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CASE NO. ER-2006-0314

Q.

	

Are you the same Janice Pyatte who previously fled testimony on behalf of

Staff of the Missouri Public Service Commission ("Staff') in this case?

Yes, I am.

	

I filed direct testimony on the issues of classA.

("CCOS") and rate design on August 23, 2006 .

EXECUTIVE SUMMARY

cost-of-service

Q.

	

What is the purpose of your rebuttal testimony?

A .

	

My rebuttal testimony lays out the class cost-of-service and rate design issues

among the parties to this case into three broad categories : (1) Class Cost of Service Study

Issues ; (2) Recommended Changes to Class Revenues ; and (3) Rate Design Issues . Within

each category, my rebuttal testimony addresses multiple specific issues . I present Schedule

JP-8, a comparison of the results of the class cost-of-service studies submitted in this case by

the various parties . I present Schedule JP-9, a comparison of each party's recommendation

for changes to class revenues to better align class revenues with class costs . I also present, as

Schedule JP-6 revised, a revised version of Staff s CCOS study that was filed as Schedule JP-

6 in my August 23, 2006 direct testimony .

REVISIONS TO STAFF CLASS COST-OF-SERVICE STUDY

Q.

	

What revisions have you made to Staffs class cost of service study?
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A.

	

Since my direct filing on August 23, I have made one minor modification to

Staffs class cost-of-service study. I have re-computed the revenues generated by current

rates for each class to more properly treat economic development credits and interruptible

credits. This revision does not change overall rate revenues ; it slightly changes each class'

distribution of the total. This change to class rate revenues, in turn, changes the computation

of class revenue deficiency (i .e ., the comparison between the cost to serve each class (which

remains the same) and current rate revenues). To maintain consistency with my direct

testimony, I have numbered this schedule as Revised Schedule JP-6 .

CLASS COST OF SERVICE STUDY ISSUES

Q.

	

Which parties presented CCOS studies in this case?

A.

	

Four parties filed CCOS studies in this case : Kansas City Power & Light

Company ("KCP&L"), the Staff of the Missouri Public Service Commission ("Staff), the

Office of the Public Counsel ("OPC"), and Ford Motor Company, Praxair, Inc. and Missouri

Industrial Energy Consumers ("Industrials"). KCP&L and Staff each filed one study. OPC

submitted the results oftwo studies. The Industrials submitted four studies.

Q.

	

Would you please compare the results ofthe various CCOS studies?

A.

	

A comparison of the results of the seven CCOS studies filed in this case is

shown on Schedule JP-8 .

	

Since the use of a particular allocation method for attributing

production (generation) capacity to classes is the main determinant of the overall study

results, it is general practice to identify each study by the production-capacity allocation

factor being used . My testimony and schedules follow this general practice . The CCOS

studies and the witnesses sponsoring each one are identified as follows:
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I

	

KCP&L A&P(ICP) : An Average & Peak allocator that uses class contribution to

2

	

average demand to allocate the average portion of production capacity cost to classes, and

3

	

class contribution to the annual (1) system coincident peak (CP) to allocate the peak portion

4

	

ofproduction capacity cost to classes. [Lois J. Liechti, TimM. Rush]

5

	

StaffA&P(12 Class Peaks) : An Average & Peak allocator that uses class contribution

6

	

to average demand to allocate the average portion of production capacity cost to classes, and

7

	

class contribution to weighted monthly (12) class peak demands to allocate the peak portion

8

	

ofproduction capacity cost to classes. [Janice Pyatte, James A. Busch]

9

	

OPC 12NCD A&P: An Average & Peak allocator that uses class contribution to

10

	

average demand to allocate the average portion of production capacity cost to classes, and

11

	

class contribution to monthly (12) non-coincident peak demands (NCD) to allocate the peak

12

	

portion of production capacity cost to classes. [Barbara A . Meisenheimer]

13

	

OPC TOU: Time-of-use allocator based upon class contribution to hourly production

14

	

costs. [Barbara A. Meisenheimer]

15

	

Industrials A&E(3 NCP): An Average & Excess allocator that uses class contribution

16

	

to average demand to allocate the average portion of costs and class contribution to excess

