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JUDGE PRRDA N  Good norning. W are on
the record. And we are resumng the hearings in Files
Nunmber ER-2018-0145 and 0146. |I'm Ron Pridgin. |I'm
the Regul atory Law Judge assigned to preside over this
hearing. It's being held Septenber 25th, 2018. W're
in the Governor O fice Building in Jefferson City
M ssouri. The tinme is 8:30 a.m

When we went into recess yesterday, |
believe the parties wanted to negotiate further on
sone rate design issues. And | believe Staff filed a
second revised |list of issues and we have a few issues
to try today and then we al so have Thursday set aside
for presentation of stipulations and agreenents.

"' massum ng that contenplates a -- the
signatories filing a rate design stipulation so the
Commi ssion would have tinme to read that and ask
guesti ons about that.

MR FI SCHER: Yes, Your Honor. I'mtold
that while we haven't filed the stipulation, we have a
couple edits to do, we should file it within the hour.
| think the list of issues as filed by Staff | ast
ni ght woul d be the correct road map for the hearing
t oday.

JUDGE PRRDA N: Ckay. Thank you. Just a

coupl e of housekeeping things. First, | apol ogize.
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The buil ding's HVAC systemis having sone trouble.
You'll notice sone folks working in the hall behind ne
and so you may get sone unpl easant snells and
tenperatures and noi ses. They assured ne the fire

al arm shoul d not go off, which neans it probably wll,
sowe will -- we will deal with it accordingly if that
happens.

| do believe agenda is schedul ed Thursday
for 8:30. And so ny best guess -- | haven't seen the
agenda. M best guess, we would probably be ready to
go 9:30 or 10:00 Thursday norning after agenda to give
people time to go to that and get back down here for
t he hearing.

And | believe parties wanted to do -- and
"Il leave it up to you, if you want to do -- since
you just have so few issues left, if you want to do
one opening statenent or if you want to do many
openings in front of each issue, that's whichever you
prefer. Then | don't know if you have a preference
or -- M. Hack?

MR, HACK: | think all of our issues --
our witnesses will go up kind of as a group, so we'll
probably just do it all at once.

JUDGE PRRDA N. Ckay. And |I'm seeing

sonme nods, so |I'm guessing just one opening statenent
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per party.

kay. Anything further from counsel or
fromthe Bench before we begi n openi ng statenents?

MR SMTH: Yes. Public Counsel has a
few orders that we'd like to the Conmm ssion to take
official notice of. Those orders are ER- 2009- 0089,
ER- 2009- 0090 - -

MR, WOODSMALL: Are these the Report and
Orders, or what order are they?

MR SMTH So the first one is an order
appr ovi ng Non- Unani nous Sti pul ati on and Agreenent and
Aut horizing Tariff Filing.

MR. WOODSMALL: \What date is that?

MR. SMTH: |ssued June 10th, 2009. The
second is titled the sanme and issued the same date.
The third is a Report and Order ER-2014-0370 issued
Sept enber 2nd, 2015. The fourth is ER-2016-0156.
That's an order approving a Stipulation and Agreenent.
It was issued August 19th, 2016. | have two nore.

ER-2016- 0156 is al so the sanme case, but
it's the Non-Unani nous Stipul ation and Agreenent
regardi ng revenue increases anong the various custoner
cl asses. That was filed July 29th, 2016. And the
| ast one | have is ER 2016-0285 and that's a Report
and Order issued May 3rd, 2017.
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JUDGE PRRDAN.  All right. Thank you.
Any obj ections?

MR, WOCDSMALL: Not an objection, nore
clarification. It confuses me -- the Conmm ssion's
required to publish their -- their orders. So is it
your opinion that we need to take official notice of
Commi ssi on orders?

MR SMTH:. | believe taking official
notice is permtted by rule and so it is ny opinion
that we should take official notice.

MR, WOODSMALL: | don't have a problem
It's just -- |I've always just cited them w t hout ever
taking notice of them

JUDGE PRIDA@ N:  |'mnot hearing an
obj ection so the Conm ssion will take notice of the
orders, M. Smth. Noted. Anything further before we
proceed to opening statenents?

MR SMTH  No, Judge. Thank you.

JUDGE PRIDA N:  Thank you. GCkay. KCP&L,
when you're ready, M. Fischer.

MR FI SCHER: Thank you. My it please
the Commi ssion. May it please the Commssion. [|I'm
Jim Fischer, representing the conpanies in this
matter. And |'ve got just a very brief opening.
Qur remaining issues -- we're -- we're
Tl GER COURT REPORTI NG, LLC 90
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very happy we were able to settle the revenue
requi renment issues. And you're going to see nost of
the bulk of the rate design issues, which were quite
conplicated. And again, 1'd like to comrend the
parties for sticking with us through late into the
eveni ngs | ast week and over the weekend to get a | ot
of these issues resolved and we believe they're in the
public interest and at the appropriate tine, we hope
you' || approve them

At the outset, | guess | should probably
apol ogi ze for the lack of clarity of the Conpany's
position statenent on this particular issue because
whenever we filed our testinony, we were assunm ng we
were going to be tal king about a revenue requirenent
I ncrease, rather than a decrease. So all the
testinony that we had on how to all ocate that was
based upon the idea that there would be an increase.

But | would like to mark an exhi bit,
whi ch woul d address our position under the current
ci rcunstances where we stipulated -- or we've agreed
to a rate reduction.

JUDGE PRRDAN. And | believe this would
be Exhi bit Nunber 180.

(Exhibit 180 was marked for

i dentification.)
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MR, FISCHER |'ve got the first sheet up
on the -- the ELMO there. Based on the revenue
decreases set forth in the Non-Unani nous Stipul ation
that we filed on Wednesday, the Conpany's position is
that the class revenue shifts would be as follows for
KCPL. Wth an overall revenue decrease of 2.39
percent, class revenues should be adjusted as foll ows:
Residentials would get a 1.43 percent decrease and al
ot her classes would get a 2.99 percent decrease.

For GMO, which is the other situation, it
woul d be our position that residentials should receive
a 2.52 percent decrease; |arge power, |arge general
service, small general service would receive just over
a 4 percent decrease; and all other classes would
receive a 2.42 percent decrease.

The Conpany's recomended class shifts
woul d nove toward cl ass revenues based on our cost --
cl ass cost-of-service study. The Conpany -- but it
doesn't get all the way. It's just a step in the
right direction fromour perspective. The Conpany's
W tness, Marisol MIller, can answer specific questions
about how we cane to those recomended shifts.

The Conmpany's cl ass cost-of-service study
al |l ocates production costs on the basis of the Average

and Excess net hodol ogy, which is commonly used across
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t he Conpany and accepted by regulatory authorities
t hroughout -- throughout the nation. The only other
nmet hodol ogy for allocation of production costs in the
record is the Staff's -- | think they call it detailed
Base, Internedi ate, Peak nmethod or BIP nethod.

That's not as commonly used at all. And
Staff's application of the BlIP nethodol ogy suffers
froma variety of flaws and weaknesses that are
expl ai ned by our witnesses Brad Lutz and Tom Sul |i van
for the Conpany and | think M. Brubaker also
addresses it for MEC. | think when you conpare the
results of our class cost-of-service study to the
Staff and industrials, you'll see that ours is
probably the m ddl e ground road.

The Conpany wants to ensure that our
i ndustrial rates are conpetitive with other M dwestern
utilities. M. Brubaker has included in his Direct
Testinony a ranking of Mdwestern public utilities
that shows that KCPL's industrial rates are the sixth
hi ghest out of 41 Mdwestern vertically integrated
conpanies. | think GMO s ranked at 27 on that I|ist.

We believe that this case is an
opportunity to take steps toward ensuring our
i ndustrial rates are conpetitive with other M dwestern

public utilities and we woul d, therefore, encourage
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the Conm ssion to adopt the Conpany's proposed cl ass
revenue shifts and |lower the industrial rates by nore
than the residential class.

Thank you for your attention. |'m happy
to answer questions, and we've got several technica
subject matter experts com ng up shortly.

JUDGE PRRDA N: M. Fischer, thank you
Any Bench questions; M. Chairman? Conm ssioner Hall?

COMM SSI ONER HALL: No, thank you.

JUDGE PRIDA N:  Thank you. Opening from
Staff?

M5. KLAUS: Good norning. My it please
the Commission. M nane is Al exandra Klaus and | am
here on behalf of Staff regarding the overarching
I ssues of class cost-of-service, or CCOS, and rate
desi gn.

