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 REBUTTAL TESTIMONY 

 

OF 

 

GEOFF MARKE 

EMPIRE ELECTRIC COMPANY  

 

CASE NO. ER-2016-0023 

I. INTRODUCTION  1 

Q. Please state your name, title and business address. 2 

A.  Dr. Geoffrey Marke, Economist, Office of the Public Counsel (OPC or Public Counsel), P.O. 3 

Box 2230, Jefferson City, Missouri 65102.   4 

Q. Please describe your education and employment background.  5 

A.  I received my BA in English from The Citadel, my MA in English from The University of 6 

Missouri, St. Louis, and a PhD in Public Policy Analysis from Saint Louis University (SLU).  7 

At SLU, I served as a graduate assistant where I taught undergraduate and graduate course 8 

work in urban policy and public finance. I also conducted mixed-method research in 9 

transportation policy, economic development and emergency management.  10 

 I have been in my present position with OPC since 2014 where I have been responsible for 11 

economic analysis and policy research in electric and gas utility operations. Prior to joining 12 

OPC, I was employed by the Missouri Public Service Commission (“Commission”) as a 13 

Utility Policy Analyst II where my primary duties involved reviewing, analyzing and writing 14 

recommendations concerning electric integrated resource planning, renewable energy 15 

standards, and demand-side management programs for all investor-owned electric utilities in 16 

Missouri. I also have been employed by the Missouri Department of Natural Resources (later 17 

transferred to the Department of Economic Development), Energy Division where I served as 18 

the lead policy analyst on electric cases. I have worked in the private sector, most notably 19 

serving as the Lead Researcher for Funston Advisory based out of Detroit, Michigan. My 20 

experience with Funston involved a variety of specialized consulting engagements with both 21 

private and public entities.   22 
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Q. Have you been a member of, or participated in, any work groups, committees, or other 1 

groups that have addressed electric utility regulation and policy issues?  2 

A.  Yes. I am currently a member of the National Association of State Consumer Advocates 3 

(NASUCA) Distributed Energy Resource Committee that shares information and establishes 4 

policies regarding energy efficiency, renewable generation, and distributed generation, and 5 

considers best practices for the development of cost-effective programs that promote fairness 6 

and value for all consumers. I also serve as a member on NASUCA’s Electricity Committee 7 

and Water Committee’s, each tasked with analyzing current issues affecting residential 8 

consumers.  9 

Q. Have you testified previously before the Commission?  10 

A. Yes. A listing of the cases in which I previously have filed testimony and/or comments 11 

before this commission is attached in GM-1.  12 

Q. What is the purpose of your rebuttal testimony?   13 

A. The purpose of this rebuttal testimony is to respond to the rate design direct testimony 14 

regarding:  15 

 Residential Customer Charge   16 

o Empire District Electric (“Empire” or “Company”) witness W. Scott Keith;  17 

o Missouri Public Service Commission Staff (“Staff”) witness Robin Kliethermes; and 18 

o Missouri Division of Energy (“DE”) witness Martin R. Hyman.   19 

 Proposed Interclass Revenue Shift  20 

o Company witness W. Scott Keith;  21 

o Midwest Energy Consumers Group (“MECG”) Kavita Maini; and 22 

o Staff witness Sarah L. Kliethermes. 23 

 Proposed Praxair Revenue Shift  24 

o Company witness W. Scott Keith  25 

 26 
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 Allocation of Energy Efficiency Costs 1 

o Staff witnesses Sarah L. Kliethermes and Robin Kliethermes; and   2 

o Company witness Nathaniel W. Hackney.  3 

 Demand-Side Management (DSM) programs   4 

o Staff witness Brad J. Fortson;  5 

o DE witness Martin R. Hyman.  6 

 Proposed Working Docket for Revised Block Rate Designs 7 

o DE witness Martin R. Hyman 8 

 Low-Income Weatherization Programs   9 

o Company witness W. Scott Keith; and  10 

o Staff witness Kory Boustead.   11 

Q. Please state OPC’s position on the proposed residential customer charge increase. 12 

A. OPC is recommending that the Commission maintain the current residential customer charge 13 

of $12.52. If there has to be an increase in rates, OPC advocates the increase be administered 14 

through the energy charge that places more control of the bill in low-income and fixed-15 

income households and does not penalize efficient, conservative and environmentally 16 

responsible ratepayers. Increased customer charges are an inequitable and inefficient means 17 

to address utility revenue recovery and subsequently reinforce future supply-side investment 18 

at a time of increasing costs. 19 

 Additionally, OPC is proposing that the Commission direct Empire to adopt a consumer 20 

protection disclaimer for any and all future rooftop solar purchases. This disclaimer notifies 21 

potential rooftop solar customers that their Photovoltaic (PV) Systems investments’ future 22 

payback periods are subject to the determination of the Commission through possible future 23 

rules and/or rate changes, such as increases to the customer charge or future fixed charge 24 

mechanisms (e.g., a future minimum systems or grid access charge). Furthermore, the 25 

disclaimer alerts consumers to the fact any future electric rate projections that may be 26 
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presented to a ratepayer are not produced, analyzed or approved by Empire District Electric 1 

or the Commission. These are based on projections formulated by external third parties not 2 

affiliated with Empire District Electric or the Commission.   3 

Q. Please state OPC’s position on the proposed interclass revenue shift. 4 

A. OPC opposes the Company and Staff’s proposed interclass revenue neutral shift to the 5 

residential class and supports an equal percentage increase across the classes.    6 

Q. Please state OPC’s position on the proposed Praxair shift. 7 

A. OPC opposes the Company’s proposed Praxair revenue neutral shift to the residential class.   8 

Q. Please state OPC’s position on the allocation of energy efficiency costs. 9 

A. OPC opposes the proposed pre-MEEIA energy efficiency allocation set forth by Staff and the 10 

Company.  The method that was utilized to determine the allocation of these costs between 11 

customer classes no longer reflect the costs caused by the customer classes based on the 12 

Company’s 2014, 2015 and 2016 rebate expenditures to date. OPC has proposed a 13 

recalculated amount based on a percentage of the residential class participation with the 14 

excess amount divided between the remaining classes based on energy consumption minus 15 

opt-out designation.   16 

 Additionally, OPC is no longer opposing the accounting treatment for the collection of the 17 

residential solar rebates or the energy efficiency expenditures as was previously indicated in 18 

direct testimony.  19 

Q. Please state OPC’s position on the continuation of Empire’s demand-side management 20 

programs. 21 

A. OPC is currently reviewing assumptions behind the Company’s recently filed triennial 22 

integrated resource plan (IRP) in EO-2016-0223 in regards to their preferred plan’s treatment 23 

of demand-side resources. We reserve the right to comment further on this issue as 24 

appropriate.   25 
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Q. Please state OPC’s position on DE’s proposed working docket for revised block rate 1 

designs. 2 

A. OPC supports DE’s proposal and would offer some of this analysis has already occurred in 3 

Empire’s IRP, Volume 6: Demand-Side Resource Analysis. Empire’s IRP specifically 4 

examined the impact an inclining block rate (IBR) would have on future load assumptions 5 

and concluded that peak and average load would be reduced.       6 

Q. Please state OPC’s position on Empire’s low-income weatherization programs 7 

(LIWAP). 8 

A. OPC supports the Company’s proposed increase but opposes Staff’s proposed evaluation. 9 

Additionally, OPC is currently awaiting several data requests to the Company over the 10 

accumulated interest on its LIWAP account and subsequently reserves the right to offer 11 

further recommendation as appropriate.     12 

II. RESIDENTIAL CUSTOMER CHARGE    13 

Overview of the issue 14 

Q. Please provide a general summary of the customer charge debate.  15 

A. This issue centers on how Empire can collect their revenue from residential customers 16 

moving forward. As it stands, Empire utilizes a two-part tariff to price their electric service to 17 

their residential customer base. Those parts include a fixed customer charge ($) and a 18 

variable energy charge (kWh)
1
 based on consumption and season. For rate classes, like 19 

residential, that do not have meters with maximum demand (kW)
2
 reading capability the 20 

high-versus-low-customer-charge debate centers on how the demand related costs should be 21 

recovered.  22 

                     
1
 The kWh is a unit of energy. Energy is a measure of how fuel is contained within something, or used by something 

over a specific period of time.  
2
 The kW is a unit of power. Power is the rate at which energy is generated or used. Power is often referred to as 

“load” or the “demand” as it is in this testimony.   
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 At one extreme in this debate are those who advocate for a straight-fixed-variable (“SFV”) 1 

rate design where all fixed costs are recovered through the customer charge and only variable 2 

costs (e.g., fuel expense) are recovered through the energy charge. A fixed cost is a cost that 3 

is either sensitive to increases in the system’s ability to produce instantaneous kW (referred 4 

to as a “demand-related costs”) or is sensitive to connecting customers to the system (referred 5 

to as a “customer-related costs”). Under the SFV rate design, a fixed cost is any cost that is 6 

not sensitive to changes in the kWh level consumed or produced. Because electric utilities are 7 

extremely fixed-cost intensive, a SFV rate design will typically result in a very large 8 

customer charge. This results in lower bills for above average consumers of electricity, 9 

higher bills for below average consumers of electricity, less volatility of revenues for utility 10 

(e.g., weather, economy, rooftop solar), less control for customers to manage their bills 11 

(conservation, energy efficiency), and leads to increased electric system costs as well as more 12 

energy consumption. 13 

 At the other end are those who advocate for the lowest customer charge possible. The smaller 14 

the customer charge, the lower the bills for below-average consumers. Therefore, small 15 

customer advocates tend to want low customer charges. The lower the customer charge, the 16 

higher the energy charge, which also tends to be supported by those advocating for energy 17 

efficiency and conservation. These advocates are inevitably arguing the demand-related costs 18 

(and perhaps even a portion of the customer-related costs) should be recovered through the 19 

energy charge. This results in higher bills for above average consumers of electricity, lower 20 

bills for below average consumers of electricity, greater volatility of revenues for utility, 21 

greater control for customers to manage their bills (conservation, energy efficiency), and 22 

ultimately leads to decreased electric system costs as well as less energy consumption. 23 

 To be clear, no party in this case is advocating for an “extreme” approach. As mentioned 24 

above, both demand-related and customer-related costs are conventionally viewed as being 25 

“fixed’ in that they are not sensitive to producing kWh of energy. These two cost 26 

classifications are sensitive to completely different services provided by the utility and 27 
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therefore it is inappropriate to comingle them into the same “fixed-cost” category and treat 1 

them as the same type of cost for rate-design purposes. Demand-related costs are sensitive to 2 

the utility serving customers’ (peak and average) loads while customer-related costs are 3 

sensitive to connecting a customer to the network irrespective of the customer’s load. 4 

Customer-related costs are positive even when kW demand and kWh are zero.  5 

 When having one or more customers on the system raises the utility’s cost regardless of how 6 

much the customer uses (billing is an example) then a fixed charge to reflect that additional 7 

fixed cost the customer imposes on the system makes perfect economic sense. Utilities can 8 

justify a customer charge recovering these basic costs because they are directly related to the 9 

number of customers receiving an essential monopoly service. The idea that each household 10 

has to cover its customer-specific fixed cost also has obvious appeal on grounds of equity. 11 

