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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Kansas City Power & Light )
Company’s Request for Authority to )
Implement a General Rate Increase for )
Electric Service )

File No. ER-2016-0285

PUBLIC COUNSEL’'S POST-HEARING BRIEF

COMES NOW the Office of the Public Counsel (*OPC™*Bublic Counsel’) and offers
its Post-Hearing Brief to the Missouri Public SeeACommission (“Commission”) as follows:
Introduction

Rates from Kansas City Power & Light Company’s (‘RIC) last rate case became
effective September 29, 2015. For the twelve mguahod following the effective date of its

new rates, KCPL earned above its authorized redarequity (Ex. 216, Lyons Surrebuttal, p.

20). As shown in the quarterly FAC surveillancearp, KCPL’'s earned return on equity was
9.88% (Ex. 217, Majors Rebuttal, p. #)This earnings information would not have been
available at the time the company filéslrequest for a $ 90.1 million rate increaseuwn I, 2016
— approximately nine months after its last raterdase — however, it demonstrates the
unreasonableness of KCPL'’s requested increase.

All rates charged by public utilities must be jasid reasonable, authorized by law, and
supported by competent and substantial eviden8838150 RSMoUtility Consumers Council
of Missouri v. P.S.C585 S.W.2d 41 (Mo. 1979). It is the Commission’sktéo consider all
relevant factors and determine the rates thatusteand reasonable in order to protect ratepayers
and promote the public interest. Protecting ratepayequires the Commission to consider the

impact that its rate decisions has upon ratepay@ffice of the Public Counsel v. P.$.938

! In Case No. ER-2014-0370 the Commission authomzezturn on equity of 9.5% for KCPL.



S.w.2d 339 (Mo. Ct. App. 1997). Accordingly, amotige most critical considerations a
commission makes when approving rate increaseleisnipact the increase will have upon
ratepayers.

This case is not driven by a large generating lhiiidlg put into service after expensive
environmental upgrades were complete, like inaberhte casénstead, the focus of this case has
been driven by the company’s attempt to radicdlift sisk onto customers by encouraging the
Commission to depart from sound regulatory pries@nd past Commission standards. For return
on equity, the company again offers the testimdnylio Hevert who suggests the ROE should
increaseto 9.9% when all other parties believelecreasds warranted. The company asks the
Commission to depart from its longstanding praaticasing its holding company’s consolidated
capital structure, followed since 2006, when gsgttrates. The company seeks to increase
customer’s rates by approximately $ 10 million lseait wishes to include terminal net salvage
estimates in depreciation rates. Including themesés in depreciation rates would change
Commission practice accepted since 2005 and skfta customers who would pay increased
ratesnow for estimated costs that may never actually naditezi The company is pursuing a
particularly egregious MEEIA adjustment as a waygadect an additional $ 6.6 million from
ratepayers when the company has already been eveppansated. In addition to the foregoing
issues remaining to be decided by the Commissida direct case, the company had requested a
variety of special cost-trackers and expenses lmspbjections that it is no longer seeking under
the terms of &lon-unanimous Partial Stipulation and Agreenféatl after the evidentiary hearing
began in this case and approved by the Commissioklavxch 8, 2017.All of the foregoing
requests by the company should be rejected as amdsinreasonable as will be explained in this

brief.

2 Public Counsel is a signatory to that agreement.



Even without the present requested increase, customers are already struggling to keep up
with KCPL’s numerous rate increasesom 2007 to 2015 the increase in average weekly wages
for Missouri counties in the KCPL service area is about one-fourth of the increase in electric
rates for KCPL customers (Ex. 200, p. 8his margin would only be made worse if KCPL is
granted its requested 10.77% increase. These increases are a burden for customers. At one local
public hearing a customer testified: “people are not keeping up with increased rates; and, quite
frankly, it's getting to a stage where people are going to have to take more serious measures, such
as dropping electrical services and living without electricity.” (Tr. Vol. 4, p. 20). KCPL'’s
customers do not have an endless supply of money to continue budgeting towards their utility bill.
ok

** (Ex. 310 HC, Marke Rebulttal,
5). At another public hearing a customer framed the impact of the rate increase with a question:
“[w]hat is a senior citizen, an individual with disabilities, or a single mother to do when they have
to choose between utilities and food?” (Tr. Vol. 5, p. Anly increase will have a significant
impact on KCPL’s customers ability to pay their bills and purchase other necessities, including
food.

Whenany increase will have such significant impacts on people, efforts to increase rates
above what is necessary to provide safe and adequate service and attempts to shift risk to customers
— as KCPL is attempting to do in this case with the issues discussed below — are unjust,
unreasonable, and shoulddsmied as being contrary to the public interest.

Cost of Capital (Issue Il)

Return on Common Equity (“ROE™ — what return on common equity should be used for
determining rate of retufh

Staff witness Mr. Woolridge recommendsdecreasdo 8.65% (based on a range of 7.9%
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to 8.75%). MECG witneskdIr. Gorman recommendsdecreasdo 9.20%. Only the Company’s
witness recommends an increase. Public Counsemmends the Commissiotecreasethe
authorized ROE. An appropriate ROE for KCPL will fa the range of 7.9% to 8.75%.

Public Counsel witness Hyneman offered testimorsputing KCPL witnesses’ belief
that the regulatory environment in Missouri is as@en for the Commission to authorize a higher
ROE (Ex. 303, Hyneman Rebuttal, pp. 2-6). In rgathie In Standard & Poor's ("S&P") January
2014 "Utility Regulatory Assessments For U.S. Itee®Owned Utilities Report” ("S&P 2014
Report"), S&P ranked the Missouri regulatory enmiment as "Strong/ Adequate.” (Ex. 303,
Hyneman Rebuttal, p. 4). From a utility bondholgmrspective S&P ranked the Missouri
regulatory environment at its second highest pdessibting. Id. Furthermore, the industry
standard source for statistics in rate cases agulatory matters in general is the Regulatory
Research Associates ("RRA") (Ex. 303, Hyneman Rahut. 5). Based on information from the
RRA, Mr. Hyneman concludes that from an investorspective and from a historical
perspective, Missouri regulation has been relativblalanced, ranking the regulatory
environment of Missouri in the middle of all st&Zemmissions (Ex. 303, Hyneman Rebuttal, p.
5). Based on this information, the Commission stiagaject any theories offered by KCPL that
the regulatory environment in Missouri justifiekigher authorized ROE.

Capital structure — what capital structure showdibed for determining rate of retérn

Public Counsel recommends Great Plains Energ@aE”) actual consolidated capital
structure at September 30, 2016 as adjusted toveertiee amounts associated with the asset
referred to as “Goodwill” (Ex. 302, Hyneman Dirgrt17). GPE’s capital structure consists of
48.5% debt and 51.5% equitgl. The Commission has consistently ordered the G<&eRi’s

consolidated capital structure in KCPL rate casesesthe company’s 2006 rate case, ER-2006-



0314. This practice was continued in KCPL's mastent rate case in which the Commission
recognized it has historically used the GPE capgtaicture to set rates for KCPL as has the
Kansas Corporation Commission when setting rate&K@PL’s Kansas operations (Report and
Order, Case No. ER-2014-0370, p. B3,d Sept. 2, 2015).

Fuel Adjustment Clause (“FAC”)(Issue III)

Should the Commission authorize KCPL to continubadee an FAQ

In this casePublic Counsel recommends the Commission orderA® fer KCPL. An
FAC incorporating the terms outlined by OPC witessn this case would continue to give
KCPL the significant benefit of this single-issuest recovery mechanism while making
improvements to benefit of ratepayers. Specificahg FAC recommended by OPC limits the
costs and revenues included in KCPL's FAC to difeet and purchased power costs, including
transportation and off-system sales revenues. lngithe costs and revenues included in the
FAC simplifies the FAC and increases transpareBgyremoving non-fuel and non-purchased
power costs, it eliminates the disincentive for KGB not implement efficiencies in these cost
areas (Ex. 306, Mantle Rebuttal p. 2). It redubedikelihood of errors and increases the ability
to conduct a comprehensive prudence review (Ex, Bhtle Rebuttal p. 2). Lastly, it offers a
more meaningful incentive for KCPL to manage, te éxtent it is able, the fuel and purchased
power costs and off-system sales revenues thraeggvery of FAC costs included in base rates
and 90% of the FAC costs above what is includeldase rates (Ex. 306, Mantle Rebuttal p. 2).
Likewise, OPC’s proposed FAC would return 90% oéftakt savings to the customers and allow
KCPL to retain 10% of its savings.

Overall, the FAC proposed by Public Counsel woulthimize the complexity of

KCPL’'s FAC while providing KCPL with a reduction nisk regarding recovery of its fuel and



purchased power expenses. To be clear, under Rtdlinsel’'s recommendation the majority of

current FAC costs are included; only the non-fue aon-purchased power costs now included
in KCPL's FAC would be impacted (Ex. 305, Mantle€&ut p. 22). A large majority of the costs

in KCPL's current FAC and the FAC proposed by KGRLthis case are fuel commodity, the

transportation of that commodity, and purchasedgyososts. Those costs are also included in
OPC'’s proposal meaning the difference in cost reppbetween KCPL'’s requested FAC and

OPC'’s proposal is slight (Ex. 305, Mantle Direc®p).

