meﬁhéd of allocating expenses between 1ts shareholders and the ratepayers once thé
beﬁefits and activities 1eadihg'£hébéto have been adequately quantified." It remains
entirely possible that the amount of monetary benefit to shareholders could exeeed
the amount which may benefit the ratepayers. In that event the shareholders should
bear a lérger portion of the EEI dues than the ratepayers.

A second flaw in Company's analysis was that it selected only a few_aspéqts
df EEI's overall activities to examine. Upon cross-exémination it beeame épparent
that the Company witness had 1ittle or no actual knowledge of EEI's posibions on any

of the Company's selected items.""'




Public Counsel contends that since EEI directs its efforta to benefit
utility shareholders that group should properly pay the entire cost of these efforts.
Tﬁé”CommiséiOn'rejects'Public Counsal's posaition and reaffirms the allocation
methodology described above.

For the foregoing reasons the Commission finds that the EEI dues should not
be included as an expense for Setting the permanent rates in this matter.

C. Maintenance Work Order Expense

Staff included in Company's test year cost of service non-wage maintenance
expense actually paid as ofrseptember 30, 1982, Company opposes this adjustment and
contends that, for purposes of its test year cost of service, a non-wage malntenance
eﬁﬁenSé'should be based upon actual payments as of December 31, 1982,

Staff states that it decided not to update non-wage maintenance work order
expense beyond the test year period because the test year level alone significantly
exceeded the 1981 and 1980 calendar year maintenance levels, and movement to a
paiéndar year 1982 basis would have increased the differential even more
signifiéantly. Staff submits that the test year level of expense will provide a
reasonable amount to be included in rates, but that updating the amount as requeéted
by Cbmpany would providé an eXcessive level of maintenance expense for the Company.

In support of its position on this issue Company "trended" maintenanﬁe work
order expense for the years 1978 through 1981 to a 1982 dollar level. Simply stated,
the purpose of this trending is to put all historically incurred expenses on an equal
fdoting or level. The béh graph which demonstrates the results of this ftrending®
appears at Schedule JWM M-12 of Exhibit No. 23. An examination of this graph reveals
that in three of the past five years Company has incurred expenses totaling around ten
'ten million %constant" dollars per year. Company explained that the other two years
were abnormal years, being due to forced expense cutbacks in 1978 and a major overhaul

of Sibley Unit No. 3 in 1981,
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Although the Staff pointed out some alleged shortcomings in Company's
method of trending, it was unable to clearly show how they adversely affected
Company's results. Further, the Staff did not polnt to any specific expenses in
maintenance work orders that should be excluded because they were abnormally high for
the calendar year period of 1982, Thus there is not substantial evidence showing
that the 1982 actual incurred expenses, which represent the most current, known and
measurable amounts, are unreasonable.

Based on the foregoing, the Commission finds that the calendar year 1982
.expenses are reasonable and appropriate for use in this case, and therefore the
Company should prevall on this igsue.

D. Maintenance Payroll

Company determined its maintenance payroll expense by adjusting test year
work order accruals to an actual payment basls through September 30, 1982. Staff on
the other hand did not adjust 1ts estimate of Company's accrued maintenance
payroll for the test year to an actual paid level.

A second part of this issue concerns Staff's bookkeeping recommendatipns
regarding maintenance payroll. Staff recommends that Company maintain its booka and
records so that: (1) the actual per book distribution of payroll to'expense_and
capital accounts can be determined on a monthly basis at other than a calendar year
end; and, (2) the payroll portion of maintenance work order accruals can be
identified on a monthly basis at other than a calendar year end. Company oontepdg
that it does Keep 1i%s books and records in such a manner that the actual distribupion
of payroll through expense and capital accounts can be determined on a_monthly basls.,
Company has indicated that it no longer resists Staff's_second_recommendatioﬁ._ It
asserts that it plans to change its accounting practices in 1984_such that the wage
portion for all work order accruals will be identified.

Staff explains that_Company's maintenance expense consists of_two_pprt;ons,

wage and non-wage. Both portions are lumped together for estimating the_next




calendar year's maintenance level. This amount is divided by twelve, with the result
booked_on a monphly basis during the year as maintenance acorual. At the end of the
calendar year Cbmpanjudetermines what it actually paid_for maintenance during that
period and adjustg the total agcrual up or déwn to the actually pald level.

In booking its acqrgal on a month-to-month basis Company does not identify
thg amount of payroll gmbe&ded in thg acerual, As a result Staf'f cannot determine
hgw agcurately the peroentage of payroll embedded in the pest year malntenance
acqrual tracks the pergenﬁage_of payroll in Company'sraobually pald malntenance for
thg same period. Therefore Staff, in order to utilize the accruals in determining
per booka payroll expense for_a test year ending in a month other than December, must
estimate what portion of the accruals represents payroll. Staff states that it
capnot be confident that any adjustments it makes to per books payroll expense in a
nonfcalendar test year are accurate. Staff's position then is that an ad justment
made to an unverifiable estimate of a per book 1e§e1 of expense produces an equally
uﬁyerifiable estimate of the adjustment. The use of an esﬁimated ad justment .leads to
an estimated and probably misstated revenue requirement. Staff determined not to
adjust accrued maintenance payroll to an actually pald level because such would give
effect to an inaccuratg and unverifiable level of payroll expense.

Company cpntends that a proper payroll adjustment should include an
adjustment of ﬁest year maintenance accoruals to an actual paid level, and that
Staff's failure to do so denles Company recovery of 1ts actual incurred expenses.
Company further asserté that even if its bookkeeping practices do possess inherent
sporteomings, it is irrelevant to the quéstioﬁ of whethér the maintenance payroll
actually paid during the test year is reasonable or not.

For purposes of this proceeding the Commission finds that the maintenance
payroll expense should be adjusted to an actual pald level as suggested by Company.
By so finding, the Commission does not intend to approve of Company's bookkseping
methods. The Commlssion believes that the amount Company claims to have actually

pald is more reasonable than the amount accrued as of September 30, 1982.
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With regard to the issue of Staff's first accounting recommendation Staff
asserts that 1f Company performed a distribution of its per book payroll to expense
and capital on a monthly basis, then Staff would be gble to identify with precision
Company's per books payroll expense for any twelve.month period. Similarly, if
‘Company maintained its books so that the payroll portion of all maintenance work
order accruals can be identified on a monthly basis, Staff would not have to estimate
that portion of the accruals in order to separately adjust wage and non-wage
maintengnce per books expense for a non-calendar year test year.