However, system-wide “fixed” costs such as maintaining the distribution network do not 12 

change if one customer were to drop off the system.  13 

Current proposals in front of the Commission 14 

Q. What are the proposed residential customer charges to date?   15 

A. Presently there are three proposed amounts in front of the Commission regarding the 16 

residential customer charge. These amounts and the percentage change from the current 17 

amount are shown in Table 1.  18 

Table 1: Proposed residential customer charge  19 

Party Proposed Residential 

Customer Charge 

Percentage change 

Empire District Electric $14.47 + 15.58 % 

Commission Staff $15.00 + 19.80 % 

Division of Energy 

& 

Office of the Public Counsel 

$12.52 No change 
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Q. Did the Company perform a class cost of service study (CCOS) to support their 1 

recommendation?  2 

A. No. However, the Company did perform a CCOS last year in ER-2014-0351 in which this 3 

rate case can be seen, in part, as a continuation where Empire requested a 50% residential 4 

customer charge increase to $18.75. That requested increased was largely predicated on the 5 

results of an embedded minimum-sized systems (“MSS”) study within the Company’s 6 

CCOS.   7 

 OPC rejected the Company’s CCOS and, as a result of a non-unanimous global settlement, 8 

Empire and the Commission agreed the residential customer charge would not be increased.   9 

Q. What is a MSS study?  10 

A. A MSS study estimates the hypothetical minimum costs of developing a system to serve 11 

customers with no load. Many distribution system assets could be classified as having both a 12 

customer and an energy component. For instance, distribution substations are built to serve 13 

customers, but are often expanded to meet increases in customer loads. A MSS study 14 

attempts to separate the customer-related portion of total system costs from those associated 15 

with serving loads.   16 

 The costs associated with these “minimum” components are then added together to derive the 17 

total minimum costs associated with a hypothetical system with no energy usage. This 18 

estimate is then divided by total actual system costs in order to approximate the customer-19 

related share of overall distribution system costs.  20 

  Estimates are based on unverifiable assumptions and conjecture due to limitations in 21 

available data. Utilities typically do not retain the needed cost information with sufficient 22 

specificity to be able to calculate customer-related distribution costs with any degree of 23 

certainty. In Empire’s case, this amounted to the following allocations for residential 24 

customers seen in Figure 1:  25 

 26 
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Figure 1: Company allocation of FERC accounts 364-368 in ER-2014-0351 1 

                        Account 364 (Poles, Towers and Fixtures)  

 Primary Poles: 64% customer related, 36% demand related   

 Secondary Poles: 100% customer related  

 Account 365 (Overhead Lines) 

 Primary Overhead Lines:  31% customer related, 69% demand related  

 Secondary Overhead Lines: 100% customer related 

 Account 366 (Underground Conduit)  

 Primary: 100% customer related  

 Account 367 (Underground Lines) 

 Primary: 34% customer related, 66% demand related  

 Account 368 (Line Transformers)  

 Primary: 60% customer related, 40% demand related  

(but allocated 100% on a per customer basis in the Company’s CCOS)   

 2 

Using the Company’s MSS study utilized in accounts 364-368 (see above) as well as the 3 

other customer-related expense accounts (meter reading, customer service, etc…), Empire 4 

posited that the monthly customer charges should be increased by 50% from $12.52 to 5 

$18.45. This requested amount stood in stark contrast to how Empire has historically 6 

collected revenues and how revenues are typically collected by utilities throughout the 7 

country. Furthermore, such a departure would have resulted in an erosion of previously-8 

enforced policy actions, be an added burden on those least able to shoulder the increase, and 9 

lead to continued costs for operation of marginal resources.   10 

In contrast, OPC’s CCOS allocated accounts 364-368 as demand-related and then 11 

recommended that the residential customer charge remain at $12.52. This was based on 12 

arguments identified earlier in this testimony as well as due considerations of public policy, 13 

customer rate stability, customer understandability, and company revenue stability as 14 
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opposed to an abstract minimum system which placed a disproportionate share of the 1 

system’s cost burden on lower-volume consumers.  2 

In James Bonbright’s seminal work, Principles of Public Utility Rates, routinely cited in by 3 

Missouri courts, he reasoned there was no sound basis for the allocation of these costs as 4 

either customer or demand:  5 

But if the hypothetical costs of a minimum-sized distribution system is 6 

properly excluded from the demand-related costs for the reasons just given, 7 

while it also denied a place among the customer costs for the reason stated 8 

previously, to which cost function does it belong then? The only defensible 9 

answer, in my opinion, is that it belongs to none of them. Instead, it 10 

should be recognized as a strictly unallocable portion of total costs. And 11 

this is the disposition that it would probably receive in an estimate of long-12 

run marginal costs. But the fully-distributed cost analyst dare not avail 13 

himself of this solution, since he is the prisoner of his own assumption that 14 

“the sum of the parts equals the whole.” He is therefore under impelling 15 

pressure to “fudge” his cost apportionments by using the category of 16 

customer costs as a dumping ground for costs that he cannot plausibly 17 

impute to any of his other cost categories (emphasis added).
3
  18 

Historically, these costs have been recovered through the energy charge in light of economic 19 

and public welfare characteristics. More recently, an emphasis on public policy goals 20 

focusing on energy efficiency and environmental stewardship have reinforced those 21 

decisions. As a result of a non-unanimous global settlement in ER-2014-0351 it was agreed 22 

OPC’s recommendation to not increase the residential customer charge was appropriate to 23 

signatory parties and reaffirmed by the Commission in its Report and Order 24 

 25 

                     
3
 Bonbright, J., et al. (1988) Principles of Public Utility Rates p. 492  
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Q. What is the basis for the Company’s $1.95 increase to the residential customer charge 1 

in this case?  2 

A. Although the underlying argument is presumably the same, the actual proposed amount 3 

appears arbitrary. According to Company witness Keith:    4 

I used the percentage increase granted by the Commission in the last rate 5 

case (Case No. ER-2014-0351) for the residential class, of 6.02 percent, plus 6 

the overall class percentage increase being requested in this case of 9.5 7 

percent, for a total of 15.5 percent or $1.95.
4
    8 

Mr. Keith justifies the increased residential customer charge by citing to the fact that the 9 

residential customer charge was not increased in the last rate case due to settlement and that 10 

such an increase would provide relief for high usage residential homes overall and low-11 

income ratepayers in the winter. In an attempt to substantiate the presence of high-usage, 12 

low-income households, Mr. Keith provides the results of empirical data comparing average 13 

residential winter usage (1,168 kWh) with Low Income Home Energy Assistance Program 14 

(“LIHEAP”) recipients’ average winter usage (1,570 kWh). This results in the sweeping 15 

claim that low-income households are using 37% more electricity on average in the winter 16 

months than the average Empire household. 17 

Finally, Mr. Keith makes an overall argument that the conversion of Riverton 12 is driving 18 

this case; therefore, fixed costs should be collected through fixed charges to justify the 19 

increased customer charge and provide “the proper price signal.”   20 

Q. Please respond.  21 

A. Why Mr. Keith believes citing Company settlement in the last rate case is appropriate 22 

grounds for his request in this case is unclear. To his second point, regarding low-income 23 

residential ratepayers, I will respond in greater detail later in this testimony. Mr. Keith’s final 24 

argument is without merit. Looking at how energy markets operate, it is apparent that the 25 

                     
4
 ER-2016-0023 Direct Testimony of W. Scott Keith, p. 10, 10-13.  
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marginal cost of electricity generation goes up at higher-demand times, and all generation 1 

gets paid those high peak prices. That means extra revenue for Empire’s baseload plants 2 

above its marginal costs, and those revenues can go to pay the fixed costs of said plants. The 3 

same argument goes for transmission lines, where price differentials between locations 4 

means that the transmission line generates revenue above its marginal cost (which is 5 

effectively zero), and can go to pay the fixed cost of transmission lines. In fact, the fixed 6 

costs of generation and transmission should generally be covered without resorting to 7 

increased fixed monthly charges.  8 

 Likewise, distribution costs are driven by demand, number of customers, and energy needs.  9 

This is true both in the short and long runs. Utilities are continually investing in distribution 10 

plants—new facilities, upgrades, and replacements—in response to changes in load and 11 

therefore costs can be avoided. Collecting this revenue through a fixed customer charge 12 

suggests that on-peak consumption is less costly than in fact it is.      13 

 An efficient price signal recognizes resource allocation is most efficient when all good and 14 

services are priced at marginal cost. For efficient electricity investments to be made, the 15 

marginal cost should be based on the appropriate timeframe. Bonbright states:  16 

I conclude this chapter with the opinion, which would probably represent the 17 

majority position among economists, that, as setting a general basis of 18 

minimum public utility rates and of rate relationships, the more significant 19 

marginal or incremental costs are those of a relatively long-run variety—of a 20 

variety which treats even capital costs or “capacity costs” as variable costs.
5
  21 

 A fixed charge including long-run marginal costs provides no price signal relevant to 22 

resource allocation, since customers cannot reduce consumption enough to avoid the charge. 23 

                     
 Bonbright, J., et al. (1961) Principles of Public Utility Rates (New York: Columbia University Press) p. 336 
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In contrast, an energy charge reflecting long-run marginal costs will encourage customers to 1 

consume electricity efficiently and, thereby avoiding inefficient future utility investments.
6
   2 

Q. Did the Staff perform a CCOS to support their recommendation?  3 

A. Yes. Staff was the only party to perform a CCOS in this case. In regards to the allocation of 4 

distribution and customer service costs, Staff witness Robin Kliethermes states:  5 

In Case No. ER-2014-0351, Empire conducted a minimum distribution study 6 

to split the cost of poles, towers, fixtures; and overhead (“OH”) and 7 

underground (“UG”) distribution lines, conductors, and conduit between 8 

primary, secondary and customer related. Staff relied on information from 9 

this study in allocating distribution plant investment to the classes.
7
  10 

 A footnote to that final sentence states:  11 

Staff does not draw the same conclusion as Dr. Overcast in that case in 12 

assuming all costs allocated to the classes on customer count are necessarily 13 

“customer-related” for purposes of determining the cost to be recovered 14 

through the customer charge.
8
  15 

 In short, Staff allocated distribution expenses as both customer-related and demand-related 16 

costs but at different percentages than Empire had in the previous case. However, in this case, 17 

Staff elected to recommend a higher residential customer charge than the Company’s request 18 

at $15.00. This is in addition to the continued cost shifting increase recommendations for the 19 

residential class over and above the overall revenue requirement increase.  20 

 21 

 22 

                     
6
 Whited, M. et al. (2016) Caught in a fix Synapse Energy Economics http://www.synapse-

energy.com/sites/default/files/Caught-in-a-Fix.pdf  
7
 ER-2016-0023 Staff’s Rate Design and Cost-of-Service Report p. 25, 22-25.  