17

	

demand to allocate the remaining cost to classes . Excess is defined to be the difference

18

	

between the sum of the non-coincident peak demand (NCP) for the 3 highest summer months

19

	

and average demand for each class. [Maurice Brubaker]

20

	

Industrials: 1CP: Total production capacity cost is allocated to classes based upon

21

	

class contribution to the annual (1) system coincident peak (CP) . [Maurice Brubaker]
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1

	

Industrials: 3CP: Total production capacity cost is allocated to classes based upon

2

	

class contribution to the monthly system coincident peaks (CP) of three (3) highest summer

3

	

months. [Maurice Brubaker]

4

	

Industrials : 4CP: Total production capacity cost is allocated to classes based upon

5

	

class contribution to the monthly system coincident peaks (CP) of four (4) summer months .

6

	

[Maurice Brubaker]

7

	

More details regarding these allocation factors can be found in the direct testimony of

8

	

therelevant witness for each party.

9

	

Q.

	

What are theCCOS issues among the parties?

10

	

A.

	

The CCOS issues that I have identified are:

11

	

"

	

Recognition of Line Losses

12

	

"

	

Allocation of Production Capacity Costs and Transmission Costs to

13

	

Classes

14

	

"

	

Allocation ofthe Costs of Distribution Substations to Classes

15

	

"

	

Split of the Distribution Costs Associated with Primary Lines into a

16

	

Customer-related Component and a Demand-related Component

17

	

"

	

Allocation of the Demand-Related Portion of Primary and Secondary

18

	

Lines

19

	

"

	

Treatment of Income Taxes

20

	

"

	

Allocation of Administrative and General Expenses

21

	

"

	

Margin (Profits) from Off-System Sales

22I

	

Q.

	

What is the issue regarding the recognition of line losses?
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A.

	

KCP&L failed to recognize line losses when computing coincident peak

demands and class peak demands for use in its allocation factors. Customer maximum

demands were done correctly.

Staffs CCOS study correctly recognized line losses when calculating coincident peak

demands and class peak demands. According to the testimony of Industrial witness Maurice

Brubaker, he also correctly recognized line losses when calculating coincident and class peak

demands.

Q.

	

What is the issue regarding the allocation of production capacity costs and

transmission costs to classes?

A.

	

The method used to allocate production capacity costs and transmission costs

to classes is the most important determinant of the outcome of a CCOS study because those

costs constitute more than 40% of total cost .

	

Staff witness James A. Busch is submitting

rebuttal testimony on behalf of Staff on this issue.

Q.

	

What is the issue regarding the allocation of the costs of distribution

substations to classes?

A .

	

The issue is what type of demand is the most appropriate to use when

allocating these costs. KCP&L's position is that the costs associated with distribution

substations should be allocated to classes based upon class contribution to customer

maximum demand. Staff, OPC, and Industrials believe that the use of class contribution to

class peak demand is more appropriate.

The difference between the two measures of demand is the degree of diversity

between class loads. The greater the diversity, the more that facilities can be shared, and the

smaller the total amount of facilities that are required .

	

Class peak demands exhibit a
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considerable amount of diversity between classes. Customer maximum demand is, by

definition, a measure of demand that allows no sharing of facilities by customers or classes.

The use of customer maximum demand to allocate the costs of distribution substations is

clearly unreasonable because it reflects a no-diversity situation that is not characteristic of

distribution substations.

Q.

	

What is the issue regarding the split of the distribution costs associated with

primary lines into a customer-related componentand a demand-related component?

A.

	

KCP&L's special distribution study of the costs in FERC account #364

(distribution lines) determined what proportion of total costs are demand-related and what

proportion are customer-related .

	

KCP&L, Staff, and Industrials utilized the results of the

Company's special study of the costs of primary distribution lines .

	

OPC's CCOS studies

considered all costs to be demand-related . Despite the KCP&L special distribution cost study,

OPC assumes that there is no customer-related component ofprimary lines .

Q.

	

What is the issue regarding the allocation of the demand-related costs of

primary and secondary distribution lines?

A.

	

The issue is what type of demand is the most appropriate to use when

allocating these costs. Described another way, the question is : given the various measures of

class demands that were developed in this case, which measure most closely approximates the

proper amount of diversity for the facilities being allocated?

