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DIRECT TESTIMONY 1 

OF 2 

WILBON L. COOPER 3 

CASE NO. ER-2007-0002 4 

I. INTRODUCTION 5 

Q. Please state your name and business address. 6 

A. My name is Wilbon L. Cooper.  My business address is One Ameren Plaza, 7 

1901 Chouteau Avenue, St. Louis, Missouri. 8 

Q. By whom are you employed and in what capacity?  9 

A. I am employed by Ameren Services as the Manager of the Rate Engineering 10 

and Analysis Department.  The Rate Engineering and Analysis Department performs services 11 

for the Ameren operating companies, including Union Electric Company d/b/a AmerenUE 12 

(“AmerenUE” or the “Company”).  13 

Q. Please describe your educational background and employment 14 

experience. 15 

A.  My educational background consists of a Bachelor of Science degree in 16 

Electrical Engineering from the University of Missouri-Rolla.  17 

 I was employed as an Assistant Engineer in the Rate Engineering Department 18 

of Union Electric in June 1980.  My work included assignments relating to the general 19 

analyses and administration of various aspects of Union Electric’s electric, gas, and steam 20 

rates.  In October 1989 I was appointed Supervising Engineer – Rate Analysis, in the Rate 21 

Engineering Department of Corporate Planning at Ameren Services Company.  In the latter 22 

position I was responsible for meeting the analytical requirements of the Company's retail 23 
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gas and electric rates and wholesale electric rates, including load research and various cost of 1 

service and rate design studies, as assigned.  I was appointed to my present position of 2 

Manager of Rate Engineering and Analysis in March 2003.  3 

I currently have responsibility for the general policies and practices associated 4 

with the day-to-day administration and design of AmerenUE’s electric and gas rate tariffs, 5 

riders and rules and regulations tariffs on file with the Missouri Public Service Commission 6 

and in the participation in various proceedings before this regulatory agency.  I also have 7 

these same responsibilities for Ameren’s Illinois utilities under the jurisdiction of the Illinois 8 

Commerce Commission.  In addition, Rate Engineering is responsible for conducting class 9 

cost of service and rate design studies and the participation in other projects of a general 10 

corporate nature, as requested by the Director of Regulatory Policy and Planning.  11 

 I have previously submitted testimony before the regulatory commissions of 12 

Illinois, Missouri, and Iowa.  13 

II. PURPOSE AND SUMMARY OF TESTIMONY 14 

 Q. What is the purpose of your direct testimony in this proceeding? 15 

A. My direct testimony discusses: a) the revenue increase being proposed for the 16 

Company’s electric retail rate classes; b) the development and results of a class cost of 17 

service study being submitted in connection with the direct testimony of AmerenUE witness 18 

William W. Warwick as part of this case; c) the design and development of the individual 19 

class rates; and d) certain other miscellaneous tariff revisions filed as part of this case.  I have 20 

summarized my testimony and the testimony of Mssrs. Pozzo and Warwick in Attachment A 21 

attached hereto. 22 
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Q. Have you prepared or have there been prepared under your direction 1 

and supervision a series of schedules for presentation to the Commission in this 2 

proceeding? 3 

 A. Yes.  In addition to Attachment A mentioned above, I have prepared 15 4 

schedules.  The first three, discussed immediately below, provide a good summary of the rate 5 

increase requested in this case.  I discuss the remaining schedules throughout my direct 6 

testimony. 7 

 Q. Please identify Schedule WLC-E1. 8 

 A. Schedule WLC-E1 consists of sixty-eight (68) tariff sheets, which reflect the 9 

revised rates and miscellaneous tariff revisions being proposed by the Company for approval 10 

by the Commission in this proceeding.  These tariffs, taken as a whole, would provide an 11 

increase in the Company’s net Missouri jurisdictional normalized test year revenue of 12 

approximately $360.7 million, or 17.7%, over the annualized test year (12 months ending 13 

June 30, 2006) revenue realized from the tariffs which are effective at the time of filing. 14 

 Q. Please identify Schedule WLC-E2. 15 

 A. Schedule WLC-E2 shows the distribution of the proposed net revenue 16 

increase to the Company’s various proposed rate service classifications, resulting from the 17 

proposed tariffs in Schedule WLC-E1, excluding gross receipts taxes levied on customer 18 

billings by the various municipalities within the Company’s service area. 19 

  Q. Please identify Schedule WLC-E3. 20 

 A. Schedule WLC-E3 illustrates the effects of the proposed rates in 21 

Schedule WLC-E1 upon typical monthly bills of customers served under the Company’s rate 22 

service classifications. 23 
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III. CLASS COST OF SERVICE STUDY 1 

A. Class Cost of Service Concepts and Operating System Components. 2 

 Q.  Please explain what is meant by “class cost of service.” 3 

 A. The Company currently provides service to its customers in a number of rate 4 

classifications that are designated for residential or non-residential service.  The non-5 

residential customer group is differentiated by customer size and the voltage level at which 6 

the Company provides its service.  The current customer classes are Residential, Small 7 

General Service (SGS) and Large General Service (LGS) (all of which have their service 8 

delivered at a low secondary voltage level), Small Primary Service (SPS) and Large Primary 9 

Service (LPS) (delivery at a high voltage level) Large Transmission Service (LTS) (delivery 10 

at a “transmission” voltage level) and lighting service (both area and street lighting).  A class 11 

cost of service study provides a basis for allocating and/or assigning the Company’s total 12 

jurisdictional cost of providing electric service to these various customer classes in a manner 13 

that reflects cost causation.  The results of a class cost of service study with equalized rates of 14 

return are often referred to as “class revenue requirements”.  Mr. Warwick conducted a class 15 

cost of service study for this case under my supervision, and he is sponsoring that study in 16 

direct testimony filed in this proceeding. 17 

 Q.  How are the results of a class cost of service study used by the Company? 18 

 A. These study results are typically used to target the level of annual revenue that 19 

the Company should recover from each customer class, through the application of the rates or 20 

charges within the Company tariffs under which the various customer classes are being 21 

served. 22 
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 Q.  Please define your use and application of the term “rate design.” 1 

 A. The term “rate design” refers both to the process of establishing the specific 2 

charges (e.g. monthly customer charges, dollars per kilowatt demand and/or cents per 3 

kilowatt hour energy charges) for each customer class, as well as to the actual structure of an 4 

individual class rate.  The rate design, or structure, of a given class rate may range in 5 

complexity from a simple structure consisting of a monthly customer charge and a flat charge 6 

per kilowatt hour (such as the Company’s summer Residential rate), to a more complex set of 7 

customer, demand, energy and reactive charges (such as the Company’s SPS, LPS and LTS 8 

rates).  In all instances, however, the charges within a specific rate classification are 9 

established such that the application of these individual charges to the total annual customer 10 

class electrical usage will result in the collection of the targeted annual revenue requirement 11 

of each of the Company’s retail rate classes. 12 

 Q. As background for additional discussion on the class cost of service study 13 

the Company is recommending in this case, please provide a general description of the 14 

various facilities utilized by the Company in producing and delivering electricity to its 15 

customers. 16 

 A. Schedule WLC-E4 of my testimony is a simplified diagram illustrative of the 17 

AmerenUE electric system, showing how power flows from the generating station and is then 18 

transmitted and distributed to the home of a residential customer.  Other customers receiving 19 

service at higher voltage levels are also served from various points on the same system. 20 

Q. Please describe, in more detail, how the Company's system operates. 21 

 A. As illustrated on Schedule WLC-E4, electrical power is produced at the 22 

Company's generating stations at voltage levels ranging from 11,000 to 23,750 volts.  To 23 
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achieve transmission operating economies, this voltage is raised, or stepped up, by power 1 

transformers at the generating station sites to voltages generally ranging from 138,000 to 2 

345,000 volts for transmission to the Company's bulk substations that are strategically 3 

located throughout its service area. 4 

 Q. What is the function of the Company's bulk substations? 5 

 A. Bulk substations receive electrical power at transmission voltage levels.  They 6 

then lower, or step-down, this power to other transmission or distribution voltages generally 7 

ranging from 138,000 volts to 34,500 or 69,000 volts.  Such power is then distributed over 8 

the Company's 34,500 or 69,000 volt distribution lines to distribution substations located 9 

throughout the Company's service area. 10 

 Q. What function do distribution substations perform? 11 

 A. Distribution substations, which are far more numerous than bulk substations, 12 

provide a further reduction in the electrical power voltage to a range of 4,160 to 13,800 volts 13 

within various portions of the Company's service area.  The power is then distributed over 14 

the Company's 4,160 to 13,800 volt distribution lines to points at or near the premises of the 15 