Public Counsel’'s proposal of removing non-fuel amh-purchased power costs from
KCPL's FAC is not micro-managing the utility, fatofm it. Importantly, the non-fuel and non-
purchased power costs removed from the FAC woultimmee to be included in the revenue
requirement for KCPL. Excluding these costs frone tRAC would restore the traditional
ratemaking incentives to KCPL in regards to thesst< (Ex. 305, Mantle Direct p. 24). This
would provide an incentive for KCPL to find efficieies in these non-fuel and non-purchased
power areas since efficiencies that would reducesdhcosts could provide a benefit to
shareholders. In contrast, including these costthenFAC removes KCPL's incentive to take
actions to decrease these non-fuel and non-purdhageer costs. This means that OPC'’s
recommended FAC would reduce disincentives for efstiencies for these costs (Ex. 305,
Mantle Direct p. 23). KCPL witness Blunk agreedidgrthe hearing that including costs in
fixed rates is a very clear incentive for the titito minimize costs. Tr. Vol. 8, p. 466. Allowing

KCPL the opportunity for positive regulatory lag bgt including non-fuel and non-purchased

% While Public Counsel has not had the opportumitseview the position taken in briefs, it
expects KCPL to abandon certain positions frondiitsct testimony based on thisn-
unanimous Partial Stipulation and Agreemapproved by the Commission on March 8, 2017.



power costs in the FAC, along with OPC’s recommerglearing incentive, could actually result
in greater earnings for KCPL (Tr. Vol. 8, p. 51&.B05 Mantle Direct p. 22).

Likewise, including non-fuel and non-purchased povexenues in an FAC may create
apathy regarding increasing these revenues sincBLK®@ould see very little benefit to
increasing revenues (Ex. 305, Mantle Direct p. 23).

Even under the OPC proposal, the FAC continuesta bignificant shift in the balance
of cost recovery risk from the company to its costos. This shift is not without certain
customer protections. First, a utility seeking aACFmust periodically come before the
Commission and prove its case. Section 386.266 RSiquires that the establishment,
continuation, or modification of an FAC only occur a general rate case and only upon
approval by the Commission. These provisions allbev Commission and parties in each rate
case, just as Public Counsel has done in this easallowed by Commission rule 4 CSR 240-
20.090(2)(E), to make recommendations after examgiall aspects of an FAC proposed by the
electric utility including how the utility has maged its obligations.

Section 386.266 RSMo gives the Commission disanetmallow an electric utility to
establish an FAC. “The statute does remjuire that the Commission approve a fuel adjustment
clause. Instead, it specifically gives the Comnoissauthority to accept, reject or modify a
proposed fuel adjustment clause after giving anodppity for a full hearing in a general rate
case” (emphasis added)(Report and Order, Case Rk@0B7-0004, p.63ss’d May 17, 2007).

It is clear the statute does nertitle the company to have an FAC. As the Commission has
concluded in the past, “a fuel adjustment clause Bivilege, not a right, which can be taken
away if the company does not act prudently.” (Repod Order, Case No. ER-2008-0093, pp.

45-46,Iss’d July 30, 2008). It follows, then, that the Comnuascan make modifications to an



FAC. When it furthers the public interest the Comssionshould make modifications. Public
Counsel believes its recommended modifications egtotatepayers and further the public
interest. The continual improvement for the FACuesture based upon information and
circumstances should be embraced and encouragédeb@ommission. At least in part, this
concept was endorsed by the Commission in UniontfidteCompany d/b/a Ameren Missouri's
(“Ameren Missouri”) recent rate case, ER-2014-0258en discussing OPC’s position in that
case that the company had not met the minimungfil@guirements the Commission specifically
noted:

The minimum filings Ameren Missouri made in thiseaare substantially similar

to the filings it made in past rate cases and Im@ver been challenged in the past.

That does not mean those minimum filing requiremeannot be improved in the

future.
(Report and Order, Case No. ER-2014-0258'd April 29, 2015). Exercising the provision of
the Commission’s rule to propose alternatives te ttompany’'s FAC proposal is not
micromanaging the utility. The ability to considemd adopt changes is a significant way the
Commission can protect ratepayers.

KCPL's Requested FAC

Since filing its direct case, and after the hearmthis case began, KCPL entered into a
Non-unanimous Partial StipulationAs a result, Public Counsel understands KCPL d#/ n
essentially requesting to continue its existing FA®Ge Commission, in its role to guard the
public interest, should not endorse the status iguthis case. The provision in the Non-

unanimous Partial Stipulation applies only to KCPIt.does not apply to the other signatory



parties. Based on the circumstances in this daseciear OPC’s modifications to the FAC are
warranted.

The Company’s apparent attitude and misunderstgrafithe purpose for an FAC makes
evident the need for further Commission guidanceasts to be included, additional reporting to
be implemented, and a modification of the incentimechanism. OPC witness Mantle
summarized the concern about KCPL'’s approach el

OPC is greatly alarmed that KCPL views the FAC, msta cost recovery

mechanism, but as a determinant in how it meetsugsomers’ energy needs and

as a policy statement of costs the Commission deempsrtant. When a utility

views the FAC as anything other than cost recoeéprudently incurred fuel and

purchased power costs and changes its fuel proemtepnactices, not to improve

efficiencies and cost-effectives but based on redng the most money from its
customers, the Commission should seriously consuthether or not the utility is
deserving of the privilege of an FAC.

Rate adjustment mechanisms such as the FAC allevutihty to charge

its customers more, without consideration of abtscand savings, between rate

cases. Nowhere in Section 386.266 RSMo does itreayAC is to be used as a

fuel management tool or to dictate procurementtmes. In fact, the statute

makes it clear that an electric utility with an FAE expected to continue to

manage its fuel prudently and the Commission majude features designed to
provide incentives tomprove the efficiencies and cost-effectiveness of itd fue

and purchased-power procurement activities. Ihtligf the statute allowing

incentives to improve efficiencies and cost effestiess, threats by KCPL to



minimize or discontinue fuel procurement activitiethe costs of these activities

are not included in the FAC are very alarming.
(Ex. 307, Mantle Surrebuttal pp. 1-2). This attéud shown in KCPL’s response to Public
Counsel data request where KCPL explained how etved certain Commission decisions
regarding the FAC:

When the costs to implement efficiency or costaifeness measures in

the Company's fuel and purchased power procuremeintities are excluded

from base rates and the FAC, it is the Compangw \the Commission taken a

policy position that the excluded efficiency or teffectiveness measures are not

justified and are not to be employed.
(Ex. 322). During the hearing, KCPL witness Blunkadissed the data request responses and
confirmed Public Counsel's concern that KCPL vietl® FAC as something other than
expedited cost recovery when he discussed a hyjicgth€ommission order:

And with that, the context of this is, if we haduel clause and if one of those

items was excluded from the fuel clause, the commateft with interpreting and

understanding what a hypothetical order would §&y.again, it's a hypothetical

order. We get an order that says, Take your -- &rdt's not allowed in the fuel

clause. What do we do?

Well, one, we don't include it in the fuel claugbat's for sure. But

between reading between the lines of the ordergssnit says something else,

we're left with the question of, is there a polpnsition where the commission in

its hypothetical scenario is saying that Tronaad,kand, therefore, we shouldn't

use it? So we're trying to look at what do we dd hoaw do we interpret that?
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(Tr. Vol. 8, pp. 460-61). Excluding a cost in thA® should not be taken as a Commission
policy position that efficiency or cost-effectivessemeasures are to be minimized, not justified
or should not be employed. The Commission has rezed an FAC as a mechanism established
in a general rate case that allows periodic rajestmients, outside a general rate proceeding, to
reflect increases and decreases in an electritylgtiprudently incurred fuel and purchased
power costs (Commission Rule 4 CSR 240-20.090()) (@ FAC should not be used as a fuel
management tool or to dictate procurement practices

Public Counsel’s concern that KCPL may view theCF&s a fuel management tool or to
inappropriately dictate procurement practices xiscerbated by KCPL witness Rush’s apparent
belief that the Commission has consistently repethe concept that including costs in the FAC
removes the incentive to take action to decreasefunel and non-purchased power costs (Ex.
143, Rush Rebuttal p. 27). When Public Counsellspiagfind out the basis of Mr. Rush’s belief
the response was simply that the Commission hatbapg@ FACs that included non-fuel costs in
the past (Ex. 324). Certainly, it requires a coasablle stretch of the imagination to believe that
by approving FACs in the past the Commission wgtieg the idea that including costs in an
FAC removes the incentive to reduce or manage thosts — especially when the Commission
included incentive mechanisms in those same FAGEC @itness Hyneman offered testimony
strongly disagreeing with Mr. Rush, stating “[t]lisommission has repeatedly asserted that
trackers such as a FAC remove utility managemestt@mtrol incentives. | have never seen any
instance where the Commission has stated thatstimet true.” (Ex. 304, Hyneman Surrebuttal
p. 25). In fact, in KCPL'’s last rate case, the Cassion recognized the FAC’s impact on the
utility’s incentive to control costs, stating: ‘fi¢ Commission finds that allowing KCPL to have

100% recovery of its costs in an FAC would act atissncentive for KCPL to control those
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costs.” (Report and Order, Case No. ER-2014-03781fss’'d Sept. 2, 2015). The Commission
included a sharing mechanism to provide the com@amyncentive to control cost&l. The
company’s inability to recognize that including tom an FAC reduces the company’s incentive
to control those costs is another reason the Cosmonishould adopt the modifications proposed
by Public Counsel.

