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Transmission Tracker 

• 1} Show hD'N a tfackins mechanism works 

• 2• Discuss Missouri rate making and the balanclng ofrislt 
established in the 1979 Mls:souri Supreme Court case. 

• 3) Demonstrate how the implementation of tracker 
mechanisms reduce the risk that rates will be Inadequate: 
enhance the rlsk that rates will be exceuive, and therefore tip 
the careful balancing of risk envisioned by the Supreme Court. 

• 4) Relying on the same Supreme Court discussion, show th111t a 
tracker mechanism violates ttte consfltutional doctrine of 
retroactive ntemakins. 

• Sl Show that transmission expenses don't meet the criteria 
necessary for implementatiorl of an extraordinary mechar!ism 
like a tracker. 
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Transmission Tracker 

• 1} Show how a tracldng mechtmbm works 

• 2) Discuss MiSsouri ratemaklng and the balancing of risk 
establishe-d in the 1979 Mlssou(J Supreme Court case. 

• 3) Demonstrate how the Implementation of tracker 
mechanisms reduce the risk that rates wm be inadequate, 
enhance the risk that rates will be excessive, and therefore tip 
the careful balancing of risk envisioned by the Supreme Court . 

., 41 Relyin& on the same Supreme Court discussion, show that a 
tracker mechamism violates the tonst!Wtlonal doctrine of 
retroact!w rate making. 

• 5) Show that transmi$Sion expens~ don't meet the criteria 
ner:enary for knpiernentation of an extraordinary mechanism 
lb a tracker, 

How Tracker Works 

• Trensmlsslon ~ares~ in a rate case 
• "Com~ny would t:Mn tred: its actual charges on an annuaL 

be$i$ against thiS amount, wlth the Missouri jurisdictional 
portion of any exau tMrted as a regulatory asset." 

• IWJ Dl!llct, PQ81111S. 

• "We propose that the regulatory asset be amortized to cost of 
service in the Company's next nrte proceeding." 

• tws OJrn~ pace 16. 

• Therefore, Company future rates sre used to guarantee the 
Company recovery of any loss IWOtiated with rates not 
perl!:ctlv matching expenses, 

~ 
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Transmission Tracker 

• 1) Show how a tracking mechanism works 

• 2) Discuss Missouri ratemaking and the balancing of risk 
established in the 1979 Missouri Supreme Court case. 

• 3) Demonstrate how the implementation of tracker 
mechanisms reduce the risk that rates will be inadequate 
enhance the risk thBt rates will be excessive, and therefore tip 
the careful balancing of risk envisioned by the Supreme Court. 

• 4) Relying on the same Supreme Court discussion, show that a 
tracker mechanism violates the constitutional doctrine of 
retroactive ratemaking. 

• S) Show that transmission expenses don't meetthe criteria 
necessary for implementation of an extraordinary mechanism 
like a tracker. 

BALANCING OF RISK 

RATES INADEQUATE RATES EXCESSIVE 

Missouri Ratemaking 

• --rhe ytjlitjes taM the risk thaf rates filed by them wUI 
be Inadequate or egsslye each time they seek rate 
IJIIlllm!. 

o Utlllry Con$uml!'tl Council ofMWourl, 585 SW2d 41, 59 (Mo. bane 
1979) 

• Ratemaklng, and by extension the proper balancing of 
these risks, is based upon a test year concept with a 
careful matching of expenses, revenues and rate base. 
o GT£ North, 835 S.W.2d 356, 368 (Mo.App. 1992) 

Missouri Ratemaking -
Excessive Rates are Possible 

o Utilities have the opportunity for windfall profits if they 
can decrease costs. Therefore, a well timed debt 
refinancing, employee severance program, warmer 
weather or increased wholesale profits will lead to an 
immediate reduction in costs and increased profits to the 
utility. This is good because it provides utility an 
Incentive to minimize costs. 

• Shareholders realized a windfall of $35.4 mllllon 
associated with the well-timed employee separation 
program (ORVS). 

• Shareholders realized a windfall of $14.7 million in the 
second quarter of 2012 because of warm weather. 
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Missouri Ratemaking -
Inadequate Rates are Possible 

• On the other hand, utilities accept the risk that it cannot 
control expenses and rates are not sufficient. Utility must 
accept these inadequate rates until its next rate case is 
completed. 

Missouri Ratemaking 

• Utilities LOVE the opportunity for windfall 
profits. 

• Utilities HATE the risk of inadequate 
rates!! 

Missouri Ratemaking 

• The Missouri ratemaking paradigm has historically worked. 

• With the completion of the WolfCreek case in 1986, KCPLdid 
not have another rate case for 20 years. in fact, during that 
time, rates were reduced 3 times. During this period, there 
were no trackers, adjustment mechanisms or AAOs. 

• Declining Cost Business: 

• Depreclatl"i Rate Base 

• lncreaHd Customer Counts 11nd Usage 

• Increased Wholesale Revenues 

• Decreasing Fuel and Freight Costs 

• Only with the latest construction cycle have utilities been 
heard to complain about the ratemaking paradigm. Don't 
make long-term changes for short-term challenges. 

Transmission Tracker 

• 1) Show how a tracking mechanism works 

2) Discuss Missouri rate making and the balancing of risk 
established in the 1979 Missouri Supreme Court case. 

• 3) Demonstrate how the implementation oftracker 
mechanisms reduce the risk that rates will be inadequate 
enhance the risk that rates will be excessive, and therefore tip 
the careful balancing of risk envisioned by the Supreme Court. 

• 4) Relying on the same Supreme Court discussion, show that a 
tracker mechanism violates the constitutional doctrine of 
retroactive ratemaking. 