Company's customers. 16 

 Q. After electrical power at 4,160 to 13,800 volts is delivered to a point at or 17 

near a customer's premises, do any further reductions in voltage take place? 18 

 A. Yes, in most instances.  While approximately 650 of the Company's largest 19 

industrial and commercial customers take service at the 4,160 to 13,800 volt range or higher 20 

in Missouri, the majority of the Company's customers are served at lower voltages, ranging 21 

from 120 to 480 volts.  The lower voltages are achieved through the use of numerous line 22 

transformers located at or near the customer's premises.  This low voltage electrical power 23 
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from the line transformer is delivered to a customer's premises over low voltage lines 1 

referred to as "secondary" and "service" lines. 2 

 Q. What voltages are utilized in providing electric service to residential 3 

customers? 4 

 A. Residential customers are served at either 120 or 240 volts depending upon 5 

the customer's service entrance panel size and connected appliances. 6 

 Q. What voltages are utilized to serve non-residential customers? 7 

 A. Non-residential customers on the Company's SGS and LGS rates are served at 8 

voltages from 120 to 480 volts due to the wide variety of electrical consuming devices 9 

utilized by such customers.  Customers in the latter voltage range are often referred to as 10 

"secondary" voltage customers.  Other larger non-residential customers receiving service at 11 

4,160 to 13,800 volts are referred to as "primary" voltage customers.  The Company also 12 

serves approximately 50 customers in Missouri at voltages above the 13,800 volt level.  13 

These are referred to as "high voltage" or Rider B customers.  Additionally, the Company 14 

serves its only current LTS customer at 161 kilovolts (kV) via a unique transmission service 15 

arrangement. 16 

 Q. In your description of the AmerenUE generation, transmission and 17 

distribution system are you using the term "lines" in a general sense? 18 

 A. Yes.  Those lines may be overhead conductors or underground cables.  19 

Overhead lines include all poles, towers, insulators, crossarms and all other hardware 20 

associated with such installations.  Underground "lines" include direct buried cable as well as 21 

that installed in single or multi-duct conduit, and other associated hardware. 22 
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B. Costs and Revenues in Class Cost of Service Study. 1 

 Q. Please describe the components of costs and revenues that are contained 2 

in the class cost of service study the Company is recommending in this case. 3 

 A. A traditional cost of service study incorporates the aggregate jurisdictional 4 

(Missouri or Federal Energy Regulatory Commission (FERC)) accounting and financial data 5 

normally submitted to a regulatory commission by a utility in support of a request for an 6 

adjustment in its overall rate levels.  Such a study is required to determine the level of 7 

revenues necessary for the Company to recover its operating and maintenance expenses, 8 

depreciation applicable to its investment in utility plant, property taxes, income and other 9 

taxes, and a fair rate of return to the Company's investors, through its rates.  The Company's 10 

class cost of service study allocates, or distributes, these total jurisdictional costs to the 11 

various customer classes in a cost based manner that fairly and equitably reflects the cost of 12 

the service being provided to each customer class. 13 

 Q. Was a Missouri jurisdictional study performed by the Company's 14 

Regulatory Accounting group the starting point for the class cost of service study 15 

performed and sponsored by Mr. Warwick? 16 

 A. Yes, it was.  As I indicated above, the Company's class cost of service study is 17 

a continuation and refinement of a Missouri jurisdictional cost of service study discussed in 18 

the direct testimony of AmerenUE witness Gary S. Weiss, resulting in a determination of the 19 

costs incurred in providing electric service to each of the Company's customer classes. 20 
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 Q. What categories of cost were examined in the development of the 1 

allocated class cost of service study being sponsored by Mr. Warwick in this case? 2 

 A. A detailed analysis was made of all elements of the Company's Missouri 3 

jurisdictional rate base investment and expenses during the test year, for the purpose of 4 

allocating such items to the Company's present customer classes.  This analysis consisted of 5 

classifying the various elements of cost into their customer-related, energy-related and 6 

demand-related cost categories.  7 

 Q. Why are the Company's costs classified into these three categories? 8 

 A.  It is generally accepted within the industry that each of these categories of 9 

cost is incurred by the Company as a result of different cost causation factors and, hence, 10 

should be allocated among the various customer classes by different methodologies which 11 

consider such cost causation. 12 

 Q. What are customer-related costs? 13 

 A. Customer-related costs are the minimum costs necessary to just make electric 14 

service available to the customer, regardless of the extent to which such service is utilized.  15 

Examples of such costs include monthly meter reading, billing, postage, customer accounting 16 

and customer service expenses as well as a portion of the costs associated with the required 17 

investment in a meter, the service line, transformer and other distribution facilities.  The 18 

customer components of the distribution system are those costs necessary to simply make 19 

service available to a customer, without the consideration of the amount of the customer's 20 

electrical use.  The January 1992 edition of the Electric Utility Cost Allocation Manual, 21 

published by the National Association of Regulatory Utility Commissioners (NARUC) 22 
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references both customer-related and demand-related cost components for all distribution 1 

plant and operating expense accounts other than for substations and street lighting.   2 

 Q. What are energy-related costs? 3 

 A. Energy-related costs are those costs related directly to the customer's 4 

consumption of electrical energy (kilowatt hours) and consist primarily of fuel, fuel handling, 5 

a portion of production plant maintenance expenses and the energy portion of net interchange 6 

power costs. 7 

 Q. What are demand-related costs, which are the third category of costs you 8 

referred to? 9 

 A. Demand-related costs are rate base investment and related operating expenses 10 

associated with the facilities necessary to supply a customer's service requirements during 11 

periods of maximum, or peak, levels of power consumption each month.  During such peak 12 

periods this usage is expressed in terms of the customer's maximum power consumption, 13 

commonly referred to as kilowatts of demand.  As defined, demand-related costs include 14 

those costs in excess of the aforementioned customer and energy-related costs.  The major 15 

portion of demand-related costs consists of generation and transmission plant and the non-16 

customer-related portion of distribution plant. 17 

C. Cost Allocations. 18 

 Q. After the Company's costs are categorized into one of these three 19 

classifications, how are they allocated to the various rate classes? 20 

 A. Customer-related costs are normally allocated on the basis of the number of 21 

customers associated with each rate class.  In some instances involving non-residential 22 

customer multiple metering installations, weighting factors may also be used.  In addition, 23 
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where specific costs can be identified as being attributable to one or more specific customer 1 

classes, such as credit and collection expenses, a direct assignment of such costs will be 2 

made.   3 

  Energy-related costs are allocated to the customer classes on the basis of their 4 

respective energy (kilowatt hour) requirements at the generation level of the Company's 5 

system, which includes applicable system energy losses.  The use of this common point on 6 

the Company's system to allocate such costs insures that each customer class will be assigned 7 

the appropriate portion of the Company's total incurred variable fuel and purchased power 8 

costs.  9 

  Demand-related distribution costs are allocated to customer classes using one 10 

or more allocation factors based upon customer class coincident, class non-coincident or 11 

individual customer non-coincident kilowatt demands.  Demand-related transmission costs 12 

were allocated to customer classes on a 12 coincident peak (CP) basis as that methodology is 13 

consistent with the method utilized for cost responsibility of the demands of the Ameren 14 

operating companies and all of the other utilities participating in the Midwest Independent 15 

Transmission System Operator, Inc. (“MISO”), per the MISO filing at the FERC.  Demand-16 

related production costs are allocated on the basis of the Average & Excess (A&E) Demand 17 

Method referenced in the NARUC cost allocation manual.  As not all customers have 18 

demand meters, customer class and individual kilowatt demand data is obtained from the 19 

Company's ongoing load research program. 20 



Direct Testimony of 
Wilbon L. Cooper 
 

12 

 Q. As generation (production) plant consists of more than half of the 1 

Company's total plant investment, please summarize the most common cost allocation 2 

methodologies employed within the electric utility industry for the allocation of 3 

generation plant. 4 

 A. The most common and generally accepted methodologies used for the 5 

allocation of generation plant can be grouped into the following three categories: 6 