Company claims that it does maintain its books and records in a manner such
that the actual distribuﬁion of payroll to expense and capital accounts can be.
determined on a monthly basis. Company asserts that the difference in opinions
regarding Company's accounting capabilities apparently arlses from the confusion
between acerued maintenance payroll and actually paid maintenance payroll. Company
acerues maintenance payroll for a calendar year periéd in order to minimize the
effect fluctuations in the account would have on the earnings of Company. At yeag
end, the accrued amount is adjusted to an actually paid basis. In light of thg |
distinction between actual and accrued payroll, there appears to be no doubt that
Company can distribute actually paid payroll for any month or combination of months.
It is accrued payrell which Company cannot currently distribute on other than a
calendar year-end basis. _Company_ﬁhenefore submits that this additional requirement
is unnecessary and would éreaté additional work that serves no useful purpose. As to
Staff's second accounting recommendation, Company claims no issue remains since it
has agreed to chénge its accounting practices beginning in 1984, Staffmfeelg_bhat
this change should be made as soon as possible and points qut_phgt_if made_;n__
January, 1984, the procedure would be of no use until 1985 or December, 1984 when
Company's books are closed. Thus, the same issue could arise if Company should file

for a future rate increase utilizing a test year ending before December 31, 198L.
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Having fully considered the positions of the parties on Staff's bookkeeping
recommendations the Commisaion 1s of the oplnion that Company should implement then
as soon a3 possiblg. The Commis;ion finds thgt there is no substantial evidence
tending to'shpw that this rquirement will be an undue burden upon the Company.

E. Stipulation Concerning Accelerated Cost Recovery System

| In the Hearing Memorandum in this case (Joint Exhibit No. 11), the parties
stipulated and agreed that the Report and Order 1n the instant case should contaln

the following speéifid provision;

ORDERED: « Company is authorized to use "the
Accelerated Cost Recovery System™ (ACRS) for
calculating depreciation for income tax deduction
purposes and is further authorized to use a
normallization method of accounting, as defined and

" preseribed in the Economic Recovery Tax Act of 1981,
and as defined and prescribad in any rulings or
regulations which might be promulgated to further
explain or define the provisions of that Act.

The Commission concludes that it 1s just and reasonable that the Company,
pursuant to the Economic Recovery Tax Act of 1981, should be authorized to use "the
Accelerated Cost Recovery System" as stipulated above. This Report and Order will

contain the provisions stipulated to by the parties.

F. Stipulation Concerning Jeffrey Energy Center Operation and Maintenance
Expense - . .

Staff and Company bresénted as Joint Exhibit No. 35 a Stipulation and
Agreement resolving the appropriate level of operation, maintenance and other
expenses at the Jeffrey Energy Center to be included in the rates to be established
by this proceeding. Public Counsel aaserted no position on this matter in the
Hearing Memorandum and indicated he had no objection to receipt of the Stipulation

and Agreement. The aforementioned Stipulation and Agreement provides as follows:

STIPULATION AND AGREEMENT

To resolve an issue involving the appropriate level of
operation, maintenance and other expenses at the Jeffrey Energy
Center to be Included in the rates to be established in this
proceeding, the undersigned parties hereby stipulate and agree as
follows:
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1. That the parties agree that $2,716,U81 represents
forecasted operation and maintenance, dispatching, administrative
and general loading, and payroll tax loading expenses at the
Jeffrey Energy Center for the period of July 1, 1983 through
June 30, 1984 (referred to herein as JEC 0&4) which is expected
to be incurred by Missouri Public Service Company due to its
minority ownership interest in JEC and the placing in service of
unit number 3 at JEC. The parties agree that this amount of JEC
0&M expense 1s appropriate for inclusion in Company's cost of
service in this case and that Staff's final reconciliation in
this case shall reflect that amount being included. The parties
further agree that if the actual costs incurred by Missouri
Kansas Power and Light Company ‘for that period are less than
$2,716,481, then the differsence between the actual costs incurred
by Missouri Public Service Company and $2,716,481 will be subject
to refund to its Missouri jurisdictional customers with interest.

2. That the parties agree that the Commission should
establisﬁ“éméépéﬁate'inbéétigatopy proceeding to be held in

verification of these coats incurred by Missouri Public Service

Company. In the event it is determined after such investigation
that Missouri Public Service Company is obligated to refund any

amount collected pursuant to this agreement, simple interest on

such amount shall accrue beginning on January 1, 1984 until the

date it is credited to the customers.

3. That the interest rate to be utilized for purposes of
this agreement shall be 104 percent of the weighted average prime
rate charged by Citibank during the period of July 1, 1983
through June 30, 1984,

4. That as a condition of and for purposes of this
agreement, Missouri Public Service Company agrees to provide a
monthly reconciliation from figures on the summary of Jeffrey
Energy Center operation and maintenance expenses to the books and
records of the Company by account number. Should the method of
accounting in the JEC Summary change during the period in
question, Company shall maintain its records in the months after
the change to reflect its expense on a basis consistent with its
records prior to the change.

5. That if Missouri Public Service Company is ordered to
refund any amounts collected pursuant hereto, the refund shall be
made within 60 days of the effective date of such order by a
credit on the customer's bill utilizing the most recent month's
usage and in a manner identical to the rate design determined _]
appropriate for non-fuel expenses in this proceeding. DR

6. That if as a result of the ‘trus-up hearing in this case
the Commission decides that the Company's interest in Jeffrey
Energy Center Unit No. 3 should not be included in Company's rate
base, then the proper level of JEC 0&M expense to be included in
Company's cost of service is the per books level for the test
year.
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7. That this stipulation and agresment represents a
negotiated settlement for the sole purpose of disposing of an
issue in this proceeding and none of the parties to this
stipulation and agreement shall be prejudiced, bound by, or in
any way affected by the terms of this stipulation and agresment
in any other issue in this prooceeding or in any future proceeding
and that none of the parties shall be deemed to have approved or
acquiesced in any ratemaking principle, method of cost of service
determination, rate design proposal or coat allocation underiying
or allegedly underlying this agreement. The undersigned parties
further agree that this settlement and agresment is offared for
the sole purpose of resolving the differences between the parties
on this issue only, and that this settlement is the result of the
particular set of c¢ircumstances involved in this ilasue.