Staff has a unique role in these cases in
that Staff is here to provide the Conm ssion the
information that it needs in order to bal ance the
interests of the Conpany and the custoners. Staff
takes this role very seriously and is ever m ndful of
it, especially as we delve into issues |like class
cost-of -service and rate design.

Before diving into CCCS, I1'd like to note
that nost of what follows will focus on KCPL. Wile
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Staff conpleted a study for GMO to calculate a
functionalized custoner charge for the residentia
class, that study is not reliable for other purposes
due to the absence of 12 nonths of data for the

cust omer cl asses established under GMJO s reconfi gured
cl asses and rate structures.

As taken fromthe Conm ssion's order in
the last KCPL rate case issued May 3rd, 2017, a class
cost-of -service study attenpts to allocate or assign a
utility's total cost of providing service to al
cust omer classes such that it reasonably reflects cost
causat i on.

CCCS studi es should serve as a guide to
setting revenue requirenents and they're not precise.
They' re based on direct-filed revenue requirenent and
the allocation of that revenue requirenent anong
speci fic accounts using a specific rate of return.

Unl ess the Conmi ssion approves that exact set of
accounting schedules, as well as the direct-filed
billing determinants in setting the revenue
requirenment in a particular case, there is an inherent
di sconnect between the CCOS results used in providing
a party's class cost-of-service and rate design
reconmendati ons and the actual cost-of-service that

woul d result at the conclusion of a case.
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The results of a CCOS study are only one
el enent that the Conmm ssion shoul d consider when
determning rates. Qher factors that the Conm ssion
shoul d take into consideration include the custoner's
ability to understand their rates, rate continuity,
rate stability, revenue stability, a mnimzation of
rate shock and the ability to neet increnental costs,
such as the market cost of energy.

The Commi ssion has before it various CCOS
studi es conpleted by Staff and by the conpani es and
addi tional recomrendations fromM EC, MECG based off
of the Conpany's CCOS study. Staff's recomended
study is a Base, Internedi ate, Peak, or BIP,
production allocation while the Conpany's study uses
an Average and Excess, or A and E, production
al I ocati on.

There are differences between these
studi es and one inportant distinction is the source of
nunbers utilized for each study. For instance,
Staff's CCOS is based on Staff's revenue requirenent
reduction of 19 mllion dollars. And the other study
and recommendati ons are based off KCPL's direct-filed
revenue requirenment of an increase of approxi mately
16 mllion dollars.

This is especially of note because
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Staff's cost-of-service study recogni zed a decrease in
net investnent and expenses, while the Conpany's did
not. The Conm ssion's recognition of CCOS studies
bei ng based on direct-filed revenue requirenent is

i nportant here as the agreed-upon revenue requirenent
in the Stipulation and Agreenent is remarkably sim| ar
to Staff's cost-of-service reconmendati on.

Staff is mndful of the Comm ssion's
preference that Staff present alternatives when they
are available. And Staff prepared in direct an A and
Ewith a 19 mllion dollar revenue reduction, which
Staff conpared to MEC s requested revenue by cl ass.

More recently, Staff Wtnesses Lange and
Kl'i ethernes prepared a denonstrative exhibit that has
been provided to the parties this norning and that I'm
happy to provide the Commission with at this tine, if
that's preferred. M. Lange and Ms. Kliethernes may
refer to those calculations during their testinonies
t oday.

Either way, this table put together CCOS
results of the A and E study Staff perforned in direct
with the class rate shift that M. Brubaker is
recommendi ng for KCPL. And the m salignnment that
M. Brubaker's recommendati on causes is shown in a

final colum, specifically where M. Brubaker is
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requesting that the LGS class rates be reduced to

10 mllion dollars below the A and E al |l ocated cost of
serving that class, and residential rates would be
increased 8.4 mllion dollars above the cost of

serving that class.

Staff Wtnesses Lange and Kli et hernes can

explain that why this shows what we have is not
necessarily an A and E versus BIP issue. W have an
i ssue of the reasonabl eness of the costs and the
revenue studied relative to the agreed-upon revenue
requi rement in this case.

But to the extent that we do have an
A and E versus BIP issue, of these two production
al l ocation nethods, only Staff's BIP recogni zes
di sparity in capacity and fuel costs. Again, as
stated in that 2017 order, the BIP nethod uniquely
recogni zes the trade-offs that exist between the cost
of installing a plant, the generation capabilities of
a plant and the cost of obtaining energy fromthat
pl ant .

This takes into consideration the
differences in the capacity costs associated with
units that run at a stable |level nuch of the year
versus the capacity costs associated with units that

qui ckly dispatch only a few hours a year, as well as
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those units that end up sonmewhere in between those two
extremnes.

Bl P al so considers the inverse
relationship between the cost of capacity and the cost
of energy produced by base, internediate and peaking
units. Conparatively, other CCOS net hodol ogi es tend
to assunme that energy costs are the sanme anount
regardl ess of the hour of the consunption or the
source of the energy and/or do not consider the
operating characteristics of plants and assune t hat
capacity costs are equal anong all types of plants.

So why does all of this matter? It
matters because it gets to the heart of the first
i ssue we're exam ning here today; nanely, what revenue
neutral changes to class revenue responsibility, if
any, should the Comm ssion order for each utility?

As previously nmentioned, there is a need
for certain information in order to conduct a reliable
CCOS for GMO. Because of this, Staff does not
recommend any del i berate inter-class revenue neutral
shifts to revenue responsibility for GVO

Wth respect to KCPL, Staff found that
all classes are contributing revenues at or near their
cost-of -service and contributing to the Conpany's

overall return. Wile the |arge general service,
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| ar ge power service and lighting classes contribute to
overall returns at a | evel bel ow system average, that
variance is within the expected variance of the

preci sion of a CCOS study.

More to the point, Staff recomrended
revenue responsibility shifts only if KCPL's revenues
are ordered to be reduced, which is consistent with
the Stipulation and Agreenent's contenpl at ed
21 mllion dollar reduction for KCPL.

At such a significant decrease, Staff
reconmends a revenue neutral shift in revenue
responsibility fromthe small general service class in
the amount of 7.5 mllion dollars and a shift fromthe
medi an general service class in the anmount of 2.5-- of
2 mllion dollars, excuse ne, to be spread equally
anong the remaining classes. As applied to the
21 mllion dollar decrease, that works out to about a
1 percent reduction for the residential, snall
general, large general, |arge power and l|ighting
cl asses; a bigger reduction of about 3.8 percent to
MSS and a | arger reduction of about 14.7 percent to
t he SGS cl ass.

In light of the |Ievel of decrease agreed
to in the Septenber 19th stipulation, Staff has

prepared exenplar rates that are noderation chiefly
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between Staff's positions wwith M-- MEC, MEGC on both
rate design and CCOS, but it's also a conprom se
between Staff and OPC on CCCS, and Staff and the
Conpany on rate design.

There are al so several rate design issues
that we're here to discuss today, including
residential rate design and what rate design should be
ordered for each utility's non-residential classes.
['"I'l quickly address Staff's positions on these
I Ssues.

If the residential class is ordered an
I ncrease, as recommended by M. Brubaker, Staff
recommends use of its residential custonmer charges of
$12.82 for KCPL and $12.38 for GMO. In the event of a
decrease to the revenue requirenent of the residentia
class, Staff is confortable with the results of the
forthcom ng Stipul ati on and Agreenent.

Regardi ng what rate design should be
ordered for each utility's non-residential classes,
Staff | ooked at functionalized costs in its CCOS
report. And in general, non-residential first and
second bl ock energy charges are over-collecting. So
Staff recommends that any decrease in this case be
applied to those bl ocks.

G ven the level of decrease contenplated
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in these cases, Staff does slightly revise its
reconmendation so that the second bl ock in-- second
bl ock rates are not decreased to a | evel below the
tail block rate.

For the KCPL LPS class, in addition to
reducing the first and second bl ock energy charge,
Staff recomends any reduction be applied to the
facility's charge and al so that the demand charge
decl i ne be elim nat ed.

Here with ne today to answer nore
specific questions that you may have are Robin
Kl i et hermes and Sarah Lange. W appreciate your

consideration of Staff's positions on these issues.

Thank you, and |I'lIl do ny best to answer any questions

that you may have.
JUDGE PRRDA N.  Ms. Klaus, thank you

Any Bench questions? M. Chairman? Commi ssioner
Hal | ?
COMM SSI ONER HALL: No questi ons.
JUDCGE PRIDA N Thank you.
Publ i ¢ Counsel, opening statenent?
MR SM TH.  Yes, Judge. Morning. The
Conmmi ssion has the power to do justice. Justice in
this case is sinple: Rate reductions for everyone.
But one -- two parties do not want that. They want a
Tl GER COURT REPORTI NG, LLC 102
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rate increase for residentials in KCPL.