	

The table below shows the

various demand measures, the amount of diversity in each of the demand measures and which

party used the various demand measures to allocate primary and secondary lines .
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This table shows that there is considerable disagreement among the parties about which

demand measure is most appropriate to use when allocating the demand-related costs of

primary and secondary distribution lines .

Rather than be limited to the choice of class peak demand (moderate to high diversity)

or customer maximum demand (no diversity), Staff created a separate demand measure called

diversified demand that represents low to moderate diversity . Diversified demand was

computed as the weighted average of each class' customer maximum demand and annual

class peak demand, where the weighting factors were based on the average number of

customers in each class that share a transformer. Staff allocated both the demand-related

portion of primary and secondary lines on the basis of class contribution to diversified

demand.

Q.

	

What is the issue regarding the treatment of income taxes?

A.

	

Mr. Brubaker criticizes KCP&L for allocating income taxes based upon each

class' taxable income rather than allocating it on the basis of total rate base .

Demand Measure Amount of

Diversity

Allocator for

Primary Lines

Allocator for

Secondary Lines

Coincident Peaks High

Class Peaks Moderate to High OPC, Industrials OPC

Diversified Demand Low to Moderate Staff Staff

Customer Max Demand None KCP&L KCP&L, Industrials
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While I agree with Mr. Brubaker that using rate base is the proper way to treat income

taxes, I disagree with his characterization of KCP&L's method. In the process of replicating

KCP&L's CCOS study, I became convinced that, despite KCP&L's initial allocation of

income taxes based upon class taxable income, the additional income tax re-allocation made

to equalize class rates of return (Schedule LJL-1, p . 2 of 3, line 0770 of KCP&L witness Lois

J. Liechti's direct testimony) results in an overall allocation of income taxes that is very

similar to what would result from a single allocation based upon rate base .

Q.

	

What is the issue regarding the allocation of administrative and general

("A&G") expenses?

A.

	

Mr. Brubaker's direct testimony points out that KCP&L's allocation of

selected A&G expenses on class contribution to energy is inappropriate, and that the use of

salaries and wages would be a better choice . Staff concurs.

Q.

	

What is the issue regarding the margin (profits) from off-system sales?

A.

	

In keeping with the original plan to separate CCOS and rate design issues from

revenue requirement issues, Staffs CCOS study has used KCP&L's numbers for Missouri

revenues and/or margin from off-system sales of electricity for the CCOS study period . This

revenue amount does not affect each party's computation of the cost to serve each class.

However it does affect the computation of the dollar amount of any increase or decrease

required to equalize class rates of return .

The controversy over the amount o£ Missouri revenues and/or margin from off-system

sales of electricity that is taking place in the revenue requirement section ofthis case leads me

to believe that the dollar amount of revenues from off-system sales that I used in Staff's
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CCOS study is unlikely to be correct. If the outcome of this controversy significantly changes

Staff s CCOS results, I will file an updated study at True-up .

RECOMMENDED CHANGES TO CLASS REVENUES

Q.

	

Which parties presented recommendations on how and when to change class

revenues to better align class revenues with class costs?

A.

	

Five parties filed recommendations for changing class revenues : KCP&L,

Staff, OPC, Industrials, and The Department of Energy - National Nuclear Security

Administration ("DOE").

Q.

	

What are the issues among the parties regarding changes in class revenues?

A.

	

The issues that I have identified are :

Should Revenue Shifts among Classes be made in this Case?

What is the Recommended Direction of any Revenue-Neutral Class

Revenue Shifts?

a

	

Should Any Revenue Shifts among Non-Residential Classes be

Applied Uniformly or Non-Uniformly?

Should Any Revenue Shifts among Classes Determined in this Case be

Phased-In over Multiple Years?

How Should Any Increase in the Revenue Requirement Be

Accomplished?

Q.

	

How have various parties answered the question : Should Revenue Shifts

Among Classes be Made in this Case?

A.

	

The table below is a simplified comparison of each party's recommendation

for changing class revenues to re-align them with class costs . (See Schedule JP-9 for a
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1

	

detailed comparison .) Two scenarios are shown below: the first is whether class revenue

2

	

shifts should be made if no increase in overall revenue requirement ("Rev Req") results from

3

	

this case .