• S) Show that transmission expenses don't meet the criteria 
necessary for implementation of an extraordinary mechanism 
like a tracker. 
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Tracker Mechanisms 
• A utility is pennitted to exactly track an expense against a 

baseline level. If the e~~pense increases, the utility is allowed 
to collect the difference in future rates. 

• No consideration as to whether the company was 
overearnlng. 

• The utility: (1) no longer bears ;my risk associated with this 
l!)(pense and (2) has no incentive to minimize these costs. 

RATES INADEQUATE RATES EXCESSIVE 

RATES INADEQUATE MI"ES EXCESSIVE 

No Consideration of Revenues 

• As a condition to KCPL's proposed tracker, Staff asserts that 
the tracker should also consider increased revenues that will 
result from these costs. 

• In order to maintain proper matching of expenses, revenues 
and rate base, any revenues associated with these costs 
should also be included in the tracker. 

• To date, KCPL has been unwilling to consider the revenues 
arising out of these costs. KCPL only wants to focus on costs. 
By leaving the revenues untracked, KCPL seeks to enhance the 
possibility that rates will be eJt:cessive. 
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"'"'""'"""""' AAT£S EXCESSIVE 

Transmission Tracker 

1} Show how a trad:li'1B mechanism works 
2) Discuss Missouri ratemakln& and the balanclng of risk 
establiJ!ihed in the 1979 Mlssourt SUpfeme Court case. 

• 3) Demonst!'ilte how the implementation oftraeker 
mt!'chaniSms reduce the risk that rates will be inadequate 
enhance the risk that rates will be excessive, and therefore tip 
the eareful balancing of risk envisioned by the Supreme Court. 

" 4) Relying on the same Supreme Court: discussion, show that a 
trncker mechanism violates the constitutional dodrlne of 
retroactive ratemaklnc. 

• 5) ShOw that transm1Won expenses do~ meet the criteria 
neceuaryfor tmpiementation of an extraordinary mechaniSm 
like a tracker. 

RATES!NAOEQUAT( RATES EXCfSS!VE 

LEGALITY 
~Tha utltit!es taka tfut risk thi:t l'll!ll!l fl~ b'f them will be 
inedequt;•, t:~r IW:*JtSive, each time tt.ey -k ~;approvaL J2 
psrmit tbtm tp P'llpst ttldlttpnt! ammnm limply !ncr"' tflay 
had !!dt!klpnal aut MR'nstS fKit --by fltt!H di"H !I 
!!tm!K1tyt !l!t! ma!dr!l !.9. tbt MIDI gf nUt:!j whldJ MmJk I 

viHJty w "SPY"' ust 'err= w whish """"* it to mfpmt "It 
P"U pmfltp col!tctad und1t • m. that d!d Mt ptrftdbr mmtt 
ppang• plyt 111tHf.rtt;um w!Jb thtfltt •c;tu•tty gtabHihtd. 
PaR ••nses art: used .s e bnl$ for determlntrc what rate 1s 
nti!l$tmable to be charpd ln the future ln order to avoid further 
eKCen profits or future !on11, blJt under tl\e prospeetl...e le,.uap 
ofttle rott!AIM, §§393.270{3} and 393.140(5) theyqnpptb•ylfd 
m gt futvnt rill! 'A reg:mr for put fosg• due m frnpcrfw 
NtddnC of rabg with IIIIIDSIJ ~ 

• Utll/tyC£~~~Wmen: CcwteflofMWouti 585 S.W.2d 41. 59 (Mo. 
bane 1919) 
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Transmission Tracker 

• 1} snow how a tracltina mechanism works 
• 2) Discuss Missouri ratemaklng and the baklm::lng of riW 

established In the 1979 Missouri Supreme Court case. 
• 3) Oemonst~ how the imp!ementation of tracker 

mechanisms redute the rUk that rates will be inadequflte 
enhance the risk that rates will be e:cessive, and therefore tip 
ttte careful balancing of risk envtsioned by the $tJpreme Court. 

• 4) Relyln& on the same Supreme Court dlse,:usslon, show that a 
tracker mechanism vlollrtes the constitutional doctrine of 
retroactM: nrtemaldng. 

• 5) Show that tBnsmlssion u:pensM don't meet tbe: elite ria 
"etenl!lry for implementation of an exttaOfdinary mechanism 
tlke a traclter. 

TRANSMISSION TRACKER­
NOT NECESSARY 

~ MECG asserts that a 'trtldrer is an extraordinary mect!anlsm 
that, BM!n itt questionable iegaltty and Its ebllitv tQ distort the 
nm:maklng methodoiogv and balaoting. shoukl only be used 
in extraordinary clrt.un'tltances. 

• TraMmWiion costs are (Dauphinais Direct, pages 7-9; 
StJrrebuttal, paps 2-4): 
• 1j not !arp enouch tD preserrt a financial thre«t tD KCPL; 

• 2) nnt Wtl•tlle 
~Martlet' 11'1 which pl"k:::i!51"'" volllltne tend t~;~ 11!1 up and di'IWI'I rn 1n 
\ll'l~k:'«<ble m•nner. ... M 1 !I!SUtt, in tho;~.., drcumd:llntots, a fuel 
adJultmoent et.~.~.., mlf'1 be~ topn:rted. both the utfllt:v 1nd IU 
rateP*f~Jf'll from 1111Pfll't'Pii8b!low Dr h~h rate.1..~ 

• 3) c:apeW. of l-wl1nc l*uonebly manapd throUih lliUI C111M 
pmeeu. 
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