Again, this power -- the Conm ssion has
the power do justice. To acconplish that goal, the
OPC asks the Comm ssion to order for each custoner
cl ass an equal percentage allocation. That woul d be
2.39 percent for KCPL and 3.22 percent for KCPL/ GVO.
And apply the reduction consistent wwth the
Stipulation Agreenent fil ed yesterday.

The way | got to that cal cul ation, |
think you saw the slide -- | guess it wasn't a slide
exactly, but the presentation on the ELMO, was
basically we took the Stipul ati on Agreenment on the
revenues and we conpared that to the decreases.

So we had stipulated revenues and you had a 21 million
dol | ar decrease for KCPL, a 24 mllion dollar decrease
for GMO. If that's accepted, the average for each
customer class is 2.39 percent for KCPL and 3. 22
percent for GVO

Al t hough the OPC does give preference to
Staff's detail ed Base, Internedi ate, Peak nethodol ogy,
and the Comm ssion al so has given preference to
Staff's detail ed Peak, |nternedi ate net hodol ogy, that
doesn't nean the Conm ssion should do sonet hi ng ot her
t han equal percentage all ocation.

The OPC reasons that every cl ass
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cost-of-service study has pros and cons. It's a
guide. As was stated earlier, it's not perfect.
There are trade-offs. And the Comm ssion shoul d | ook
at each of these studies but only as an input.

The OPC argues that the equal percentage
allocation in this case is equitable. And the reason
why it's equitable is because one of the primary
drivers is federal tax reform So who is the causer
of the cause for federal tax reforn? Well, it wasn't
the industrial class, wasn't the residential class, it
wasn't any class. It was the federal governnent. So
an equal percentage allocation nmakes sone sense.

Al so, in ER-2014-0370, one of the Report
and Oders | referenced to have the Conm ssion take
official notice of, there are all these parties. You
had actually many of the sanme parties. You had KCPL,
you had Staff, you had OPC, you had MECG you had
M EC. You also had the Departnent of Energy -- United
States Departnent of Energy. They all provided
di fferent cost studies.

But you know what? They reached a
reasonable result in that case. And the Comm ssion
found even though you have all these different
studies, it would be reasonable, it would be just, it

woul d be fair to do an equal percentage allocation.
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Now, the Commi ssion has reached a simlar
conclusion in other orders, ER-2016-0156, ER-2009-089,
ER- 2009- 0090. So an equal percentage isn't really
anyt hi ng new or anything that should shock the
Conmmi ssi on.

In this case, it's also persuasive to
order equal percentage reductions because the
Commi ssion Staff found -- | guess we wouldn't call it
a data issue as nuch as an inconpl ete production of
data. There just sinply wasn't enough information to
reliably do a class cost-of-service study on the GVO
side. So on the GMJ s side, Staff's recommendati on
was an equal percentage allocation. So if it nakes
sense you're doing it for GVO, kind of also nmakes sone
sense that you'd apply that for KCPL.

Now, as an alternative to this approach,
the OPC does believe Staff's recommendation is the
next best option. That's the next best option to do
justice. That's the next best option where you're
going to give each custoner class a rate reduction.

And we also think that it's reasonable
because SGS, or the small businesses, the nons and
pops, there are a ot of differences, like | said,
bet ween the cl ass cost-of-service studies, the A and E

and the detailed BIP, but one of the things that
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energes as the sane is that those small general
service custoners both deserve -- at least if you
bel i eve the studies and you're religious about the
studies, the small general service custoners deserve
the nost reduction. And actually Staff's
reconmendati on gives themthe nost reduction.

As a part of our secondary
reconmendati on, OPC Wtness Dr. Karl Pavlovic is here.
He has opined on this and found that Staff's Base,
I nt er medi at e, Peak nethodol ogy does better |ine cost
characteristics of generating resources with class
specific | oad characteristics. That fancy vocabul ary
Is fromhim So that's a direct quote fromhis
testi nony.

And al so, | think, you probably renmenber

as recently as a year ago in May, this Conm ssion

expressed its preference for the Base, |nternediate,
Peak net hodol ogy. |t happened in ER-2016-0285.
That's a rate case. Happened May 3rd, 2017 when that
order was issued. And guess what? KCPL was al so at
the table. Guess what? A and E was al so being
di scussed. CGuess what? Detail ed Base, |nternediate,
Peak net hodol ogy was al so bei ng di scussed.

And the Comm ssion evaluated and it's --
the situation -- | guess thisis alittle bit
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di fferent because now we have a reduction, but the
Comm ssion found that in ternms of the nethodol ogi ca
differences, it preferred the BIP. It preferred the
Base, Internedi ate, Peak nethodol ogy and it gave quite
a few reasons.

Again, there are trade-offs, but they did
provi de reasons. |If you go to that order, at page 50,
paragraph 134, that's where you'll start to see the
good stuff, the juicy stuff, the stuff you want. The
Conmm ssi on described the BIP as the best study at
recogni zing disparity in cap-- capacity and fue
costs.

Conmi ssi on went on and described the
nmet hod, it's unique, recognizing the trade-offs that
exi st between the cost of installing a plant, the
generation capability of a plant, the cost of
obtaining energy fromthe plant. And they al so
recogni ze that unlike other nethods, the BlIP nethod
nost reasonably assunes that sonme plants are going to
run virtually all year-round; those are your base
plants. Sone will be part of the year; those are your
internmediates. Sone will be run rarely; those are
your peaks.

Now, the Comm ssion expl ai ned al so that

this nethod was the best to account for SPP. And they
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cane to that conclusion by reasoning that
participation in SPP results in price signal stacking
In a manner consistent with those experienced by a
utility with a generation fleet that includes the

rel ati ve anount of each Base, Internedi ate, Peak
generating units in the NARUC nmanual .

I n conparing these two net hods, | think
|'ve said earlier Dr. Pavlovic did opine on each of
them He -- he noticed actually there -- you know,
there's good things and bad things about both. One of
the things that he testified on that OPC has changed
their position on is AM neters.

We actually think that rather than
ordering a reallocation of AM neters in this case,
whi ch you could, Dr. Pavlovic's testinony shows that
it's possible that there m ght be an over-allocation
of nmeters to certain industrial custoners. But rather
than address this potential over-allocation, we're
recommendi ng in the next class cost-of-service study
the Commi ssion order that it be addressed in that
st udy.

So in addition to Dr. Pavlovic, of course
we have Dr. Marke. You're both famliar -- or all of
you are famliar with him He's a Ph.D. |evel of

education. W have two doctors as w tnesses today. |
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encourage you to ask Dr. Marke questions. He's OPC s
chief economst. He's a big picture thinker,

di sti ngui shed background and he puts in trenendous
hours over and above the call of duty. And he does it
to ensure the public interest is served. And | know
you think I"'mjust puffing himup, but literally
weekends and nights, he's -- he's working.

Al so, we have Dr. Karl Pavlovic. He has
33 years of experience as a consultant. He's an
expert witness. He was educated at Yal e, educated at
Purdue. He also has extrenely conpetent and extrenely
high qualifications. He's testified before FERC
Maryl and, Hawaii, Mssachusetts, Illinois, Kansas, New
Jersey, Pennsylvania, New Hanpshire, Maine, Louisiana,
Del aware, North Dakota, D.C , California, Alberta
Canada, kind of all over the place. And we are really
grateful to have himhere with us today and on behal f
of ratepayers today. And we would ask the Conm ssion
that if you have questions, this is -- this is a great
person to ask themto.

Now, as | said at the beginning of ny
openi ng, this Conm ssion has the power to do justice.
They need to have rate reductions for all classes to
do justice. That's what we envision success to be.

That's what we envision justice to be.
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But at least in the current position of
M EC and MECG -- | don't know if it mght change to
sonet hi ng nore reasonable today in their opening
statenent, but at least in their position statenent,
they actually want a residential rate increase for
KCPL. Even with 20 -- 21 mllion dollars of potentia
reducti ons.

And they al so present the case for a
residential rate increase in a way that | would argue
Is out of context. It is inconplete because it
doesn't show t he advantage that sone of their clients
get. I'll give you seven reasons why.

First, residential custoners and SGS
cust onmers subsidi ze industrial custoners and they do
t hat because industrial custonmers opt out of MEElIA
They don't pay. Quess who does? SGS and residenti al
cust oners.