8
 Ibid, footnote #28 

http://www.synapse-energy.com/sites/default/files/Caught-in-a-Fix.pdf
http://www.synapse-energy.com/sites/default/files/Caught-in-a-Fix.pdf
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Q. What is the basis for Staff’s recommended $2.48 increase to the residential customer 1 

charge in this case?  2 

A. Although not explicitly stated there are two plausible lines of reasoning for Staff’s departure 3 

from their previous position both of which can be seen by reviewing the foundation for 4 

Staff’s recommendation in ER-2014-0341. In that case, Staff calculated a customer charge of 5 

$18.50 per month but recommended a $0.27 increase to $12.79. This was based on:  6 

weighing the factors of rate simplicity, customer understandability, and 7 

public policy consideration relating to energy efficiency, Staff 8 

recommends limiting the residential customer charge to the level of the 9 

average residential class increase (emphasis added).
9
   10 

 A footnote in that final sentence states:   11 

In the last Ameren Missouri rate case, Case No. ER-2012-0166, the 12 

Commission found that there were strong public policy considerations in 13 

favor of not increasing the customer charges, particularly, that a lower 14 

customer charge enables customers to see greater impact from conservation 15 

efforts and therefore encourages customers to engage in conservation efforts. 16 

In that case, the Commission rejected a proposed increase to the 17 

residential customer charge, noting that increasing the customer charge 18 

would send exactly the wrong message to customers and would 19 

discourage efforts to conserve electricity.  The same concern is raised in 20 

considering raising the residential customer charge in this case. Any increase 21 

to the residential customer charge would slightly decrease the bill impact 22 

(and cost-effectiveness) of any conservation efforts that customers may have 23 

implemented or be considering (emphasis added).
10

     24 

                     
9
 ER-2016-0023 Staff’s Rate Design and Cost-of-Service Report p. 35, 21-22 & p. 36, 1-2.  

10
 Ibid., footnote #22.  
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 In regards to the first block quote: Staff’s current rate design report ignores any public policy 1 

consideration relating to energy efficiency. This is presumably, in part, a response to 2 

Empire’s triennial integrated resource plan filing that selected a preferred plan that did not 3 

pursue demand-side management programs moving forward.  4 

 In regards to the second block quote: in the last Kansas City Power & Light (“KCPL”) rate 5 

case, Case No. ER-2014-0370, KCPL requested a 178% residential customer charge 6 

increase. Most parties, including Staff but not KCPL, entered into a non-unanimous 7 

stipulation to keep that residential customer charge at $9.00 per month. The Commission 8 

rejected that part of the agreement and instead approved an $11.88 per month customer 9 

charge based on an amended Staff report. Although this case is not cited in the current Staff 10 

report, the omission of the Commission’s aforementioned policy position suggests that 11 

Staff’s position is in flux.    12 

Q. Does OPC agree with Staff’s recommendation?  13 

A.  No. OPC opposes Staff’s recommendation and will expound on those reasons later.    14 

Q. Did DE perform a CCOS to support their recommendation?  15 

A. No. However, DE witness Martin Hyman did provide a number of compelling arguments as 16 

to why a further increase to the already largest residential customer charge in Missouri is 17 

inappropriate. In summarizing DE’s position, Mr. Hyman states:  18 

DE recommends that the Commission reject the Company’s rate design 19 

proposal, since it is not supported by cost of service, cost causation, 20 

efficiency, gradualism, or rate shock considerations. Instead, DE 21 

recommends that the Commission only approve an increase to the residential 22 

energy charges, in keeping with its decision in the prior rate case (ER-2014-23 

0351) and general rate design considerations. Such considerations are 24 
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particularly important given Empire’s already high residential customer 1 

charge compared to other investor-owned utilities in Missouri.
11

  2 

Q. Does OPC agree with DE’s recommendation?  3 

A. Yes. OPC is generally supportive of Mr. Hyman’s arguments.  4 

Q. Did OPC perform a CCOS?  5 

A. No. With the exception of Staff, there were no new CCOS’s performed for this case.  6 

Q. What is OPC’s position on the residential customer charge?   7 

A. OPC supports DE’s position for the Commission to reject the Company and Staff’s request to 8 

increase the residential customer charge. If there has to be an increase in rates, it should be 9 

administered through the energy charge that places more control of the bill in low-income 10 

and fixed-income households and does not penalize efficient, conservative or 11 

environmentally responsible ratepayers. Increased customer charges is an inequitable and 12 

inefficient way to address utility revenue concerns and subsequently reinforces expensive 13 

future supply-side investment at a time of increasing costs. 14 

Q. Please comment on the allocation process involved in the fixed distribution costs.   15 

A. The allocation of the fixed distribution costs is inherently arbitrary. If the allocation can be 16 

changed dramatically by replacement of one persuasive allocation criterion by another with 17 

no less plausibility, then the process ultimately functions as suggestive “guideposts” for the 18 

Commission to consider when setting how revenue will be collected. Economist William J. 19 

Baumol concurred:  20 

No form of cost allocation can pretend to be compatible, generally, with 21 

efficiency in resource allocation, no matter how sophisticated its 22 

derivation.
12

  23 

                     
11

 ER-2016-0023 Rate Design Testimony of Martin R. Hyman p. 17, 10-16.  
12

 Baumol, W.J. & D. Fischer (1986) Superfairness: Applications and Theory. Cambridge. p. 146   
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 Additionally, it is unfair to allocate these cost increases uniformly because any standard of 1 

“uniformity” inherently handicaps one class of customers to the benefit of another. As 2 

Economist Richard L. Schmalensee states:  3 

It is not a matter of improving cost studies or methodologies; costs that do 4 

not vary with the volume of service cannot be allocated on a cost-causative 5 

basis to individual services. Indeed, any allocation of fixed costs is 6 

necessarily arbitrary. . . . Shippers of diamonds, coal and feathers would 7 

prefer that the railroad allocate the fixed common costs of the railroad tracks 8 

on the basis of volume, value, and weight respectively, but none of these 9 

allocators is objectively better than the others. Since these fixed costs do not 10 

vary with the volume shipped, there is no objectively ‘reasonable share of 11 

the joint and common costs of facilities’ to allocate, and yet each party has a 12 

passionate stake in the outcome of the allocation.
13

  13 

Q. If allocations are in part arbitrary, what should the Commission rely on?  14 

A. OPC suggests the Commission be cognizant that reasonable minds will differ over the 15 

appropriate allocation of the distribution system. Moreover, the Commission is not bound to 16 

set the customer charge based solely on the results of any CCOS. Cost studies (both marginal 17 

and embedded) rely on a host of simplifying assumptions in order to produce workable 18 

results. Since one objective of regulation is to serve as a proxy for competition, to impose 19 

upon a single provider the disciplines of competitive markets, it is reasonable to consider the 20 

structure of prices in competition when pricing monopoly services. Two relevant facts 21 

emerge. The first is that goods and services in competition are invariably available and priced 22 

on a unit basis. And the second is that the extent to which more restrictive pricing schemes 23 

exist is a measure of the lack of competition in that particular market. In competition, a 24 

consumer who does not consume a product or service does not nevertheless pay for the mere 25 

                     
13

 Qtd in (1999) Federal Communications Commission filings found in:  

http://apps.fcc.gov/ecfs/document/view;jsessionid=yRkfTYLdrdGzpzSNVhHML9FcznF98ppyPfQ1vMgvSky3cDnL

14LY!1281169505!1675925370?id=1319580003  

http://apps.fcc.gov/ecfs/document/view;jsessionid=yRkfTYLdrdGzpzSNVhHML9FcznF98ppyPfQ1vMgvSky3cDnL14LY!1281169505!1675925370?id=1319580003
http://apps.fcc.gov/ecfs/document/view;jsessionid=yRkfTYLdrdGzpzSNVhHML9FcznF98ppyPfQ1vMgvSky3cDnL14LY!1281169505!1675925370?id=1319580003


Rebuttal Testimony of   

Geoff Marke   

Case No. ER-2016-0023 

18 

ability to consume it. Thus, as a general matter, prices should be structured so that, if a 1 

consumer chooses not to purchase a good or service, he or she has no residual obligation to 2 

pay for some portion of the costs to provide that good or service. In this sense, from the 3 

consumer’s perspective, costs should be “avoidable.”
14

 4 

 A 20% increase to the customer charge clearly violates the principles of rate stability (often 5 

referred to as “gradualism”). Rates should not change dramatically from one period to the 6 

next. As stated, rates should have a minimum of unexpected and adverse changes. 7 

 As presented, an increased customer charge coupled with a declining seasonal block rate 8 

encourages wasteful use of service. Increased consumption, through a diminished price signal 9 

does not promote economic efficiency because it tells a consumer little about the costs their 10 

consumption imposes on the system. This can lead to uneconomic consumption and the need 11 

for new investment in generation, transmission, and distribution capacity, which in turn 12 

would increase costs for all customers. Such a path runs counter to the Commission’s 13 

expressed policy to promote least-cost production and consumption as articulated in the 14 

Commission’s Electric Utility Resource Planning rules 4 CSR 240-22 (2) (B) which states 15 

that the resource planning process:  16 

Use minimization of the present worth of long-run utility costs as the primary 17 

selection criterion in choosing the preferred resource plan. 18 

National Trends  19 

Q. Is there a trend in the electric industry to increase the customer charge?  20 

A. Not presently, or at least not at the level it was a year ago. First, it should be noted that 21 

seeking to shift risk from shareholders to ratepayers through an increased customer charge is 22 

not a new “trend.” Historically, utilities have attempted to make similar arguments in the 23 

                     
14

 Weston F. (2000) Charging for distribution utility services: issues in rate design. The Regulatory Assistance 

Project.http://www.oca.state.pa.us/cinfo/DistributedResourcesWorkshop/DistributionUtilityIssues/DistributionUtility

RateDesign.pdf  

http://www.oca.state.pa.us/cinfo/DistributedResourcesWorkshop/DistributionUtilityIssues/DistributionUtilityRateDesign.pdf
http://www.oca.state.pa.us/cinfo/DistributedResourcesWorkshop/DistributionUtilityIssues/DistributionUtilityRateDesign.pdf
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early 80s after the Public Utility Regulatory Policies Act (PURPA)
15

 and in the late 90s 1 

following electric deregulation in many U.S. states.
16,17

 The arguments for shifting fixed cost 2 

recovery to a customer charge did not gain traction during the previous two rate design 3 

windows, but the issue did resurface in 2013 driven in part by a report from the Edison 4 

Electric Institute (EEI).
18

 Sentiments of that report were stated in Dr. Overcast’s testimony in 5 

the previous Empire rate case, ER-2014-0351, as well as throughout the ER-2014-0370 6 

KCPL rate case.  7 

 Two-years later, the author of the widely read EEI “death spiral” report, Peter Kind, publicly 8 

reversed his recommendation that utilities should actively seek “fixed” cost recovery through 9 

the customer charge as it represented a regressive revenue recovery instrument, undermined 10 

customer choice and contradicted stated policy objectives. In summarizing the current 11 

regulatory climate:  12 

Utility sector investments, however, continue to trade close to all-time high 13 

valuations based on low interest rates. Threats to the utility sector are still in 14 

the early stages because customer adoption of new energy technologies 15 

remains low, but are growing. Furthermore, customers, rather than 16 

investors, are bearing the near-term cost of disruption through 17 

increased utility rates, somewhat offset by lower fuel costs (emphasis 18 

added).
19

   19 

                     
15

 Sterzinger G.J. (1981) The customer charge and problems of double allocation of costs. Public Utility Fortnighly p. 