8. That the undersigned parties waive cross-examination of
each other's witnesses upon this issue in this proceeding and
agree that the prefiled direct testimony on this issue of Company
and Staff witnesses may be received in evidence without objection
on the part of the undersigned.

9. That the undersigned parties urge the Commission to
accept this joint recommendation as resolution of what was
designated as the Jeffrey Energy Center Operation and Malntenance
Expense issue in the Hearing Memorandum in thls proceeding.

MISSOURI PUBLIC SERVICE COMPANY

By: /s/ Gary W. Duffy
Gary W. Duffy
HAWKINS, BRYDON & SWEARENGEN P. C.
P. 0. Box Us6
Jefferson City, Missouri 65102
(314) 635-7166 :

Attorneys for Missouri Public
Service Company =

STAFF OF THE MISSOURI PUBLIC
SERVICE COMMISSION

By: /s/ Douglas M, Brooks
Douglas M. Brooks
Assistant General Counsel
P. 0. Box 360
Jefferson City, Missouri 65102
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The Commission finds that the Stipulation and Agreement entered into by
Staff and Company provides a Jjust and reasonable rezclution of this lssue and

therefore should be accepted and adopted by the Commission.

VI. Rate Design
All parties agree with the Staff's proposal to equalize the rates for the

first 600 kwhs in the summer excess block of Schedule 04O, YElectric Space Heating"
to those on Schedule 010, "Residential Service". To compensate for the resulting
increase in revenues, Staff further proposes, and all parties agree; that the winter
excess block of Schedule 0UO be reduced by an amount equal to the additional revenuea
generated by the change in other blocks of Schequle olo, angequenhly, the Schedule
would generate the Same revenues as before_the ehange.

At the time of hearing the Company and Staff supported Staff's proposed
rate design. It is the Staff and Company recommendation that any rate change ordered
by the Commission that is attributéble to fuel and fuel hanqling-expenses and
purchased power expense, be applied on a cents per_kwh basis and the remaining
increase or decrease be applied on an across-the-board percent., The Office of Public
Counsel on the othér hand proposes that any increase associated with the inclusion of
Jeffrey Energy Center Unit No. 3 (JEC3) into rate bases be gpread to all rate
¢lassifications and within those classifications to all rate schedules on an equal
cents per kwh basis.

Before discussing the merits of the parties! positions, the Company's
objection to the testimony of witness Andersen must be ruled on. Publie Counsal___
sponsored witness Andersen as a rebuttal witness to Company apd_Staﬁf's positipn
regarding this issue. Company maintains that since Public Counsel did not file
direct testimony supporting its rate design proposal and in fact Public Counsel's
affirmative propqsal on this issue appears for the first time In the Hearing
Memorandum, Exhibit 11, the testimony of its witness_Andersen shqg}d bs stricken

along with all examination related thereto. In other words, Public Counsel should be
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precluded from presenting what Company maintains is direct testimony in its rebuttal
testimony. Company asserts that the acceptance of this testimony would be a
violation of the Commission's Suspension Order and Notioe of Proceedings which
defines among other things "direet" and "rebuttal“ testimony. Company points out
that the aforementioned order states that the Commission will not countenance any
effort to present a party's entire case as rebuttal.

Although many of Company 8 points are well taken the Commission in this
instenoe will acoept witness Andersen's testinony. The Commisslon is of the opinion
- that einoe the Andersen testimony does not support Public Counsel's position but
instead attempts to rebut the testimony of Staff and Company, it is acceptable.
Further, as Staff noted during the hearing, all parties had an adequate amount of
time to prepare for enose-examination of.Andereen. The Commission is concerned with
Public Counael's presentation of this iseue, and would sugéest that in the future
Publice Counsel avoid any.possibility of_violating the soirit and intent of the
Commission's orders concerning the filiné of teatimony.

in support.of its position Staff states that Company's current rate
structure oould be best desoribed as a oulmination of the rete changes the Company
has implemented through the years, it is Staff's.position that absent results of the
Company's load researoh study a traditional allooation of the rate changes in this
doeket are preferable. The evidence reveals that in the Company 8 next rate
proceeding it will have 1oad research data.,

Staff further states that its proposal in this proceeding is identical to
the result reached by the Comnission‘in Case No. ER-82-66, involving the Kansas City
Power & Light Company. Staff argues that the faot situations are substantially the
same between Caee No. ER-82-66 and the pertinent facts in this case. Those pertinent
facts are the inclusion of a major coal-fired base load genereting atation in the
Company's rate base that has caused e decrease in Company's fuel expensa. There is a

collection of load research data, the results of which can be implemented in
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Company's next rate case. More specifically, in Case No. ER-82-66, Public Counsel
argued that the inclusion of the Iatan gaeneration station changed XKCP&L's generation
and fuel cost. Thus, in that case as in this case, the prospect of a reduction in
fuel expense was presented. Because the addition of a generating statlion led to
lower fuel expenses ln the KCP&L case, Public Counsel argued that the Iatan plant's

capacity costs should be treated as a variable or energy cost. In regards to this

proposal the Commission held:

"W¥nile Iatan may be the reason for lower fuel costs, the
Commlssion from the instant record cannot reach the conclusion of
Public Counsel respecting the reasons for the building of Iatan
and the customer claases it benefits. These questions are more
fully and accurately considered in the context of a full class
“¢cost-of-gervice atudy." Re: Kansas City Power & Light

Company, Case No. ER-82-66, Report and Order, p. 50.

Consequently, beoause of tné.slmilarities in these two cases, the Staff believes that
precedent should.guide the Commission to reaffirm its decision in Case No. ER-82-.66
and adopt the Staff and Company's rate design proposals in this oasé.