Peak Responsibility – Costs are allocated on the basis of the relative customer class 7 

demands at the time of occurrence of the Company's system peak during the period of 8 

study (referred to as the "coincident peak" or "CP" method).  One or more system 9 

peak hours, or a number of monthly or seasonal system peaks, are normally used in 10 

applying the CP methodology. 11 

Non-Coincident Peak – Allocates costs on the basis of the maximum peak demand of 12 

each customer class at any time during the study period, without regard to the time of 13 

occurrence or magnitude of the Company's coincident system peaks (referred to as 14 

the "NCP" method).  As with the CP method, the NCP methodology can employ one 15 

or more customer class peaks in its application. 16 

Average and Excess Demand (referred to as the A&E method). – Allocates costs by 17 

determining cost allocation factors based upon a weighting of average class demand 18 

throughout the year (kilowatt hours ÷8760 hours) and class "excess" demand(s).  The 19 

excess demand(s) used in this determination are the class NCP demand(s) in excess of 20 

the average class demand during the study period.  As with the CP and NCP 21 

methodologies, this method can also employ the use of one or more customer class 22 

NCP demands to determine class excess demands.  Average class demands are 23 
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weighted by the Company's annual system load factor (LF) (LF = average demand ÷ 1 

peak demand) and excess class demands are weighted by the complement of load 2 

factor (1.0 – LF) in the development of cost allocation factors using this 3 

methodology. 4 

 Q. Which cost allocation methodology is the Company using for production 5 

plant in its class cost of service study in this case? 6 

 A. The Company is utilizing the 4 NCP version of the Average and Excess 7 

Demand methodology for allocating production plant in this case. 8 

 Q. What were the considerations associated with the Company's election to 9 

utilize the A&E allocation methodology for production plant in this case? 10 

 A. Two major factors associated with generation capacity planning prompted the 11 

use of the A&E cost allocation methodology.  Generally, system peak demands and, to a 12 

major extent, excess customer demands, are the motivating factors which influence the 13 

amount of capacity the Company must add to its generation system to provide for its 14 

customers' maximum demands.  However, the type of capacity (base, intermediate or 15 

peaking) which the Company must add is not dictated by maximum customer demand alone, 16 

but also by the annual energy, or kilowatt hours, which will be required to be generated by 17 

such capacity, i.e., the generation unit's utilization factor.  A cost allocation methodology that 18 

gives weight to both a) class peak demands and b) class energy consumption (average 19 

demands) is required to properly address both of the above considerations associated with 20 

capacity planning.  The A&E methodology gives weight to both of these considerations by 21 

its inclusion of both average class demands, which are kilowatt hours divided by total annual 22 

hours (8,760), and the excess NCP demands of each class.  As indicated earlier, the 23 
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Company's A&E cost allocation study used both the 4 NCP and average class demands in the 1 

determination of class excess demands. 2 

 Q. Is there also quantitative support for the Company’s selection of the 3 

4 NCP version of the A&E demand allocation methodology for the allocation of 4 

production plant?  5 

 A. Yes.  The 4 NCP version of the A&E methodology, which uses the four 6 

maximum non-coincident monthly peak demands for each customer class during the test 7 

year, was selected due to the fact that 15 of the 20 maximum 4 NCP monthly demands for 8 

the Company's six major customer classes occurred during the Company's summer peak 9 

demand months of June-September.  The use of the 4 NCP demand option, rather than a 10 

lesser number of NCP demands, also prevents the demand allocator for any customer class 11 

from being unduly influenced by any extreme demand from a given month. 12 

 Q. After the determination of customer, energy and demand allocation 13 

factors for the various components of the Company's costs, what was the next step in 14 

the completion of the Company's class cost of service study? 15 

 A. The next step was to apply the allocation factors developed for each class to 16 

each component of rate base investment and each of the elements of expense specified in the 17 

jurisdictional cost of service study.  The aggregation of such cost allocations indicates the 18 

total annual costs, or annual revenue requirement, at equalized rates of return associated with 19 

serving a particular customer class.  The operating revenues of each customer class minus its 20 

total operating expenses provide the resulting net operating income of each class.  This net 21 

operating income divided by the allocated rate base of each class will indicate the percentage 22 

rate of return being earned by the Company from a particular customer class.  This 23 
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application of allocation factors to Missouri jurisdictional costs, the aggregation of the total 1 

annual cost to each of the customer classes and a summary of the results of the Company's 2 

class cost of service study are described in detail in Mr. Warwick's direct testimony. 3 

D. Study Results. 4 

 Q. Referring now to the specific results of the Company's class cost of 5 

service study performed by Mr. Warwick in this case, please identify 6 

Schedule WLC-E5. 7 

 A. Schedule WLC-E5 (also Mr. Warwick's Schedule WMW-E1) summarizes the 8 

results of the Company's class cost of service study, indicating the rate of return on rate base 9 

currently being earned on the service being provided to each major retail customer class.  As 10 

indicated earlier, the basic starting point for this study was the test year Missouri 11 

jurisdictional cost of service study. 12 

 Q. What general conclusions can be drawn from the information contained 13 

in Schedule WLC-E5? 14 

 A. The Residential and Large Primary Service classes are providing below 15 

average rates of return, while all other classes are providing above average rates of return.  16 

Overall, as is suggested by the filing of this case, the Company’s is earning an inadequate 17 

return on its rate base. 18 

E. Class Revenue Proposals. 19 

 Q. Please identify Schedule WLC-E6. 20 

 A. Schedule WLC-E6 summarizes the class revenue requirements necessary to 21 

give the Company an opportunity, based upon test year figures, to achieve an equal rate of 22 

return from each of its customer classes.  This information was developed from the cost of 23 
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service data contained in Schedules WMW-E1 and E2 of Mr. Warwick's direct testimony, 1 

and is based upon the Company's proposed level of Missouri retail revenues. 2 

Q. Once the annual “cost-based” revenue requirements are developed by 3 

this process for all of the customer classes, would the design of specific rates for each 4 

class be the next and final step in the overall rate development process? 5 

A. If one were to base class rates solely on class costs of service and ignore other 6 

relevant factors, the response is yes.  However, the results of Mr. Warwick’s study produced 7 

the following revenue increase by customer class: 8 

Customer Class Cost of Service Increase 

Residential Service  26% 

Small General Service 11% 

Large General Service 8% 

Small Primary Service 11% 

Large Primary Service 28% 

Large Transmission Service 7% 

 9 

Q. Is the Company proposing the cost based class revenue requirements be 10 

utilized in developing class rates in the case? 11 

 A. No, the Company is proposing a departure from class revenue requirements or 12 

rate design being established solely the basis of equal class rates of return in its class cost of 13 

service study.  The Company recognizes that other rate principles, as detailed in the 14 

testimony of AmerenUE witness Mr. Philip Hanser, may be used to guide rate design.  As a 15 
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result, the Company is proposing to limit or cap the residential rate increase to 10%.  1 

Mr. Hanser provides the rationale for this proposal. 2 

Q. Obviously, the Company’s proposal to limit the proposed increase to the 3 

residential class to 10% results in a shortfall from the cost-based residential 4 

requirement established in Mr. Warwick’s class cost of service study.  How does the 5 

Company propose to collect this shortfall? 6 

 A. The Company is proposing to spread the residential revenue increase shortfall 7 

to the remaining non-lighting customer classes based on their proportionate share of cost-8 

based proposed revenue requirements.  This method of allocating the shortfall produces inter 9 

class rates of returns that are reasonable, and also, ensures that all classes (excepting lighting) 10 

receive an allocation of the residential revenue shortfall associated with the 10% cap.  11 

Q. Please identify Schedule WLC-E7. 12 

 A. Schedule WLC-E7 summarizes the class revenue requirements necessary to: 13 

1) give the Company an opportunity, based upon test year figures, to achieve its jurisdictional 14 

rate of return, 2) effectuate a limit of the residential rate increase to 10%, and 3) collect the 15 

residential revenue shortfall associated with the 10% rate cap to each non-lighting customer 16 

class based on its cost based proportionate responsibility for the Company’s proposed 17 

revenue requirement. 18 

Q. What was the source of the cost data that was used by the Company in 19 

the design of the rates it is proposing in this case? 20 

A. The costs from the Company's class cost of service study, performed by 21 

Mr. Warwick in this case, were the basic source of the costs used for such purposes.  The 22 

details of these class allocations were presented in Schedule WMW-E1 of Mr. Warwick's 23 