Second, SB 564. It's newbill -- or it
becane enacted now, so it's actually |aw as of the end
of August. And I think we have one utility who's

al ready given notice they want to take advant age of

sone of those provisions; Aneren Mssouri. But this
bill also gave sonme -- sonme good stuff for
industrials. It provided discounts for new | oad,

which is a good thing for industrials.
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And it also insulated them There's a --
there's a 2 percent cap. And if that cap goes over
2 percent, the custoner classes that pay for that
excess are all of the other custoner classes. So
industrials, if it goes over 2 percent, all the other
excess gets spread around to all the other custoner
classes. So that's a good thing. That's a good thing
they have going for them And | don't know if you'l
hear that today in their testinmony. | don't think it
was t here.

Anot her thing, industrials are getting a
decrease if you go with the OPC approach. Industrials
are getting a decrease if you go wth the Staff
approach. Industrials are getting a decrease if you
go with the Conpany's approach. And the difference is
they want nore. They want nore. Mre and nore and
nor e.

They al so present EElI data, and the
Conpany referenced EElI data. WlIl, data is nothing
wi t hout context explanation. | would encourage you to
read pages 22 through 26 of Sarah Lange's Rebutt al
Testi nony. She provides that -- the context you need.
And al so again, Dr. Marke and Dr. Pavlovic are
avai l able to opine on why that information is in

need -- desperate need of context.
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The fifth, as |'ve said before, GVO
There's a problemw th the data. W don't have a
conplete set of data to reliably provide a cl ass
cost-of -service recommendati on. At |east that was the
Staff's opinion in their testinmony. At this point, it
I's not adequately addressed by the industrials and so
they would prefer cost allocations other than an equal
percentage. That failure is not contained in OPC s
reconmendat i on.

Si x, tax cuts. Corporations have
received tax cuts. Businesses have received tax cuts.
And they've done so at greater |evels than
residentials. So in addition, now we have a case
about tax cuts. In a case where one of the primary
drivers of the reduction is tax cuts and you have
ot her custoner classes that want to doubl e recover.

Not only did they get their -- their tax
recovery greater than the individual taxpayer, but now
they want to take away the reduction that could flow
through this case. And that sanme point can be said
for state tax reform Corporations are set to get a
6.25 to 4 percent reduction starting around the end of
20-- or the begi nning of 2020.

And nmy seventh and final reason -- thank

you for sticking with nme. | knowthis is a |lot, but
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Il -- 1 could go on. Believe ne, I'"'mtrying to help
you out here.

The seventh reason is that commercial and
I ndustrials can, at the end of the day, pass on costs.
Residential custonmers sinply can't do that.

So in sunmary, success for the OPC,
success for the Comm ssion, success for all the
parties in this case should be a rate reduction for
all cases -- or for all custoner classes.

And right before I conclude, | think it
shoul d be noted that there is a petition going around.
As a custoner advocate, | have to |l et you know about
this. M. Detrich let you know about it in her
testinony. Dr. Marke let you know about it in his
testinony. The petition has around 65,000 custoners
who are asking Mayor Sly Janes, Senator Blunt, Senator
McCaskill, Representative C eaver, they're all saying
what's going on? Wy do we keep getting rate
I ncreases? Please audit this conpany. Wat's going
on here?

And | believe there's -- there's actually
a separate petition, which was referred to in
Ms. Dietrich's testinony. It actually calls upon this
M ssouri Public Service Comm ssion to do sonething.

So this is a rare opportunity for this
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Commi ssion to do justice for these residentia
custoners. This is a rare opportunity. And that
shoul d be respected. And Ceoff Marke's testinony has
sone of the communications. W've -- we've received a
| ot of commrunications, and |I'd encourage you to read
sone of those e-nmails. Sonme of themare -- are kind
of heart breaki ng.

Agai n, at the beginning of nmy opening
|'ve asked for justice, a rate reduction for al
cl asses. W believe the best way to do that is an
equal allocation across custoner classes, or in the
alternative, you can do an equal allocation to GVO and
go wth Staff's nethodol ogy for the KCPL. Thank you.
The decision is in your hands and | stand ready for
any questi ons.

JUDGE PRRDAN. M. Smth, thank you

Any Bench questions?

Al right. Thank you very nuch.

OQpeni ng from MECG

MR, WOODSMALL: Good norning. David
Wodsmal | on behalf of the M dwest Energy Consuners
G oup. I'mhere today to speak about the single nost
i nportant issue to the large industrial and commerci a
custoners in this case; the class cost-of-service

study, the allocation of revenues and the elimnation
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of the residential subsidy in this case.

As nost of you know, M dwest Energy
Consuners Goup is the primary representative of
busi ness interests before the PSC and t he Gener al
Assenbly. In this case, MECG nenbers total 31 |arge
comrerci al and industrial custonmers of KCP&L/ GMO.
They use approximately 1.5 billion kilowatt hours a
year fromthese utilities and enpl oy over 40, 000
i ndi viduals on the west side of this state.

We're tal king about industrial custoners
| i ke Tyson Foods; Cargill; Central Plains Cenent;
Nucor L&P; hospitals like North Kansas City Hospital,
Li berty Hospital and Bothwell Hospital; casinos |ike
Ameristar Casino and Isle of Capri; Bioethanol
conpani es |i ke Show Me Et hanol and M d-M ssouri
Energy; and breweries |ike Boul evard Brewing. Al
t hese conpani es ask you to set cost base rates and
elimnate the residential subsidy.

Now, the Conm ssion is probably used to
nme standing before it and taking positions that are
contrary to the utility. 1'mpleased to say today
that's not the case. KCP&L and its custoners have
agreed to a rate reduction. The remaining issue is
how do you allocate that rate reduction between the

vari ous cl asses.
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On this issue, the industrial custoners
and the utilities are in conplete agreenent. @G ven
the unconpetitive-- unconpetitiveness of KCP&L'Ss
i ndustrial rates, both KCP&L and the industrials agree
that nore revenues should be i nposed on the
residential class.

Now, | want to be very clear before I go
any further. The following slides are going to | ook
like that |I'mbeing very critical of KCP& and its
industrial rates. It is not ny intention to be
critical of KCP&L on this issue. As | wll
denonstrate, KCP& has acknow edged the probl em
KCP&L has proposed steps in this case to start us on a
solution. So it's not KCP& with the problemin this
case. |It's the other parties that don't want to
elimnate the residential subsidy.

Now, | will agree with OPC on one thing
here. This is a rare opportunity to do justice. A
rare opportunity. You have a rate reduction. How do
you want to use the rate reduction? Do you want to
give it back to residential custoners even though by
nost -- by virtually all nmeasures, we know t hat
KCP&L's rates are unconpetitive? O do you want to
use that rate reduction to bring about cost base

rates, send proper price signals, and take care of
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i ndustrial custoners that are | eavi ng?

Inits Direct Testinony, KCP&L
speci fically acknow edged the problens associated with
its industrial rates. M. Lutz admts, quote, The
fact that the Conpany's industrial rates at face val ue
do not conpare well with other locations is difficult
to debate, end quote.

MEC s witness, M. Brubaker, provides
nore color to this concern. As M. Brubaker points
out, from 2005 to 2017, KCP&L's industrial rates have
i ncreased by 91 percent. This conpares to an overall
i ndustrial rate increase for the Mdwest group of only
34 percent. It's not surprising when your industri al
rates go up three tinmes faster than in -- then the
M dwest group over the course of 12 years, you're
going to have a problem and that's where we're at.

This is hard to see. It's in your chart.
But M. Brubaker provides nore color to this. He went
t hrough and | ooked at the rates for 41 M dwest
utilities. And what did he find? O those 41 M dwest
utilities, KCP&L's industrial rates are the sixth
highest. Utilities in Kansas, Cklahoma, Arkansas,
lowa, Illinois all have lower industrial rates. All
are providing greater opportunities to industrial

custoners to cone there and | eave M ssouri.
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In an Enpire decision that nost of you
Conmmi ssi oners renmenber from 2015, the Conm ssion
expressly discussed the inplications of unconpetitive
i ndustrial rates. |If industrial rates stay
unconpetitive, it becones difficult for the area to
attract or retain industrial custoners. Wiile this
becones a problemfor area enploynent, it also becones
a problemfor the electric rates of all the remaining
cust oners.

Wiy is this? As the Conmm ssion
recogni zed, eventually these industrial custonmers wll
| eave and those costs will now be spread anongst a
much smal l er nunber of billing determnants. As a
result, industrial custoners |eave, enploynent
declines and residential rates will necessarily
increase. It may seemlike a worthwhile goal to keep
residential rates |ow at the cost of industrial
custoners, but that will eventually cone back to bite
you.