Publie Counsel asserts that past Commiassion practice involving the |
allocating of costs of generating plants involves the time of use method of H
allocation. Therefore Public Counsel believes that since JEC3 is a base load unit
and absent foreced cutages and scheduled maintenance, will be.in opération all houro.
of the year, that the cost of the plant should be spread on a demand (kwh) basis.

further, Public Counsel states that if the.Commission decides to aocept the
Staff's allocation methodology, that is, a "fixeo variable spllt", with “fixod" oosts
being spread on an acrossnthenboard peroent basis and "yvapiable® oosts being spread
on a cents per kwh basis, the Commission should consider the modifioation suggested
by Andersen in his rebuttal testimony. Andersen suggests that 6# peroent of the non-
fuel costs related to JEC3 should be proporly classified as energy related. ?ublio
Counsel gets forth three reasons this adjustment should be accepted. First,
Anderson's ad justment is in compliance with the adoption of the average and péak

methodology as the proper proxy for ‘the time of use allooation methodology which has
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been accepted by this Commission as a proper method for allocating generation costs.
Second, this case 13 unique in that it involves the inclusion of a generation unii,
JEC3, as the main,lifrhbt only, reason for any Lncrease in the Company's revenue
requirement. Third, the.prdpbéél'by the Staff to classify only those expenses
diféétly related to fuel és.#ariablé, is'siﬁplistié and not in accordance with
béévious Commiésibn'deéiéioﬁé.or pbsiﬁiohé.takeﬁ.by Staff 1n.previoﬁé cases.

While it appeabs that Public Cbuhéel is'cbrrect in its assertion that JEC3
ﬁay be ﬁhe reason for lower fuel costs and any incbease in Company's revenus
ﬁédﬁirément in the context 6f this prbbeéding, the Commission cannot from the instant

record adopt the position of Public Counsel. The record indicates that sufficient
data should be available fdh'a more domplete resoiutioh'of this issue in the
Company 's next rate proceeding.

The Commission in the paSt has allocated fuel increases on a centa per kwh
basis while spreading non-fuel increases on an equal percentage basis. The
Commission finds that the decreased fuel expenses in this case should be reflected on
a cents per kwh basis, and the increased revenue requirement resulting from non-fuel
aosts should be spread on an equal percentage basis as defined by Staff herein.

VII. Rate of Return

A. Capital Sﬁrﬁcturé

All'parties have agreed to use the following capital structure in an
embedded cost df long-term débt'éhd preferred and preference stock for purposes of

this case:

Embedded
Type of Capltal Amount Ratio Cost
Long-Term Debt $151,791,000 51.73 9.21
Preferred and Preference Stock 43,540, 000 14,84 10.09
Common Equity 98,073,000 33.43 ———

~18-



B. Return on Equity

Once a capital structure and embedded cost of debt and preferred stock are
determined, the ultimate finding as to a fair rate of return next requires the
determination of the appropriate return on equity. Company contends that the
appropriate return on equity to be determined in this proceeding should be between 16
and 17 percent. Staf'f contends that the appropriata return on equity lies within a
range of 14.0 percent to 15.5 percent. Public Counsel supports Staff's position on
this issue, but contends as well that the appropriate return in this proceeding
should be less than the 14.9 percent return on equity graﬁted to Company by this
Commission in Case No. ER-82-39.

Staff andlCompany both performed discounted cash flow (DCF) analyses.
Although both used the same basic formula, as will be seen herein, some theoretioal
as well as mathematlical differences exist. Company also performed a risk premium
analysis.

Company's DCF analysis was performed by its expert witness Dr. Eugene

Brigham. Dr. Brigham utilized the following formulas

D,
k:§-+g
Q

where ¥ is the reguired rate of return on common equity, D1 equals the dividend
expected during the year, Po equals the current stock price, and g equals the
expected growth rate in earnings and dividends. |

Staff's DCF analysis was performed by Mike Stubblefield. ”Mb.'Stubblefield
utilized the continuous form of the DCF model which assumes that dividequ accrue tp
stockholders continuously, and that the stockholder discounts these dividends

continuously. The continuous formula may be expressed as follows:

Do
k=g 8
o

where k is the required rate of return on{eommon.equity,_Do equals currgﬁt dividend_
rate, Po equals the current market price, énd_g equals.continuous growth - '

rate. S
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From an investor's point of view, cash flow consista of the dividends
received while hﬁlding stock, plus capital gain or loss, i.e., selling price less
pufchase price. The DCF formula considers both dividends and capital gains.
Therefore, DCF attempts to determine the cash flows that an investor can reasonably
expect to receive, ”

Both of the DCF formulas expressed above are only appliicable to the cost of
common equity obtained from internally obtained funds. Common equity obtained from
publice offerings of additional common shares 1s more costly due to flotation coata
assoclated with selling the new shares. For externally obtained (market procured)
common equity, the DCF formulas must be adjusted to reflect this additional cost by
multiplying {1-f) and Po‘ In this form of the equation, "f" equals flotation costs
as a percent of book value,

The primary differences in the parties' DCF analyses lie in their

respective methods of calculation of the dividend yleld (D1 and Do) and growth

‘ P P
rate portions {(g) of their formulas. Company witness Brigﬁam oomgutes g by

multiplyihg the fraction of the Company's earnings that 1t i1s ekpected to retain by
the expected return on book equity. Brigham asserts that this product is an estimate
of the future growth rate in both earnings and dividends per share, This formula
yiélds a forecasted growth rate of 8 to 9 percent. Brigham specifically rejected the
use of a historiec growth pattern as the basis for computing g. Based upon his
research, Brigham concluded that historic growth rates do not brovide acourate
forecasts of futuré growth. Brigham then checked his range of 8 to 9 percent by
examining Value Line's July 30, 1982 report on Company. Value Line predicted a
grbwbh rate in dividends from 1982 to 1986 of 8 percent and further projected that
beyond 1986, Company will earn 15 percent on average conmon equity and will have a
retention rate of 58.8 percent. These figures when multiplied provide a "long-run

growth rate" of 8.8 percent. Thus, Brigham found his 8 percent growth figure to be

reasonable.
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Mr. Stubblefield on the other hand utilized historlc data to calculate g.
Based upon historic data for dividend per share growth since 1965, adjusted
retroactively for stock dividends, Stubblefield determined that Company's projeoted
five-year growth rate for the period 1979 to 1983 would be 6.9 percent. Considering
both historic data and the implied growth rates, assuming the currently indicated
dividend is paid in 1983, Stubblefield determined an appropriate range for g as 6.2

percent to 6.9 percent.