	

The second scenario is each party's recommendation if this case results in an

4

	

overall revenue requirement increase .

5

6

	

Q.

	

What is your response to those parties who take the position that no changes

7

	

should be made in this case?

8

	

A.

	

KCP&L witness Tim M. Rush's recommendation that inter-class revenue

9

	

realignment should be postponed until after Iatan 2 is in service is mainly based upon the

10

	

argument that the combined impact of a revenue shift from CCOS and a substantial increase

I I

	

in revenue requirement places an undue burden on customers . [Rush, direct, page 61 .

12

	

As this case has progressed, it has become clear that the likelihood of KCP&L being

13

	

granted the double-digit percentage increase in revenue requirement that it requested has

14

	

substantially diminished . So too has its argument that the impact on customers would be too

15

	

great.

	

Staff s position is that some movement towards CCOS should be made in this case

16

	

because our analysis indicates that changes are warranted and the opportunity exists to do so.

17

	

Another reason that Staff believes that shifts should be made is that the direction that

18

	

any movement towards CCOS should take is well defined, even if the magnitude of the

19

	

movement is not.

	

All of the CCOS studies filed in this case show that residential class

201

	

revenues are below the Company's cost of providing service to that class . All CCOS studies

10

KCP&L Staff OPC Industrials DOE

No Increase to Rev Req No Yes No Yes Yes

Increase to RevReq No Yes Yes Yes Yes
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show that the general service ("GS") classes (Small GS, Medium GS, and Large GS) revenues

are above the Company's cost of providing service . All but OPC's studies show that the

Large Power Service ("LPS") class is paying more than its costs. None of the studies showed

that shifts should not be made .

The third reason that changes should be made in this case rather than postponing them

is that KCP&L's future capacity additions will compound, rather than ameliorate, any current

misalignments between class costs and class revenues . It is possible that, when Iatan 2 is

placed into rate base in 2010, the situation of too large a revenue requirement impact on

customers to justify making additional CCOS revenue shifts that is being described today by

Mr. Rush may indeed be upon us . Modest changes between now and then will be helpful, not

hurtful .

Q.

	

How have various parties answered the question : What is the Recommended

Direction of any Revenue-Neutral Class Revenue Shifts?

A.

	

Thetable below is a simplified comparison of the direction (increase, decrease,

no change) that each party is recommending for changing class revenues to re-align them with

class costs.

Staff Industrials DOE

Residential Class Increase Increase Increase

General Service Classes Decrease Decrease Decrease

Large Power Class Decrease Decrease Decrease

Lighting No Change Decrease Increase
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KCP&L and OPC are excluded from the above table because neither party is proposing any

changes to class revenues on a revenue-neutral basis.

Q.

	

What comments do you wish to make about the recommended direction of

revenue-neutral class revenue shifts?

A.

	

It appears that, with the exception of the lighting class, there is agreement

among Staff, Industrials, and DOE that, on a revenue-neutral basis, residential revenues need

to be increased and non-residential (GS and LPS) class revenues need to be decreased.

Q.

	

How have the various parties addressed the question : Should Any Revenue

Shifts among Non-Residential Classes be Applied Uniformly or Non-Uniformly?

A.

	

Only Staff's recommendation explicitly addresses this question in its direct

testimony . We have recommended that all non-residential rate schedules be changed by a

uniform percentage to preserve rate continuity . Presumably other parties will weigh in on this

issue in rebuttal to Staff.

I believe strongly that equating class revenues with class costs, as measured by a

CCOS study, is only one of a number of objectives to be pursued when designing the rates

that are to be charged actual customers. CCOS studies provide useful information about the

average cost associated with the average customer . Beyond that, additional analyses need to

be performed before one can design the rate values and rate structures that recover the right

costs and send the proper price signals to individual customers .

As I described in my direct testimony, KCP&L's current general service and large

power service rate schedules were designed over a multi-year period . My analysis shows that

the relationships between the various rate schedules, which I call rate continuity, are still
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functioning as the designers intended. The way to maintain rate continuity between rate

schedules is to apply any increase or decrease as a uniform percentage .