The Commi ssion had this exactly right in
the Enpire decision. W're seeing it playing out
here. As the evidence in this case denonstrates, once
KCP&L industrial rates started to increase and becone
unconpetitive, KCP&L's industrial custoners started to

| eave. As M. Brubaker nentioned, over the past
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12 years, KCP&L's rates have gone up three tines the
M dwest average. At the sanme tine that the rates were
goi ng up, industrial custoners were |eaving. Since
2006, over 17 percent of KCP&L's industrial base has

| eft the system

Wil e residential custoners nmay file
coments or, as M. Smth tal ked about, may do
petitions and show up at | ocal public hearings,

i ndustrial custoner sinply wave good-bye as they | eave
the state.

And for any of you that have worked on
econom ¢ devel opnent issues in the General Assenbly or
in the Governor's office, it is tough to attract these
custoners once they leave. Inevitably you will throw
mllions of dollars at industrial custonmers and they
will sinply | eave you hanging at the alter when they
go to another state. The noral of the story, don't
ever let these industrial custonmers leave in the first
pl ace. And how do you do that? By setting cost based
rates for them

The | ost of industrial custoners is not
sinply the smaller industrial custoner. |In KCP&L's
case, it's its largest industrial custoners, the
backbone of the KCP&L industrial base. As this chart

shows, KCP&L has been able to replace its custoners in

TI GER COURT REPORTI NG LLC 119
WAV TI GERCR. COM  573. 999. 2662



© 00 N oo o b~ wWw N PP

N D N N NN P B P P P PP PP
a A W N P O © 00 N O 0o A W N —, O

ER-2018- 0145- 0146

its small and nmedi um general service rate cl asses.
You actually see percent increases there in the nunber
of custoners.

In the past 12 years, however, KCP&L has
| ost 20 percent of its |arge general service rate
class and 36 percent of its |large power rate class.

Ef fectively, KCP&L is swapping out high | oad factor
custoners with low | oad factor custonmers. W're
seei ng exactly what the Commission said in the Enpire
case. These custoners | eave and you will have smaller
billing determinants and you're going to have higher
residential rates because of short-sighted decisions

now. Frankly, we are at a tipping point here.

Eventually KCP&L will lose all of its high |oad factor
custonmers who will | eave for greener pastures.
Now, | don't want to | eave you with the

i npression that sinply fixing KCPL's industrial rates
Is the solution to all of the Kansas City area
econom c devel opnent problens. As M. Brubaker points
out, KCP&L's rates -- industrial rates are not the
only problem but they are certainly, quote, a
contributing factor.

In his testinony, KCP& Wtness Sullivan
tal ks about the inportance of retaining these high

| oad factors custoners as wel|. Much as the
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Conmmi ssion recognized in its Enpire decision, the
presence of these high |oad factor industrial
custoners do not sinply assist with jobs and

I nvestnment. They also increase the utility's overall
ef ficiency and reduce costs for all custoners.

So why am | nentioning the unconpetitive
nature of KCP&L's rates in this part of the case?
There are three parts of the case. There's the
revenue requirenment, how much of a rate change shoul d
the overall utility get. The second part is once you
know how nmuch of a revenue change, how do you all ocate
t hat anongst the custoner classes? Then once you know
how nuch each custoner class gets, how do you design
the rates to lead to that? W're in the second and
third parts of the case. W know what the revenue
requi renment is. How do we allocate that?

So what gui dance do you have on
all ocating revenues in this case? The best tool for
gui di ng your decision on revenue allocation is the
cl ass cost-of-service study. This study attenpts to
take every piece of cost revenue and investnent of the
Conpany and allocate it in a |ogical manner to the
various custoner classes.

G ven the anmount of investnent that a

utility has in its generating station, the allocation
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of the investnent in production plant is by far the
bi ggest issue of class cost-of-service study.

In this case, you have been presented two
cl ass cost-of-service studies to help guide you with
your determnation. As | nentioned, KCP& and the
I ndustrials are in agreenent on this; the A and E
met hodol ogy. Based upon that cl ass cost-of-service
study, KCP&L and the industrials agree that the
residential rates are about 17 and a half percent
bel ow their actual cost-of-service. As a result,
| arge general service rates are about 12.4 percent
above cost-of-service and | arge power rates are about
10 percent above cost-of-service.

On the other hand, as you can see here,
Staff relies upon an archaic nethodol ogy called the
Base, Internedi ate, Peak nethodol ogy for allocating
this generation investnent. Based upon this faulty
net hodol ogy, Staff actually shows the exact opposite
scenario; that residential custonmers instead of a rate
i ncrease, should get a rate decrease.

And believe it or not, despite the
unconpetitiveness of rates, Staff's nethodol ogy
actually says | arge general service and | arge power
shoul d get rate increases. They want to doubl e down.

The disparity is not limted to KCP&. We see the
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sane phenonenon on the GVO si de.

Wil e both GVO and the industrials
provi de evidence of a residential subsidy, Staff's
net hodol ogy shows that residential rates are again
bel ow costs and that industrial rates should see a
rate increase as a result of this case.

Clearly, the differences between the
Staff BIP and the A and E net hodol ogy used by KCP&L
and the industrials lead to radically different
outconmes. The magni tude of the KCP&L residenti al
subsidy is certainly disconcerting. Effectively 1 out
of every 10 dollars that a | arge power custoner spends
Is used to keep residential rates low. One out of
every 8 dollars that a | arge general service custoner
spends is used to keep residential rates | ow.

The ot her disconcerting part isn't just
the magnitude. 1It's how fast this residential subsidy
Is grow ng. According to M. Brubaker's testinony in
the last three cases, the residential subsidy has
grown from 2014 when it was 11.2 percent to now 17 and
a half percent. |In barely three to four years, you've
seen the residential subsidy al nost increase
50 percent.

Over the sane period of tine, the

I ndustrial percentage over cost has grown too. The
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i ndustrial rates in 2014 were just shy of 5 percent
above costs. Now they're 10 percent above costs.

So why do the BIP and A and E approaches
| ead to such radically different outconmes? You'll see
much made of this in M. Brubaker and M. Sullivan and
M. Lutz's testinony. |In order to understand the
answer to this question, you nust understand how the
Bl P met hodol ogy i s designed and how the costs are then
al | ocat ed.

As the w tnesses describe it, the
fundanental basis of the BIP is that KCP&L's
generating units can be assigned different purposes;
ei ther base load, internediate or peaking. Once it is
classified into one of those three buckets, those
buckets are then all ocated between the various
custoner classes. And inportantly, the biggest
bucket, the base | oad investnent, is allocated
entirely on the basis of class energy usage.

As M. Brubaker points out, however, by
al l ocating base | oad investnent entirely on the basis
of energy, the BIP nethod fails to give any
consi deration as to when the usage occurs or how
efficiently the custonmer is using the electricity,
known as the custoner's |oad factor.

As | nentioned, unlike the produ-- the
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ot her production allocators, the BIP nethodology is
very subjective. The analyst |ooks at the various
units and assigns it to buckets. Very subjective.
The BIP swings entirely then on how the an-- the
anal yst assigns these units to the various buckets.
This subjectivity can cause a great deal of variance
i n the nmethodol ogy and we're seeing it here.

Because of this subjectivity, we have
seen great swings just since the last case. |In the
| ast case, the Staff allocated 53 percent of
production investnent on the basis of energy.

53 percent. Now, less than two years | ater, because
of the subjectivity, Staff now all ocates 80 percent of
all this investnent on the basis of energy. You

shoul dn't see those kind of radical swings in your

cl ass cost-of-service study. But we see it in the BIP
because of all the latitude it gives the anal yst.

KCP&L' s testinony provides a great
di scussion as to how this problem cane about. As
KCP&L points out, Staff attenpts to first assign the
various generating units first to the base |oad unit
bucket. Once that bucket is filled up, then it
assigns unit to the internedi ate peak -- the
i nternedi ate bucket, and finally to the peaking

bucket .
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As KCP&L W tness Lutz points out,
however, the nost econom cal; generation in KCP&L's
fleet is its wind energy and renewabl e i nvest nent.
It's the nost economical. It's the stuff that's
running all the tinme. Wy doesn't it get assigned
first? Staff doesn't do that. |Instead, Staff
strangely | eaves those units out when assigning the
various units. As a result, the nore expensive
i nvestnent is pushed into the base | oad bucket and so
forth.