Direct Testimony of 
Wilbon L. Cooper 
 

18 

direct testimony in this case.  However, as stated above, class cost based class revenue 1 

requirements, as determined in Mr. Warwick’s class cost of service study, were adjusted to 2 

effectuate the Company’s proposed 10% residential rate cap.    3 

Q. Was the study in Mr. Warwick's Schedule WMW-E1 also the basic 4 

source of the various customer, energy and demand-related costs used in the design of 5 

the Company's proposed rates? 6 

A. Yes, it was.  Mr. Warwick, at my request, performed a more detailed analysis 7 

of such costs and segregated them into the customer, energy and the demand-related cost 8 

categories of the production, transmission and distribution functions for each customer class.  9 

This detailed sub-aggregation of costs into these categories is contained in Schedule 3 of 10 

Mr. Warwick's direct testimony in this case, and is also included as Schedule WLC-E8 of my 11 

testimony.  12 

Q. Was billing unit data also used in the design of the Company's proposed 13 

rates? 14 

A. Yes, AmerenUE witness James R. Pozzo is providing direct testimony 15 

discussing billing unit data necessary to the design of the proposed rates.  The data contained 16 

in Schedules JRP-E1 through E7 of Mr. Pozzo's direct testimony in this case was used as a 17 

resource for the individual class billing units.  They are based upon the Company’s weather 18 

normalized sales during the test year in this case as discussed in the direct testimony of 19 

AmerenUE witness Richard A. Voytas. 20 
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IV. CLASS RATES 1 

A. Class Rate Customer Concepts. 2 

Q. Before describing the Company's specific rate design proposals in this 3 

case, please comment on the general development of the customer charge contained in 4 

each of the Company's current and proposed rate schedules. 5 

A.  The basic premise of customer-related costs is that such costs vary with the 6 

number of customers being served within a particular customer class, and bear no 7 

relationship to the energy or demand associated with the electrical consumption of the 8 

customers in each rate class.  Therefore, the Company's proposed customer charge for each 9 

of its major rate classes was developed to reflect the segregated customer-related costs for 10 

each class, developed by Mr. Warwick in Schedule WMW-E3 to his direct testimony.  11 

Q. What is the result if the customer charges for each customer class are not 12 

set at a level sufficient to recover the full level of customer-related costs?  13 

A. Where a monthly customer charge is not established at a level sufficient for a 14 

utility to collect the full level of its customer-related costs, the shortfall in the recovery of 15 

such costs has been typically collected in the initial energy block of a utility's rate structure, 16 

or in the demand charges of the larger non-residential customers.  While this form of cost 17 

recovery provides the utility with the opportunity to recover any shortfall in customer-related 18 

costs, the recovery of customer-related costs which are, by their basic nature, fixed costs 19 

results in rate structures which are not reflective of the basic principle of cost causation and 20 

equitable cost recovery. 21 
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Q. Why is the recovery of fixed customer-related costs through some form of 1 

usage, such as measured energy or demand units, not reflective of cost causation to 2 

various customers within each of the Company's rate classes?  3 

A. Fixed monthly customer-related costs are relatively uniform and equivalent 4 

among customers within the same rate class.  Thus, recovering such costs based upon 5 

customer usage is not reflective of the nature of these customer costs within a given rate 6 

class.  The shifting of non-consumption related costs from a flat monthly charge basis to a 7 

consumption related charge within the rate structure, (i.e. kilowatt hour or demand charges), 8 

results in above average use customers paying a disproportionate share of these costs.  9 

Another disadvantage of recovering fixed customer related costs on a variable basis is that 10 

abnormally warm or cool weather will result in an under or over recovery of such costs.  For 11 

these reasons, customer charges within each customer class should be established to recover 12 

fixed customer-related costs as closely as possible with due consideration of impact, as are 13 

the customer charges contained in the rates proposed by the Company in this case.  14 

B. Rate Design Proposals by Customer Class. 15 

 Q. Please describe the general approach used in the preparation and design 16 

of the rates being proposed by the Company in this case. 17 

 A. For each rate class, we began with the functional cost breakdowns of the class 18 

cost of service study results prepared by Mr. Warwick, which appear in Schedule WLC-E8 of 19 

my testimony.  The functional cost breakdown components for the non-residential rate 20 

classes were uniformly factored up by class to reflect the additional revenue requirement 21 

associated with each class’s allocation of the residential revenue shortfall mentioned above.  22 
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These adjustments appear in my Schedule WLC-E9 and are used as a guide for the 1 

development of class rate values throughout the remainder of my testimony. 2 

1. Proposed Residential Rate 3 

 Q. How was the residential rate being proposed by the Company in this case 4 

developed and designed? 5 

 A. Referring to my Schedule WLC-E9, the total annual residential revenue target 6 

is $935.2 million.  As the monthly customer charge was the initial rate component developed 7 

for the residential rate, the annual customer related cost associated with the residential class 8 

of $100.1 million was divided by test year residential customer (i.e., bill) counts to arrive at a 9 

customer charge of approximately $8.22 per month.   10 

 Q How was the proposed residential summer kilowatt hour charge 11 

determined? 12 

 A. The residential class energy related production cost of $291.7 million, 13 

indicated in my Schedule WLC-E9, was divided by the annual kWh within the residential 14 

class to arrive at an average variable production cost of 2.207 cents per kilowatt hour.  The 15 

remaining cost component of the summer kilowatt hour charge is related to the annual 16 

production, transmission and distribution demand related costs, which total $543.4 million.  17 

The Company is proposing to use the results of a study performed to allocate these costs to 18 

the summer and winter billing seasons.  This type of study has been utilized in all of the 19 

Company’s rate cases since 1987 and reflects analyses of summer and winter demands with 20 

an average and excess allocation method to determine summer vs. winter revenue 21 

responsibility for these costs, 60% of such costs, or $326.1 million, was allocated to the 22 

Company's summer billing season of June-September.  The remaining 40% of such costs, or 23 
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$217.3 million, were allocated to the winter billing season of October-May.  The summation 1 

of these customer, energy and demand related costs established a rate of 8.95 cents per 2 

kilowatt hour for the Company’s summer billing period. 3 

 Q. How were the proposed residential winter kilowatt hour charges 4 

determined? 5 

 A. The design of the winter portion of the residential rate is more complex than 6 

the summer season rate due to the existence of two rate steps, or blocks, in the existing 7 

residential rate.  In order to maintain existing rate relationships between the demand related 8 

production, transmission and distribution costs in the existing initial and end-step rate blocks, 9 

I first deducted the current variable cost of 2.217 cents per kilowatt hour from each block and 10 

determined the ratio of the remaining demand related portion of each existing rate block to be 11 

2.22 to 1.00.  Using this relationship and the 40% portion of current demand related costs 12 

assigned to the winter from my Schedule WLC-E9, I then determined the demand rates 13 

applicable to each winter rate block to be 3.35 and 1.97 cents per kilowatt hour, respectively, 14 

for the initial and end step of the residential rate.  Adding back the current variable cost of 15 

2.217 cents per kilowatt hour to each of these values resulted in the final residential winter 16 

rates of 5.57 cents per kilowatt hour for the initial block (0-750 kilowatt hours per month) 17 

and 3.73 cents per kilowatt hour for the end-step rate block applicable to all kilowatt hours 18 

over 750 per winter billing month. 19 

 Q. Will the rate values determined by such a process be the final rate values 20 

proposed by the Company in this case? 21 

 A. Normally some rounding up or down of these calculated rate values will be 22 

necessary to get as reasonably close to an established revenue target as possible without 23 
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substantially exceeding or falling short of this target.  In the case of the target established by 1 

my Schedule WLC-E9 for the residential class, I elected to lower the customer charge from 2 

the calculated amount of $8.23 to $8.22 per month in order to get relatively close to revenue 3 

requirement established for residential service.  The summary of these calculations and 4 