KCPL’s apparent philosophy regarding the FAC asdnability to recognize the impact
on cost-control incentives involved are troublingowever, those are far from the only
concerning aspects of KCPL management’s treatmetheoFAC privilege. The Commission
should also be concerned about the company’syatoliadminister an FAC appropriately.

For example, in the company’s direct filing it inded FAC tariff sheets sponsored by
Mr. Rush that propose to permit KCPL to recoveeetfhandling costs” in subaccounts 501500 —
501509 in the FAC (Ex. 142, TMR-3, p. 13 of 21).wéwer, this request and the information
provided to the Commission and parties by the camaae inadequate for several reasons. First,
the supporting testimony regarding what costs waaldncluded in KCPL's FAC and why they
should be included is non-existent or inadequateerd is no testimony providing complete
explanations of all the costs KCPL is requestingnicuded in its FAC required by Commission
Rule 4 CSR 240-3.161(3)(H). There is no testimorgvigling complete explanations of all the
revenues KCPL is requesting be included in its FAQuired by Commission Rule 4 CSR 240-
3.161(3)(l). Nor did the company provide any testity including a complete explanation of any
rate volatility mitigation features in the propodedC as required by Commission Rule 4 CSR
240-3.161(3)(K). These requirements are not meantbé meaningless paperwork. The
Commission has stated that it is the Commissionghauld make the determination as to what

costs or revenues should flow through the FAC (Regiod Order, ER-2014-0370, p. 38s'd
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Sept. 2, 2015) In order to make that determinatim Commission needs to know what costs
KCPL seeks to recover from ratepayers in this gpeast recovery mechanism.

Second, when the company did provide additionabrmftion about the costs it was
seeking to recover in the FAC in response to OP@ deguests, the information provided was
limited to the description of the resource codested and used by KCPL for recording costs in
FERC accounts (Ex. 306, Mantle Rebuttal pp. 14-Ihe data provided did not match the
company’s proposed tariffs. Examining the compamgsponse to OPC data request 1314, the
Commission should note that KCPL was proposingntduide costs in account 501510 in its
FAC (Ex. 236). However, the tariff sheets providgdKCPL did not include that account having
only referenced subaccounts 501500 — 501509 (ER, TMIR-3, p. 13 of 21§. During the
hearing, KCPL'’s witness who provided KCPL'’s limiteaplanation of costs and sponsored the
tariff sheets, testified that he was not even aestdnat account 501510 was (Tr. Vol. 8, p. 528).
The same witness also testified that he “review{gry data request that is submitted by parties
in a case to verify its accuracy.” (Tr. Vol. 10,54.9).

Another example of KCPL'’s tariff administration ags to account 501505. Even though
the tariff sheets propose to permit KCPL to recaasts in an account range including 501505,
the company’s response to OPC data request 131¢l mimteindicate any costs recorded in
account 501505 (Ex. 236). Public Counsel is lefivtamder what future costs the company will
attempt to recover through the FAC through thisérged” and unexplained account number.
By requesting costs in a range of accounts witlppaviding a description of what costs are
included in each account, the Company has not geovthe Commission with the information

necessary for it to know what costs it is beingedsko authorize KCPL to collect from

* Mr. Rush testified during the hearing that he ‘wasv the preparation of the tariffs and
reviewed them and went through that.” (Tr. Volp8527).
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customers outside of a rate case and without ceratidn of all relevant factors. The
inconsistency between the proposed tariffs andi#ta request response indicates that KCPL is
unable to appropriately monitor and manage the doraaiety of non-fuel and non-purchased
power costs it currently includes or has proposaddlude in its FAC.

Public Counsel also believes that KCPL did not mtevthe Commission or the parties
with an appropriate FAC base calculation. In #gCFbase calculation in this case KCPL did not
report purchased power as the power purchased atsogeneration to meet its native load as
defined by the Commission in iReport and Ordem KCPL'’s last case that established KCPL'’s
FAC and as is required by FERC Order 668 (Ex. 30éntle Rebuttal p. 12). Instead, KCPL
reported a normalized total payment to SPP as paethpowend. The base calculation for the
current FAC shows purchased power as defined byCiimission — the power purchased
above its generation to meet its native load buPK@id not do so in its direct filing in this case
making it impossible to compare the current bas€@®L’'s proposed baséd. This, coupled
with the confused testimony KCPL witnesses Blun# Rush regarding exactly what was meant
by the term “purchased power,” should cause corsidie pause to the Commission as to what
exactly KCPL means when it uses the term “purchasader” SeeTr. Vol. 8, p. 454; Tr. Vol.

8, p 514).

Has KCPL met the criteria for the Commission tchaudize it to continue to have an FAC

No. There are at least four FAC minimum filing regments KCPL did not meet:

1) Complete explanations of all the costs KCPLeguesting be included in its FAC
(4 CSR 240-3.161(3)(H));

2) Complete explanations of all the revenues KC&Leguesting be included in its

FAC (4 CSR 240-3.161(3)(1));
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3) Complete explanation of any rate volatility métion features in the proposed
FAC (4 CSR 240-3.161(3)(K)); and
4) Heat rate testing (4 CSR 240-3.161(3)(Q)).
Complete explanations of the costs and revenuesldotric utility is proposing to include in its
FAC are required by Commission Rules 4 CSR 24043H) and (I). The Commission
addressed the need for complete explanations @rdsr of Rulemaking for Commission Rule 4
CSR 240-3.161 when it stated:
By using “complete” the commission means that whicitludes every
explanation and detail to allow a decision-makeevaluate the response fully
and on its face, without forcing it to resort tkiag for additional explanations,
clarification or documentation to reach a decisiofComplete” means “not
lacking in any respect,” which is a reasonabledaaa for filings. Moreover, the

purpose of the rule is to alert requesting partiésthe documentation and

information necessary for the staff to review aodthe commission to approve a

[FAC] within the allotted time for a general rate casieincomplete information

is provided the entities reviewing the documentatimuld be required to request

further detail in order to evaluate the proposediF (emphasis added.)
(Ex. 306, Mantle Rebuttal pp. 15-16). As explaimddve, the Commission determines what is
included in an FAC, not the utility. Staff and othgarties may make recommendations to the
Commission in the rate case regarding what costsaarenues should be included in an FAC. If
the utility gives an unclear explanation of thetsand revenues to be included, the parties have
inadequate information on which to make their res@ndations and the Commission makes

decisions with incomplete information.
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Equally problematic is the lack of complete explamn of any rate volatility features in
the company’'s proposed FAC (Ex. 306, Mantle Rebubia16-18). This explanation is
important because even though KCPL does not havplete control over its fuel costs, it does
have ways that it can and does mitigate the vidlabfF fuel costs and costs to its customéds.
Without an FAC, KCPL has a great incentive to takery action available to it to mitigate the
volatility of fuel costs and fuel cost risks. Wit an FAC, KCPL assumes all the risk of
changing fuel costs. Whatever it can do to remweektility or reduce costs, impacts its
earnings. Howevenvith an FAC that incentive mostly disappears (Ex. 3@@ntle Rebuttal
pp.16-18).With an FAC customers take on the risk of changing ¢osts and customers receive
most of the benefits of reduced fuel costs. A complete explanation of the actions KCPL is
taking to mitigate fuel costs, and therefore FA@saprovides information to the Commission
and parties to the case regarding whether or nditiadal incentives (perhaps a larger sharing
percentage as OPC is recommending) should be mawad incent KCPL to take action to
reduce this risk to the customers.

Should the Commission direct the parties to deteerbaseline heat rates for each of the utility’s
nuclear and non-nuclear generators, steam and ctimbuurbines and heat recovery steam

generator?

Yes. OPC witness John Robinett has provided rabtgstimony in this case regarding
KCPL'’s failure to meet the heat rate testing minimdiling requirement (4 CSR 240-
3.161(3)(Q)) at the time KCPL filed this case ahd importance of the FAC heat rate testing
minimum filing requirement (Ex. 314, Robinett Refalit Heat rate is a measure of generating
station thermal efficiency, generally expressedBin per net kilowatt-hour. It is computed by
dividing the total Btu content of fuel burned fde@ric generation by the resulting net kilowatt-

hour generation (Ex. 314, Robinett Rebuttal p. These baselines heat rates are an important
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resource that will provide information to partiegarding KCPL’'s maintenance of its generation
fleet once it is granted an FAC. While over the@we$ generating facilities will become less

efficient, sharp changes in the efficiencies mailigate a change in philosophy in maintaining a
generating facility and should draw inquiry of cesisThis information is a filing requirement so

that the parties can evaluate changes in efficietyut to aid in determining whether the utility

has prudently operated its generating units. (Bx, Robinett Rebuttal pp.11-12). These first
heat rate tests after the Commission approvesstiableshment of an FAC and the results should
be used as a baseline to reference and examirghdénges in the efficiencies of the plants over
time. Id.

Equally troubling is Staff's reluctance to analyf 6 €PL’s heat rates. Although Staff
witness J Luebbert stated he compared the heatesttéo the previous results (Tr. Vol. 10 p.
587) later in the hearing he stated KCPL did now/jgte heat rates in the previous case (TR. Vol.
10 p. 588). He also stated in response to a PQdimsel data request that Staff did no analysis
of the heat rates (Ex. 314, Robinett Rebuttal, 8cleeJAR-R-1). Instead Staff just confirmed
that, with the additional information provided thgh data requests, KCPL met the requirement
of the Commission’s minimum filing rule regardintgetprovision of heat rates and no analysis
was needed. Just as concerning is Staff's posttiah baseline heat rates should not be set
because the rule does not require it (Tr. Vol. 1899).