Q.

	

How have the parties addressed the question : Should Any Revenue Shifts

among Classes Determined in this Case be Phased-In over Multiple Years?

A.

	

DOE witness Gary C. Price has proposed that any misalignments between

class revenues and class costs be eliminated over a four-year phase-in period, using this case

as year 1. He illustrates his formulistic approach, using the results ofKCP&L's CCOS study,

in his direct testimony. I am not aware that any other party has explicitly addressed this issue.

Q.

	

What is Staff's rebuttal to DOE's phase-in proposal?

A.

	

While Staff is advocating for a movement towards class cost of service in this

case and may do so in future KCP&L cases, I have reservations about DOE's phase-in plan .

Mr. Price's testimony seems to imply that there really is a single, unambiguous quantification

of the cost to serve each class and, once it is known, reaching it is the sole objective of

ratemaking . I believe that CCOS is only one of a number of important ratemaking objectives

that need to be considered.

In addition, the idea that revenue-neutral changes to class revenues can be pre-

determined in this case and then set on automatic pilot over the next four years does not seem

very practical . Some parties may object to revenue-neutral changes to rates (i .e ., increases for

the residential customers at the same time as decreases to some or all of the non-residential

customers) in those years when KCP&L opts not to make a rate case filing (filings in years 2

and 3 are optional). Some parties may be reluctant to give up their ability to temper their

CCOS recommendations to reflect the impact of a concurrent change in revenue requirement.
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If there are different intervenors in each KCP&Lrate case filing, it is not clear how the parties

to this case can preclude them from proposing rate design changes in a future case .

Q.

	

How have the parties addressed the issue: How Should Any Increase in the

Revenue Requirement Be Implemented?

A.

	

Schedule JP-9 compares the parties' recommendations for overall class

revenue changes in the situation where the overall revenue requirement increases by 0% (no

change), 5%, and 10%.

RATE DESIGN ISSUES

What are the rate design issues among the parties?

The rate design issues that I have identified are:

Timing OfA Future Rate Design Case

General Service Customer Charges

Separately-Metered Space Heating and All-Electric Rates

Please comment on the Company's proposal for a future rate design case .

KCP&L witness Tim M. Rush proposes that an investigation that focuses

Q.

A.

solely on class cost-of-service and rate design issues be scheduled after the conclusion of the

Regulatory Plan and the in-service date of Iatan 2, the pending baseload coal plant.

Staff agrees that an analysis of class cost of service and rate design would be

appropriate after the addition of Iatan 2 to rate base, which is currently scheduled to be in the

2009-2010 time-frame . A large capacity addition, such as a coal plant, will likely widen any

existing CCOS imbalances between the residential class and the general service classes. Even

if movements towards CCOS made in this and subsequent rate cases were to completely

14
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eliminate all disparities, there will likely be a need to re-align class revenues with class costs

after such a large capacity addition .

Conducting a CCOS and rate design investigation after the Commission has

determined the prudently incurred costs of Iatan 2 and KCP&L's other investments seems

reasonable . However, at this point in time, Staff does not have an opinion about whether such

an investigation should be done in a stand-alone, rate design docket or be part of the first

KCP&L rate case filing after Iatan 2 is placed into rate base .

Q.

	

Does Staff have any issues with any party regarding KCP&L's proposed

customer charges?

A.

	

Yes, with regard to KCP&L's general service customer charges. Those

charges are unique in that they are based upon customer size (measured as maximum demand)

rather than by rate schedule . This particular design was implemented in the last rate design

case to ensure that large, low-load factor customers who choose service on a smaller customer

rate schedule (e.g ., a LGS customer who switches to the MGS tariff) continue to make a

contribution to fixed costs that recognize that the customer is larger-than-typical-for-the-class .

I oppose KCPL's proposed modifications to this pattern of customer charges because

they under-cut the intent of this policy .

Q.

	

What issues have been raised relating to the separately-metered space heating

and all-electric rates?

A.

	

There appear to be four issues that relate to separately-metered space heating

and/or all-electric rates :

"

	

Should Separate Rates for General Service All-Electric Usage

Continue?