"proof of revenue" for the Residential class is attached as Schedule WLC-E10 of my 5 

testimony.  6 

 Q. Is the Company proposing any other revisions to Residential Service 7 

classification tariff? 8 

 A. Yes, the Company is proposing to modify its definition of a residential 9 

customer to promote better administration and ease of customer understanding of the 10 

application of this service classification.  These changes are of a housekeeping nature and 11 

have no impact on customer bills.  12 

2. Proposed Small General Service Rate 13 

 Q. How was the SGS rate being proposed by the Company in this case 14 

developed and designed? 15 

A. The steps employed in the development of the SGS rate were generally the 16 

same as those for the residential rate.  Maintaining the approximate two to one ratio between 17 

the single phase and the three phase customer charge within this rate classification, the cost 18 

of service study analysis, as adjusted, established single phase customer charge at $9.48 per 19 

month and the three phase customer charge at $18.97 per month.  20 



Direct Testimony of 
Wilbon L. Cooper 
 

24 

 Q. Were the rates for the energy blocks in the SGS rate also determined in a 1 

manner similar to that described for the residential rate? 2 

 A. Yes, having established the above customer charges, the accompanying 3 

summer kilowatt hour charge was determined to be 10.40 cents per kilowatt hour and the 4 

initial and end-step winter rates were determined to be 6.14 and 3.28 cents per kilowatt hour, 5 

respectively.  The application of these charges to the billing units in the SGS rate class will 6 

result in annual revenue of $208.7 million, which is the approximate target revenue for the 7 

SGS class in Schedule WLC-E9 of my testimony.  The summary of these calculations and 8 

"proof of revenue" for the SGS class is attached as Schedule WLC-E11 of my testimony.  9 

3. Large General Service and Small Primary Service Rates 10 

 Q. Please describe the current structure of the LGS and SPS rates. 11 

 A. The structures of these rates, which are applicable to the Company's larger 12 

commercial and industrial customers, are virtually identical, as the service provided to such 13 

customers varies only by the delivery voltage and meter location.  The SPS customers 14 

receive their service, and are normally metered, ahead of any transformer voltage reduction, 15 

and the LGS customers receive their service and are metered after the transformer voltage 16 

reduction.  Each of these rates consist of a monthly customer charge, a monthly distribution 17 

demand charge and monthly energy charges which reflect both production demand and 18 

energy costs, as well as transmission demand costs.  The energy charges within each of the 19 

three load factor-based rate blocks are seasonally differentiated to more closely track the 20 

costs of providing service to these demand metered customers. 21 
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 Q.  How were the customer charges for these rates determined?  1 

 A. The customer charges for the LGS and SPS rates were determined in the same 2 

manner described earlier in my testimony for the residential and SGS rates.  The customer 3 

related costs, as adjusted, for the LGS and SPS rates included in Schedule WLC-E9 of my 4 

testimony, $5.6 million and $1.2 million respectively, were divided by the number of annual 5 

bills rendered to the customers within each rate class to arrive at a LGS Customer Charge of 6 

$49.50 per month and a SPS Customer Charge of $151.91 per month.  These charges are 7 

lower than the existing customer charges of $66.00 per month and $210.00 per month for the 8 

LGS and SPS classes, respectively.  Considering the magnitude of percentage increases for 9 

these classes, I am proposing to maintain the customer charges for these classes at the higher 10 

existing levels.  It should be noted that, generally, the LGS Rate Customer Charge will be 11 

less than the SPS Customer Charge, when both are determined in this manner, due to the 12 

higher cost of primary metering.   13 

 Q. What was the next step in the development of the LGS and SPS rates? 14 

 A. The Schedule WLC-E9 distribution demand costs for each of these rates were 15 

analyzed with the billing demand units for each rate class in order to design the demand 16 

charge for each class.  The current seasonal differentials of each class were such that summer 17 

demand charges were 2.7 to 2.8 times the winter demand charges.  The demand charges, as 18 

adjusted, in the cost of service based rates being designed in this case were established based 19 

upon the summer season demand charge set at approximately twice the winter season 20 

demand charge.  The resulting monthly demand charges for the LGS class were $5.02 per 21 

kilowatt and $2.51 per kilowatt, for summer and winter respectively, and the comparable 22 

monthly demand charges for the SPS class were $4.62 per kilowatt and $2.33 per kilowatt.  23 
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The LGS rate demand charge will generally be greater than the SPS demand charge, when 1 

both are determined in this manner, due to the additional cost of transformation and some 2 

low voltage distribution facilities included in the LGS costs, but not required and used by the 3 

SPS customers.  Additionally, the SPS rate contains a reactive power charge of 24 cents per 4 

kVAR month.  This charge represents a continuation of an existing charge and is reflective of 5 

the Company’s costs of corrective equipment to provide the reactive or non-working part of 6 

apparent power.  Typically, the Company utilizes investment in electric capacitors to correct 7 

reactive power conditions.  8 

 Q. Earlier you stated that the kilowatt hour energy charges in these rates 9 

were designed to reflect the recovery of production demand and energy costs, as well as 10 

transmission demand costs.  Is this rate structure continued as a part of the LGS and 11 

SPS Rates? 12 

 A. Yes, it is.  This structure, which is generally referred to as a “load factor” or 13 

“hours use” rate structure, has been a part of the Company's LGS and SPS rates since the late 14 

1980's.  This form of rate structure is an appropriate methodology for applying the various 15 

energy block rates that are based upon charges that reflect the cost of serving large customers 16 

with varying monthly load factors. 17 

 Q. Please elaborate on the concept of a customer load factor base rate. 18 

A. Generically, a load factor based rate refers to a rate structure that has been 19 

designed to track the different levels of cost associated with supplying service to non-20 

residential customers having varying levels of operating hours (i.e. load factors) during each 21 

billing period.  The rate steps associated with such rate schedules are normally structured in 22 
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ranges or blocks of kilowatt hours per kilowatt of demand, or simply “hours use” (HU) of 1 

demand. 2 

Q. Please provide an example illustrating these concepts of load factor and 3 

hours use of demand. 4 

A. Assume two customers have equal monthly peak demands of 100 kilowatts.  5 

Customer A consumes 20,000 kilowatt hours in a 30-day billing period, which contains a 6 

total of 720 (30 x 24) hours.  Customer B operates more hours during this period and 7 

consumes 40,000 kilowatt hours.  Customer A’s HU demand is 200 (20,000/100) and has a 8 

monthly load factor of 0.278 (200/720), or 27.8%.  Customer B’s HU of demand is 400 9 

(40,000/100) and has a monthly load factor of 0.556 (400/720), or 55.6%.  In this example, 10 

Customer B operates the same total level of electrical consuming equipment as Customer A, 11 

but operates it for twice the average number of hours during the month as Customer A, 12 

thereby resulting in both HU and load factor which are double that of Customer A’s. 13 

Q. Please describe the general structure of the existing LGS and SPS rates 14 

which the Company is maintaining, and the basis for this specific rate structure. 15 

A. These existing rate structures both currently contain identical kilowatt hour 16 

per kilowatt, or HU energy rate blocks in the following monthly ranges of HU: (0-150 HU), 17 

(150-350 HU) and (All HU in excess of 350).  As a single shift non-residential customer 18 

would operate approximately 160 (40 x 4) hours per month, a two shift customer, 320 hours 19 

per month, and more continuous operations well above these hours, this form of rate structure 20 

is the most appropriate design for establishing and reflecting the costs of serving the 21 

customers on these rates having varying hours of operation.  In addition, as the Company 22 

limits its on-peak hour rate provisions to the 10 a.m. to 10 p.m. time periods on weekdays (60 23 
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hours per week), this structure will insure that any usage billed in the over 350 HU block will 1 

be off-peak (weekend or third shift) electrical usage. 2 

 Q. How were the specific rate values determined for the recovery of the 3 

LGS and SPS rate demand related production and transmission costs, in the energy 4 

based HU blocks?  5 

 A. The relationship of the load factors and coincident factors of the customers in 6 

these classes, included in the Company’s load research program, was summarized and 7 

illustrated in the graph contained in Schedule WLC-E12 to my testimony.  The demand 8 

related generation and transmission costs previously allocated to these classes were summed 9 

and allocated 60% to summer and 40% to winter as were all other demand related costs in the 10 