Beyond the company’s failure to meet minimum @linequirements, problems with
information provided regarding the tariff sheetsd absence of testimony supporting all costs
and revenues, the Commission should be concernedt &CPL management’s ability to
administer and comply with tariff sheets that gopraved. KCPL employees perform the FAC

record keeping and reporting for both KCPL andaftgiate Kansas City Power & Light Greater
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Missouri Operations (“GMQO”)(Ex. 305, Mantle Dirept 21). GMO's FAC, to comply with
Commission order in ER-2012-0175, was to includg tnansmission costs necessary to receive
purchased power to serve native load and makeystés1 sales. No transmission costs
associated with the Crossroads Generating faeiése to be included in GMO's base rates or in
its FAC (Ex 305, Mantle Direct, p. 20). Howeverwas later discovered that GMO had been
collecting transmission costs related to Crossraadsugh its FAC for a period of time in
conflict with the Commission ordeld. GMO took steps to return the $4.6 million imprdpe
collected; however the error, and the magnitudethef error, should be considered when
evaluating the administrative capabilities of KCRlanagement as it relates to the FAC for
KCPL.

If the Commission authorizes KCPL to have a FAQuéth KCPL be allowed to add cost and
revenue types to its FAC between rate cases

No. Section 386.266 RSMo only grants the Commis#ienauthority to modify an FAC.
KCPL FAC tariff sheets 50.4 and 50.5 would allow RICto insert account changes between
general rate cases. KCPL's current FAC tariff appe@a allow modification to the FAC
components between general rate cases even thbedhAC statute, section 386.266.4 RSMo,
specifically states that an FAC may be “approveddifired, or rejected only within the context
of full hearing in a general rate proceeding.” Tisisnot something that should be permitted to
continue. In addition to the statute, CommissioteRUCSR 240-20.090 provides:

(2) Application to Establish, Continue or Modify RAM. Pursuant to the

provisions of this rule, 4 CSR 240-2.060 and sec886.266, RSMo, only an

electric utility in a general rate proceeding malg fan application with the

commission to establish, continue or modify a RAM fliing tariff schedules.

Any party in a general rate proceeding in whichAVRis effective or proposed
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may seek to continue, modify or oppose the RAM. e Tdommission shall

approve, modify or reject such applications to ldggh a RAM only after

providing the opportunity for a full hearing in argeral rate proceeding.
In its order in KCPL's last rate case the Commissigected KCPL’s effort to include all costs
and revenues relating to net fuel and purchasedcepowsts, whether or not they are currently
being incurred, stated that “allowing a new costrevenue to flow through an FAC is a
modification to that FAC, which under Section 3&&2RSMo, only the Commission has the
authority to modify.” (Report and Order, Case N&®-E014-0370, p. 39ss’d Sept. 2, 2015).
For the same reasons, the Commission should notitperiff provisions which would allow it
to add costs or revenues to its FAC in betweenaates. Even if the Commission disagrees with
OPC'’s conclusions on the law, it should reject thenpany’s proposed tariff sheet language
because it is unnecessarily complicated and laeksparency (Ex. 318, Riley Surrebuttal, pp. 4-
5).

Even though KCPL, through the Non-Unanimous Plagigulation and Agreement filed
on February 10, 2017, may be requesting differ&@ Eerms than it did in its direct filing, these
concerns about KCPL management’s attitude and stateting of the purpose for an FAC
remain. Public Counsel asks the Commission to aepits proposed FAC and provide guidance
on costs to be included, additional reporting toifmelemented, and the modification of the
incentive mechanism.

Public Counsel's FAC proposal

In the first rate case in which the Commissionwa#ld an FAC under Section 386.266
RSMo the Commission explained “[A] reasonable fusdjustment clause should be

straightforward and simple to administer, retaimeadncentive for company efficiency, and be
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readily auditable and verifiable through expeditedulatory review.” (Report and Order, Case
No. ER-2007-0004 p. 37ss’d May 17, 2007). Public proposal makes improveméntmeet
those goals and fulfill the Commission’s initiatent.

What costs and revenues should flow through KCIFRE?

OPC is recommending only the following prudenthcurred costs be included in
KCPL's FAC:

1. Delivered fuel commodity costs including:

a. Inventory adjustments to the commaodities;

b. Adjustments to cost due to quality of the cardity; and

c. Taxes on fuel commaodities;

The cost of transporting the commodity to theagation plants;

The cost of power purchased to meet its n&de; and

Transmission cost directly incurred by KCPL parchased power and off-system
sales.

Pown

These costs would be offset by revenues from:

1. Off-system sales revenue net of the cost ofrgéina or purchased power to make
those sales; and
2. Net insurance recoveries, subrogation recovemessettlement proceeds related

to costs and revenues included in the FAC.
(Ex. 307, Mantle Surrebuttal p. 6).

For KCPL FAC “fuel” costs, the Commission shouldlyomllow the delivered fuel
commodity costs, including inventory adjustments the commodity, commodity quality
adjustments, taxes assessed on the purchase obrtivaodity, and the cost of transporting the
fuel from the fuel source to the generation plafiis. 318, Riley Surrebuttal pp. 7-8). This
recommendation is consistent with the FERC Accdlbit, Fuel Stock, which is part of the
FERC's Uniform Systems off Accounts ("USOAIY. Public Counsel notes that FERC allows
utilities under its jurisdiction to have an FAC. itWn the FERC FAC there are detailed and
clear parameters as to what constitutes fuel cgtble to be recovered in the FAC (Ex. 318,

Riley Surrebuttal p. 10). For fuel costs, thoseapgters mirror OPC’s recommendations in this
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case. FERC's requirements state that only fosellédpenses that may be appropriately charged
to FERC Uniform System of Accounts (“USOA”) accouril, Fuel Stockare eligible to be
included in the FERC FAC. It also allows nucleaglfaharges to USOA account 518, Nuclear
Fuel to be charged to its FAC:

(6) The cost of fossil fuel shall include no iteother than those listed in Account

151 of the Commission's Uniform System of Accouiais Public Utilities and

Licensees. The cost of nuclear fuel shall be teahewn in Account 518, except

that if Account 518 also contains any expense dssif fuel which has already

been included in the cost of fossil fuel, it sha#l deducted from this account.

(Paragraph C of Account 518 includes the cost béwfuels used for ancillary

steam facilities.)
(18 CFR § 35.14(a)(6); Ex. 318, Riley Surrebuttallp). At a basic level, FERC simply states
that fuel costs shall be the cost of fossil andearcfuel consumed in the utility's own plants and
the utility's share of fossil and nuclear fuel aomed in jointly owned or leased plants (Ex. 318,
Riley Surrebuttal p. 11). Public Counsel witneslefrexplained FERC Account 151 in detail:

FERC Account 151 is a current asset account ctiargh the cost of fossil fuel that
is purchased by the utility. As the fuel Accourillcost is consumed in the
generation of electricity, the cost of this fuellsarged to the appropriate expense
account. This would include Account 501 for cdalcount 547 for natural gas and

oil.

FERC Account 151 includes the invoice cost of ftred purchased, transportation
charges, taxes, commissions, insurance directiyectlto the fuel purchased, O&M,
and depreciation expenses directly related to assetd to transport fuel from the

fuel source to the generation station.
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FERC strictly applies the Account 151 standardcfust allowed in an FAC. 1t is
easy to see how the FERC criteria for fuel to beusted in an FAC for all its
jurisdictional electric utilities throughout the ltbd States is very similar to what

OPC is recommending for FACs in Missouri.

151 Fuel stock

This account shall include the book cost of fuelhamd. Items 1.

Invoice price of fuel less any cash or other disteu 2. Freight,

switching, demurrage and other transportation @sangot including,

however, any charges for unloading from the shgppiredium. 3.

Excise taxes, purchasing agents' commissions,ansarand other

expenses directly assignable to cost of fuel. 4er@ting,

maintenance and depreciation expenses and ad val@ees on

utility-owned transportation equipment used to g@ort fuel from

the point of acquisition to the unloading point. L'®ase or rental

costs of transportation equipment used to transjpit from the

point of acquisition to the unloading point. (Pkeasfer to Schedule

JSR-R-4)
(Ex. 318, Riley Surrebuttal pp. 11-12). KCPL'’s kaea definition of FAC eligible fuel costs
includes not only eligible fuel costs, but also geh indirect “fuel-related” expenses that are
would not be eligible in the FERC FAC and shouldezeluded from the KCPL FAC (Ex. 318,
Riley Surrebuttal p. 10). Public Counsel notes i@ Commission recently issued an order
approving the Unanimous Stipulation and AgreemanER-2016-0179 which will limit fuel
costs to be recovered through Ameren Missouri’'s RAGhe fuel costs listed in the account
definition of FERC Account 151 and costs for nuclézel recorded in FERC Account 518
(Order Approving Unanimous Stipulation and Agreetméase No. ER-2016-0179, Iss’d Mar.
8, 2017 and effective Mar. 18, 2017).

As a part of its evaluation of an FAC application, KCPL’'s recent rate case, the

Commission explained:

Section 386.266.1, RSMo, allows an electric utility make periodic rate

adjustments only to “reflect increases and deceess#s prudently incurred fuel
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and purchased-power costs, including transportatiohis limits the costs that

can be flowed through an FAC for recovery. Trantgimm costs have been

determined to include transmission costs, but &dibnly to those connected to

purchased power costs.
(Report and Order, Case No. ER-2014-0370, p. 33s34] Sept. 2, 2015). Broadly speaking,
those costs represent the kinds of costs whiclelggible to be included in an FAC — fuel and
purchased power costs and the costs of transmortatbove, Public Counsel described how the
FAC should include only direct fuel costs or thaskerwise includable in FERC Account 151
Fuel Stock and Account 518 Nuclear Fuel. Howevesre are additional components that OPC
recommends be included in the FAC.

