BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of the Application of Kansas City
)

Power & Light Company for Approval to Make 
)

Certain Changes in its Charges for Electric

)
Case No. ER-2007-0291
Service to Implement Its Regulatory Plan

)

POST-HEARING BRIEF OF THE MISSOURI INDUSTRIAL ENERGY CONSUMERS

The Missouri Industrial Energy Consumers (“MIEC”) and Ford Motor Company (“Ford”) submit this Post-Hearing Brief in accordance with the Commission’s October 18th Order Setting Briefing Schedule.

MIEC and Ford’s brief addresses the following two issues set forth in the List of Issues, Order of Witnesses and Order of Cross-Examination filed on September 21, 2007:


Effect if Case No. EO-2005-0239 Stipulation and Agreement on Inter-class Shifts:  Does the Stipulation and Agreement incorporating the KCPL Experimental Regulatory Plan that the Commission approved in Case No. EO-2005-0239 allow the signatories to the Stipulation and Agreement to propose inter-class revenue shifts in this case?


Large Power Service Rate Design:  Does the Stipulation and Agreement incorporating the KCPL Experimental Regulatory Plan that the Commission approved in Case No. EO-2005-0239 allow the signatories to the Stipulation and Agreement to make rate design modifications within Large Power Service Rate schedule?

The MIEC and Ford recommend an adjustment to realign rates within the LPS class to better reflect Kansas City Power & Light Company’s (“KCPL’s”) cost to provide service within that class.  MIEC and Ford Witness, Maurice Brubaker, recommends moving a certain amount of revenue collection from the energy charges in the LPS rate to the demand charges in the LPS rate.  (Ex. 601, Brubaker Direct, p. 2.)  This recommendation is based on Mr. Brubaker’s analysis of the variable costs which KCPL proposes to include in its revenue requirement in this case.  The variable cost used in his recommendation is before subtracting the margin from off-system sales.  Had the margin on off-system sales been subtracted, the amount of variable cost per kWh would have been lower, and the amount to be transferred from energy charges to demand charges would have been even higher.  In particular, Mr. Brubaker recommends transferring 1.0¢ per kWh from the energy charges in the LPS rate to the demand charges in the LPS rate.  This adjustment is revenue neutral and only affects customers taking service under the LPS rate.  (Ex. 602, Brubaker Surrebuttal, p. 2.)

The MIEC and Ford’s proposal results in appropriate cost-based rates within the LPS class.  As shown in Mr. Brubaker’s testimony, the current LPS tariff’s high load factor block energy charge collects more fixed costs than appropriate.  (Ex. 601, Brubaker Direct, p. 2.)  Mr. Brubaker analyzed KCPL’s claimed level of variable expenses, and found that all of the energy charges in the LPS rate are significantly in excess of KCPL’s variable costs.  Mr. Brubaker’s analysis showed it is appropriate to include fixed cost recovery in the energy blocks to some extent, particularly in the blocks for lower load factor use, the high load factor block should be relatively free of fixed cost collection.  Mr. Brubaker recommends that rates be realigned within the LPS class to reduce the amount of revenues within that class collected through energy charges, and correspondingly to increase the amount of revenues collected through demand charges.  This adjustment impacts only the LPS class and does not affect revenues to be collected from the residential class or any other class.  (Ex. 602, Brubaker Surrebuttal, p. 2.)

The MIEC and Ford recommend that the level of the off-peak energy charge approximate KCPL’s variable cost.  As shown by Mr. Brubaker’s testimony, this recommendation recognizes that most of the fixed costs should be collected from use during the on-peak period, and that consumption in the high load factor block occurs mostly during evening and weekend periods when KCPL’s energy costs would be lower than they are during the on-peak periods.  This structure will collect more costs through demand charges and provide better price signals to customers.  It also will be a more equitable rate because it will charge high load factor and low load factor customers more appropriately.  This structure also improves the stability of KCPL’s earnings.  Because customer demands are generally more stable than their energy purchases, this rate design makes KCPL’s revenue collection and earnings less volatile.  To accomplish this rate realignment, the MIEC and Ford propose that the energy charges in the current LPS rate be reduced by 1.0¢/kWh from their current level, which would put them at approximately 1.4¢/kWh, an amount still above variable cost.  The revenue reduction from this modification to energy charges would be recovered by applying an equal percentage increase to the existing demand charges in the LPS tariff.  (Ex. 601, Brubaker Direct, p. 6, Brubaker Direct, Schedule 1).  Any rate increase awarded to KCPL would be applied to the realigned rates.  (Ex. 601, Brubaker Direct, p. 7).