Company’s analyses, for the reasons previously explained in my testimony.  The next step in 11 

the process was to determine the cost per kilowatt of coincident demand within each season, 12 

and to convert these costs to a cents per kilowatt hour charge at the load factors associated 13 

with the Company's proposed HU rate blocks in these two rates. 14 

 Q. What are the load factors associated with the Company's LGS/SPS rate 15 

structure? 16 

 A. These load factors can be related to a 30-day month that contains a total of 17 

720 hours (30 x 24).  For example, a customer with zero usage for the month would have a 18 

zero load factor (0/720).  A customer with steady hourly usage all during the month would 19 

have a 100% load factor (720/720).  The HU blocks in the Company's LGS/SPS rates break 20 

at 150 HU, or about 21% load factor (150/720), and 350 HU, or about a 49% load factor 21 

(350/720). 22 
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 Q. What are the final steps in converting the coincident demand costs for 1 

each season into a cents per kilowatt hour charge for each of the rate blocks in these 2 

rates? 3 

 A. The first step is to convert the seasonal demand costs into cents per kilowatt 4 

hour seasonal costs at each of the Company's HU load factors.  For example, a $14 per 5 

kilowatt demand cost will convert to a 4 cent per kilowatt hour cost at 350 HU (1400/350).  6 

The final step is to use the mathematical customer load factor/coincident factor relationship 7 

in my Schedule WLC-E12 to obtain the coincidence factor associated with the load factors 8 

represented by each of the HU rate blocks.  Multiplying each of the cents per kilowatt hour 9 

costs by their associated coincidence factors will establish the average rate to be charged at 10 

these levels.  Thereafter, algebraic equations are used to obtain the final rates for each HU 11 

block that results in the appropriate charge within each HU block in order to follow the 12 

previously determined cost function for each billing season.  13 

 Q. Why does the application of coincidence factors at these HU levels, to the 14 

cents per kilowatt hour demand related costs at these same HU levels, result in an 15 

appropriate assignment of demand costs at each of these points? 16 

A. This process establishes the appropriate responsibility for demand related cost 17 

at these HU, or load factor levels, because it is applying the coincident demand cost 18 

responsibility factor to the cents per kilowatt hour cost developed based upon coincident 19 

demand cost. 20 
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 Q. Once these cost tracking relationships have been determined for each of 1 

the Company's rate blocks in each of the seasons, what is the next step in the 2 

development of the LGS and SGS rates? 3 

A. As the HU rate blocks in these rates are continuous, and the determined cost 4 

responsibilities are single-point determinations, sets of algebraic equations are set up and 5 

solved in order to derive the charges for the continuous blocks, while maintaining the derived 6 

cost responsibilities.  Once these charges are determined for the production and transmission 7 

demand related costs at the primary voltage level for the SGS class, these rates were 8 

increased by a loss factor to arrive at the comparable set of rates for the LGS class. 9 

 Q. What other costs need to be added to these HU rates for the LGS and 10 

SGS rate classes? 11 

 A. The variable production energy costs need to be added to the rates for the 12 

demand related costs to arrive at the total HU energy based rates.  Based upon my Schedule 13 

WLC-E9 data, these rates were determined to be 2.76 cents per kilowatt hour for the LGS 14 

class and 2.69 cents per kilowatt hour for the SPS class.  These variable costs should also be 15 

added to each of the rate values determined for the recovery of demand related costs in the 16 

HU blocks, in order to arrive at the final values for this component of the Company’s LGS 17 

and SPS rates being proposed in this case.  Summaries of these rates and the "proof of 18 

revenue" for each class are attached as Schedules WLC-E13-1 and WLC-E13-2 to my 19 

testimony. 20 
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4. Large Primary Service Rates 1 

 Q. How was the LPS rate being proposed by the Company in this case 2 

developed and designed? 3 

A. The LPS Rate currently consists of a customer charge, seasonal demand and 4 

energy charges and a reactive charge.  The proposed LPS customer charge was determined in 5 

the same manner described earlier in my testimony for the LGS and SPS rate customer 6 

charges.  The customer related costs of $1.1 million for the LPS rate class, indicated in my 7 

Schedule WLC-E9, were divided by the number of annual bills rendered to LPS rate 8 

customers to arrive at a monthly LPS customer charge of $1,547.  The existing customer 9 

charge for this class is $210.00 and in giving due consideration to rate impacts, I am 10 

proposing a customer charge of $400 for this class.  11 

Q. How was the proposed LPS demand charge determined? 12 

A. The design of the current LPS rate reflects a single kilowatt demand charge 13 

for each of the summer and winter billing seasons established at approximately 85% of the 14 

total production, transmission and distribution demand related cost assigned to the LPS rate 15 

class.  The 15% balance of such demand-related costs was assigned to the LPS rate energy 16 

charge, along with all of the variable cost allocated or assigned to the class.  This recovery of 17 

a portion of demand costs in the energy component of this rate insures that, on average, LPS 18 

class customers contribute some margin to demand related costs for every kilowatt hour sold 19 

to them.  20 
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 Q. What demand and energy charges for the LPS rate resulted from the 1 

process you just described? 2 

 A. Using the functionalized demand related costs contained in my 3 

Schedule WLC-E9, I allocated 85% of such costs to the demand charge for this rate.  I then 4 

determined the seasonal demand charges on the basis of the two to one ratio of the summer 5 

charge to the winter charge referred to earlier in the design of the LGS and SPS rate 6 

distribution demand charge.  The monthly billing demand charges determined for the LPS 7 

rate were $19.8 per kilowatt and $9.90 per kilowatt, respectively, for the summer and winter 8 

billing months.  The remaining 15% of these demand costs was assigned to summer and 9 

winter billing seasons, based upon the previously mentioned 60/40 seasonal split of such 10 

costs.  These seasonal costs were then converted to a cents per kilowatt hour charge and 11 

combined with the remaining annual average variable energy cost in cents per kilowatt hour 12 

that was derived from the LPS energy related production cost in my Schedule WLC-E9.  This 13 

resulted in seasonal energy charges of 3.22 cents per kilowatt hour in the summer and 2.91 14 

cents per kilowatt hour in the winter billing season.  The reactive charge in both the LPS and 15 

SPS rates was maintained at its current level. 16 

 Q. Are you proposing any additional changes to the LPS Rate? 17 

 A. Yes.  The proposed LPS tariff contains a provision for a discount of 10% to 18 

the energy component of customers within this class who have demonstrated an annual load 19 

factor of at least 80% and, also a provision requiring that all primary voltage customers with 20 

demands at or above 5,000 kW be served under this classification. 21 
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 Q. What is the basis for this proposed 10% energy discount? 1 

 A. As stated earlier, the proposed energy charges for the LPS class reflect the 2 

inclusion of 15% of the LPS production demand along with annual average variable energy 3 

cost that was derived from the LPS energy related production cost in my Schedule WLC-E9.  4 

The inclusion of a portion of fixed production related cost in the energy charge increases the 5 

probability that all energy delivered under the LPS tariff provides a positive contribution to 6 

margin or fixed production costs.  However, cost causation principles support a lower per 7 

unit contribution to fixed costs for customers within a class demonstrating load factors 8 

noticeably higher than the class average (i.e. 69%).  For example, Schedule WLC-E9 9 

contains a fixed production related cost of approximately $81.8 million along with annual 10 

billing demands of approximately 7,517 MW for the LPS class which result in a $10.88 per 11 

kW demand charge.  Converting this $10.88 demand charge to an energy rate based on a 12 

69% load factor and a 80% load factor, results in cents per kWh realizations of 2.16¢ and 13 

1.86¢, respectively—a difference of approximately 14%.  I am proposing a 10% reduction in 14 

the energy charges to customers in the LPS class demonstrating an annual load factor of at 15 

least 80%.  A summary of this rate and its "proof of revenue" is attached as Schedule 16 

WLC-E14 of my testimony. 17 

 Q. Please explain the Company’s proposal to require that all primary 18 

voltage customers with a demand at or above 5,000 kW be served under this 19 

classification. 20 

 A. Currently, any customer served at a primary voltage may receive service 21 

under either the SPS or the LPS rate; however, billing provisions under the LPS rate contain 22 

a 5,000 kW minimum billing demand.  Considering the Company’s proposed increases of 23 
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24% and 43% for the SPS and LPS classes, respectively, and the possibility of LPS 1 

customers migrating to SPS for a potentially lower bill, it is appropriate from a revenue 2 

stability perspective to “lock-in” existing customer with demands at or above 5,000 kW to 3 

the LPS rate.  Fifty-eight of the sixty-one existing SPS customers have experienced a billing 4 

demand at or above 5,000 kW. 5 

5. Large Transmission Service Rates 6 

 Q. How was the Company’s existing LTS rate developed and designed? 7 

 A. The Company’s existing LTS rate was developed outside the context of a rate 8 

case and was structured and designed to be as close as practicable to the Company’s existing 9 