30-32 (see GM-2)  
16

 Weston, F. (2000) Charging for Distribution Utility Services: Issues in Rate Design. Regulatory Assistance Project. 

http://www.oca.state.pa.us/cinfo/DistributedResourcesWorkshop/DistributionUtilityIssues/DistributionUtilityRateDe

sign.pdf  
17

 Marcus, W.B. & Coyle, E.P. (1999) Customer Charges in the Restructured World: Historical, Policy and Technical 

Issues. Adapted from a presentation to NARUC’s Energy Resources and Environment Committee. JBS Energy, Inc. 

http://www.jbsenergy.com/Energy/Papers/Customer_Charges/customer_charges.html  
18

 Kind, P. (2013) Disruptive Challenges: Financial implications and strategic responses to a changing retail electric 

business. Edison Electric Institute. http://www.eei.org/ourissues/finance/Documents/disruptivechallenges.pdf.   
19

 Kind, P. (2015) Pathway to a 21
st
 Century Electric Utility. Ceres. http://www.ceres.org/resources/reports/pathway-

to-a-21st-century-electric-utility p.5.  

http://www.oca.state.pa.us/cinfo/DistributedResourcesWorkshop/DistributionUtilityIssues/DistributionUtilityRateDesign.pdf
http://www.oca.state.pa.us/cinfo/DistributedResourcesWorkshop/DistributionUtilityIssues/DistributionUtilityRateDesign.pdf
http://www.jbsenergy.com/Energy/Papers/Customer_Charges/customer_charges.html
http://www.eei.org/ourissues/finance/Documents/disruptivechallenges.pdf
http://www.ceres.org/resources/reports/pathway-to-a-21st-century-electric-utility
http://www.ceres.org/resources/reports/pathway-to-a-21st-century-electric-utility
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Policy and industry stakeholders in most states are neither proactively 1 

addressing industry model challenges from a comprehensive policy 2 

perspective, nor seeking the collaboration of all stakeholders to find a 3 

solution that benefits all parties. . . . In many states, despite customer and 4 

policy opposition, electric utilities are proposing increases in fixed charges, 5 

which discourage energy efficiency and impact low-income customers. This 6 

lack of progress in stakeholder collaboration is not in our collective best 7 

interests (emphasis in original).
20

   8 

   And finally:  9 

The policy of adopting monthly fixed-charge increases has several flaws—10 

principally that such increases would remove the price signals needed to 11 

encourage energy efficiency and efficient resource deployment—that need to 12 

be considered when assessing alternatives through a lens by which all 13 

principal stakeholders benefit. . . . It is clear from the wide array of state-14 

mandated renewable portfolio standards, energy-efficiency programs, net 15 

energy metering tariffs, and inclining block rates that policymakers are 16 

focused on clean energy, consumer choice, efficiency and price signaling.
21

    17 

 GM-3 contains a reprinted list from Synapse Energy of recently held proceedings in which 18 

the customer charge was specifically addressed from September 2014 to November 2015. 19 

The timeline illustrates the scope of requested customer charge increases in rate cases across 20 

the country as well as the subsequent pushback by Public Service Commission decisions or 21 

settlement negotiations.   22 

 23 

 24 

 25 

                     
20

 Ibid. 
21

 Ibid. p. 6 & 11 
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Low-Usage, Low-Income   1 

Q. Please respond to Mr. Keith’s data comparing Empire’s residential customer usage 2 

with LIHEAP customer usage data?  3 

A. The use of LIHEAP customer usage data is an inappropriate sample for this exercise. This is 4 

because heating/cooling assistance and energy crisis assistance are effectively energy 5 

subsidies for low-income households. They are more likely to increase energy consumption 6 

than to decrease it. Thus, the vast majority of the funding for LIHEAP serves to increase 7 

energy consumption and the program likely has a net positive effect on energy consumption.  8 

 Not only is Mr. Keith’s comparison inappropriate, it generalizes the conclusion about 9 

LIHEAP recipients to all low-income households. The vast majority of low-income 10 

households fail to receive any LIHEAP funding. A low-income household who receive some 11 

form of financial energy assistance is an exception. According to the U.S. Department of 12 

Health and Human Services (HHS):  13 

In FY2009, the most recent year for HHS data are available, an estimated 35 14 

million households were eligible for LIHEAP under the federal statutory 15 

guidelines. According to HHS, 7.4 million households received heating or 16 

winter assistance and approximately 900,000 households received cooling 17 

assistance in that year.
22

  18 

 Based on the most recent data from 2009, LIHEAP reached only 21% of the eligible 19 

households in the United States. Consider this fact within what Mr. Keith would have the 20 

Commission believe about consumption for all low-income ratepayers in Empire’s service 21 

territory—that low-income households consume 34% more electricity in the winter months 22 

than average residential homes. Instead, at best, Empire’s data stands for the entirely 23 

unremarkable proposition that LIHEAP is doing what it intended to do—heat and cool homes 24 

and, thereby increasing energy consumption.  25 

                     
22

 Perl. L. (2013) LIHEAP: Program and Funding. Congressional Research Service http://neada.org/wp-

content/uploads/2013/08/CRSLIHEAPProgramRL318651.pdf  

http://neada.org/wp-content/uploads/2013/08/CRSLIHEAPProgramRL318651.pdf
http://neada.org/wp-content/uploads/2013/08/CRSLIHEAPProgramRL318651.pdf
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Q. Does OPC believe that an increased customer charge would negatively impact low-1 

income customers?  2 

A. Yes. Low-income and fixed income customers with low usage and small general service 3 

customers that are seasonal in nature can all be seen as customer groups with inelastic 4 

demands. These groups would be subject to paying a higher mark-up above marginal costs 5 

than another type of customer under Empire’s or Staff’s proposal and can be seen as price 6 

discrimination. Low-income households in Missouri spend 14% of the annual income just on 7 

energy costs whereas middle and higher income families usually pay 3-6%. This means low-8 

income families will often have to make difficult choices over necessities such as food, 9 

medication, housing, and utility bills.
23

 Table 2 shows ratepayers living at the federal poverty 10 

level are more pronounced on a percentage basis in Empire’s service territory compared to 11 

the rest of the state as a whole.    12 

Table 2: 2016 Federal Poverty Guidelines & Empire serviced counties percentage in poverty
24,25 

13 

 14 

                     
23

 Bhattacharya, J. et al (2002) Heat or eat? Cold weather shocks and nutrition in poor American families. National 

Bureau of Economic Research. http://www.nber.org/papers/w9004.pdf  
24

U.S. Department of Health and Human Services (2016) U.S. Poverty Guidelines.  https://aspe.hhs.gov/poverty-

guidelines  
25

U.S. Census Bureau. Small Area Income and Poverty Estimates. 

http://www.census.gov/did/www/saipe/data/interactive/saipe.html?s_appName=saipe&map_yearSelector=2014&ma

p_geoSelector=aa_s&s_state=29  

http://www.nber.org/papers/w9004.pdf
https://aspe.hhs.gov/poverty-guidelines
https://aspe.hhs.gov/poverty-guidelines
http://www.census.gov/did/www/saipe/data/interactive/saipe.html?s_appName=saipe&map_yearSelector=2014&map_geoSelector=aa_s&s_state=29
http://www.census.gov/did/www/saipe/data/interactive/saipe.html?s_appName=saipe&map_yearSelector=2014&map_geoSelector=aa_s&s_state=29
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In fact, poverty levels in fourteen of the sixteen counties in which Empire provides service 1 

exceed the state average. Equally relevant to this discussion is the fact that low-income 2 

households will not exhibit the same demand characteristics as above-average or more 3 

affluent households. Because distribution costs are largely driven by peak demands, which 4 

are highly correlated with energy usage, it would be inappropriate to penalize low-income, 5 

low usage households that are not causing those costs. Those who use more of the service 6 

should cover proportionately more of its costs.      7 

Q. Could you provide an illustrative example of how demand characteristics may differ for 8 

low-income customers?   9 

A. Low-income customers, particularly low-income multi-family housing customers, are likely 10 

to use proportionally less peak energy than larger customers.
26,27

 This is because low-income, 11 

multi-family housing customers typically live in small dwellings, have fewer discretionary 12 

appliances, and are much more likely to have non-peak appliances such as refrigerators, 13 

lights, and electronic equipment than peak appliances such as a clothes washer and dryer.
28

 14 

Moreover, low-income workers are more likely to work between 6 p.m. and 6 a.m. or on 15 

weekends—non-peaking hours.
29

 These differences in demand characteristics also extend to 16 

differences in electricity consumption.  Recent research has demonstrated that there exists “a 17 

strong and significant correlation between monthly kWh consumption and monthly kW 18 

                     
26
 Brockway, N. (2008) Advanced Metering Infrastructure: What regulators need to know about its value to 

residential customers. National Regulatory Research Institute. xi. 

http://nrri.org/pubs/multiutility/advanced_metering_08-03.pdf  
27

 Faruqu, A. Sergici, S. & J. Palmer (2010) The Impact of Dynamic Pricing on Low Income Customers IEE 

Whitepaper. http://www.edisonfoundation.net/IEE/Documents/IEE_LowIncomeDynamicPricing_0910.pdf  
28

 Marcus, W.B. & G. Ruszovan (2007) “Know Your Customers” A Review of Load Research Data and Economic 

Demographic, and Appliance Saturation Characteristics of California Utility Residential Customers. 

http://www.jbsenergy.com/downloads/Know_Your_Customers_Paper.pdf  
29

 Enchautegui, M.E. (2013) Nonstandard work schedules and the well-being of income families. Urban Institute. 

http://www.urban.org/sites/default/files/alfresco/publication-pdfs/412877-Nonstandard-Work-Schedules-and-the-

Well-being-of-Low-Income-Families.PDF  

http://nrri.org/pubs/multiutility/advanced_metering_08-03.pdf
http://www.edisonfoundation.net/IEE/Documents/IEE_LowIncomeDynamicPricing_0910.pdf
http://www.jbsenergy.com/downloads/Know_Your_Customers_Paper.pdf
http://www.urban.org/sites/default/files/alfresco/publication-pdfs/412877-Nonstandard-Work-Schedules-and-the-Well-being-of-Low-Income-Families.PDF
http://www.urban.org/sites/default/files/alfresco/publication-pdfs/412877-Nonstandard-Work-Schedules-and-the-Well-being-of-Low-Income-Families.PDF
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demand,” which suggests that “it is correct to collect most of the demand-related capacity 1 

costs through the kWh energy charge.”
30

 2 

Q. Do you have any primary data to support your criticism of Mr. Keith’s conclusion?   3 

A. Yes. Empire recently concluded a residential survey to determine current customer electric 4 

usage, demographics, housing stock, and level of efficient appliance saturation. The results of 5 

this survey form the basis for the Company’s twenty-year resource planning forecast in its 6 

recently submitted triennial IRP in EO-2016-0231. Figure 2 summarizes the characteristics of 7 

an above-average and below-average Empire residential ratepayer.    8 

Figure 2: Characteristics of above-average and below-average Empire residential ratepayers
31

  9 

 10 

 11 

   12 

  13 

 14 

 15 

 16 

 The results of Figure 2 further substantiate my argument against Mr. Keith’s LIHEAP data. 17 

Moreover, with the possible exception of ratepayers living in mobile homes,
32

 most 18 

                     
30

 Blank, L. & D. Gegax (2014) Residential winners and losers behind the energy versus customer charage debate. 