' The Commission is of the oplnion that Staff's method of determining growth
rate is preferable for purposes of this ease.. The Commission is not'eensuaeed by
Combany's eriticism of the use of historic data. Further, tne Commission bellieves
that'Cempany's reliance upon ehortwterm projeetions, contained in putlications.sueh
as.Veiue Line, to determine.e "lengetenm" growth rate i3 not justified. Thevefere
the Commission finds that Staff;s range of 5.2 to 6.9 pereent is reesonable. o

With regard to the dividend yield portion of the formula br. Brigham uses D1
rather than Do because helstates.nolie a varieble whien ie indieetive of the
"eontinuous growth model™ as oppeeed to the discreet.DCF model. Erigham assente that
the continuous growth model was developed for theoneticallwork in finance under tne
hypothetical condition of continuous dividend paymente; ?ractieality and_the'neei
world dictate that investors do not'receive dividends eontinuously. Investors
receive dividends quarterly. Therefore Brigham asserts that D1 or the dividend
expected during the &ear i=s more appropriate. | )

In answer to Brighanfs eritieism of Stubblefield's use of Dy Staf'f peints
out that there is little differenee in their respective end results. Briéham innhis
updated direct testimony utllized a dividend figure of $1 15 and a stock price of o
$14.50 to arrive at a dividend yield, unadjusted for flotation, of 7. 9 peroent.
Stubblefield analyzed Company'e historie dividend yield and determined that the range
exhibited by stock from August, 1982 to January, 1983, was an appropriate yield to

utiiize for DCF purposes. These yields range from a low of 7.4 percent to a high of
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8.2 percent. Brigham's updated recommendation falls only 10 basisa points above
Stubblefield’'s midrange. Staff therefore suggests that arguments over the subtleties
of using Do'as'oﬁpdééd to aaﬁa might be iﬁﬁéresting from an academic viewpoint, but
fbr'practical pﬁbposes ﬁould havéllittle'df ﬁo effect on the selsction of a specific
dividend yleld for use in this case.

While the Commission believes there may be some merit in the Company's
eriticism of Staff's dividend yleld ealéulation, in particular with regard to Staff's
use of D_rather than D,, the Commission agrees with Staff that the difference in
results derived from the calculations are not significant, The Commisasion finda
Cbﬁﬁany's evidence insufficient to support a dividend vield range in excess of
Staff's. o

Flotation costs are generally those costs associated with the sale of new
issues of common stock, and to acoount for such in determining a rate of return on
common stﬁek, an adjustment must be made (i.e., legal fees, the cost of accounting
opinions, sales efforts, printing, etc., are deducted from the proceeds of the
sale). After application of somewhat different methodologies the parties' flotation
adJustménts proved to be very similar, and will not be addressed in detail herein.

Combining his dividend yieid range, growth range, and flotation adjustment,
Brigham in his updated direct testimony determined 16.l4 percent to be a "fair rate of
return®. Staff maintains the appropriate range to be between 14.0 percent and 15.5
percent.

As was mentioned above, Company also performed a risk premium analysis. A
risk premium is based upon the theory tﬁat investors perceive stocks as riskier
investments than bqndé, and thus require a "risk premium* fdr stocks above and beyond
the return they could earn from bonds. The four steps Dr. Brigham followed in
applying the risk premium method are: (1) determining the rate of interest on long-
term U.S. Treasury bonds; (é) estimating the risk premium, or the "additional return

investors demand as compensation for investing in common stocks rather than in
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rigkless U.S. government bonds"; (3) estimating an adjustment for flotation expenses
and market pressure; (4) summing the foregoing elements to obtain the estimated fair
rate of return on common equlity for Company. Company notes that Brigham's updated
risk premium approach supported a range of 16 to 17 percent.

rThe Commission concludes that the range of returns proposed by Staff is
fair and reasonable, and should be relied on in this case. The Commission determines
on the evidence herein, that the dividend yields and growth rates utilized by Company
in its DCF analysis are overstated. Further, Company has not parsuaded the
Commission as to the accuracy or reliability of its f"risk premium™ analysis.

The Company has not persuaded the Commission as to the accuracy or
reliability of its "risk premium" analysis.

Based upon the above findings the Commission concludes that the range of
return proposed by Staff, 14.0 to 15.5 pércent, is fair and reasonable, The
Commission notes the midpoint of this range is 14.75 percent. In the Company's last
rate case, ER-82-39, this Commission granted a return on common equity of 4.9
percent. The Commission further notes that there is no substantial evidence in this
| record showing that financial conditions, cost of equity in particular, have
significantly changed since that time. For that reason the Commission is of the
opinion that it is appropriate to adjust the required rate of return on equi;y_within
Staff's range to 14.9 percent.

Having conaidered the totality of the competent and substantial evidence
before it in this case, the Commission finds that the appropriate and necessary -.
return on common equity to be allowed Company is 14,9 percent., Applying_this_figgng
to the capital structure agreed to by the parties in this case resu;ta_in.an overall

rate of return of 11.24 percent as reflected in the chart below:
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Enbedded Weighted

Type of Capital Ratio Cost Cosat
Long-Term Debt «5173 . 0921 © 4,763
Preferred and Preference Stock . 1484 . 1009 1.50%
Common Equity .33U3 . 1490 4,98%

1.0000 11.2H§

VIII. Rate of Return Adjustment

~ The Commission has noted in past cases the propriety of adjusting a

'cbmpany's rate of return to account for management efficiency, or the lack thereof.