LPS rate and to produce an annual cents per kilowatt-hour realization equivalent that would 10 

have been experienced if a customer taking service under the new LTS rate had been taking 11 

service under the existing LPS rate, taking into consideration, however, certain unique 12 

characteristics of the customer and the service it would take under the new LTS rate.  Thus, 13 

the existing LTS rate can be assumed to reflect the same rate design considerations as the 14 

Company’s LPS rate, excepting the introduction of an Annual Contribution Factor (ACF).  15 

The ACF accomplishes the above mentioned objective of the LTS rate producing a cents per 16 

kilowatt hour realization equivalent to billing under the LPS rate.  The Commission approved 17 

the Company’s LTS tariffs in Case No. EA-2005-0180, which involved an extension of the 18 

Company’s service territory to include property owned by Noranda Aluminum, Inc., in New 19 

Madrid County, Missouri. 20 
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6. Proposed Large Transmission Service Rates 1 

 Q. How was the LTS rate being proposed by the Company in this case 2 

developed and designed? 3 

 A. The LTS rate design proposed by the Company in this case mirrors the  4 

LPS proposed in this case with a customer charge, seasonal demand and energy charges and 5 

a reactive charge.  Such design reflects a continuation of the existing practice of “tying” the 6 

LPS and the LTS rate.  However, it should be noted that the Company is proposing to 7 

eliminate the ACF from the proposed LTS rate design as it is no longer necessary as the LTS 8 

class is now a separate class in the Company’s class cost of service study.  The LTS customer 9 

charge, demand charges, and energy charges were determined utilizing LTS results from the 10 

Company’s class cost of service study and in the same manner as the comparable LPS 11 

charges mentioned above.  The resultant charges are as follows: 12 

Customer Charge (per month) $400.00 

Summer Energy Charge (¢/kWh) 2.94¢ 

Winter Energy Charge (¢/kWh) 2.69¢ 

Summer Demand Charge ($/kW) $13.26 

Winter Demand Charge ($/kW) $6.63 

 13 

A summary of this rate and its "proof of revenue" is attached as Schedule WLC-E15 to my 14 

testimony. 15 
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7. Lighting Rates 1 

 Q. Is the Company proposing any revisions to its street and outdoor area 2 

lighting rates in this case? 3 

 A. No specific proposals were developed for the lighting rates as a part of this 4 

case, as the Company did not perform any cost of service studies for its lighting classes, 5 

which constitute approximately 1% of the Company's total Missouri revenues.  Rather, the 6 

Company accounted for its lighting costs and revenues in the cost of service study performed 7 

by Mr. Warwick by employing an approach utilized by the Commission Staff in the 8 

Company's past cases involving such studies.  This approach consists of allocating all direct 9 

lighting costs and other allocated investment and expenses to the non-lighting classes, and 10 

offsetting the allocation of such costs by also allocating all lighting revenue to the same non-11 

lighting classes in the same manner.  The net effect of such allocations of costs and revenues 12 

should be negligible, under the reasonable assumption that the rates for lighting service have 13 

been established at or near their cost of service.   14 

V. RIDERS 15 

 Q. Please explain the Company’s proposed changes to Rider B – Discounts 16 

Applicable For Service To Substations Owned By Customer In Lieu Of Company 17 

Ownership and Rider C – Adjustments Of Meter Readings For Metering At A Voltage 18 

Not Provided For In Rate Schedule. 19 

 A. The Company is simply proposing to clarify the language of Rider B and 20 

Rider C to promote better administration and ease of customer understanding of the 21 

application of these Riders.  These changes are of a housekeeping nature and have no impact 22 

on customer bills.  23 
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 Q. Please explain the changes the Company is proposing to Rider UG – 1 

Municipal Underground Cost Recovery Rider. 2 

 A. Basically, Rider UG provides the Company the opportunity to recover its 3 

excess costs of installing underground vs. overhead facilities in situations where a 4 

municipality by ordinance or other regulation requires the Company to construct facilities 5 

underground when the Company, absent such ordinance or regulation, would construct 6 

maintain the facilities overhead.  Currently, the cost recovery mechanism consists of the 7 

application of a fixed charge to the excess costs and monthly billing of that charge to the 8 

requesting municipality for a period of up to seven years.  The Company’s proposed 9 

revisions would apply the fixed charge rate to excess costs based on life cycle cost (i.e. total 10 

costs of owning and operating the facilities over a period of time) differences between 11 

underground and overhead and, also, allow payments to be extended for up to fifteen years 12 

with Commission approval.  The recognition of potential life cycle cost differences (i.e. 13 

savings) between underground and overhead in the amount to which the fixed charge is 14 

applied between underground and overhead and, also, the ability to extend the payment 15 

arrangement, may, in some cases, afford municipalities the opportunity to underground 16 

certain overhead facilities.  From a rate perspective, the Company’s customers should be 17 

indifferent to this change. 18 

VI. NON BASE RATE TARIFF CHANGES 19 

Q. Please explain the Company’s proposed addition of an “Unnecessary Trip 20 

Charge” to its Miscellaneous Charges tariff sheet. 21 

A. The Company experiences a number of trouble (i.e. “lights out”) calls from 22 

customers where our automated system of outage notification has not detected a problem on 23 
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our system that would have produced this condition.  The Company’s service center 1 

representatives normally communicate to these customers that we have not received an 2 

outage notification from our automated system and usually ask the customer if he/she has a 3 

problem on his/her equipment.  If the response is “no”, we dispatch our trouble personnel to 4 

the customer’s premises and in many cases it is determined that the problem is on the 5 

customer’s equipment.  In said instances, our trouble personnel tell the customer that he/she 6 

will have to get someone else to fix the problem.  The average cost of dispatching our trouble 7 

personnel for these trips is in excess of $50.00 dollars and we are proposing a charge of $50.  8 

If this proposal is approved by the Commission, customers will be told of the charge before 9 

our trouble personnel are dispatched and, as a result, may decide to check their equipment for 10 

problems and call the Company back if they still believe the problem is on the Company’s 11 

system.  This charge is being proposed for two reasons: 1) to encourage customers to check 12 

their own equipment prior to requesting that the Company dispatch trouble personnel to 13 

check the cause of the outage (i.e. deterrent) and 2) to charge an amount reflective of the 14 

costs incurred to the individuals causing those costs. 15 

 Q. Please explain the Company’s proposed addition of Seasonal Reconnect 16 

language to its General Rules and Regulations. 17 

A. The Company has performed seasonal disconnects and subsequent reconnects 18 

within a twelve month period at the request of customers served under the Residential and 19 

Small General Service classifications.  The Company’s existing Schedule No. 2 – Schedule 20 

of Rates for Gas Service provide for the billing of residential requests of this nature as a 21 

Seasonal Use charge equal to the reconnection charge plus the residential customer charge 22 

for any remaining month(s) of the twelve month period.  The Company’s customer charges 23 
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contemplate year round service and the billing of customer charges during months where 1 

seasonal service is discontinued.  Therefore, the Company is proposing the addition of 2 

similar Seasonal Use tariff language for its electric operations to promote equity and 3 

consistency in the administration of billing for this activity between its electric and gas 4 

operations.   5 

 Q. Please explain the Company’s proposal to modify its tariff provisions 6 

applicable to Overhead Extensions to Residential Subdivisions. 7 

 A. Currently, the Company’s tariff provisions for overhead extensions to 8 

residential subdivisions provide for single phase service required for the distribution of 9 

electricity, through and within the boundaries of a residential subdivision at no cost to the 10 

customer/developer, regardless of the lot size of homes within the subdivision.  While 11 

utilization of this provision is reasonable for subdivisions with lot sizes that are 12 

representative of those of “average” subdivisions, the utilization of this provision for 13 

subdivisions with extremely large lot sizes causes the Company to incur line extension costs 14 

much greater than the average per lot costs of residential subdivisions.  Therefore, the 15 