The Electricity Journal. Vol. 27, Issue 4, 31-39. 

http://www.sciencedirect.com/science/article/pii/S1040619014000773  
31

 See response to OPC DR-2008 for a copy of the Empire District Electric Company Residential Customer Energy 

Survey 2015. A summary of the percentage breakdown of relevant demographic data from the survey that was 

utilized for this table is provided in GM-4.   
32

 Mobile homes are generally considered a historical artifact in that they are “affordable” homes built before 1976.  

These homes were succeeded in the marketplace by manufactured homes (or modular homes) that are built to a 

national standard. Manufactured homes are the only homes in Missouri subject to heightened state-enforced building 

codes and standards. Further inquiry into Empire’s survey may be warranted to determine how the term “mobile 

home” is being utilized for their report. Regardless, there exists a variety of best practices that focus on retrofitting 

this housing stock. (see Talbot, J. (2012) Mobilizing Energy Efficiency in Manufactured Housing Sector. ACEEE   

 

http://www.sciencedirect.com/science/article/pii/S1040619014000773
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demographic data suggests that a rate increase through the customer charge would be 1 

regressive.    2 

 Since 2013, The Federal Reserve Board (“the Fed”) has conducted a survey to “monitor the 3 

financial and economic status of American consumers.” In its most recent survey, on the 4 

issue of “Economic Fragility,” the Fed found economic hardships are common and many 5 

individuals are ill-prepared for a financial disruption and a surprising number would struggle 6 

to cover emergency expenses.  Specifically:  7 

 Just under one-quarter of respondents indicate that they or a family member 8 

living with them experienced some form of financial hardship in the year 9 

prior to the survey.  10 

 Thirty-one percent of respondents report going without some form of 11 

medical care in the 12 months before the survey because they could not 12 

afford it.  13 

 Forty-seven percent of respondents say they either could not cover an 14 

emergency expense costing $400, or would cover it by selling something or 15 

borrowing money (emphasis added). 
33

 16 

 Given that fourteen out of sixteen counties in which Empire provides service have higher 17 

levels of households living below the federal poverty line than the average Missouri county it 18 

would not be out-of-line to assume that many of Empire’s households suffer from the same 19 

level of heightened financial insecurity. The Commission should also consider this within the 20 

overall context of continued increases in medical expenses (average medical deductibles have 21 

                                                                   
http://www.workingre.com/wp-content/uploads/2013/08/Mobilizing-Energy-Efficiency-in-Manufactured-

Housing.pdf )  
33

 Board of Governors of the Federal Reserve System (2015) Report on the Economic Well-Being of U.S. 

Households in 2014.  http://www.federalreserve.gov/econresdata/2014-report-economic-well-being-us-households-

201505.pdf  

http://www.workingre.com/wp-content/uploads/2013/08/Mobilizing-Energy-Efficiency-in-Manufactured-Housing.pdf
http://www.workingre.com/wp-content/uploads/2013/08/Mobilizing-Energy-Efficiency-in-Manufactured-Housing.pdf
http://www.federalreserve.gov/econresdata/2014-report-economic-well-being-us-households-201505.pdf
http://www.federalreserve.gov/econresdata/2014-report-economic-well-being-us-households-201505.pdf
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increased over 255% in nine-years)
34

 coupled with no corresponding cost-of-living increase 1 

in Social Security this year.
35

 2 

Q. Have Empire’s ratepayers expressed similar frustrations in controlling their bill?  3 

A. Yes. A review of the submitted public comments in this rate case support my assertions.  4 

 Public comment excerpt:   5 

I have done everything I can think of to reduce my bill—insulated, LED 6 

light bulbs, energy efficient appliances, etc. It is getting harder and harder to 7 

pay my bills (see GM-5).  8 

 Public comment excerpt: 9 

I have resorted to unplugging all major appliances: I do not run the washer 10 

and dryer simultaneously, I have turned the water heater down to its lowest 11 

setting, I have even further weather stripped windows and doors and utilized 12 

blinds and curtains in every window, as well as closed off rooms I might not 13 

be using presently. I do not use the dishwasher, or hardly the oven. I installed 14 

efficiency lighting throughout the home. The attic has 3 feet of blasted 15 

insulation and the crawl space is 4 feet deep. . . . I have simple thermostat 16 

now versus the programmable device that came with the home, and if the 17 

cold is not extreme I will set it to lock out the heating coils in an attempt to 18 

save every single dollar on utility bills. Gentlemen, I burn candles to take the 19 

edge out of the room (see GM-6). 20 

 21 

 22 

                     
34

 The average deductible for people with employer-provided health coverage rose from $303 to $1,077 between 

2006 to 2015. See Claxton, et al. (2016) Payments for cost sharing increasing rapidly over time. Peterson-Kaiser 

Health System Tracker. http://www.healthsystemtracker.org/insight/payments-for-cost-sharing-increasing-rapidly-

over-time/   
35

 Social Security Administration (2016) Cost-of-Living Adjustment. https://www.ssa.gov/news/cola/automatic-

cola.htm  

http://www.healthsystemtracker.org/insight/payments-for-cost-sharing-increasing-rapidly-over-time/
http://www.healthsystemtracker.org/insight/payments-for-cost-sharing-increasing-rapidly-over-time/
https://www.ssa.gov/news/cola/automatic-cola.htm
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 Public comment excerpt:  1 

When it this going to end. When we moved here, to Joplin, I thought about 2 

investing in Empire Elec. I am glad I didn’t. I would have been earning 3 

money off of the backs of the poor and needy and elderly. That is not right. 4 

So I didn’t invest. Also, when rates started up my wife and me did our best 5 

to save electricity. We hang our clothes out on a line, bought energy saving 6 

light bulbs, unplugged appliances, and our electric bill continues to go up. 7 

We put our thermostat at 68 degrees, bought three Eden Pure heater to save 8 

money and they helped, but rates continue to go up. In the summer time we 9 

set our thermostat at 78 to help, and our rates continue to climb. I take blood 10 

thinner medicine and wear heavy clothes in the winter to keep warm (see 11 

GM-7).   12 

 Public comment excerpt:  13 

I wish to protest such a huge rate increase and then adding insult is the 14 

proposed $1.95 monthly per customer charge. This electric company is 15 

doing well, buying additional land next their home office so now they own 16 

the whole city block. That is all well and good but they give little 17 

consideration to those of us that are on set incomes and everyone knows that 18 

all of us on Social Security has not received a raise for several years (see 19 

GM-8).  20 

Q. Should the Commission be concerned about ratepayers whose primary heating is 21 

electric if the energy charge is increased?   22 

A. Of course. To get a sense of whether electric heating use was pronounced among Empire’s 23 

low-income ratepayers, OPC contacted both the Missouri Department of Social Services 24 

LIHEAP and the DE’s Low-Income Weatherization Assistance Program’s (“LIWAP”) 25 

respective management to get a sense of the number of recipients from both programs 26 
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relative to their winter fuel source. Figure 3 and Figure 4 provide an overview of recipient 1 

households by winter fuel source based on community action partnerships (“CAP”) that 2 

implement the funds (LIHEAP) or weatherize the homes (LIWAP) in Empire’s service 3 

territory. 4 

Figure 3: FY2015 LIHEAP recipient households by winter fuel source
36

 5 

 
Electric Other

37
 

Economic Security Corporation of the Southwest Area  41% 59% 

West Central Missouri Community Action Agency  43% 57% 

Ozarks Area Community Action Corporation  44% 56% 

Overall Total 42% 58% 

  6 

Figure 4: Reported LIWAP recipient households by winter fuel source FY16 to date
38

 7 

 
Electric Other

39
 

Economic Security Corporation of the Southwest Area  30% 70% 

West Central Missouri Community Action Agency  44% 56% 

Ozarks Area Community Action Corporation  26% 74% 

Overall Total 31% 69% 

 8 

 Based on these numbers, the majority of LIHEAP and LIWAP recipients are not heating their 9 

homes through electric space heating. Additionally, it is important to note that LIHEAP’s 10 

knowledge of primary heating is strictly based on the client’s self-declaration. If a client has 11 

to decide between electricity and gas they might state their primary fuel is electric even if 12 

                     
36

 See GM-9  
37

 This includes natural gas, propane, fuel oil, wood, kerosene, and cylinder propane (see results in GM-9).  
38

 See GM-10  
39

 This includes natural gas, propane, and wood (see results in GM-10).  
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they have a gas heating unit.
40

 This is largely because natural gas is selling at historic lows 1 

and is consequently much cheaper to heat compared to electricity according to the U.S. 2 

Energy Information Administration (EIA) as seen in Table 3 and Table 4:  3 

Table 3: U.S. average household winter natural gas consumption and expenditures
41

 4 

 5 

 6 

Table 4: U.S. average household winter electricity consumption and expenditures
42

 7 

 8 

                     
40

 See GM-11.  
41

 U.S. Energy Information Administration. (2015) Today in Energy. 

http://www.eia.gov/todayinenergy/detail.cfm?id=23232#tabs_3  
42

 Ibid.  

http://www.eia.gov/todayinenergy/detail.cfm?id=23232#tabs_3
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Consumer Protection Regarding Fixed Charge Increases and Capital Investments  1 

Q. Is OPC concerned with the frequency of requests to increase the residential customer 2 

charge?   3 

A. Yes. OPC strongly believes the customer charge should not be a conduit to address the 4 

Company’s perceived external threats and certainly not at the expense of those who can least 5 

afford to lose further control over their financial lives. However, beyond low and fixed-6 

income ratepayers, the next obvious subset of ratepayers who are unfairly penalized by an 7 

increased customer charge are those who have invested time and money in being efficient, 8 

conservative and environmentally responsible. 9 

 This is because increased customer charges offset the financial savings of any previous 10 

efficiency actions and erode the incentive to improve appliances or better insulate their home 11 

moving forward. Ratepayers who are considering making investments in energy efficiency 12 

measures will have longer payback periods over which to recoup their investments. 13 

Increasing the customer charge distorts these pricing estimates and would cancel out the 14 

energy saved by Empire’s energy efficiency programs to date. This same logic applies to 15 

distributive generation (rooftop solar).  16 

 If a ratepayer considers making a large-scale capital investment they should be cognizant of 17 

the risk involved with that purchase. In some ways, this is no different than any other long-18 

lived investment. For example, if you pay extra for an electric car, you run the risk that gas 19 

prices fall after you buy the car and your investment will not pay off.  What’s different about 20 

distributed generation or energy efficiency is much of the risk is subject to Commission 21 

orders. With most financial risks, there’s a chance the underlying prices will go up or down 22 