As M. Lutz concludes, quote, Staff's
deci sion to not include Conpany-owned renewabl e
generator plant in allocator devel opnment allows the
plants with higher costs to be noved |lower in the
stratus, skewing the allocator. That's KCP&L telling
you. The Staff nethodol ogy is being used w ong.

M. Sullivan of KCP&L provi des even nore
di scussi on. Because Staff has failed to include
renewabl e i nvestnent in the base | oad bucket, nore
expensi ve investnent is treated as base | oad
I nvest nent even though it does not resenble what we
woul d think of as base | oad.

For instance, M. Sullivan points out
that La Cygne 1 is treated as a base load unit. Now,

base |l oad unit is generally sonmething that operates
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all the tinme. La Cygne 1 is treated as a base | oad
unit, but it only has a capacity factor in Staff's

net hodol ogy of 35 percent. This isn't base | oad.
W're still -- La Cygne 2 is treated as base | oad even
though it has a capacity factor of only 26 percent.

Because Staff has failed to assign the
renewabl e energy, all this internedi ate generation is
bei ng pushed into the base | oad bucket and all ocated
on the basis of energy. That's why we're seeing the
SW ng since the | ast case.

The problemisn't limted solely to the
classification of units as base | oad that do not
resenble such units. It has also been seen in
internmedi ate units. For instance, Hawthorn 6 through
9, which has a capacity factor of only 2 percent, is
being treated as an internediate unit. That's a
peaking unit if |'ve ever seen it. But because of
Staff's nethodol ogy, it's being pushed |lower in the
strata, as M. Lutz said, and being treated as an
i nternmedi ate unit and being di spatched nore on the
basis of energy to the high | oad factor custoners.

The subjectivity of the BIP nethodol ogy
has caused trenmendous sw ngs since the | ast case and
covered up the residential subsidy that clearly exists

in KCP&L's rates. So earlier | provided you the end
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results of the overall class cost-of-service study.
That was how many dol | ars shoul d be shifted between
the various cl asses.

Here I'm goi ng to show you what is the
result of just the BIP; how does it assign the
production investnent. On this side, | show you under
KCP&L an-- under KCP&L's A and E nethod and Staff's
BIP. You can see now why Staff's nethodol ogy covers
up the existence of a residential subsidy. Wile
KCP&L' s net hodol ogy assi gned 42. 29 percent of
generation plant to the residential class, Staff's
net hodol ogy only assigned 35 percent to the
residential class.

Now, this m ght not seemlike nuch, but
we're tal king about the allocation of 10 billion
dollars in production plant investnent. You shift
1 percent, it's going to cause trenmendous swings in
rates. And that's what Staff's nethodol ogy does.

Magi cal ly the existence of a residential subsidy
di sappears.

In addition to its subjectivity and heavy
dependence on cl ass energy usage for allocating
generation plant investnment, KCP&L's evidence al so
shows that Staff's BIP nmethodology is archaic. His--

and you need to understand this. This is going back
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before some of you were here.

Historically, utilities nmet their energy
needs entirely based upon their own generating units.
Ener gy usage was going up, they had to go out and
buil d another unit. And dependi ng on how t hey
forecasted things, it mght be a base |oad, an
intermedi ate or a peaking unit. But it was all net
t hrough internal resources.

In 2014 -- so it was easy under that
scenari 0. You knew how the units were being
di spat ched and the economic order. You could | ook at
it and say wow, Wlf Creek is a base load unit. Ww,
latan is base load unit. Ww, La Cygne is operating
as an internediate unit. It was easy because it was
all being nmet by this fine box of units avail abl e.

In 2014, this all radically changed. In
2014, the Sout hwest Power Pool devel oped the
I ntegrated nmarketplace. Now KCP&L is not limted to
neeting its energy needs solely through its own units.
It can go to the marketplace, just |like the Wal-Mart
of electricity. You go to the marketplace, you buy
your electricity.

So KCP&L under that, now sells all its
electricity into the marketplace, buys all its

el ectricity out of the marketplace. No |longer do we
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see the distinctions between base |oad, internediate
and peak. |It's all a fungible product now.

And KCP&L tal ks about this. As KCP&L
Wtness Lutz points out, quote, | continue to believe
based on the operation of units resulting fromthe
i npl enentation of the SPP integrated marketpl ace, that
t he Conpany cannot accurately segnent its generating
plants into the Base, |Internedi ate and Peaki ng strata.
That's KCP&L saying it can't be done anynore.

But Staff does it. The BIP is also
flawed in that it inproperly fails to consider the
need to neet capacity. It only considers class energy
usage. As | nentioned, Staff's BIP assigns production
i nvestnment -- 80 percent of it entirely on energy.
What's the inplicit assunption there? If we're
assi gning 80 percent based on energy, is peak denand
being net by only the other 20 percent? That doesn't
make any sense.

As KCP&L and M. Brubaker agree, all
plants contribute to neeting peak denmands. And the
failure to allocate fixed costs associated with base
| oad plants on a neasure of peak demand produces a
hi ghest result that over-allocates costs to high | oad
factor custoners.

You need to consider capacity. Just |ike
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the utility considers it when it decides to build, you
need to consider capacity and neeting peak demand, not
sinply energy.

So we' ve tal ked about all these flaws.
Gven this, it should not surprise you that the BIP
nmet hodol ogy has been universally rejected. As
M . Brubaker points out, the BIP nethodol ogy is,
quote, infrequently seen in regulatory proceedi ngs,
end quote. KCP&L's Wtness Sullivan, with al nost as
many years, agrees. | have never used and have never
seen the BI P nmethodol ogy used to all ocate production
costs, end quote.

O her than M ssouri, the only state in
which | am aware that BIP was ever used was for KCP&L
I n Kansas. And given that KCP&L, Staff and the
i ndustrials in Kansas have all rejected it in the
current case, the BIP in Kansas is on |life support.

G ven that the BIP over-all ocates plant
i nvestnment to the industrial class and recogni zi ng
that no other state uses this archaic nethodol ogy, it
pl aces Kansas City area industrial custoners at peril.
As Wtness Sullivan for KCP&L points out, KCP& will
be at a conpetitive di sadvantage in attracting and
retaining industrial |oads. And we've seen it. Their

i ndustrial custoners are all |eaving in droves.
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So what is KCP&L's concl usion regarding
Staff's nethodol ogy? M. Sullivan points out that,
guote, Staff's methodol ogy produces a result that
makes no sense at all. He continues to note that,
quote, it is totally unreasonable to use an all ocation
net hodol ogy that is so volatile, end quote.

Now, the proponents of the BIP have one
ship that they will continue to hammer on. And you
heard M. Smth talk about it today. In the |ast
case, the Comm ssion adopted the BIP. Now, | take
blanme for that. The |ast case, as you'll recall, was
sinply about the nerits of the BIP versus the A and E.
| didn't litigate that case right. You didn't hear ne
before you tal ki ng about the unconpetitiveness of
KCP&L's rates. You didn't get any evidence there
about which other states used it. You didn't get any
evi dence about how qui ckly industrial custonmers were
| eavi ng KCP&L's system Now you're getting the rest
of the story.

So | would tell you, don't rely upon what
you did in the |last case because you did it in a
vacuum because | didn't give you all the necessary
information. You're getting it in this case.

The other thing you didn't have in the

| ast case, you didn't have KCP&L standi ng before you
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bangi ng the table saying, W have a problemw th our
industrial rates. You're getting all that in this
case.

G ven the nunerous problens with the BIP
nmet hodol ogy, let's |look at the other alternative; the
A and E nethodology. First, unlike the BIP, the A and
E has been widely accepted. |In Mssouri and Kansas,
the A and E net hodol ogy has been relied upon by all
the electric utilities. Ameren uses it routinely.
KCP&L now uses it in Mssouri and Kansas. Westar uses
it in Kansas. Enpire uses it. Al the utilities wll
tell you that BIP doesn't work, we're using the A and
E. So rely upon the utilities that actually build
their system and know what to | ook at when buil di ng
the system

The net hodol ogy has not only been relied
upon by electric utilities. |It's relied upon by
virtually every state utility comnm ssion in the
Mdwest. Here's a citation to the |Iowa Conm Ssion
adopting the BIP. The Louisiana decision states that
it i's, quote, appropriate to allocate the rate
I ncrease under the Average and Excess net hod proposed
by GQulf States Power. The Okl ahoma Conmm ssion agreed
that the A and E nethodol ogy is nost appropriate. The

Texas Conmmi ssion al so agreed the continued use of the
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A and E allocator is the nost reasonabl e net hodol ogy
for allocating production anong cl asses. The Col orado
Conmm ssion has a, quote, |ong-standing precedent of
acceptance of the A end E by this Conm ssion.