In 2013, the Western District Court of Appeals daded “the legislature intended the word
“transportation” in Section 386.266.1 RSMo to enpass “transmission>’ Beginning with the
Ameren Missouri rate case, ER-2014-0258, the Cosiams has limited the recovery of
transmission costs in FACs for Ameren Missouri,Emepire District Electric Company, GMO, and
KCPL. Specifically, the Commission has concludedtth is appropriate to include certain
transmission costs in the FAC limited to: “1) costdransmit electric power it did not generate
to its own load (true purchased power); and 2)sctstransmit excess electric power it is selling
to third parties to locations outside of SPP (g8tem sales).”(Report and Order, Case No. ER-
2014-0370, p. 35|ss'd Sept. 2, 2015). This summer, the Western Distticurt upheld the
Commission’s decision in KCPL's last rate case, R4-0370, affirming the Commission’s
decision to allow only transmission costs for “trpeirchased power and off-system sales in the

FAC.® Public Counsel's definition of purchased poweattshould be eligible to be included in

® Union Electric Company v. PS@22 S. W. 3d 358, 367 (Mo. App. 2013).
® In the Matter of KCP&L's Request for Authority tmplement a General Rate Increase, et. al., v. Mib. Serv.
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an FAC is the same as the Commission’s past desisibis the power purchased to meet the
requirements of KCPL's customers above the amotiits @wn generation in every hour (EX.
307, Mantle Surrebuttal p. 9).

In addition, Public Counsel is recommending thdusion of off-system sales net the
cost to make the sales. This is also sometimesreefe¢o as the off-system sales margin (Ex.
307, Mantle Surrebuttal p. 10). Public Counselasrecommending other Southwest Power Pool
("SPP") revenues be included in KCPL's FAC becdhbsse revenues are indirect off-system
sales revenues and are reflected in the revenugreetent of KCPL but should not be included
in the FAC.Id.

As it relates to transmission, the Commission sthantlude only transmission costs
related to “true” purchased power and off-systelassaAs explained above, the Commission has
concluded this approach is appropriate in everye csifice ER-2014-0258. However, the
implementation of those decisions have actuallyusted costs that Public Counsel does not
consider to be transmission costs for “true” pusglthpower and off-system sales. Essentially,
SPP base plan project costs should not be includéide FAC because, according to KCPL'’s
response to OPC data request 8009, those costsoardirectly linked to KCPL's ability to
purchase power for its native load or make off-wyssales (Ex. 305, Mantle Direct p. 10). Since
these projects are not directly linked, and ithis Commission’s decision that only costs directly
linked to true purchased power and off-system sstlesild be included in the FAC, there should
be no SPP Base Plan funding included in KCPL's FAC.

What is the appropriate sharing mechanism of tiferdnce between actual and base fuel costs

in KCPL's FAC?
Public Counsel proposes a 90/10 sharing mechamssaning 90% of the change in

Comm’n WD79125 Consolidated with WD79143 and WD79189ifi@m Affirming Commission’s Report and
Order issued on Sept. 6, 2016 and corrected on $&p2016).
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costs should be billed to the customer. SectionZ8%1, RSMo, states, “The commission may,
in accordance with existing law, include in sucterschedules features designed to provide the
electrical corporation with incentives to improve tefficiency and cost-effectiveness of its fuel
and purchased-power procurement activities.” FiRblic Counsel acknowledges that the
Commission has regularly approved a 95/5 sharinghar@sm for FACs in the past. In KCPL's
last rate case, the Commission established a 9%fthg mechanism, explaining:

...customers would be responsible for, or receive lhbrefit of, 95% of any

deviation in fuel and purchased power costs woultlide KCPL a sufficient

opportunity to earn a fair return on equity whil®tecting KCPL’s customers by

providing the company an incentive to control coBi€PL’'s FAC shall include

an incentive clause providing that 95% of any démmin fuel and purchased

power costs from the base level shall be passemigtomers and 5% shall be

retained by KCPL.
(Report and order, Case No. ER-2014-0370, p.I$Hdd Sept. 2, 2015). Simply because the
Commission has only approved 95/5 sharing mechanisiie past does not necessarily mean it
should not implement a better mechanism. The Cosiarisshould consider that a 95/5 sharing
mechanism for KCPL may not be reasonable giveruthi¢y’s particular circumstances. When
the Commission decided a 95/5 sharing mechanismap@®priate for Ameren Missouri, at that
time doing business as AmerenUE, in ER-2008-031&tated that one of the justifications for
95/5 sharing mechanism was that “individual empésybave a financial incentive to minimize
the company’s fuel costs.” (Report and Order, Odee ER-2008-0318, p. 73ss’'d Jan. 27,
2009). During the hearing in this case, KCPL wsg8lunk told the Chairman that he had no

salary incentive for purchasing fuel at the lowpsssible price (Tr. Vol. 8, p. 479). The
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Commission should also consider that KCPL has aouamof control over managing its fuel
cost that customer simply do not have. Upon gaestifrom the Chairman, KCPL witness
Blunk testified about how the company can managtugl costs:
CHAIRMAN HALL: Okay. | understand how -- well, | understand the
arguments as to why hedging could lower the ultinpatice paid for fuel. Beyond

hedging, what do you do to try to get to the lowssdsible price?

THE WITNESS [Mr. Blunk]: Well, there are a couple of things involved. One
of it is preparation, and it's got to be opportuniVe don't control what happens
in the market, but I'll give you an example.

Right now we have started plans for a rail contrdwt expires in
December 2018. And | know it sounds like it's agamays away, but as we're
doing that, we have changed the quantity of coalhaee on hand so we have
greater flexibility when we approach the end oft tbantract to try and create
some leverage with the railroads -- try and createpportunity where maybe we
can set something up where they have greater ineetiotlower the price for us.
Other things we do is we look at what do we thiskgoing to happen in the
market. Sometimes you can identify that maybe ther@ trend in a market or
certain cycles in a market. | hate to say we tineerharket. We're looking at more
of the fundamentals and saying we recognize thatpttoducers have a lot of
surplus capacity. So somewhere they've got to agme that's what we're trying

to do.
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(Tr. Vol. 8, pp. 479-80). Customers have no abtidytake any of those actions. The Company
also exerts a level of control at SPP having aesgntative as a voting member of the SPP
Balance and Authority Operating Committee (Tr. V@&l.p. 439). This, too, could be a way for
the company to exercise control over certain SR#Esan a way customers cannot.

In this case, Public Counsel proposes a 90/10 raipamechanism, meaning 90% of the
change in costs should be billed to the customeringentive mechanism that requires changes
in KCPL'’s fuel adjustment rates (“FARS”) to account 90% of the difference between the
actual prudently incurred costs net of off-systeles and the net FAC costs included in its base
rates. The other 10% would be absorbed or retdogd<CPL (Ex. 305, Mantle Direct p. 5).

Importantly, a 90/10 sharing mechanism does namtbhe company will only recover
90% of its fuel costs. In reality, the figure widle much higher — even when fuel costs are
increasing. Of course, this depends in part oratoeiracy of the FAC base. For example, if the
base is accurate and costs increase 10%, then K@lPtecover 99.1% of its actual fuel costs
(Ex. 305, Mantle Direct p. 25). If the costs irese 20%, then KCPL will still collect 98.3% of
its fuel costsld. Under either scenario, KCPL receives a signifidsmefit with an FAC.

The benefits of a 90/10 sharing mechanism whehdosts aredecreasingcould even
permit the company to recover more than its aduell costs creating an incentive for KCPL to
reduce costs. If the base is accurate and costeatec10%, then KCPL will recover 101.1% of
its actual fuel costs with Public Counsel’s 90/16gwsal (Ex. 305, Mantle Direct p. 25). If the
costs decrease 20%, then KCPL will collect 102.5%soactual fuel costdd. The difference
between the actual fuel recovery for both the 9%¥@chanism and the 90/10 mechanism,

assuming the base is accurate, is illustratedarahle below:
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Comparison of
Percent of FAC Costs Recovered

Actual Costs as perceptncentive Mechanism
of Base Fuel Costs 90/10 95/5
120% 98.3% 99.2%
110% 99.1% 99.5%
100% 100% 100%
90% 101.1% 100.6%
80% 102.5% 101.3%

(Ex. 305, Mantle Direct p. 26). What this tablews is that with the current incentive mechanism
which KCPL proposes to continue, KCPL recoversragdly all of its FAC costs even if fuel costs
increase 20%. A 95/5 sharing mechanism providéds lib no incentive for KCPL to take any
actions to keep the FAC costs within 20% of whanétuded in base rates (Ex. 305, Mantle Direct
p. 26). It should not be surprising, then, that KORitness Blunk testified that the sharing
mechanism would not change the company’s procureauwsinities (Tr. Vol. 8, p. 481).

