BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Missouri-American Water )
Missouri American’s Request for Authority to )
Implement a General Rate Increase for ) File No. WR-2015-0301
Water and Sewer Service Provided in )
Missouri Service Areas )

MIEC SUPPLEMENT TO THE REPLY BRIEF OF THE
MISSOURI INDUSTRIAL ENERGY CONSUMERS, CITY OF JOPLIN,
CITY OF ST.JOSEPH, CITY OF WARRENSBURG, AND CITY OF BRUNSWICK

BRYAN CAVE, LLP

Edward F. Downey, # 28866

221 Bolivar, Suite 101

Jefferson City, MO 65101
Telephone: (573) 556-6622
Facsimile: (573) 556-6630

E-mail: efdowney@bryancave.com

DianaM. Vuylsteke, # 42419

211 N. Broadway, Suite 3600

St. Louis, Missouri 63102

Telephone: (314) 259-2543
Facsimile: (314) 259-2020

E-mail: dmvuylsteke@bryancave.com

Attorneys for The Missouri Industrial
Energy Consumers



BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Missouri-American Water )
Missouri American’s Request for Authority to )
Implement a General Rate Increase for ) File No. WR-2015-0301
Water and Sewer Service Provided in )
Missouri Service Areas )

MIEC SUPPLEMENT TO THE REPLY BRIEF OF THE
MISSOURI INDUSTRIAL ENERGY CONSUMERS, CITY OF JOPLIN,
CITY OF ST. JOSEPH, CITY OF WARRENSBURG, AND CITY OF BRUNSWICK

COMES NOW, the Missouri Industria Energy Consumers and for its Supplement
addressing solely the issue of Allocation of Purchased Fuel/Power Associated With Pumping,
states as follows:

| ntroduction

MIEC witness Collins proposed an adjustment for how the cost of purchased power is
allocated among the Company’s rate classes in the St. Louis Metro District. The basis for his
adjustment is that the allocation factor used by Missouri-American allocated power costs solely
based upon volumes of water used. The problem with that approach is that power costs are also
a function of when the power is purchased and the load factor of the user. Industrial customers
have high load factors, meaning that they use roughly the same amount of water every day of the
year. Other customers, such as commercial and residential customers, use more water, and thus
force Missouri-American to buy more power to operate pumps for pumping water, in the
summer when those customers water their lawns and landscapes. The cost of the power in the
summer is higher on a kWh basis than it is the rest of the year. Moreover, by causing a spike in
water usage, and thus energy usage, in the summer, those non-industrial customers cause
Missouri-American to pay higher demand charges during these peak periods so that the electric

supplier can have capacity available to meet that spiked demand. In addition, during the summer



periods the cost of energy is aso higher.! Collins adjustment merely seeks to alocate that
additional electricity cost from those not causing that cost to the cost causers, something that all
parties and this Commission should strive to do.

Staff takes no position on this issue. OPC and Missouri American oppose Collins
adjustment.

The Cost of Purchased Fuel/Power Associated with Pumping Should Be Allocated
According to Factor 3

Paul Herbert’s Schedule B-SLM, pages 2 and 3, sets forth how he alocated “Power and
Pumping Expenses’ for the St. Louis Metro District.> That Schedule, copy attached, shows 12
categories of expense, starting with “Super & Eng Oper P’ on page SLM-2 and ending with
“Pump Equip Maint P’ on page SLM-3. He allocated the power and pumping expense using
Factor 3 for 10 of the 12 categories. He used Factor 1 for only two categories: “Fuel of Power
Prod” and “Purch Fuel/Power for Pump.” The latter category happens to represent almost 75
percent of the costs of Power and Pumping Expense for the St. Louis Metro District.

Factor 1 merely takes the average daily consumption of water by customer classification.
That calculation is shown on Herbert's Schedule C-SLM, page 10, aso attached.®> Rate J, the
manufacturing class to which MIEC members belong, represents 9.53% of that usage and the
Rate A class to which residential and commercia customers belong represents 86.61% of that
usage.

Factor 3, shown on Herbert’s Schedule C-SLM, page 12, also attached, on the other hand

takes into account: (1) the average daily consumption of water by customer classification; (2) the

! For example, Ameren Missouri’s Large General Service Tariff includes a summer first block energy charge of
10.34 cents per kWh, while the winter first block energy chargeis 6.51 cents per kWh. The second and third energy
block charges are also higher in summer as compared to the winter.
2 Herbert Direct, MAWC Ex. 7.

Id.