Clearly then, given that all the
utilities and all the other states use the A and E,
why woul d you use the BIP and put your industri al
custonmers at further risk? | pointed out earlier that
the BIP relies primarily on energy. M. Brubaker w |
tell you the A and E -- one of the beauties of it is
it not only | ooks at energy, it |ooks at capacity.
M. Brubaker and M. Sullivan can explain that in
great detail.

Gven all this, what is our position?
First off, reject the BIP. Let's get that put aside
forever and ever. And let's make industrial custoners
nore conpetitive. Specifically, we ask you on the
KCP&L side to elimnate 25 to 50 percent of the
residential subsidy. For those of you that were
around for the Enpire case, you agreed with nme. You
elimnated 25 percent of the residential subsidy in
that case. Let's do it again.

What does that nean here? Elimnation of
25 percent of the residential subsidy would cause a

shift of 4.4 percent to residential custonmers. Now,
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that may seema lot, but you're talking in the context
of a 2.39 percent rate reduction. So if you shift 4.4
on top of that, residential custonmers would be getting
out of this case with only a 2 percent increase.

You're -- this is a golden opportunity.
You have the opportunity to use the rate reduction
given to us by Congress to fix this problem You
won't want to do it -- if you're |looking at a case
when KCP&L's getting an 8 percent increase, are you
going to want to thrust nore on residential custoners
then? This is the golden opportunity to do it.

W see the sane thing on the GVO case.

We ask you to elimnate 25 to 50 percent of the
residential subsidy in that case, but the problemis
even better there. W're talking a 3.22 percent rate
reduction. You can elimnate 50 percent of the
residential subsidy -- 50 percent -- and still give
residential custoners a .1 percent rate decrease. You
can get rid of over half of it.

The other issue I'll go through real
quickly is the LGS/LP rate design. Wat M. Brubaker
will tell you in regards to this is it's inportant how
you collect costs in rates. |If you have a fixed cost,
you want to nake sure you collect it in the sane

manner that it is incurred. You collect fixed costs

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM  573. 999. 2662

135



© 00 N oo o b~ wWw N PP

N D N N NN P B P P P PP PP
a A W N P O © 00 N O 0o A W N —, O

ER-2018- 0145- 0146

on a per KWbasis. Simlarly, you collect variable
costs in a variable basis, on a usage basis, on a per
KWh basi s.

What we see is a probl em where we have
fixed costs being collected through energy charges.
KCP&L -- the LP energy charge is 2.5 to 2.7 cents.
The KCP&L -- and the evidence shows that their
variable cost is only 2.1 to 2.2 cents. This
differential, which you're collecting through energy
charges, it was a lot of demand cost. This is bad for
hi gh | oad factor custoners within the cl ass.

So we ask you to take steps to fix the
rate design. M. Brubaker spells this out nore at
page 32 of his Direct Testinony. It's in ny position
statenent. You' ve done the sane thing in several
ot her cases and |I'd ask you to do it here.

Real quick, M. Smth went through seven
things that he thinks should mtigate agai nst any
decision to use the A and E© Mst of this amounts to
whi ni ng about what Congress and the CGeneral Assenbly
has done. M. Smth says you should use the BIP
because industrial custoners should -- can opt out.
That's sonething the General Assenbly did.

But even if industrial custoners can opt

out, we are not getting the benefit entirely of

TI GER COURT REPORTI NG LLC
WAV TI GERCR. COM  573. 999. 2662

136



© 00 N oo o b~ wWw N PP

N D N N NN P B P P P PP PP
a A W N P O © 00 N O 0o A W N —, O

ER-2018- 0145- 0146

residential custonmers doing MEEIA  |Industrial
custoners have been doing energy efficiency for
30 years. And residential custoners were the ones to
benefit fromthat.

M. Smith then conpl ai ns about SB 564.
Agai n, sonething the General Assenbly did. And while
It does provide for sone discounts, you need to
under stand what that does. Those discounts are
designed to attract customers to KCP&L's service area.
But it's a short-termfix. Those discounts alone are
not going to attract many custoners. Until those
custonmers know that not only do we get the short-term
fix, but that this Conm ssion is dedicated to cost
base rates, they're not going to cone for just a
five-year enticenent. They need to see cost base
rates in the long term

M. Smith tal ks about GVO problens with
data. |'ve been doing this for 26 years and | can
tell you the one universal truth. |[|'ve done rate
cases in eight or nine states. The one universal

truth is to those receiving a subsidy, it's never a

good tinme to get rid of the subsidy. It's always the
rate increase is too nuch. It's always custoners are
conplaining. |It's always there's a problemw th data.

In the last GMO case, it's we're doing
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t he consolidation; we can't do it now. In this case,
it's we just finished the consolidation; we can't do
it now There is a plethora of -- of argunents to be
made as to why you shouldn't get rid of the rate
subsidy. This is the right case to do it. You have a
rate decrease. Use it to take care of the industrial
custoners and rates -- make rates nore cost based.
Thank you.

JUDGE PRIDA N:.  Thank you. Any Bench
guestions?

COMM SSI ONER HALL: No questi ons.

JUDGE PRRDAN: Al right.

M. Wodsnal |, thank you.

Openi ng on behalf of M EC

M5. ILES: Good norning. My it please
the Conmission. M nane's Carole Iles. I'mwth the
| aw firm Bryan Cave Lei ghton Paisner, and |'m here on
behalf of the MEC, the Mssouri Industrial Energy
Consuners, which is a non-profit corporation that
represents the interests of industrial consuners in
M ssouri utility matters.

As you know, we filed a joint statenent
of position with MECG so |I'mnot going to repeat
everything that M. Wodsmall said. ['mgoing to
maybe hit sone high points and be hopefully very brief
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here in reiterating and echoi ng sone of the points and
bringing up a few things that we think are inportant.

We are presenting testinony. W have
pre-filed testinony in this case and our wtness on
the issue of class cost-of-service and non-residentia
rate design is Maurice Brubaker. M. Brubaker's here
this norning to testify. He has appeared before the
Commi ssion in many cases. He's an experienced and
respected expert on utility rate issues.

M . Brubaker's educational background
i ncl udes a Bachelor's Degree in electrical engineering
fromthe University of Mssouri. He also has an MBA
and a Master's Degree in engineering from Washi ngton
Uni versity. And the testinony we're presenting
describes in detail in Exhibit A M. Brubaker's work
experience. He has studied, analyzed and provi ded
testinony on issues related to electric, gas and water
utilities since 1970. So if you're doing math real
qui ck, that's 48 years of experience in this area --
in the area of public utility regul ation.

He has appeared before the FERC, the
Federal Energy Regul atory Conmi ssion, in matters as
wel | as the regul atory conm ssions of 33 different
states and the US territory of Guam | m ght add.

So with respect to cost-of-service,
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M. Brubaker's testinony, as you've already heard this
norni ng, we at M EC and M. Brubaker support the

concl usions of M- KCPL Wtness Thomas Sul livan.

M. Brubaker concluded that KCPL's cl ass
cost-of-service is reasonable and he relies on that
study in his testinony.

Both M. Brubaker and M. Sullivan
explain in their testinony that fixed production costs
shoul d be all ocated anong cl asses using the A and E or
Aver age and Excess approach, which properly bal ances
energy-rel ated costs and demand-rel ated costs. Al so,
A and E -- | want to enphasize again, | think you've
already heard it fromM. Wodsmall, but this is a
mai nstream net hod that is widely accepted and used
t hroughout the industry, which is always sonething
that | think this Conmm ssion takes into account when
wei ghing the testinony of experts.

The A and E analysis that is presented in
this case reveals that the cost-of-service is not
being fairly all ocated between classes under current
rates. Fairness, justice. W've heard about that
this norning. This is kind of the first time |'ve
ever been accused of being on the side of injustice in
a case and I'ma little put -- it kind of got ny

attention there.
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We don't think we're on the side of
Injustice. W are not on the side of injustice or
unfairness. Fairness in this case is not treating
everybody exactly the sane. |It's treating them based
on what they should be getting based on the
cost-of-service. Each pa-- each class should be
paying its owm way. That's justice, that's fairness
and that's what we're -- well, actually that's not
exactly what we're advocating. Wat we're advocating
IS noving towards justice, not noving away fromit.