1 5
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"

	

Should the Existing Discount between All-Electric Rates and the

General Application Rates be Reduced?

"

	

Should the Availability of the Existing All-Electric Rates be Broadened

to Include Additional Customers?

"

	

What Changes Should be Made to Separately-Metered Space Heating

Rates?

The only witnesses who addressed these issues in direct testimony are KCP&L witness Tim

M. Rush and Trigen-Kansas City witness Joseph A. Herz .

Q.

	

What is the relationship between KCP&L's general application rate schedules

and its all-electric rate schedules?

A.

	

Each of KCP&L's current general application rate schedules (SGS, MGS,

LGS) has a corresponding all-electric rate schedule (SGSA, MGSA, LGSA) . The main

difference between the two companion schedules is the restricted availability and lower rate

values in the non-summer billing season on the all-electric schedule .

Q .

	

What are the requirements for a customer to qualify for service under one of

KCP&L's all-electric rate schedules?

A.

	

As its name implies, all-electric customers must exclusively use electricity for

" . . .all lighting, cooking, water heating, comfort space heating (except aesthetic fireplaces),

comfort cooling, general purposes, and any other purposes requiring energy . . ." [KCP&L rate

schedule MGA, PSC MO No. 7, Sheet 18] .

KCPL's all-electric rate schedules currently provide an approximate 20% discount in

the non-summer billing season when compared to the general application (non-space heating)

rates .
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Rebuttal Testimony of
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Q.

	

How have the parties addressed the issue: Should Separate Rates for General

Service All-Electric Usage Continue?

A.

	

Trigen's position is that the existing all-electric rate schedules for general

service customers should be eliminated . If doing so now is not feasible, then the availability

of these rates should be limited to existing customers ("frozen") until a special cost study is

done and the issue decided in the next KCP&L rate case . Trigen also argues that KCP&L's

Affordability, Energy Efficiency and Demand Response programs are a better alternative for

building winter load than discounted all-electric rates . .

KCP&L's position is that all-electric rate schedules have existed for a very long time

and there is no reason to eliminate them .

Q.

	

What is Staffs position on continuing or eliminating general service all-

electric rates in this case?

A.

	

Staff opposes the elimination of KCP&L's general service all-electric rates in

this case as proposed by Trigen because no cost analysis or study of impacts on customers has

been done. Staff is willing to study the issue in the context of a comprehensive CCOS and

rate design investigation and/or a cost-effectiveness study of the Affordability, Energy

Efficiency and Demand Response programs .

Q.

	

How have the parties addressed the issue : Should the Existing Discount

between All-Electric Rates and General Application Rates be Reduced?

A.

	

KCP&L has proposed to increase all-electric rates by 5% more than the

increase to the general application rates. This proposal is equivalent to reducing the existing

space heating discount by 5%. Trigen's proposal to do away entirely with all-electric rates

could also be accomplished by totally reducing the existing discount .
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Q.

	

What is Staffs position on reducing the magnitude of the all-electric rate

discount?

A.

	

Staffis not opposed to KCP&L's recommendation .

Q.

	

How have the parties addressed the issue: Should the Availability of the

Existing General Service All-Electric Rates be Broadened to Include Additional Customers?

A.

	

KCP&L is proposing to broaden the availability of the existing all-electric

rates to include general service customers who predominantly, but not exclusively, use

electricity for space heating. Trigen is opposed to the KCP&L proposal to allow more

customers to receive service under these rates.

Q.

	

What is Staffs opinion of the KCP&L proposal to broaden the availability of

its general service all-electric rates?

A.

	

Staff is not opposed to broadening the availability of KCP&L's general service

all-electric rates, particularly if the percentage discount from the general application rates is

reduced. However, the Company-proposed tariff language is too vague. Tariffs should be

specific about who is and who is not allowed service on each rate schedule .

Q.

	

How have the parties addressed the issue: What Changes Should be Made to

Separately-Metered Space Heating Rates?

A.

	

KCP&L has proposed to freeze the residential separately-metered space

heating rates and to eliminate altogether the primary voltage, separately-metered space

heating option . Staff does not object to either proposal .

Q .

	

Does this conclude your testimony?

A.

	

Yes, it does .