As the Commission explained in the past rate ddwesharing mechanism is meant to
provide the company an incentive to control coRispprt and order, Case No. ER-2014-0370, p.
31,Iss'd Sept. 2, 2015). Public Counsel’'s proposed 90/1@rghanechanism, as demonstrated by
the table above, would actually provide some modgsact thereby providing more of an incentive
for KCPL to manage, to the extent it is able, thel fand purchased power costs and off-system
sales revenues (Ex. 305, Mantle Direct p. 27). $imall step would be an improvement to the FAC
sharing mechanism.

What FAC-related reporting requirements should@benmission impos&

Primarily, OPC is requesting the Commission ditedCPL provide in its monthly FAC
submission a list of all the costs and revenudsidted in its FAC, by subaccount, for that month

and for the preceding 12 months. This will providBC and the other parties with information
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regarding changes in these costs. Currently, nodiriie costs are aggregated which provides
little detail regarding each of the costs and reesnncluded in the FAC (Ex. 305, Mantle Direct
p. 27). The aggregated information makes it diftitco determine what is causing changes in the
FAC rates.ld. During the hearing, the Chairman asked for liieeni by line item of the costs
included in the FAC (Tr. Vol 8, pg. 483). Multiplearties provided exhibits attempting to
provide the information after taking several daysompile the information. If Public Counsel’s
recommendation were adopted, this information wd@danore readily available in the future.

Furthermore, Staff is requesting the Commissioartter KCPL to continue to provide it
with certain information. OPC proposes that theseommendations be modified to provide
availability for review, information, and notice® tOPC. Therefore OPC recommends
incorporating additional changes to the Staff'soréipg requirements of KCPL as underlined
below:

1. As part of the information KCPL submits when fites a tariff

modification to change its Fuel and Purchased PoMustment rate,

include KCPL'’s calculation of the interest includedhe proposed rate in
electronic format with formulas intgct

2. Maintain at KCPL's corporate headquarters os@nhe other mutually
agreed-upon place and make available within a niytagreed-upon time
for review by Staff and OPCa copy of each and every coal, coal
transportation, natural gas, fuel oil, and nucliesl contract KCPL has
that is in or was in effect for the previous foaays;

3. Within 30 days of the effective date of eaclhd awvery coal, coal
transportation, natural gas, fuel oil, and nucfeat contract KCPL enters
into, KCPL provide both notice to the Staff and OBfGhe contract and
opportunity to review the contract at KCPL's corger headquarters or at
some other mutually-agreed-upon place;

4, Provide a copy of each and every KCPL hedgwolgythat is in effect at
the time the tariff changes ordered by the Commissi this rate case go
into effect for Staff and OP@ retain;

5. Within 30 days of any change in a KCPL hedgiotcy, provide a copy
of the changed hedging policy for Staff and OB Cetain;
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10.

Provide a copy of KCPL'’s internal policy forrpeipating in the SPP’s
Integrated Market to Staff and OPC

Maintain at KCPL's corporate headquarters os@nhe other mutually
agreed-upon place and make available within a nllytagreed-upon time
for review by Staff and OP,@& copy of each and every bilateral energy or
demand sales/purchase contract;

If KCPL revises any internal policy for parpeiting in the SPP, within 30
days of that revision, provide a copy of the redigmlicy with the
revisions identified for Staff and ORG retain;

The monthly as-burned fuel report supplied byPKGequired by 4 CSR
240-3.190(1)(B) shall explicitly designate fixeddawariable components
of the average cost per unit burned, including cawlity, transportation,
emissions, tax, fuel blend, and any additional dixar variable costs
associated with the average cost per unit reported,;

KCPL’s monthly FAC report shall include the FAGsts and revenues by

11.

subaccount for that month and the twelve monthsngritiat month; and

Purchased power costs and off-system salesueserovided in all FAC

To aid the Commission and the parties in reviewfuttire FAC filings and report

fiings and report submissions shall be in accocdawith FERC order
668 and the Commission’s definition of purchasedsegrocosts and off-
system sales revenue.

(Ex. 306, Mantle Rebuttal pp. 22-23).

submissions, OPC recommends the Commission ord&LKiG provide in all its FAC filings

and report submissions, purchased power costsf&sgistem sales revenues in compliance with
the Commission’s definition of true purchased poamed off-system sales and FERC order 668.
The Federal Energy Regulatory Commission has isaulew)s to provide uniformity in electric

utility financial reporting. One of the more foaasrulings is commonly known as FERC Order
668 (Ex. 317, Riley Rebuttal pp. 1-2). The Comnusshas also promulgated rules to direct
electric utilities to follow the FERC uniform systeof accounts (Commission Rule 4 CSR 240-
20.030). Uniform accounting requirements are vempartant to establish accurate information

that can be reviewed and evaluated from one rate twathe next (Ex. 317, Riley Rebuttal p. 5).
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KCPL is required by the Commission to comply witle tFERC USOA. Correct reporting is
especially important due to the Commission’s revigwomponents of a Company’s FAC. The
OPC does not believe that KCPL's testimony schedalxurately reflect the requirements of
FERC Order 668 and the USOA because the Compamyesgiés in their testimony and
workpapers have proposed upward adjustments, witkifFAC Base calculations, to both
Purchased Power costs and Off-System Sales revéaues317, Riley Rebuttal p. 3). Public
Counsel is aware that the company transactionsalaeeady recorded on the Company books
correctly but KCPL did not provide that format its testimony or workpapers in FAC filings
and report submissionkl at 4. Requiring the company to follow this is asenable request and
will enable the parties to evaluate what KCPL'snesties of its normalized true purchased power
and net system sales are as defined in the Conumissthe company’s last rate case.

What is the appropriate base faétor

The appropriate base factor should be calculated)ube revenue requirement cost and
revenues in this case for the costs and revenweg£dmmission determines should be in the
FAC. Until the Commission determines the disputssliés, an exact base factor cannot be

provided.

Depreciation (Issue XVII)

Should the Commission allow terminal net salvagéhm calculation of KCPL’s depreciation
rate®

No. The Company is asking the Commission to chaitgeaccepted practice on
depreciation in order to include costs of terminat salvage related to future retirements that
may occur many years from now (Ex. 315, Robinetréhwuttal p. 4). The accepted practice in

Missouri is to calculate net salvage using histdridata experienced, and not the future
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estimated costs of retirement or dismantlementscoshis has been the practice of the
Commission since at least 2005 when the Commissidered this approach in thidird Report
and Orderin Case No. GR-99-315nvolving Laclede Gas Company and fReport and Order
from Case No. ER-2004-0570 involving the Empire tilas Electric Company (Ex. 315,
Robinett Surrebuttal p. 4). For a period of abow fyears the cost of removal portion of net
salvage was recorded as an operating expense th#reincluded in the depreciation rate and
depreciation expenskl. The Report and Orders from Case Nos. GR-99-3t5=4&2004-0570
placed net salvage back into the depreciationgakeulation. However, in neither case did the
Commission permit terminal net salvage to be inetutb be based on future unknown costs.
The Commission explained its rationale for exclgdinture estimate net salvage in depreciation
rates in Case No. GR-99-315, stating:
Under the accrual method, the depreciation ratafparticular asset or
group of assets is calculated as follows:

Depreciation Rate = _100% — % Net Salvage

Average Service Life (years)

In this formula, net salvage equals the gross galwalue of the asset
minus the cost of removing the asset from servitlee net salvage percentage is
determined by dividing the net salvage experierfoech period of time by the
original cost of the property retired during thanmse period of time. The
Commission finds that many natural gas assetshalle a negative net salvage
value and corresponding negative net salvage yaueentage, since the cost of

removing the asset from service frequently exceesdgross salvage valu&¢he

" TheThird Report and Ordein Case No. GR-99-315 was issued on January 115.20
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Commission finds that many natural gas assetshalle a negative net salvage
value and corresponding negative net salvage yaueentage, since the cost of
removing the asset from service frequently excésdgoss salvage value.

The accrual method has been used by Laclede an@dhemission to
determine Laclede’s depreciation rates since adtl#ae early 1950s. It is
undisputed that using the accrual method for thigpgse is supported by the
overwhelming weight of authority on such mattehs.both evidentiary hearings,
Laclede and AmerenUE provided evidence showing whgespread support
among depreciation professionals and authoritatiexts for the traditional, or
accrual, method of treating net salvage

(Third Report and Order, Case No. GR-99-315, pls8d Jan. 11, 2005 (internal citations
omitted)). Similarly, in itsReport and Ordefrom Case No. ER-2004-0570 the Commission
stated:
Under the traditional accrual method favored by Eap the
depreciation rate for a particular asset or grdugssets is calculated as follows:

Depreciation Rate = 100% — % Net Salvage
Average Service Life (years)

In this formula, net salvage equals the gross galwalue of the asset
minus the cost of removing the asset from serviClee net salvage percentage is
determined by dividing the net salvage experierfoeda period of time by the
original cost of the property retired during thatre period of time.
(Report and Order, Case No. ER-2004-0570, pIs&d Mar. 10, 2005)(internal citation
omitted). In that case, the Commission further deed how terminal net salvage was to be

treated:
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Second, with respect to Terminal Net Salvage ofdécton Plant

Accounts, this Commission generally has not allowssl accrual of this item.