KCPL has no significant substantive criticism of this proposal.  However, contrary to the evidence of the Commission Staff and MIEC and Ford, KCPL argues that this proposal “is inconsistent with the terms of the S&A regarding rate structure changes”.  (Ex. 20, Rebuttal Testimony of Tim Rush, p. 2.)  KCPL Witness, Tim Rush, refers to the Stipulation and Agreement in the Experimental Regulatory Plan, Case No. EO-2005-0239.  It is true that the signatory parties agreed not to file any new or updated class cost of service studies or to propose changes to rate structure in this rate filing.  Contrary to KCPL’s position, the MIEC and Ford have not filed any new or updated class cost of service studies, and have proposed no changes to rate structure in this case.  Rather, MIEC and Ford propose changes to the design of rates within the existing structure.  (Ex. 601, Brubaker Direct, p. 3.)

Rate structure may generally be thought of as the number of rate schedules, the types of charges within the rate schedule, and the number of blocks through which revenues are collected as a function of customer consumption.  Eliminating a rate schedule altogether would be an example of a change in rate structure.  Reducing or increasing the number of demand or energy blocks within an existing rate schedule would be a change in rate structure.  Establishing an entirely new rate schedule would be a change in rate structure.  (Ex. 602, Brubaker Surrebuttal, p. 4.)

The MIEC and Ford have not proposed changing any of those aspects of the rates.  Rather, based on a current calculation from the Company’s revenue requirement filing, MIEC Witness, Brubaker, determined that LPS rate design collects too much money from the energy charges and not enough money from the demand charges.  Accordingly, MIEC and Ford do not propose a rate structure change, but rather propose a design adjustment which changes where some of the costs are recovered within the structure of the existing rate.  Mr. Brubaker analogizes this distinction to an office park.  An office park may consist of several different buildings, and in each building will be a certain arrangement or layout of offices.  A change in structure would be adding new buildings, tearing down existing buildings, or rearranging the walls or partitions within a building so as to create more or fewer offices or distinct areas.  In contrast, moving furniture, files and people among existing offices and buildings, without changing the layout or “structure” of the space, would be analogous to rate design because it is simply a matter of determining what goes where within the existing structure.  (Ex. 602, Brubaker Surrebuttal, p. 4.)

The MIEC and Ford participated in the development of the S&A in the Regulatory Plan Case, and Mr. Brubaker was involved in the negotiations of the S&A.  Mr. Brubaker’s testimony in the present case shows that the intent of the S&A was to avoid KCPL and the parties having to do extensive analysis to determine the impacts of restructuring the rates as a result of modifications such as changing the blocking of the rate, which would have required rather significant rate research to accomplish.  The signatory parties did not agree to make all rate increases an equal percent across-the-board increase to all classes.  Rather, they simply agreed not to present new class cost of service studies, or to update the results of cost of service studies they had previously submitted.  The parties were agreeing in the S&A not to propose interclass revenue allocations that were different from equal percent across-the-board changes.  (Ex. 602, Brubaker Surrebuttal, pp. 5-6.)

The Commission Staff is in agreement with the MIEC and Ford that nothing in the S&A would prevent the Commission from implementing Mr. Brubaker’s recommendation, that this proposal does not constitute a rate structure change.  (Ex. 111, Pyatte Surrebuttal, pp. 8-9; Tr. 963.)

As pointed out by KCPL Witness, Rush, Mr. Brubaker’s recommended rate design would result in some lower load factor LPS customers finding it more economical to take service on the LGS tariff and migrating to that tariff.  The MIEC and Ford recommend an adjustment to offset any lost revenue in order to recover the revenue differential from the remaining LPS class customers.  This is a desirable and appropriate adjustment that would completely prevent KCPL from suffering any lost revenue resulting from this customer migration, and would be a modest adjustment since the amount of revenue difference would be less than 2% of the LPS revenues.  (Ex. 602, Brubaker Surrebuttal, p. 6.)

The Commission Staff’s Rate Design Witness, James Watkins, offers his own proposal related to the LPS class.  Mr. Watkins argues that if there is a reduction in energy charges, it should be accomplished on an equal percentage basis, rather than by reducing each block the same amount per kWh.  However, this proposal would not accomplish Mr. Watkins’ desired result because it makes substantial reductions to the collection of fixed costs in the first two load factor-based blocks, and much less in the final block.  The reduction in summer season fixed cost recovery per kWh would be nearly twice as much in the first block as in the final block.  As shown by Mr. Brubaker, Mr. Watkins is incorrect in asserting that there is no basis for declining block charges.  Mr. Watkins’ complicated proposals for adjusting rates would not produce an appropriate result, and he has not shown that his proposals are consistent with cost of service.  Furthermore, Mr. Watkins’ proposal could result in a prohibited change in rate structure if the result would be to reduce the number of blocks in the existing rate structure.  (Ex. 602, Brubaker Surrebuttal, pp. 8-9.)
CONCLUSION

The MIEC and Ford’s proposal would accomplish a beneficial realignment of rates entirely within the LPS class.  This rate structure change is consistent with the Regulatory Plan S&A.  It would move rates closer to cost-of-service and result in no adverse impact to KCPL or to any customer class.  The MIEC and Ford’s recommendation would result in better price signals to customers within the LPS class and would increase the stability of KCPL’s revenues and earnings.  For all the foregoing reasons, the MIEC and Ford’s proposal in this case should be adopted.
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