In the Commission's report and order issued in ER-82-39 and WR~82-50, Re: Missouri

?ublic Service Company, the Commission addressed that issue directly and made a

downward adjustment therein for poor company performance. Authority to make

'adjuétments is clearly authorized by law. E.g., Bluefield Water Works & Improv.

Company v. Public Service Commission, 262 U.S. 679, 693, 43 S. Ct. 675, 679,

67 L.Ed. 1177, 1183 (1923); Smyth v. Ames, 169 U.S. 466, 547, 18 S. Ct. 418,

42 L.8d. 819 (1897); D. C. Transit System v. Washington Metro. Area Transit

Commission, 466 F.2d 394, 407-13, 418-23 (D.C. Cir. 1972). New Jersey v.

New Jersey Bell Tel. Company, 30 N.J. 16, 152 A.2d 35, 42 (1959); State ex rel.

Utility Commission v. General Tel. Company, 285 N.C. 671, 208 S.E.2d 681, 686-690

(1974); Petition of New England Tel. and Tel. Company, 115 Vt. 494, 66 A.2d 135,

_1&7 (19”9); Re: Middle States Utilities Company, 72 P.U.R. (N.S.) 17, 28=30

(Mo.P,S.C. 19&7). See, Re: North Missouri Tel. Company, g P.U.R,3d_313, 317-9

(Mo.P.S.C. 1963); Re: Western Light & Tel. Company, 10 P.U.R.3d 70, 74-76

{Mo.P.S.C. 1955); Re: The United Tel. Company, 1 Mo.P.S.C. (N.S.) 341, 349.50

(1948); Public Service Commission v. Missouri Utilities Company, 1932E P.U.R. uug,

489 (Mo.P.S.C. 1932); Re:  Lexington Water Company, 1928E P.U.R. 322, 345-6

(Mo.P.S.C. 1928). See generally, Note, "Publie Utility Law -~ Public Service

Commission Ordered Rebates for Inadequate Service," 1976 Wisc. L. Rev. 584 (1976);
See cases cited at Mo.P.S.C. Digest, Rates, sec. 253 Mo.P.S.C. Digest, Return,

sec. 30; 4 P.U.R. Digést (Cunulative), Rates, sec. 1503 5 P.U.R. Digest (Cumulative),
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Return, sec. 363 1 Priest, Principles of Public Utility Regulation: Theory &

Application, 206-7 (1969); Nichols and Welch, Ruling Principles of Utility

Regulation: Rate of Return, 382-95 (1955); Nichols and Welch, Ruling Principles of

Utility Rate Regulation: Rate of Return (Supplement A), 303-7 (196Y4); Bonbright,

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

Utility To Render Adequate Service: Its Scope and Enforcement," 62 Colum, L. Rev.

312, 329-31 (1962); Note, "Public Utilities -~ Fair Rates for Fair Service," 53 N.C.

L. Rev. 1083 (1975); Nolan, "Incentive Rate of Return," Public Utilities

Fortnightly, 50 (July 30, 1981); Article, "Service, Efficiency and Rate of Return",

Public Utilities Fortnightly, U6 (January 18, 1979).

The Supreme Court of the United States left no doubt in its Bluefield
decision that efficient and economic management must be considered in the context of

setting the allowed return on a utility company's rate base:

"The return should be reasonably sufficient to assure confidence
in the financial soundness of the utility, and should be
adequate, under efficient and economic management, to maintain
and support its oredit, and enable it to ralse money necessary
for the proper disoharge of its publio duties." (Emphasis
added). .

Bluefield Water Works & Improv. Company'v. Public Service Commiséion, supra,

262 U.S. at 693. This languoge nakes it Clear thoo the Commiooion must consider
evidence regarding the effioioncy.and eoonomy of.management in ofder fo determine a
proper return for the Company. Moreooer, sinoe Bluefield, "[n]umerous other
decisions have recognized that superior service commands a.higher rate of return as a

reward for management effioiency and, conversely, that ineffioienoy and inferior

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

594.

An exeellent statemant of the relevant prinoiples has been noted by Nichols

and Welch, quoting a Miohigan Commission ruling°-""
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The commission believes it proper to base its rate of return in

some degree upon the economy and efficlency with which the

utility in question serves the public. The ownera of a utility
who are alert and active at all times in an endeavor to serve
thelr public at the lowest possible reasonable cost are entitled
to be compensated for their efforts. The amount of money 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 1is

ordinarily rather a amall proportion of the total amount the
patrons of the utility are required to pay. By far the greater
amount the public is required to pay 1s used up in operating

expenses, taxes, and the malntenance of the property.

Where the

owners of a utility make use of every reasonable economy that

will keep the operating axpenses at the lowést possible

reasonable figure, they can and should be granted a greater rate
of return than they should receive where these efforts are not
made. Assume two gas utilities existing under practically the
same conditionsaj one of them through up-to-date methods iz able
to furnish gas to the publie at a given price, while it costs the
other 10 cents per M cubic feet more than it costs the first one.

Should the owners of each utility recelve the same rate of

return? The commission thinks not. Enterprise, economy, and
efficiency should receive some reward. The only means by which
the owners of a utility ¢an be compensated for their enterprise,

efficiency, and economy is through the rate of return.

Eight per
cent is proper in some cases; T per cent or 6 per cent or

possibly less would be sufficient in others,., The commission will
not hesitate to fix a higher rate of return where circumstancea
warrant it and conversely a lower rate of return will be fixed

where conditions sesm to demand it and this rate of return
should be changed from time to time to correapond with the

performance of the utility." (Emphasis added).

Nichols and Welch, Ruling Principles of Utility Regulatlon: Rate of Return, 382-3

(1955).

Commissions around the country have made adjustments varying from ,U

percent to 1.0 percent. See: Re: Detroit Edison, 47 P,U.R.4th 292 (Mich. P.S.C.