The reason is that generating plants are rareisedeind any allowance for this

item would necessarily be purely speculative. sltrue that all depreciation is

founded upon estimates, but all estimates are nduly speculative. Just as

utility companies plan rate cases around the pregen-service dates of new

plants, so Empire can plan around the retiremeritsofenerating plants so that

the Net Salvage expense is incurred in a Test Yeéarother alternative is the

device of the Accounting Authority Order. As allgadiscussed in connection

with the Production Account Service Life issue,rénés no evidence that the

retirement of any of Empire’s plants is imminendahe estimated retirement

dates considered in this proceeding are not pekgiad-or these reasons, the

Commission will not allow the accrual of any amotmt Terminal Net Salvage

of Production Plants.
(Report and Order, Case No. ER-2004-0570, g€53] Mar. 10, 2005). These two orders follow
the long-time Commission practice of only includikigown and measurable expenses in rates
(Ex. 315, Robinett Surrebuttal p. 12). Importanthy party has offered testimony that the
company should not eventually have net salvageaudleel in depreciation rate calculations. In
fact, during the hearing KCPL tended to focus adngigs new method in a purported attempt to
address purported intergenerational inequities. éd@ny though the parties may agree that
eventually net salvage will be included in deprecrarates when and how is contested. KCPL
prefers to include estimated terminal net salvagerder to collect more money from ratepayers

now — with no mechanism to return the money topayers if the estimates are wrong. Public
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Counsel and Staff recommend the Commission coniitsugractice to include the terminal net
salvage in depreciation rates based on known Ratoexperience as opposed to future
estimates. Whatever the company’s ultimate motiay he for requesting a change to the
Commission’s depreciation practices, the Company hat provided sufficient support for
increasing depreciation rates for unknown and neasurable future costs and so this proposal
by the company should be rejected.

What depreciation rates should the Commission d€@RL to usé

The Commission shouldrder KCPL to continue to use the current ordereprekciation
rate ordered in Case No. ER-2014-0370. Althouglctmpany witness presented testimony that
he was updating certain aspects of the depreciatiaty, in response to OPC data request 8059
KCPL admitted "[t}he data files used for the depmton study are same as those provided in
Case No. ER-2014-0370." (Ex. 314, Robinett Rebyit&l). Because KCPL's proposed updates
to the depreciation study and are not supportedpoiated historical data, OPC recommends that
the Commission order KCPL to continue using theentrapproved depreciation rates from ER-
2014-0370 (Ex. 314, Robinett Rebuttal p. 19).

Revenues (Issue XX)

Should KCPL be permitted to make an adjustmenntwalize kWh sales in this rate case as a
result of KCPL’'s Missouri Energy Efficiency Investmt Act (“MEEIA”) Cycle 1 demand-side

program®

No. Such an adjustment would result in double recowaryassumed lost revenues.
(Marke Rebuttal p. 28). There can be no denying K@PL's MEEIA Cycle 1 cost recovery
mechanism is purposefully different than the Cylest recovery mechanism. However, KCPL
seeks to blur the clear lines between the two miffe cost recovery mechanisms in order to

collect an additional $ 6.6 million from its ratgjeas (Tr. Vol. 13, p. 1638).
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During the hearing, KCPL witness Rush misrepresktite Cycle 1 cost recovery TD-
NSB component by incorrectly conflating its designd purpose with the new throughput
disincentive component in Cycle 2. He testifiedr@sponse to a question by his counsel to
describe the three elements that make up the eostery mechanism for Cycle 1:

The second is what we call the throughput disingentet shared benefit. Now,

the throughput disincentive net shared benefit @sighed to recover the lost

margins that occur over the Cycle 1 period. Tradl'#'s designed for.

It's essentially saying the company knows it's gdim have these losses

when we reduce sales, and we're going to calcalatethod to do it. In Cycle 1

we called it a throughput disincentive net sharedefit. In Cycle 2 we just call it

a throughput disincentive because we changed thieoscheSame purpose, but the

actual method of calculation is different.
(Tr.Vol. 13, pp. 1646-47). This is simply false

The stipulation and agreement enabling KCPL's MkElycle 1 defined the TD-NSB
share as “The TD-NSB Share is the sum of the rateshbenefits over the MEEIA Plan period
multiplied by 26.36%.” (Non-Unanimous Stipulatiomda Agreement Resolving Kansas City
Power & Light Company’s MEEIA Filing, Case No. EQ44-0095, p. 4). The stipulation and
agreement enabling KCPL to implement a MEEIA Cy@edid not include a TD-NSB
component, but instead used a “throughput disim&htcomponent defined as “[tlhe kWh
savings will be reflected in the TD by multiplyinge kWh savings for each program for the
respective month times the incremental rate for the
respective class.” (Non-unanimous Stipulation ample&ment Resolving MEEIA Filings, Case

No. EO-2015-0240, p. 10).
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Staff witness Rogers, who has participated in eW8BEIA application in the state of
Missouri, testified “[tlhere's a different recovenyechanism for Cycle 1 and Cycle 2, very
different.” (Tr. Vol. 13, p. 1670). Contrary to MRush’s false representation, the mechanism in
cycle 1 allows the utility to “recover its througltplisincentive foall energy savings lost for the
life of the measuiq” (Tr. Vol. 13, pp. 1670-71)(emphasis added).aThs not the case for
throughput component of Cycle 2 (Tr. Vol. 13, p71% Mr. Rogers explained the difference
between the throughput cost recovery compent ineCyand Cycle 2:

There was a change between Cycle 1 and Cycle Cytte 1, as | stated, the

company was compensated through the throughpunceistive for the lost

margin revenues over the life of the measures (yate 2 there was a change to

allow the utility to recover the throughput disintiges basically as they occur.

(Tr. Vol. 13, p. 1672). Contrary to the misrepraaéions of KCPLthe Cycle 2 stipulation and

agreement allowsnly for the annualization of Cycle 2 energy savingsabse the Cycle 2

throughput disincentive component is allowing thiity to recover only contemporaneously
incurred throughput disincentive (Tr. Vol. 13, ©72). The Cycle 1 throughput disincentive
component was not designed for contemporaneousy@Bcso it is inappropriate to apply the
annualization of energy savings to Cycle 1.

These differences are extremely important. If theés® distinct cost recovery
components are incorrectly described, then it mag the illusion that the company is not able
to collect everything it is due. To be clear, KCRIill recover its entire Cycle 1 throughput
disincentive (Ex. 225, Rogers Surrebuttal p. 7).

KCPL attempts to utilize the revenue annualizatiwethod for recovery of lost revenues

associated with the MEEIA Cycle 2 Stipulation amgpls it to MEEIA Cycle 1 programs. The
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Commission should reject the company’s inapproprattempt to double recover its MEEIA

Cycle 1 lost revenues.

Rate Design/Class Cost of Service (Issue XXI)

How should any increase ordered in this case bhkeaigie each class

The Company’s proposal to apply any increase egtmlihe classes is not unreasonable.
In this case, four class cost of service studieseveeibmitted with each utilizing a different
methodology and producing different outcomes (EXL,3Vlarke Rebuttal p. 2). OPC witness
Marke produced a table summarizing the differeas€lcost of service studies and the relative

rate of return produced by each class. The tablecluded below:

Table 1: Breakdown m Class Cost of Service Studies — relative rate of return

Method | Total RES SGS MGS LGS LPS Lighting
KCPL |Avg& 1.00 0.72 1.48 1.26 1.30 0.88 1.70

Peak
Staff BIP 1.00 1.02 1.25 1.24 1.03 0.65 1.32
MIEC Avg & 1.00 0.45 1.38 1.30 1.58 1.46 1.70
Excess
(ANCP)

DOE 4 CP 1.00 0.50 1.34 1.25

A
—_
n
b

1.27 3.85

(Ex. 311, Marke Rebuttal p. 2). Based on the foirggyothe Company’s proposal to apply any
increase equally to the classes is not unreasanidbleever, if the Commission elects to bring
classes closer to producing the system averagefaiturn by incorporating a revenue neutral
shift, OPC’s recommendation would be aligned wité Staff's proposal to shift to Large Power
Services (Ex. 311, Marke Rebuttal p. 2).

Should KCPL be permitted to increase the fixed@msr charge on residential custon?ers

No. The Commission should maintain the currentdesstial customer charge of $11.88.
If an increase in rates is ordered, OPC advochtesitrease be administered through the energy

charge that places more control of the bill in lm@eme and fixed income households and does
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not penalize efficient, conservative and environmentally responsible ratepayers (Ex. 311, Marke
Rebuttal p. 3). In the company’s last rate case, ER-2014-0370, the Commission, citing the
incremental cost to serve a customer, increased the residential customer charge from $ 9 to the
$11.88. Cost causation is certainly an important consideration for rate design however it is not
the only principle the Commission should consider. Rate design should also take into account
“equity, efficiency, gradualism, and the avoidance of ‘rate shock™. (Ex. 801, Hyman Rebulttal p.
6). An additional consideration the Commission has recognized is customer control over their
bills. In Case No. ER-2014-0258, the Commission rejected Ameren Missouri’'s request to
increase its customer charge explaining:

Residential customers should have as much control over the amount of their bills

as possible so that they can reduce their monthly expenses by using less power,

either for economic reasons or because of a general desire to conserve energy.

Leaving the monthly charge where it is gives the customer more control.
(Report and Order, Case No. ER-2014-0258, pp. 76-77). Given that KCPL's customer charge
was increased by $2.88 effective September 2015 the Commission should reject any increase to
the residential customer charge in this case. Doing so will further the goals of customer control
over their bills and a customer’s efficiency incentive.