M . Brubaker's testinony can be
sunmari zed by saying that adjustnents are required,
based on where we are now, to nove each class to its
cost-of-service. The rates for all classes of
custoners are currently so far fromthe
cost-of-service, that equity demands a significant
novenent toward the cost-of-service and the rates that
will be set in this case.

| agree with M. Wodsnmall's statenent
that this case gives you the golden opportunity to
nmove toward cl ass cost-of-service. And nore
specifically, as we've seen all kinds of nunbers up
here this norning already, the rates currently inposed
on industrial classes by KCPL and GVMO result in

i ndustrial custoners paying substantially nore than
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the cost of their service while residential class is
payi ng |l ess than the cost of their service.

This is an inportant issue obviously to
MEC, ny client, since MEC represents the interests
of industrial custoners, but it is also inportant to
the Conpany and to all ratepayers. Because in
addition to cost-of-service considerations, as both
M. Sullivan and M. Brubaker expl ained, there are
conpel ling reasons for ensuring that rates charged to
i ndustrial custoners are conpetitive.

And just to hit the two high points,

I ndustrial custoners have higher |oad factors that --
and, therefore, they -- by having themin the system
they increase the overall efficiency of the electrical
system And they usually, and in this case obviously,
do provide a |l arge anount of direct jobs as well as
indirect jobs in the econony.

But the current industrial rates charged
by KCPL are not conpetitive, as the evidence in this
case shows. W' ve already been over this this
norning, so | just restate that KCPL has the dubi ous
di stinction of having the sixth highest industrial
rates out of 41 Mdwestern utility service terr-- out
of 41 Mdwestern utilities in this area that he

conpared, that he included in his testinony.
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The increases that have been experienced
by -- the rate increases that have been experienced by
the KCPL industrial custoners also have far out-paced
those of other Mdwestern utilities.

So there is a problemhere. There is a
probl em and KCPL has | ost industrial custoners in
recent years. The nunber has declined by about
200 custoners since 2006. So this, again, underscores
the need to nake equitable adjustnents -- equitable,
fairness, that's what we're tal king about here -- to
KCPL's industrial rates based on a reasonabl e,
mai nstream net hod of neasuring class cost-of-service
and that is the position we're advocati ng.

In contrast to the wi dely accepted
mai nstream A and E net hodol ogy, the cl ass
cost-of -servi ce net hodol ogy used by Staff is outside
the mainstream And | did have several points | was
going to nmake on that, but | think they' ve already
been hammered on quite thoroughly by M. Wodsmall so
I will just skip to the end here and tell you that for
the reasons that we believe A and E is reasonabl e, the
detailed B-1-P nethod, or BIP -- I'mnot sure which
we're -- howwe're referring to it -- used by Staff is
not reasonabl e or nainstream

W' re asking you that you take Staff --
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or take the MEC and the Conpany approach here, the A
and E nethod. W' re asking that you reject Staff's

cl ass cost-of-service report and accept the Conpany's
proposed A and E allocation of costs.

And then based on this study, we ask that
you -- when you're setting rates, as M. Wodsnal |l
expl ai ned, recognize the disparities anong the
cust omer cl asses and nake adjustnents that -- we're
not saying nove all the way here, but go at | east
25 to 50 percent toward having rates reflect the true
cost - of - servi ce.

The final issue is -- so that's where we
stand on class cost-of-service. The other issue that
M. Brubaker's testinony covers is non-residentia
rate design. And it's a very specific proposal, which
| see we still have the slide up fromthe | ast
opening. And that's the -- that's what M. Brubaker
tal ks about in his testinony. |It's the LGS/ LPS
tariff.

W recommend that the tariffs applicable
to the Conpany's | argest custoners, which are the LGS
and LPS tariffs, be adjusted. And again, it's to
bring themin line with cost-of-service. These
tariffs consist of a series of charges differentiated

by voltage level -- it's fairly conplicated, but I'm
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just going to give you the real high view here.

At each voltage level, the rate consists
of a nunber of charges, including energy charges and
the -- those energy charges are then structured into
t hree bl ocks based on hours used. So what we are
asking at -- that in this case because there's going
to be a decrease in revenue, M. Brubaker recomends
that the energy charge associated with that third
block that's included in these tariffs, which is al so
call ed the high | oad factor block, be adjusted
commensurate with the revenue decrease. Thank you for
your consi derati on.

JUDGE PRIDA N:.  Thank you. Any Bench
questions? Al right. Thank you, M. Iles.

Openi ng on behalf of M ssouri Division of
Ener gy

MR, POSTON: Good norning. May it please
the Conmission. M nane's Marc Poston. | represent
the M ssouri Division of Energy.

What you' ve heard so far this norning has
been [imted to cost allocations. DE has not
sponsored a witness on this issue and to date has not
taken a position on this issue. But what we' ve heard
this norning from OPC, MECG and M EC gi ves us great

concern with how current rates are inpacting
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residential custonmers and with how they're inpacting
M ssouri's business custoners.

The departure of businesses fromthe
state and attracting businesses to the state is a
significant concern to the Departnment of Econom c
Devel opnent. So we ask that you carefully weigh the
evi dence you hear today, and to the extent possible,
I ssue an order that addresses all concerns and
supports the public interests.

DE has one wi tness on the unresol ved
residential rate design issue, which is being |unped
together with cost-of-service. M. Mrtin Hyneman is
our senior energy policy analyst and has pre-filed
three rounds of testinony on this issue.

M. Hyneman's famliar to the Conm ssion, having
testified on rate design and other issues nunerous
tinmes. He has an excell ent understanding of rate
design and the inportant policy considerations

i nplicated by designing rates.

When eval uating rate design, M. Hynenman
recommends four primary considerations: Efficiency,
affordability, gradualismand cost causation.
Regarding efficiency, a fixed nonthly charge such as
KCPL's and GMJ s custoner charges do not pronote

efficiency because they cannot be avoi ded by using
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| ess energy. The custoner knows they're going to pay
that nonthly charge regardl ess of whether they
i ncrease their efficiency and reduce their usage.

But including nore cost recovery in the
energy charge rather than the custonmer charge creates
nore opportunities for the custoner to see real value
fromtheir efforts toward energy efficiency. For this
reason, DE supports | ow custoner charges for KCPL and
GVO s residential custoners. The Conmm ssion has
consi derabl e discretion in setting a | ow custoner
charge and you can assure those charges are kept as
| ow as reasonabl e.

Anot her i nportant concept addressed by
M. Hyneman is gradualism which involves nmaking rate
desi gn changes in a fashion that provides a gradual
change for custoners rather than a significant change
that could create large bill inpacts. This is
especially inportant for |Iowincone househol ds served
by the conpanies. Lowincone tends to be |ow use, so
hi gher customer charges hit | owincone hardest.

And in regard to bill inpacts, we would
al so encourage you to consider bill inpacts and bil
i npact anal yses when deci di ng how to design rates.
It's easy to say we're going to adjust this rate or

tweak that rate without truly know ng how t hat change
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wi Il inpact custoners at varying usage | evels.

And the last thing I'd like to nention in

regard to rate design policy is custoner education.
We cannot enphasi ze enough the inportance of making
sure custoners are properly educated on why certain
rate desi gn changes have been nade and ordered, and
educati ng custoners on how t hose changes w || i npact
that custoner and their energy bills.

An educati on conponent should al so
provide the custonmers with an understandi ng of what
changes they can make to address any bill changes
caused by a rate design change. So we urge you to
order the conpanies to nmake custoner education a top
priority going forward. Thank you.

JUDGE PRRDA N: M. Poston, thank you.
Any Bench questions? Al right. Thank you.

Opening for Renew M ssouri .

MR OPITZ: Thank you, Judge. 1'll waive
nmy opening this norning.

JUDGE PRIDA N. Thank you.

This I ooks to be a pretty natural tine to
take a md-norning break. And I show the clock here
in the hearing roomshow ng 9:55 --

MR, FI SCHER.  Judge, could | ask -- I'm

sorry to interrupt.
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JUDGE PRRDAN:. Qite all right.

MR, FISCHER Could | ask the indul gence
of the Conm ssion? W've heard sone conpel ling
argunents on all sides today. |'mperceiving a little
bit of mddle ground. 1'd like to try to pursue that
in an extended break to see if there's a way that we
could get all the parties together.

JUDGE PRRDA N:  How nuch tine were you --

MR, FISCHER  Forty-five mnutes. Wuld
that do too nuch? W m ght be able to cone back
qui cker because --

JUDGE PRRDA N:  So until roughly 10: 457

MR, FI SCHER  That woul d be great.

JUDGE PRIDA N:  Any objection? Any
concern?

Al right. Then we will take an extended
break. We will cone back on the record at 10:45.
Thank you. W' re off the record.

(A recess was taken.)

(The hearing was adjourned.)
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