5% but a much smaller chance that they’ll change by over 50%. However, this is exactly the 23 

sort of risk ratepayers who have elected to become more efficient are faced with whenever a 24 

rate case docket is opened.  25 
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 In the past three electric rate cases before this Commission, utilities (or Staff in this case) 1 

have proposed fixed monthly customer charge increases of 50%,
43

 178%,
44

 and 21%
45

 2 

respectively. If the residential customer charge increase is raised, ratepayers who have made 3 

investments in energy efficiency or distributed generation will have longer payback periods 4 

over which to recoup their investments if any of those fixed monthly customer charges were 5 

accepted. Despite the increased customer charge tactic largely being abandoned by utilities 6 

throughout the country,
46

 ratepayers who made good-faith investments are still exposed to 7 

future regulatory rate design departures or rulemaking decisions that could have an adverse 8 

impact on their past decisions to proactively take control of their bills.   9 

Q. Could you provide an extreme example?  10 

A. Yes. Recently, Nevada’s Public Utility Commission ordered that ratepayers with installed 11 

solar would have their fixed charges tripled from $12.75 to almost $40.00 over the next four 12 

years.  In addition, the Nevada Commission changed the netting to hourly rather than 13 

monthly, and instituted a low rate for sales to the grid.
47

 These changes will be applied 14 

retroactively to Nevada’s 18,000 existing solar customers, in addition to any new 15 

customers.
48

 16 

Q. Does OPC have a consumer protection proposal?  17 

A. Yes. OPC has drafted disclaimer language alerting potential buyers that their PV systems are 18 

subject to possible future rules and/or rate changes which could have an impact on the 19 

economic assumptions behind their purchase. OPC’s proposed language to be included as a 20 

disclaimer is included in Figure 5.  21 

                     
43

 ER-2014-0351 Direct Testimony of W. Scott Keith p. 14, 8.  
44

 ER-2014-0370 Direct Testimony of Tim Rush p. 65, 9.  
45

 ER-2016-0023Staff’s Rate Design and Class Cost-of-Service Report p. 3, 5.  
46

 Trabish, H.K. (2015) Beyond fixed charges: ‘Disruptive Challenges’ author charts new utility path. Utilitydive. 

http://www.utilitydive.com/news/beyond-fixed-charges-disruptive-challenges-author-charts-new-utility-pat/408971/    
47

 15-070401 & 15-07042. Application of the Nevada Power Company and Sierra Pacific Power Company d/b/a NV 

Energy for approval of a cost-of-service study and net metering tariffs.  

http://pucweb1.state.nv.us/PDF/AxImages/DOCKETS_2015_THRU_PRESENT/2015-7/9692.pdf  
48

 Pyper, J. (2016) Does Nevada’s controversial net metering decision set a precedent for the Nation? 

Greentechmedia. http://www.greentechmedia.com/articles/read/nevada-net-metering-decision  

http://www.utilitydive.com/news/beyond-fixed-charges-disruptive-challenges-author-charts-new-utility-pat/408971/
http://pucweb1.state.nv.us/PDF/AxImages/DOCKETS_2015_THRU_PRESENT/2015-7/9692.pdf
http://www.greentechmedia.com/articles/read/nevada-net-metering-decision
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Figure 5: Proposed disclaimer language for future rooftop solar purchases 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

  This disclaimer would not regulate the financial contents of the solar provider’s offer, but 16 

would require all residential customers who are considering rooftop solar to be aware that the 17 

price and payback assumptions seen today are not static and, in part, subject to considerable 18 

regulatory oversight.  19 

 The disclaimer would be placed in Empire’s tariff right before the applicant’s signature in the 20 

Net Metering Rider: Rider NM tariff sheet 16f and in the Solar Rebate Rider: Rider SR tariff 21 

sheet 23h. 22 

 To be clear, OPC does not believe that rooftop solar is a present-day concern in regards to 23 

revenue recovery in Empire’s service territory. Moreover, it is certainly not a valid reason for 24 

Disclaimer: Possible Future Rules and/or Rate Changes  

Affecting Your Photovoltaic (PV) System 

1. Your PV system is subject to the current rates, rules and regulations by the Missouri 

Public Service Commission (Commission). The Commission may alter its rules and 

regulations and/or change rates in the future. If this occurs, your PV system is subject to 

those changes and you will be responsible for paying any future increases to electricity 

rates, charges or service fees from Empire District Electric.  

2. Empire District Electric’s electricity rates, charges and service fees are determined by the 

Commission and are subject to change based upon the decision of the Commission. These 

future adjustments may positively or negatively impact any potential savings or the value 

of your PV system.  

3. Any future electricity rate projections which may be presented to you are not produced, 

analyzed or approved by Empire District Electric or the Commission. They are based on 

projections formulated by external third parties not affiliated with Empire District Electric 

or the Commission.   
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increasing the residential customer charge based on the minimum amount of residential 1 

ratepayers currently utilizing distributive generation which represents less than 1% of 2 

Empire’s customer to date.
49

  3 

Q. Is OPC proposing similar language for energy efficiency purchases?  4 

A. No. It would be administratively burdensome to attempt to apply the same protections for the 5 

universe of efficient end-use measures. Additionally, OPC is cognizant that future fixed cost 6 

recovery proposals are more likely to be centered on rooftop solar given trends seen 7 

throughout the country.
50

  8 

III. PROPOSED INTERCLASS REVENUE NEUTRAL SHIFTS    9 

Q. Please explain the Company’s position?  10 

A. Based on Empire’s revenue requirement, the Company is proposing a $4,166,016 revenue 11 

neutral shift from a variety of customer classes (CB, SH, GP, TEB and LP classes) to the 12 

residential class. This represents a 2% increase on top of the Empire’s overall 7.3% overall 13 

increase. Company witness Keith bases this proposal on the Commission’s previous rate 14 

determination in ER-2014-0351.  15 

Q. Please respond.  16 

A. OPC opposes this recommendation. Mr. Keith offers no argument as to why a continued 17 

revenue neutral increase to the residential class is justified and instead assumes that Empire’s 18 

operations and delivery have remained static in regards to its customer classes since the last 19 

rate case. Mr. Keith’s reliance on the Commission’s decision in ER-2014-0351 will be 20 

addressed in greater detail in my response to MECG’s proposal.   21 

 22 

                     
49

 There are 234 out of 126,469 households with rooftop solar in Empire’s service territory. EO-2016-0279 Empire 

District Electric Company. Annual Renewable Energy Standard Compliance Report. p. 12. 
50

 Arizona Public Service Electric Company (2016) Arizona’s Bright Energy Future: Grid Access Charge. 

https://www.azenergyfuture.com/getmedia/1ecf50f3-4c42-4d4b-947d-671fa806317a/Grid-Access-Charge_Summary-

What-They-Said_040215.pdf/?ext=.pdf  

https://www.azenergyfuture.com/getmedia/1ecf50f3-4c42-4d4b-947d-671fa806317a/Grid-Access-Charge_Summary-What-They-Said_040215.pdf/?ext=.pdf
https://www.azenergyfuture.com/getmedia/1ecf50f3-4c42-4d4b-947d-671fa806317a/Grid-Access-Charge_Summary-What-They-Said_040215.pdf/?ext=.pdf
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Q. Please explain MECG’s position?  1 

A. MECG supports the Company’s proposed revenue neutral shift to the residential customer 2 

class and proposes an additional 10% reduction in the Large Power (LP) rate schedule’s tail 3 

block energy charge based on the results of an Edison Electric Institute (EEI) report on 4 

electric rates across self-reported utilities and their customer classes in the U.S., MECG 5 

witness Kavita Maini states:  6 

I found that Empire’s rates were not competitive. Empire’s average industrial 7 

rate was not only the highest amongst investor owned utilities in Missouri 8 

but also high when compared to the national average. Specifically, in that 9 

case, Empire’s industrial rate was 16% above the national average, just 5 10 

years earlier the average industrial rate had been below the national average. 11 

Furthermore, I observed that Empire’s residential rates were 3.5% below the 12 

national average (compared to industrial rates that were 16% higher) 13 

(emphasis in original).
51

  14 

 Later, Ms. Maini articulates support for the Company’s proposed revenue neutral shift in this 15 

case by framing the residential customer class as a beneficiary of subsidized relief which 16 

needs to be eliminated:  17 

These adjustments will continue the Commission’s effort to eliminate the 18 

residential subsidy in a timely manner and help to push the Company’s 19 

industrial rates towards the national average. These adjustments are also 20 

consistent with the Commission’s recognition that competitive industrial 21 

rates are important for the retention and expansion of industries within 22 

Empire’s service area.
52

    23 

 24 

 25 
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 ER-2016-0023 Direct Testimony of Kavita Maini p. 7, 29-32.  
52

 ER-2016-0023 Direct Testimony of Kavita Maini p. 14, 9-13. 
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Q. Please respond.  1 

A. Ms. Maini’s argument was misleading and inappropriate in ER-2014-0351 and remains so. 2 

To begin, the EEI report is based on answers from utilities representing extremely diverse, 3 

dynamic regulatory climates with an even greater diversity of customer classes and 4 

characteristics. This is far from a complete picture. 5 

 In terms of electric rates, Figure 6 lists just a few of many potential variables that can alter a 6 

given utility customer within a class.  7 

Figure 6: List of variables that can influence rates 8 

 9 

 In ER-2014-0321, Ms. Maini’s argument centered on two points both lifted from the EEI 10 

report.  11 

1.) That Empire industrial customers are 16% above the national average; and 12 

2.) Empire’s residential customers are paying 3.5% below the national average.  13 

 OPC has put together a more finite table based on numbers lifted directly from the same EEI 14 

report that Ms. Maini referenced last year and again in this case. Table 5 lists nine sets of 15 

customer classes, a small, medium and large electric consumer for the residential, 16 

commercial and industrial groups. The table then lists low to high demand (kW) for larger 17 

customers and a low, medium and high energy load factor (kWh) to further differentiate 18 

intra-class differences. A positive or negative percentage is then listed. This represents the 19 

difference between Empire’s typical monthly bill for a ratepayer with similar load 20 
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characteristics compared to a composite U.S. average. If a negative percent is listed, that 1 

means, according to EEI, the Empire ratepayer is paying less than the national average.  If 2 

positive, the typical Empire ratepayer with those characteristics is paying more than the 3 

national average. 4 

Table 5: EEI’s percentage (+/-) of typical Empire monthly bill compared to US average
53

 5 

Class of 

Service: 
Res Res Res Com Com Com Ind Ind Ind 

Demand 

(kW) 

    40 500 75 1,000 50,000 

Low Load 

Factor 

(kWh) 

500 

(-) 2% 

750 

(-) 6.5% 

1,000 

(-) 10.3% 

375 

+ 4.4% 

10,000 

(-) 11.8% 

150,000 

(-) 11.3% 

15,000 

(-) 9.6% 

200,000 

(-) 8.2% 

15,000,000 

(+) 1.2% 

Mid Load 

Factor 

   1,500 

+ 1.5% 

14,000 

(-)16.4% 

180,000 

(-) 11.3% 

30,000 

(-) 14.8% 

400,000 

(-) 7.8% 

25,000,000 

(-) 9.3% 

 

High Load 

Factor 

      50,000 

(-) 17% 

650,000 

(-) 7.1% 

32,500,000 

(-) 16.5% 

 

 6 

Q. Why is this table noteworthy?  7 

A. First, Empire’s rates encourage energy consumption compared to the U.S. average. 8 

Moreover, almost all of the “typical” Empire ratepayers have rates below the national 9 

average. It should be noted this table suggests Empire’s high load industrial ratepayers are 10 

very competitive with rates 16.5% lower than what is seen nationally. The Commission 11 

should also be cognizant these numbers reflect rates prior to the additional competitive relief 12 

given to the commercial and industrial classes in the last rate case. Certainly, MECG’s 13 