“Maximum Day Extra Capacity” cost to factor in the effect of peak demand of the various
customers; and (3) and the cost attributed to Fire Protection. As this Commission is well aware,
it costs more per unit to serve customers, like residential customers, who have low load factors.
Under Factor 3, the average daily consumption component was given a 45.89% weighting and
the maximum day extra capacity was given a 50.47% weighting (Fire Protection was assigned
the remaining 3.64%). Significantly, the Rate A customer class caused 94.63% of that maximum
day extra capacity cost, while the Rate J class caused only 3.2% of that cost. In other words, the
Rate A customers are responsible for 94.63% of water usage during the peak period, when the
cost to service customers is higher. Alternatively, Rate J customers at time of peak usage are
only responsible for 3.20% of peak water usage. Asthe Commission can plainly see, it is unfair
to assign 9.53% of this cost to manufacturing customers in Rate J (which one does by using
Factor 1) when they are causing only 3.2% of those costs (as demonstrated by Factor 3).
Collins' adjustment merely reflects that cost causation fact and correctly alocates the major
category of costs for Power and Pumping Expenses according to Factor 3.

MIEC Witness Collins sought to allocate “Purchased Fuel/Power for Pumping costs’
under Factor 3 because:

The Company has not properly differentiated between the costs it incurs
for these [expenses] based on its average daily usage on the one hand, and its

peaking requirements on the other. These costs vary in part based on the
Company’s peak demands, and they should be allocated on a corresponding basis.

*k*

Factor 3 alocates cost based on customers maximum day demands as
well as average flow or volume. Factor 1 allocates costs only on volume. Also,
Ameren Missouri’s commercia rates are broken out for seasonal variation in
energy charges. The energy rates during the summer period, a period where water
demand is highest, reflect significantly higher demand and energy charges than
rates in the winter period. Variation in rates reflects higher demands during the
summer during average annual flow conditions. As such, the Company’s cost of




purchased power is impacted by customers' peak monthly demands, seasonal
demand, and energy purchased for base volume.*

In support of his position, Collins cited the American Water Works Association’s Manual M-1,
Principles of Water Rates, Fees and Charges, Sixth Edition, page 65:

that to the extent to which power costs are alocated to extra capacity depends on

the variation in eectric demands incurred in pumping and the energy/demand

electric rate structure that applies to pumping.

So Collins, as well as the authoritative source that he cites, expressly mentions the structure of

both demand and energy rates. Therefore, the variation in energy rates, where higher energy
charges exist in summer, cannot simply be ignored.

Asindicated, Staff has taken no position on thisissue.

Missouri-American, through Herbert's Rebuttal testimony, acknowledges that an
adjustment should be made (“1 would support a refinement to my cost allocation”), but
incorrectly claims that the adjustment should be smaller than proposed by Collins.® To reach his
incorrect conclusion, Herbert fails to acknowledge one of Collins concerns, which was that the
Commission should also consider the higher cost of energy in the summer when residential and
commercial customers use more water and industrial customers do not:

Mr. Collins suggests that since power bills include a demand charge that varies

with the Company’s peak demands, Factor 3 would be a more appropriate factor

for allocating power costs.’

Herbert proceeds to then propose a minor adjustment of 4.5% by figuring ONLY the difference

in demand charges without also considering the difference in energy charges. All extra costs

incurred by Missouri-American to serve those customers consuming more water in the summer

* Collins Direct, MIEC Ex. 5, p. 9, I. 16 —p. 11, |. 7 (emphasis added).
® Herbert Rebuttal, MAWC Ex. 9, p. 7, |. 4—p. 8, |. 15; Missouri American Br. 35-36.
® Herbert Rebuttal, p. 7, 11. 4—8.



during peak loads and when energy costs are higher should be included in the cost of service

calculation. Collins' calculation does that; Herbert’s original and refined cal culations do not.
Although OPC does not cite OPC witness Smith’s testimony, Missouri-American does.’
Smith opined that “Mr. Collins has failed to establish that Factor 3 has a cost causative
relationship to Power Costs for Pumping.”® But Collins did establish the relationship, relying on
Missouri-American’s own schedules, referenced above and attached hereto. To deny that

customers using more water in the summer, when capacity charges and energy charges are

higher, is to deny the facts. And as Schedule C-SLM, page 12, shows, those customers in Rate
A, are responsible for 94.63% of maximum day extra capacity, and those customersin Rate J, are
responsible for 3.2% of maximum day extra capacity. Contrary to Smith’s assertion that the
MIEC is “cherry-picking” with its adjustment, it was Missouri-American that cherry picked.
Missouri-American should have used Factor 3 for al 12 components of “Power and Pumping
Expenses’ instead of cherry-picking 2, one of which is significant, for Factor 1 allocation.