Should KCPL be required to implement the block rate structure proposed by the Division of
Energy (“DE”) for residential custométs

Yes. OPC supports DE’s proposal. The proposed inclining block rate would have the
desirable effect of sending an efficiency-inducing price signal to higher usage ratepayers with an
added benefit of reducing bills for low-usage ratepayers including low-income households (EX.
311, Marke Rebuttal p. 4). Based on Company specific data low income households use

approximately ** ** less annual average energy than their
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non-low-income counterpartkl. The highly confidential table below shows a residential market

profile of KCPL'’s residential customers. **

**

(Ex. 310HC, Marke Rebuttal p. 5). The company specific data showing that low-income
customers use less energy influenced OPC to support the DE proposal. The block rate structure
proposed by DE can benefit low-income customers while at the same time encouraging
conservation by sending an efficiency-inducing price signal to higher usage ratepayers.

Clean Charge Network (Issue XXII)

Is the Clean Charge Network a requlated public utility se®vice

No. Electric vehicle charging service is not a regulated service. Stated differently is
government intervention appropriate or necessary in the electric vehicle charging market? The
Commission’s jurisdiction, supervision, powers and duties extend to “the manufacture, sale or
distribution of ... electricity for light, heat and power, within the state, and to persons or
corporations owning, leasing, operating or controlling the same; and ... electric plants, and to
persons or corporations owning, leasing, operating or controlling the same[.]” Section

386.250(1). The charging stations are not “electric plant” as defined in Section 386.020(14)
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RSMo used for furnishing electricity for light, hear power. Instead charging stations are used
to charge electric vehicle batteries.

In addressing the question of its jurisdiction, @@mmission must consider whether the
proposed charging service should be provided galated natural monopoly. Under Chapters
386 and 393, the PSC regulates natural monopolibs. purpose of the public service
commission law is also “to protect the consumeiragdahe natural monopoly of a public utility,
as provider of a public necessity. . .State ex rel. Util. Consumers Council, Inc. v. P8brv.
Com, 585 S.W.2d 41 (Mo. 1979). “This court also sddttthe Public Service Law recognized
‘certain generally accepted economic principles emditions, to wit, that a public utility . . . is
in its nature a monopoly; that competition is inquigte to protect the public, and, if it exists, is
likely to become an economic waste; that state latign takes the place of and stands for
competition.””ld. at 48.

In State ex rel. Gulf Transport Co. v. Public Servidem.,658 S.W.2d 448 (Mo. Ct.
App. WD 1983), the Court discussed the Commissi@ower and purpose in the context of
regulating “natural monopolies”. The Court explaine

When the entire statutory framework creating anthaizing the P.S.C. is

examined, it becomes apparent there exists a fuataindifference between the

economic structure of the motor carrier industryl dhat of traditional public

utilities such as electrical power, communicatiowster, and natural gas. The

industries in this latter group have generally belassified as theoretical "natural

monopolies". Unlike these so-called "natural mori@gd, the motor carrier
industry is characterized by comparatively low éxeost and capital investment

requirements which serve as high entry barriereadey competition in natural
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monopoly industries. The absence of these bartteentry in the motor carrier

industry reduces significantly the possibility ofonopoly pricing because

attempts to engage in such pricing attract new @titign. Competition benefits

the carrier-using public, because it forces pricksser to cost, and creates

incentives to provide the service desired by coressm
State ex rel. Gulf Transport Co. v. Public Sernimen.,658 S.W.2d 448, 456 (Mo. Ct. App. WD
1983). In the case of electric vehicle charging/ises, the Commission need not regulate the
service because it is not a “natural monopoly”. réhis not the high fixed cost and capital
investment requirements which serve as high enamyidys to new competition in natural
monopoly electric utility industry. This is a sex&iwhere competitive market forces will best
serve the public.

For electric vehicle charging stations, governmaigrvention is not warranted and if
pursued will actually inhibit electric vehicle proton bycreating barriers to entry. Permitting
KCPL to place the charging stations in rate badkeeffectively create a regulatory barrier for
new market entries, unfairly punish existing comtpet, and shift risk of cost recovery from
utility shareholders to ratepayers (Ex. 310, MaReabuttal p. 36). Importantly, permitting the
regulated utility to enter the market for the comitpe charging service will have a detrimental
impact on other market participants whose investolisbear the risks of operating in a market
without the insulation of captive utility ratepayercover costs (Ex. 310, Marke Rebuttal p. 36).
Because the electric vehicle charging service tsanatural monopoly the Commission should
not intervene to regulate. Further, because ibtsarregulated service, the capital and operations
and maintenance expenses associated with KCPL&rielevehicle charging station network

should not be recovered from ratepayers.
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Customer Experience (Issue XXVII)

Is KCPL'’s strategy with respect to customer servicestomer experience and community
involvement in the interest of its custonfers

No. KCPL management may have a focus on meetinge samstomer needs such as
reliability of electric service but the company ages other significant customer needs such as
affordability and privacy. Public Counsel learnbdttthe Company has and continues to conduct
surveys of its customers that ask pointed politiggdstions with no utility purpose (See Ex. 330
and Ex. 331). The pointed political questionsiaappropriate and should not be asked.

Public Counsel’s first preference is that the Cossion order the company to stop
asking the personal political questions not usecheressary for regulated utility purposes.
Pursuant to Sections 386.250(1) and 393.140(1) RSM® Commission is charged with the
supervision and regulation of public utilities eggd in the manufacture and sale of electricity at
retail and is authorized by Section 386.250(6)rtmulgate rules which prescribe the conditions
of rendering public utility service. Section 39301B RSMo, also gives the Commission the
ability to determine what is safe and adequateicar¥When a utility subjects its customers to
inappropriate questions not meant to benefit tlgelleted utility the Commission should act to
protect the captive ratepayers.

In the alternative, Public Counsel believes the @ussion should order an investigation
into the company’s compliance with the Commissioa®/mmetrical pricing standards for
affiliate transactions. During the hearing, KCPW#ness testified that the company does not
necessarily use the information for its own utiltyrposes (Tr. Vol. 12, p. 1471). Some of the
guestions are even designed for other non-utililppses. Once the information is collected the
company shares the information with certain pubffeials at no cost (Tr. Vol. 12, p. 1471). In

addition, KCPL shares the information with its pichl action group (Tr. Vol. 12, p. 1496).
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KCPL'’s witness testified he was not sure whethenairthe cost of the surveys was charged to
ratepayers, but he guessed that the bulk of thiewsmsld be charged to ratepayers (Tr. Vol. 12,
p. 1473).

As competition is to non-regulated companies, tlnm@ission is, or should be to
regulated utilities. The Commission fulfills itslecas a substitute for competition in many ways.
One important way it fulfills its role is throughsi affiliate transaction rules. Through its
enforcement of its affiliate transaction rules prgcstandards the Commission requires utilities
to seek a price (utility revenue) at least equah®fair market price of providing utility sereis
or the_use of utilityassets. As stated in the rule’s purpose:

This rule is intended to prevent regulated utsitiérom subsidizing their

nonregulated operations. In order to accomplist dhijective, the rule sets forth

financial standards, evidentiary standards and rdéesping requirements
applicable to any Missouri Public Service Commiss{oommission) regulated
electrical corporation whenever such corporatiortigpates in transactions with
any affiliated entity.
(Commission Rule 4 CSR 240-20.015). Further the wefines affiliate transaction as any
transaction:

... for the provision purchase or sale of any information, asset, produ

service, or portion of any product or service, lmEw a regulated electrical

corporation and an affiliated entity, agtall include all transactions carried

out between any unrequlated business operation of gqgulated electrical

corporation and the requlated business operationsf @ electrical corporation.
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(Commission Rule 4 CSR 240-20.015(1)(B)). The iat pricing standards section of
Commission Rule 4 CSR 240-20.015(2) states, in part
(2) Standards.
(A) A regulated electrical corporation shall nobyide a financial advantage to

an affiliated entity. For the purposes of this rideregulated electrical corporation shall
be deemed to provide a financial advantage to fdrasgdd entity if—

2. It transfers information, assets, goods or sesviof any kind to an affiliated entity
below the greater of—
A. The fair market price; or
B. The fully distributed cost to the regulated &lieal corporation.
Based on the testimony of the company’s witnesgduhe hearing it appears that the regulated
entity is providing information to an unregulatgoecation or affiliate (the political action group)
(Tr. Vol. 12, p. 1496). Furthermore, the informatics provided to certain other persons or
groups at no cost (Tr. Vol. 12, p. 1471). Howewbere is no direct evidence in the record
regarding the financial aspects of the transaatiocurring. KCPL’s withess was unsure about
whether the surveys are paid for by regulated coste (Tr. Vol. 12, p. 1473). Even though the
circumstances indicate that the utilities actioras/reeem to implicate the affiliate pricing stands,
there is not sufficient evidence in the recordiows a violation of the pricing standards. Because
much of this additional information was revealediniy the hearing, Public Counsel believes the
situation warrants further investigation to examihe details surrounding these transactions in
order to ensure the customers are being treatdg &d compensated appropriately if the utility
is permitted to continue asking personal and malitsurvey questions.
Conclusion
When evaluating the issues presented for detetiomn this case, Public Counsel urges

the Commission to consider carefully the impact #may increase will have on the customers

subject to another successive rate increase. Wikeecbnomic circumstances of customers have
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not kept pace with their utility bill increasesg tBommission should take care to permit only those
actions necessary to provide safe and adequatg sgitvice. Requests by the company that will
increase rates above what is necessary to praae@sd adequate service or shift undue risk onto

customers should laenied as being contrary to the public interest.

WHEREFORE Public Counsel submits ®ost-Hearing Brieffor the Commission’s

consideration.
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