“modest” request for a 10% reduction to the Industrial tail block hardly seems appropriate 14 

from this perspective. 15 

 At the other end of the table, Empire’s low-usage residential ratepayers are -2% below the 16 

national average. Of course, just as Ms. Maini emphasized the importance of competitive 17 

                     
53

 See GM-12 
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industrial rates last year (successfully) and this year, it may be useful for the Commission to 1 

have some context for just how Empire’s residential household incomes compare nationally. 2 

For example, in Empire’s most populated city, Joplin, the median household income 3 

($37,899) is 41% lower than the U.S. median household income ($53,482).
54

   4 

Q. What is OPC’s position on the EEI results?  5 

A. OPC would caution the Commission from drawing any strong conclusions from the EEI 6 

report. The basis for Ms. Maini’s argument, that Empire’s industrial customers need better 7 

competitively priced energy prices, is disproved from the same source she relies on.   8 

Q. Please explain Staff’s position.  9 

A. Staff aptly points out all customer classes are producing a positive rate of return on current 10 

rates. Empire is in no danger of under recovery from any given class. Staff also offers an 11 

interclass revenue neutral shift of $3,855,000 from the General Power customer class to the 12 

residential customer class. At Staff’s present revenue requirement this would result in a 13 

6.62% increase.  Based on Staff’s recommendations, no class would receive a decrease while 14 

the Company’s overall revenue requirement is increasing. That being said, General Power 15 

(+0.19%), Feed Mill (+0.08%) and Lighting (0.00%) would all show little to no overall 16 

increases.   17 

Q. Does OPC support this assessment?  18 

A. OPC is opposed to Staff’s recommendation for a continued revenue neutral interclass shift to 19 

the residential class as this would represent over a double-digit rate increase for these 20 

customers in less than a year. As outlined in Staff’s Economic Consideration section of its 21 

Revenue Requirement Report, Empire’s ratepayers average weekly wages have experienced 22 

just a 17.4% overall increase in average weekly wages compared to the 55.3% increase in 23 

electric rates since 2007 as seen in Figure 7. 24 

                     
54

 U.S. Census Bureau (2014) Joplin City, Missouri. Quick Facts. 

https://www.census.gov/quickfacts/table/PST045215/2937592,00  
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Figure 7: Comparison of weekly wages, CPI, PPI and electric rates 
55

      1 

 2 

Q. What is OPC’s position?  3 

A.  OPC is opposed to a further revenue neutral shift rate increase for the residential class in this 4 

rate case. In ER-2014-0321, OPC entered into a non-unanimous stipulation and agreement 5 

with all parties, save MECG, in which it was agreed the residential customer charge would 6 

not increase but that a positive 0.75 revenue neutral adjustment would be enforced. The 7 

Commission ultimately elected to dismiss the 0.75 revenue neutral adjustment and instead 8 

ordered a 25% revenue neutral increase to the residential class, citing the importance of 9 

competitive industrial rates and Ms. Maini’s testimony specifically.  10 

 Based on principles of gradualism, the economic realities of the many Empire households, 11 

and the additional rate increases leveled at the residential class in the previous rate case, OPC 12 

cannot support a further increase above and beyond what is already being requested for the 13 

residential class. It is our position there should be no revenue neutral shift and an equal 14 

percentage increase occur across classes.    15 

 16 
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 ER-2016-0023 Michael L. Stahlman. Staff Report. Revenue Requirement P. 18, 13.  
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  IV. PROPOSED PRAXAIR REVENUE SHIFT   1 

Q. Please explain the Company’s request?  2 

A. Empire witness Keith proposed a revenue neutral shift of $242,000 from Praxair to the 3 

residential class based on the non-firm nature of the Praxair service.  According to OPC DR-4 

5039, the Company responded:  5 

The Praxair exception is directly related to the non-firm nature of the service 6 

provided. Most of the case was related to the fixed cost of the Riverton 7 

conversion which is capacity related.  8 

Since the cost drivers in the case were primarily fixed, Empire has requested 9 

a substantial portion of the increase be recovered by an increase in the fixed 10 

charge components of the rates where possible and practicable.
56

  11 

 A follow-up data request in OPC DR-5056 requested the Company provide a detailed 12 

explanation of why the costs associated with the Riverton conversion do not apply to Praxair. 13 

The Company responded:  14 

The Riverton costs in the case are directly related to replacing capacity lost 15 

due to the retirement of Riverton units 7 and 8. Praxair is not a firm customer 16 

and Empire does not plan capacity decisions due to the Praxair load.
57

      17 

Q. Is it true that Empire does not plan capacity decisions due to the Praxair load?  18 

A. No, at least not according to the results of their recently filed triennial IRP in EO-2016-0223, 19 

Volume 3 Load Analysis and Load Forecasting Analysis.  In the Long-Term Load Forecasts 20 

subsection, the Company quotes the Commission rules 4 CSR-240-22 (5) (B):  21 

Long-term load forecasts—to serve as a basis for planning capacity and 22 

energy service needs. This can be served by any forecasting method or 23 

                     
56

 See GM-13  
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 See GM-14 
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methods that produce reasonable projections (based on comparing model 1 

projections of loads to actual loads) of future demand and energy loads;  2 

 Empire then indicates the following classes that were specifically modeled to inform their 3 

twenty-year forecast. The customer classes modeled include:  4 

a) Residential  5 

b) Commercial 6 

c) Wholesale (Monett, Mt. Vernon, Lockwood, and Chetopa) 7 

d) Street and highway  8 

e) Interdepartmental  9 

f) Public authority  10 

g) Industrial (oil and pipelines, Praxair, and other) (emphasis added).  11 

 Further review of Empire’s load-forecast volume reveals that a single energy model was 12 

developed specifically to forecast Praxair’s monthly energy usage. The Praxair load forecast 13 

model is as follows:   14 

The Praxair model is a single regression model developed to forecast 15 

monthly energy.  The model is created to provide a forecast based on the 16 

2013 through 2015 average annual energy usage and the seasonal pattern 17 

created by the varying number of days in each month. The model results are 18 

shown in Table 3-32 and Table 3-33.
58

  19 

 20 
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 EO-2016-0223 The Empire District Electric Company Integrated Resource Plan: Load Analysis and Load 

Forecasting. Vol. 3-50.  
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 Mr. Keith’s carve-out request for Praxair is without merit and should be rejected.       1 

IV. ALLOCATION OF ENERGY EFFICIENCY COSTS   2 

Q. How are the energy efficiency costs allocated?  3 

A. Staff and the Company have allocated Empire’s energy efficiency costs to each customer 4 

class based on each class’s energy usage minus the energy usage of customers who opt-out of 5 

participation in those programs. This methodology was adopted in ER-2012-0345 under the 6 

assumption the programs would be a bridge to a Commission-approved MEEIA. That 7 

assumption has not come to fruition. As it stands, the methodology currently utilized places a 8 

disproportionate amount of expenses onto the residential class relative to their level of 9 

participation.   10 

Q. Do you agree with this methodology?  11 

A. No. Under this approach, residential customers are paying roughly half of the overall costs 12 

but have only caused approximately 30% of the costs in PY2014 and PY2015.  Additionally, 13 

it has come to OPC’s attention the Commercial and Industrial customer classes have 14 

potentially exceeded their annual budget for PY2016 (after four months). **  15 

 16 

**
59

 If this methodology continues, it will further penalize 17 

residential customers for programs in which they are seeing no benefit but bearing almost all 18 

of the costs.   19 

 Preliminary estimates suggest the residential class is being overcharged approximately 20 

$277K. However, OPC is currently reviewing several data requests recently received from 21 

the Company before we submit the recommended allocation for the energy efficiency 22 

charges for each of the customer classes.  23 

 24 
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Q. Does OPC have any issue with the rate base treatment of energy efficiency costs?  1 

A. No. OPC has examined this issue internally and has reversed our previous position.   2 

V. DEMAND-SIDE MANAGEMENT PROGRAMS  3 

Q. Please explain the Company’s position on the future of their DSM programs?  4 

A. Based on current evidence, Empire is not proposing any substantive changes to their DSM 5 

portfolio. However, outside this rate case and following the Company’s direct testimony, 6 

Empire has indicated its intent to discontinue its DSM programs based on the preferred 7 

resource plan submitted in its recent triennial IRP filing (EO-2016-0223).    8 

Q. What is Staff’s position?  9 

A. Staff has not taken a formal position on this issue. Staff witness Brad J. Fortson identified a 10 

number of dated or otherwise incorrect information in Empire’s tariff as it pertains to its 11 

DSM programs. He also noted in “the Chapter 22 Electric Utility Resource Planning” section 12 

of the Staff Revenue Requirement report that: 13 

The triennial compliance filing will play a key role in understanding 14 

Empire’s long-term DSM strategy and whether the strategy will provide 15 

benefits to all customers. Staff will review Empire’s triennial compliance 16 

filing and may make specific recommendations concerning current DSM 17 

programs in rebuttal testimony to this case.
60

    18 

Q. What is DE’s position?  19 

A. DE is in support of continuing the programs in pursuit of a Commission-approved MEEIA 20 

portfolio. DE witness Martin R. Hyman states:  21 

DE encourages the Company to file a MEEIA portfolio application in order 22 

to fulfill the policy goal set forth in the MEEIA statute and to assist the 23 

Company’s customers with the rate impacts resulting from this case. 24 

                     
 ER-2016-0023 Staff Report: Revenue Requirement p. 111, 17-20. 
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However, since a MEEIA application is not required by statute, DE 1 

recommends that, at the very least, the Commission order Empire to 2 

continue its DSM program offerings at current funding levels until the 3 

Company receives approval for a MEEIA portfolio.
61

  4 

DE has been the only party to formally offer a position on the future state of 5 

Empire’s DSM programs.   6 

Q. What is OPC’s position?  7 

A. OPC is reserving the right to offer our position in surrebuttal testimony. We are currently 8 

reviewing Empire’s triennial IRP and the assumptions surrounding the Company’s preferred 9 

resource plan as well as awaiting the response to several Company-specific data requests.  10 

VI. WORKING DOCKET FOR REVISED BLOCK RATE DESIGN 11 

Q. Please explain the DE’s request?  12 

A. DE is requesting the Commission order a working docket where the parties can discuss the 13 

implementation of revised block rate designs for Empire’s residential customers. DE witness 14 

Hyman suggests if the Commission is interested in moving towards an inclining block rate 15 

design, DE could support up to a 10% tail block increase based on the Company’s proposal. 16 

Mr. Hyman acknowledges this would mostly impact residential electric space heating 17 

ratepayers but a gradual increase would be preferential to avoid any potential “rate shock.”   18 

Q. Do you agree with DE’s request for a working docket?  19 

A. OPC is always willing to have a discussion regarding rate design. Empire’s present winter 20 

declining block rate is not unusual in Missouri but it does stand in stark contrast to many (if 21 

not most) utilities across the country who adopted more conservation-minded rate designs 22 

following the passage of The Public Utility Regulatory Policies Act (PURPA) in 1978.
62