OPC's Initial Brief also challenges Collins' adjustment.® OPC, like Missouri-American,
argues that Factor 1 should be used because the cost of purchased power varies with the amount
of water consumed. As explained above, however, the cost of purchased power aso varies with
when the water is consumed. Factor 3 takes both of those facts into consideration. Indeed,
Missouri-American acknowledges this fact by using Factor 3 to allocate 10 of the 12 categories
of Power and Pumping Expense. Those expenses and rate base are correctly, and fairly and
reasonably, allocated based on average flow (volume) and maximum day requirements (time of

use).'?

" Missouri American Br. 35-36.

8 Smith Rebuttal, OPC Ex. 16, p. 5, II. 17-18.
° OPC Br. 26-27.

19 Collins Direct, MIEC Ex. 5, p. 10, || 12-14.



OPC argues that Collins' adjustment would allocate more costs of power to other classes
of customers and away from his clientsin the Rate J class.™* That is not true for the Rate B class,
Sales for Resale, as its share of cost would drop too. As for why fewer costs are allocated to
classes Rate B and Rate J, that is the case only because their contribution to Maximum Daily
Extra Capacity is lower than their contribution to average daily consumption. In the case of the
Rate J class, its contribution to demand/capacity charges and higher energy charges is 3.2%
versus its contribution to average daily consumption of 9.53%. Costs should be allocated to cost
causers. See Joint Consumer Reply Brief. Collins' adjustment correctly does that.

Conclusion

For the reasons set forth above, this Commission should modify the Missouri-American
cost of service study to reflect Collins' recommended adjustment and reflect that adjustment in
the rate for the St. Louis Metro District Rate J class the Commission sets in this case.

Respectfully submitted,

BRYAN CAVE, LLP

By:/s/ Edward F. Downey
Edward F. Downey, # 28866
221 Bolivar, Suite 101
Jefferson City, MO 65101
Telephone: (573) 556-6622

Facsimile: (573) 556-6630
E-mail: efdowney@bryancave.com

DianaM. Vuylsteke, # 42419

211 N. Broadway, Suite 3600

St. Louis, Missouri 63102

Telephone: (314) 259-2543
Facsimile: (314) 259-2020

E-mail: dmvuylsteke@bryancave.com

Attorneys for The Missouri Industrial
Energy Consumers

1 opPC Br. 27.



CERTIFICATE OF SERVICE

| do hereby certify that a true and correct copy of the foregoing document has been
emailed this 22nd day of April, 2016, to al parties on the Commission’s servicelist in this case.

/s Edward F. Downey
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Schedule C-SLM

MISSOURI-AMERICAN WATER COMPANY
ST. LOUIS METRO DISTRICT

FACTORS FOR ALLOCATING COST OF SERVICE TO CUSTOMER CLASSIFICATIONS

FACTOR 1. ALLOCATION OF COSTS WHICH VARY WITH THE AMOUNT OF WATER CONSUMED.

Factors are based on the pro forma test year average daily consumption for each customer classification.

Average Daily

Customer Consumption, Allocation
Classification 100 Gallons Factor
(1) (@) (3)
Rate A - Res/Com/Ind/OPA 1,022,086 0.8661
Rate B - Sales for Resale 43,484 0.0368
Rate J - Manufacturing 112,429 0.0953
Rate F - Private Fire 1,537 0.0013
Rate E - Public Fire 597 0.0005
Total 1,180,133 1.0000

FACTOR 2. ALLOCATION OF COSTS ASSOCIATED WITH FACILITIES SERVING BASE AND
MAXIMUM DAY EXTRA CAPACITY FUNCTIONS.

Factors are based on the weighting of the factors for average daily consumption (Factor 1) and the factors
derived from maximum day extra capacity demand for each customer classification, as follows:

Average Daily Maximum Day

Consumption Extra Capacity
Customer Allocation Weighted Allocation Weighted Allocation

Classification Factor 1 Factor Factor Factor Factor
(1) (2) (3)=(2)x (4) (5)=(4)x (6)=(3)+(5)
0.4762 0.5238

Rate A - Res/Com/Ind/OPA 0.8661 0.4125 0.9463 0.4956 0.9081
Rate B - Sales for Resale 0.0368 0.0175 0.0217 0.0114 0.0289
Rate J - Manufacturing 0.0953 0.0454 0.0320 0.0168 0.0622
Rate F - Private Fire 0.0013 0.0006 0.0006
Rate E - Public Fire 0.0005 0.0002 0.0002
Total 1.0000 0.4762 1.0000 0.5238 1.0000

The derivation of the maximum day extra capacity factors in column 4 and the basis for the column 3 and
5 weightings are presented on the following page.

SLM-10
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