1982); Re:  Southwestern Public Service Co., 27 P.U.R.Uth 302 (N.M. P.S.C. 1978);

Re:  General Telephone Co. of California, 37 P.U.R.Uth (Cal. P.U.C. 1980); Re:

Narragansett Electric; 40 P,U.R.4th 498 (R.I. Util. Comm. 1980); Re:

General

Telephone Co. of the Southwest, 39 P.U.R.U4th U483 (Texas P.U.C. 1980); Re: Carolina

Power and Electric, 49 P,U.R.Uth 188 (N.C. Util. Comm. 1982); Re:

Blountsville

Telephone Company, 49 P.U.R.4th 102 (Ala. P.S.C. 1982).
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This Commission, since its Report and Order issued in ER-82-39 and WR-82-
50, supra, has included in its rate case suspension orders directives requiring the
parties to present evidence on issues this Commission finds indispensable to its
ratemaking duties. One of those issues 13 management efficiency. The Commission
believes that company performance in providing the moat efficient least-cost energy
to customers is a company factor to be recognized in the ratemaking process. This
Commission is cqmmitted to a ratemaking policy consistent with the cited authorities
wherein superior service by a utility which saves customers money due to lower
operating expenses should be recognized by an upward adjustment to a utility's rate
of return; while inferior perfopmance should result in a downward adjusﬁment,

In the recent cagse of Re: In the matter of the Empire District Electric

Company , deeided June 17, 1983, this Commission added .l pqreént to the required
return on equity. In this proceeding Mr. Richard C. Green, Jr. presented evidence on
behalf of Company tending to show that in certain areas efficlency and productivity
are reaching their full potential. However, the Commission is of the opinion that
overall, there is not sufficient evidence in this case upon which to base an

ad justment.,

For fubure cases, evidence of the quality and quantity submitted in thgg
case will not suffice. The Commission expects a cohtinuing and ongolng efforp on the
‘part of the Company to ever improve its cost and quality of service. New evidence of
superior or inferior performance must bp introduced if an adjustment is to be made in
future rate cases.

The Commission is of the opinlon that recognition of Company performance
through a rate of return adjustment is necessary to encourage the provision of energy
on the most efficient and economical basis possible. However, the success of such a
policy depends upon the investigation and presentation of information and evidence Dby
the parties infolved in rate cases such as this. Consequently,”suqﬁ_information
should be provided by all parties in future cases in order to consider a rate of -

return adjustment.
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IX. Fair Value Rate Base

The Commission finds, based upon the evidence in the record, that the
Missouri Jurisdictional portion of the Company's fair value rate base to be
$532,339,486 for electric operations. This amount inecludes all necessary components

- of rate base required by law. Applying the net operating income requirement of
$32,612,972 for electric operations which has been found reasonable in this case to
be the electric fair value rate base produces a fair value rate thereon of 6.13
percent, which the-Commission finds to be fair and reasonable.

X. Revenue Deficiency

Based on the rate of return found to be proper herein, the Company's net
operating income requirement for electric operations is $32,612,972 or $6,196,815 in
addition to its net operating income undef its existing rates. Applying the proper
allowance for income taxes as provided herein, the additional revenue requirement as
a result of the findings in this case is $11,801,732 on an annual basis, exclusive of
applicéble gross recelpts and franchise taxes.

XI. PURPA

On Fepruary 4, 1983, the Commission issued an order in this matter
requiring the Company, Staff and any other interested party to file evidence
concerning the six ratemaking standards found in Section 111(d) of the Public Utility
Regulatory Policies Act of 1978, P.L. 95-617, 16 U.S.C. Section 2601, et seq.
Company, Staff and Public Counsel all recommended adoption of PURPA Section 111(d)
Standards (1), (2), (3), (4), and (6), whieh read as follows:

(1) Cost of Service. Rates charged by any electric utility

for providing electric service to each class of electric
consumers shall be designed, to the maximum extent

practicable, to reflect the costs of providing electric
service to such class, as determined under section 115(a).

Section 115(a)--In undertaking the consideration and making
the determination under section 111 with respect to the
standard concerning cost of service established by section
111(d)(1), the costs of providing electric service to each
class of electric consumers shall, to the maximum extent
practicable, be determined on the basis of methods
prescribed by the State regulatory authority. . . . Such
methods shall to the maximum extent practicable--
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(2)

(3)

(u)

(5)

(1) permit identification of differences in cost-
incurrence, for each such class of electric consumers,
attributable to daily and seasonal time of use of
aervice and

(2) permit fdentification of differences in cost-inourrence
attributable to differences in customer demand, and
energy components of cost. In preacribing such
methods, sueh State regulatory authority . . . shall
take into account the extent to which total costs to an
electric utility are likely to change if -- '
(A) additional capacity is added to meet peak demand

relative to base demand; and '
(B) additional kilowatt-hours of electric energy are
delivered to electric consumers. -

Declining Block Rates. The energy component of a rate or
the amount attributable to the energy component in a rate,
charged by any electric utility for providing electric
service during any period to any class of electric consumers
may not decrease as kilowatt-hour consumption by such class
increases during such period except to the extent that such
utility demonstrates that the costs to such utility of
providing electric service to such class, which costs are
attributable to such energy component, decrease as such
consumption increases during such period.

Time-of-Day Rates. The rates charged by any electric
utility for providing electric service to each class of
electric consumers shall be on a time-of-day basis which
reflects the costs of providing electric service to such
¢lass of electric consumers at different times of the day
unless such rates are not cost«effective with respect to
such class, as determined under section 115(b) o

Section 115(b). In undertaking the eonsideration and making
the determination required under section 111{d}{(3} . . . a
time-of-day rate charged by an electric utility for
providing electric service to each class of electric
consumers shall be determined to be cost-effective with
respect to each such class if the long-run benefits of such
rate to the electriec utility and its electrice consumers in
the class concerned are likely to exceed the metering costs
and other costs associated with the use of such rates.