 23 
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PURPA required all 50 state Public Commissions and all non-regulated utilities to consider 1 

adopting 6 ratemaking standards:
63

  2 

1. Basing rates on costs of service by class  3 

2. Eliminating declining block rates 4 

3. Introducing time of day rates 5 

4. Introducing seasonal rates  6 

5. Introducing interruptible rates 7 

6. Offering customers cost-effective load management techniques   8 

Q. Why should the Commission be concerned with rate design?  9 

A. Price—both its level and its form—is a powerful determinant of consumer behavior. 10 

Accordingly, the setting and design of rates is one of the regulator’s most effective means by 11 

which to achieve desired policy objectives. Therefore, how rates are designed will have an 12 

impact on ratepayer behavior and future outcomes. For example, we know we can expect a 13 

different response to a high customer charge and a low volumetric charge than from a low 14 

customer charge and a high volumetric charge—even if the two are designed to produce 15 

equal revenues in the short run. In the long run, the chosen design will direct future costs 16 

because the price signal functions as a feedback loop designed to influence customer 17 

behavior. This is illustrated in Figure 8. 18 

 19 

 20 

 21 

 22 

 23 

 24 
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Figure 8: Feedback loop of rate design price signals  1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

 10 

Q. What is an inclining block rate (IBR)?  11 

A. Typically, the IBR rate is separated into two blocks, by a kWh threshold. The first block 12 

below the threshold is charged one rate and the second block above the threshold is charged 13 

another higher rate. The IBR is designed so that if you use more energy, you will pay more 14 

per unit of energy. This contrasts with a declining block rate that is designed so that if you 15 

use more energy, you will pay less per unit of energy. The former encourages conservation, 16 

the latter encourages consumption.  17 

 There are at least two policy rationales for inclining block rates: (1) to encourage 18 

conservation, efficiency, and self-generation by sending a price signal to high users and (2) to 19 

mitigate the effect of rate increases on lower consuming – presumably lower-income – 20 

customers and to ensure that essential uses of electricity remained affordable for all 21 

customers.
64,65,66

 22 
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 Unlike other “conservative” demand-side rates and options, the IBR has low to zero 1 

operation, maintenance and incentive costs. For example, according to Empire’s recently 2 

filed triennial IRP in EO-2016-0223, a residential inclining block rate was the only “demand-3 

side rate” modeled for twenty-years because it was the only rate considered cost-effective. 4 

All other demand-side rates considered would require two-way advanced metering 5 

infrastructure (“AMI”) to be deployed that Empire presently does not have.  The results of 6 

that model are reprinted in Table 6.  7 

Table 6: Reprint of Empire’s twenty-year inclining block rate modeling results
67

  8 

 9 

Q. Would the deployment of an inclining block rate influence the results of Empire’s 10 

energy efficiency potential?  11 

A. Yes. Table 6 suggests pricing rates under an IBR design would accomplish more than all of 12 

Empire’s DSM programs to date. Empire’s estimated results are actually conservative 13 

compared to what was seen in Ameren Missouri’s recent triennial IRP seen in Table 7 as well 14 

as what the Kansas Corporation Commission’s (KCC) residential rate study found, which 15 

included KCPL Kansas and seen in Table 8. 16 

 17 
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 US EPA (2009) Customer incentives for energy efficiency through electric and natural gas rate design. 
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66
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Table 7: Reprinted projected peak reductions to Ameren Missouri’s system peak demand 
68,69

 1 

 2 

Table 8: Reprinted tables from the Kansas Corporation Commission Rate Design Report 
70

 3 

 4 

 These studies suggest that a properly designed inclining block rate has the potential to 5 

decrease total electricity consumption at levels that far exceed what has been realized in any 6 

utility’s MEEIA Cycle I or pre-MEEIA portfolio to date. Everything else being equal, 7 

providing energy consumption discounts to ratepayers would be at odds with ratepayers 8 

subsidizing energy efficient appliances. A conservative pricing change would also alter the 9 

assumptions and outcome behind the Company’s market potential study  10 
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Q. Is everything else “equal?”  1 

A. No. OPC is still currently reviewing the assumptions behind Empire’s triennial IRP filing. 2 

Any discussion about rate design needs to consider Empire’s resource mix, revenue 3 

requirement, and critical uncertainty factors. OPC will provide further comments on this 4 

topic in surrebuttal testimony if necessary. On a related note, it should be emphasized a 5 

declining block rate encourages consumption and further minimizes the argument for an 6 

increased customer charge. 7 

VII. LOW-INCOME WEATHERIZATION  8 

Q. Please explain the Company’s request?  9 

A. Empire is requesting an increase in the budget it’s Low-Income Weatherization Program 10 

(LIWAP) of $25,000 per year to $250,000.
71

  11 

Q. Does OPC support this request?  12 

A. Yes.    13 

Q. Please explain Staff’s position and proposed recommendation?  14 

A. Staff did not opine on the proposed LIWAP amount. Staff witness Kory Boustead did 15 

recommend Empire perform a future evaluation of the LIWAP. Ms. Boustead states:   16 

In order to get a better picture of the full impact of weatherization on low-17 

income homes, Staff recommends that the evaluation include a 18 

representative sample of homes that use both electricity and natural gas for 19 

space conditioning. This sample should include homes served by Missouri 20 

Gas Energy (“MGE”) a division of Laclede Corporation, provided that 21 
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Empire can obtain the information necessary to determine cost effectiveness 1 

from MGE.
72

   2 

 Ms. Boustead did not offer a budgeted amount for the proposed evaluation nor did 3 

she specify as to what exactly the evaluation would examine.   4 

Q. Does OPC support this request?  5 

A. No. At this point, it is unclear what benefit another low-income weatherization evaluation 6 

would provide stakeholders. Ratepayer dollars for weatherization can be best viewed as 7 

supplemental capital for the community action agencies that utilize federal tax dollars to 8 

perform LIWAP services. The Ozark Area Community Action Corporation (OACAC), 9 

which operates in the Branson area, does not spend their federal funds on one home and their 10 

Empire funds on a different home. In fact, OACAC will have multiple streams of funding 11 

that are pooled collectively to weatherize homes.  12 

 The primary funding stream for all CAPS that weatherize low-income homes comes from the 13 

U.S. Department of Energy (DOE) who administers evaluations, provides strict guidelines, 14 

and imposes specific cost-effective evaluations utilizing approved proprietary software with 15 

unique algorithms to account for changes in climate and building stock. In short, the 16 

community action agencies in Empire’s service territory are already subject to considerable 17 

scrutiny.    18 

 Low-income communities are among the most surveilled in America. Adding an additional 19 

level of redundant bureaucratic red tape that applies to a small subset of funds raises 20 

prudency issues. Any funds that would be allocated to a third-party evaluator are better spent 21 

on weatherizing homes or deploying a minimalist approach focused on bill payment results 22 

that could be obtained internally by the Company.  23 

If there are concerns above and beyond the cost-effectiveness of the measures or the 24 

correlation between weatherization and customer arrears (e.g., the administration and 25 
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oversight of Empire’s weatherization funds), OPC would offer that DE may be a more 1 

appropriate actor to address those issues as it is charged with administering both the DOE 2 

funds as well as most utility-sponsored weatherization programs.  3 

Q. Are there any other issues regarding weatherization you would like to address?  4 

A. Yes. It has come to OPC’s attention that Empire is currently collecting interest on a 5 

significant amount of unspent funds that are supposed to be devoted to LIWAP activities.  6 

We are currently awaiting the responses to several data requests issued to the Company as to 7 

how the accumulated interests from these funds have been dealt with. Based on the responses 8 

the Company makes, there may be further recommendations in future testimony.    9 

Q. Does this conclude your testimony?  10 

A. Yes.  11 
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Table X: 2015 Empire Residential Customer Energy Survey 

Percentage 
Overall 

Percentage Overall 33% Low  
0 to 8,850 

34% Medium  
8,851 to 15,750 

33% High  
+ 15,751 

77% Own Residence  28% 34% 38% 

23% Rent Residence  48% 35% 17% 

20% 1 Person in household  58% 29% 13% 

40% 2 People in household  33% 38% 29% 

40% 3+ People in household  20% 33% 47% 

81% Single-family detached house  30% 34% 36% 

4% Single-family house attached to others  45% 38% 17% 

4% Multi-family with 2-4 apartments/units  58% 38% 4% 

4% Multi-family with 5+ apartments/units  64% 32% 4% 

6% Mobile/Manufactured home  26% 29% 45% 

13% Home less than 1,000 square feet 57% 31% 12% 

34% 1,000 to 1,499 square feet 38% 39% 23% 

25% 1,500 to 1,999 square feet  25% 37% 38% 

19% 2,000 to 2,999 square feet 21% 30% 49% 

9% Home is more than 3,000 square feet 21% 21% 58% 

26% Home is built prior to 1970 40% 36% 24% 

23% 1970-1989 31% 35% 34% 

19% 1990-1999 28% 32% 40% 

24% 2000-2009 22% 35% 43% 

8% 2010 to present 39% 30% 31% 

30% Annual Household income < 30K 45% 33% 23% 

27% 30K – 49K 33% 40% 27% 

23% 50K – 74K 25% 35% 40% 

20% 75K + 23% 39% 48% 

 

Empire Average (2015) 
13,775 kWh Annual Residential Average 
1,147 kWh Monthly Residential Average 

National Average (2014 EIA)  
10,932 kWh Annual Residential Average  

911 kWh Monthly Residential Average  
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DR 5039 
 

OFFICE OF THE PUBLIC COUNSEL  
DATA REQUEST 

 
EMPIRE DISTRICT ELECTRIC COMPANY  

CASE NO. ER-2014-0351 
 
 
Requested From: Empire District Electric 

Requested By:  OPC 

Date Requested: October 30, 2015 

Information Requested: 

Please refer to page 7 lines 20-22 of the direct testimony of Scott Keith, where he states, 
“Empire has proposed rate increases in the various rate classes that follow the revenue 
allocation process used by the Commission in Empire’s last case, Case No. ER-2014- 
0351, with a couple of exceptions.” Please list and explain the rationale behind each 
exception proposed. 
 
 
 
Response: 
The Praxair exception is directly related to the non-firm nature of the service provided.  Most of the case 
was related to the fixed cost of the Riverton conversion which is capacity related. 
 
Since the cost drivers in the case were primarily fixed, Empire has requested a substantial portion of the 
increase be recovered by an increase in the fixed charge components of the rates where possible and 
practicable. 
 
Date:  11-10-15     
Provided by: Scott Keith     
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DR 5056 
 

OFFICE OF THE PUBLIC COUNSEL  
DATA REQUEST 

 
EMPIRE DISTRICT ELECTRIC COMPANY  

CASE NO. ER-2016-0023 
 
 
Requested From: Empire District Electric 

Requested By:  OPC 

Date Requested: January 20, 2016 

Information Requested: 

Please refer to the Company’s response to OPC DR 5039 where it states “The Praxair exception 
is directly related to the non-firm nature of the service provided. Most of the case was related to 
the fixed cost of the Riverton conversion which is capacity related.” 
 
a. Please provide a detailed explanation of why the costs associated with the Riverton conversion 

do not apply to Praxair.” 
 
 
 
Response: 
The Riverton costs in the case are directly related to replacing the capacity lost due to the retirement of 
Riverton units 7 and 8.  Praxair is not a firm customer and Empire does not plan capacity decisions due to 
the Praxair load.   
 
 
 
 
 
Date:   January 21, 2016   
Provided by:  W. Scott Keith    
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