Seasonal Rates. The rates charged by an electric utility
for providing electric service to each class of electric ~ *
consumers shall be on a seasonal basls which reflects the
costs of providing service to such ¢class of consumers at .
different seasons of the year to the exbent that such costs
vary seasonally for such utility. ' :

Load Management Techniques. . - Each electric utility shall
offer to its electric consumers such load management
techniques as the Commission determines willn— ,'f

(a) be practicable and costueffeotive, (a load management :
technique shall bhe determined to be cost-effectiva if
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“such technique 13 likely to reduce maximum kilowatt
demand on the electric utility, and the long-run cost-
savings to the ubility of such reduction are likely to

- exceed the long-run costs to the utility associated
- with implementation of such teohnique.) o

(b)_'be reliable, and

'”7(0){'provide useful energy or capaoity management advantuges
e f to the eleotrio utility-_._.

| Staff and Company further agree that Section 111(d) Standand (5},
'Interruptible Rate, should not be adopted by the Commission. In lieu of the PURPA
Interruptible Rate Standard Staff recommends the Commission adopt the following
language as a statement of poliey regarding the use of interruptible rates as a rate

design and load management teohnique.

Interruptible Rates. ~ FEach electric utility shall offer each
industrial and commercial electric consumer an interruptible rate
which reflects the cost of providing interruptible service, if it
is determined that the long-run benefits of such rate to the
electric utility and its electric consumers are likely to exceed
the costs associated with the use of suoh rates including, but
not limited to, metering coats,

Furthermore, Staff, Company and Publie Counsel agree that should the
Commission adopt the Load Management Standavd Section 111(d)(6), a separate docket
should be established to analyza_the results of the 1oad study_of pompany's systen.

Forithat.bunpose{ Staff} Combany.and'fubliotConnselvsuggest that the
Commission utilize Case No. E0—81 66 whioh was oreated by Commission order on
September H, 1980 for the purpose, inter alia, of examining "the possibility of
adapting load management to the Company's system" and which will become the
repository for Company's load management study referred %o above.

The Commission'is of the’oninion that the matters of agreement between the
parties with respeet to_this issne are reasonable.and'should be accepted.
Consequently, Standards 1, 2, 3, 4, and 6 as set forth in PURPA Section 111(d), are
hereby adopted, Similarly, Section 111(d) Standard (5) is rejected and the

Commission adopts the language suggested by Staff as set forth above as its poliey
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regarding the use of interruptible rates. Furthermore the Commisslon agrees that
Caserﬁo. E0-81-66 should be utilized to analyze the results of the load atudy of
Company'; system by Systems Control, Inc., and evaluate specific load management
techniques to determine whether such load management techniques are practicable,
cost-effective, reliable, and provide useful energy or capacity management
advantages. In any event, the Commission is of the opinion that Company should
propose specific load management technidues in Case No. E0-81-66, or in its next
general rate case, but in any event no later than the filing of testimony in its next
general rate case.

Conclusions

The Public Service Commission of Missouri reaches the following
conclusionst |

The Company is a public utiiity subject to the jurisdiction of this
Commission pursuént to Chapters 386 and 393, RSMo 1978.

The Company's tariffs which are the subject matter of this proceeding were
suspended pursuant to authority vested in this Commission by Section 393.150, RSMo
1978. The burden of proof to show that the proposed increased rates are Just and
reasonable is upon the Company.

The Commission, after notice and hearing, may order a change in the rate,
charge or rental, and any regulation or practice affecting the rate, charge or
rental, and it may detérmine and prescribe a lawful rate, charge or rental and the
lawful regulation or practice affecting sald rate, charge or rental thereafter to be
observed by any regulated company.

The Commission may consider all facts which, in its judgment, 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 actually expended_anq

to the necessity of making reservations out of income for . surplus and contingencies.
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The order of this Commission is based upon competent and substantial

evidence upon the whole record.

The Company's existing rates and charges for electric service are

' iﬁsﬂffi@ient to yield reasonable compensation for electric service rendared by it in

tﬁis state and,'accor&ingly, revisions in the Company's applicable electric tariff
eh;rges, as herein authorized, are proper and appropriate and will yield the Company
a fair return.onrthe net original cost rate base or the falr value rate base found
pboper herein, Electric rates resulting from the authorized revisions will be fair,
Just, reasonable and sufficient and will not be unduly discriminatory or unduly

preferential.

For ratemaking purposes, the Commission may accept a stipulation and
settlement of any contested matter submitted by the parties. The Commission is of .
the opinion that the matters of agreement between the parties in this case are
feasonable aﬁd proper and should be accepted.

All motions not heretofore ruled upon are denied and all objections not
heretofore ruled upon are overruled.

The Company should file, in lieu of the proposed revised electric tariffs,
new tariffs désignéd to increase gross electric revenues by $11,801,732 exclusive of
gross receipts and franchise taxes.

It is, therefore,

ORDERED: 1. That the proposed revised electric tariffs filed by Missouri
Public Service Company in Case No. ER-83-U40, are hereby disapproved and the Company
i1s authorized to file in lieu thereof, for approval by this Commission, permanent
tgriffs designed to increase gross revenuss by $11,801,732 on an annual basis,
exclusive of gross réceipts and franchise taxes.

ORDERED: 2. That Missouri Public Service Company shall file the tariffs

in compliance with this Report and Order on or before July 6, 1983.
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ORDERED: 3. That the rates to be establishad in the tariffs may be
effective for service rendered on and after July 11, 1983.

ORDERED: U4. That Company 18 authorized to use "the Aooeleﬁated Cost
Recovery System" (ACRS) for calculating depreciation for income tax deduction
purposes and is further authorized to use a normalizabion method of accounting, as
defined and prescribed in the Economic Recovery Tax Act of 1981, and as defined and
prescribed in any rulings or regulations which might be promulgated to further

explain or define the provisions of that Act. ‘
ORDERED: 5. That Company shall file either in Case No. E0-81-66 or its

next general rate case, its proposed specific load management techniques. These
shall be filed no later than the date scheduled for the filing of testimony in its
next general rate case.
. ORDERED: 6. That Joint Exhibit No. 36 be, and the same is, hergby

received.,

ORDERED: 7. That all objections and motions not‘heretofore ruled upon,
are hereby overruled and denied.

ORDERED: 8. That this Report and Order shall become effective on the 11th

day of July, 1983.

BY THE COMMISSION

ey .

Harvey G. Hubbs
Secretary

(SEAL)

Shapleigh, Chm., Fraas, Dority
and Musgrave, Concur and certify
compliance with the provisions
of Section 536.080, RSMo 1978.

Dated at Jefferson City, Missouri,
on this 1st day of July, 1983.