Company is proposing to modify these provisions to require per lot customer/developer 16 

contributions where the average lot size exceeds 100,000 square feet and where the average 17 

frontage footing exceeds 500 feet.  Additionally, the Company is proposing individual lot 18 

excess footage charges for overhead services of more than a single span or underground 19 

services of more than 250 feet.   Contributions made by customers/developers under the 20 

Company’s proposal will be treated as an offset to rate base and over the long term contribute 21 

to lower rates for customers.  It should be noted that subdivisions within the Company’s 22 
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service territory with lot sizes of this magnitude are extremely rare and, therefore, the 1 

Company expects minimal application of this proposed provision. 2 

 Q. Please explain the Company’s proposal to remove all references the use of 3 

“seasonal revenues” in its Rule and Regulations provisions for line extensions. 4 

 A. Currently, the Company’s tariffs permit the use of seasonal revenues (i.e. 5 

revenues associated with seasonal charges in the SGS, LGS, and SPS rates) as a possible 6 

offset to the costs of relocating distribution facilities.  These provisions have been in effect 7 

for more than 16 years; however, use thereof has been extremely limited and, also, arduous 8 

from an administrative perspective.  Therefore, the Company is proposing to remove these 9 

provisions. 10 

Q. Please explain the Company’s proposal to extend the deficiency payment 11 

period for line extensions in areas where Cooperative Electric Competition exists.  12 

A. The Company’s existing tariffs contain provisions for a revenue guarantee 13 

agreement where the estimated cost of distribution extension exceeds net annual revenue 14 

estimated to be received from the Company.  The monthly guarantee payment to be made by 15 

customer is a minimum of 1/12 of the total cost of the extension being guaranteed.   If the 16 

billed usage in a month is less than the sum of the prior months guarantee amounts less prior 17 

actual payments plus the current months’ guarantee amount, then a deficiency payment is 18 

required.  The Company’s field personnel have indicated that the twelve-month term for 19 

deficiency payments does not allow them to effectively compete with cooperatives for new 20 

connections and, as a result, the Company is proposing to extend the payment of any one 21 

year deficiency amounts for a period of three years.  This proposed change does not affect 22 

the one-year comparison of extension costs to revenues, but, instead represents a “financing” 23 
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of the deficiency for an additional two years.  This proposed change should also be beneficial 1 

in the Company’s ongoing efforts to obtain service territory agreements with cooperatives.  2 

 Q. Please explain the Company’s proposal to remove certain single 3 

simultaneous demand or ‘coincidizing” demand language from the Rules and 4 

Regulations provisions of its tariffs. 5 

 A. Each of the Company’s existing non-residential tariffs contain language 6 

expressing the inability of customers to cumulate or “coincidize” usage, unless such 7 

cumulation was in effect prior to 1980.  However, existing Rules and Regulations language 8 

states that “… a single simultaneous demand for billing of customer’s account, provided it is 9 

feasible to do so and that the Company is not precluded from doing so by any other sections 10 

of these rules and regulations.”  Obviously the language in the rates is somewhat incongruent 11 

with the rules and regulations.  The Company is proposing to delete the language from the 12 

rules and regulations to eliminate any confusion in this regard. 13 

 Q. Please explain the Company’s proposal to modify its tariff provisions to 14 

comply with 4 CSR 240-20.050. 15 

 A. Currently, the Company’s tariff provisions related to individual metering of 16 

multiple occupancy buildings are not totally consistent with the language addressing these 17 

situations in 4 CSR 240-20.050 and have resulted in the filing of numerous applications for a 18 

variance from the Company’s tariff rules and regulations.  Development of these variance 19 

applications are burdensome for developers and the Company and review of these applications 20 

require input from the variance Committee established by the Commission.  As a whole, this 21 

process has proven to be administratively burdensome, while providing little, if any, benefit to 22 

the Company or the Commission.  The Company is proposing to modify its tariffs to fully 23 
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comport with 4 CSR 240-20.050 to minimize the number of variance applications to the 1 

Commission and, thus, reduce the administration of same. 2 

 Q. Please explain the Company’s proposal to modify its non-residential 3 

Billing Adjustments tariff provisions. 4 

 A. Over the last several years, the Company has experienced several disputes 5 

with non-residential customers regarding the interpretation of its billing adjustments tariff 6 

language.  The Company continuously strives to produce timely and accurate bills and these 7 

disputes are rare.  However, when experienced, the billing adjustment amounts can be 8 

significant for non-residential customers.  Clearly, such disputes do not promote customer 9 

satisfaction and, also, result in increased administrative costs.  Therefore, the Company is 10 

proposing to modify its non-residential billing adjustment tariff provisions with language that 11 

promotes better administration and customer satisfaction via ease of customer understanding 12 

of these provisions.  This proposed language includes reducing the period of adjustment for 13 

certain billing adjustments from sixty months plus the current billing period to twenty four 14 

months plus the current billing period.  This reduction in the billing adjustment window is 15 

more reflective of the Company’s customer bill record retention period and, also, reduces the 16 

concern of customer impact where “under billings” have occurred.  17 

Q. Does this conclude your direct testimony? 18 

A. Yes, it does. 19 
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* * * * * * * * * * 
  

 The purpose of my testimony, and that of my associates, Mr. James R. Pozzo and Mr. 

William M. Warwick, is to address the following areas of the case:  

 Sales/Revenues 
Class Cost of Service 

 Rate Design 
Miscellaneous Tariff Revisions 

Sales/Revenues  

Sales, revenues and rate billing units, for the twelve months ending June 2006 test 

year, were developed by Mr. Pozzo based upon the Company's weather normalized sales and 

are provided in his Schedules for use in the subsequent design of final rates as a part of this 

case.   

Class Cost of Service  

Mr. Warwick has performed a fully embedded class cost of service study that 

produced cost of service based revenue requirements at equal class rates of return for the test 

year ended June 2006.  Included in this study was the use of the Average and Excess 4NCP 

method for the allocation of fixed production costs.  Generally, system peak demands and, to 

a major extent, excess customer demands, are the motivating factors which influence the 

amount of capacity the Company must add to its generation system to provide for its 

customers' maximum demands.  However, the type of capacity (base, intermediate or 
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peaking) which the Company must add is not dictated by maximum customer demand alone, 

but also by the annual energy, or kilowatt hours, which will be required to be generated by 

such capacity, i.e., the generation unit's utilization factor.  The 4NCP method gives proper 

weighting to both a) class peak demands and b) class energy consumption (average demands) 

which is required to properly address both of the above considerations associated with 

capacity planning.  The A&E methodology gives weight to both of these considerations by 

its inclusion of both average class demands, which are kilowatt hours divided by total annual 

hours (8,760), and the excess NCP demands of each class.  Additionally, Mr. Warwick’s 

study further delineated the study results functionally among production, transmission and 

distribution and, also, classified the costs as either customer, energy, or demand related for 

the development of specific rates within the classes.  The class revenue requirements from 

this study result in the following percentage increases for the Company’s major customer 

classes: Residential 27%, Small General Service 11%, Large General Service 8%, Small 

Primary Service 11%, Large Primary Service 29% and Large Transmission Service 7%. 

Rate Design  

While cost based rates are the starting point in developing class revenue targets and 

rate design, there are other factors (e.g. public acceptance, rate stability, and revenue stability 

from year to year) that should be considered when determining class revenue requirements 

and designing rates.  Theses factors are more fully developed in the testimony of Company 

witness Mr. Hanser.  Considering the cost based class revenue requirements from Mr. 

Warwick’s study and proper consideration of the other factors developed in Mr. Hanser’s 

mentioned testimony above, the Company is proposing to cap the residential class rate 

increase at 10%.  The shortfall in the cost based revenue requirement of the residential class 
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associated with the residential rate cap proposal was allocated to the Company’s remaining 

major customer classes based on each class’ “original” cost based (i.e. at equal class rates of 

return) proportionate share of the total cost based revenue requirement.  The class revenue 

requirements from this residential rate cap proposal resulted in the following percentage 

increases for the Company’s major customer classes: Residential 10%, Small General 

Service 24%, Large General Service 20%, Small Primary Service 24%, Large Primary 

Service 43% and Large Transmission Service 19%. 

Miscellaneous Tariff Revisions  

The Company is proposing several miscellaneous tariff revisions that are primarily of 

a housekeeping nature.  Tariff language changes have been proposed to improve ease of 

customer understanding and administration.  Additionally, certain tariff changes are being 

proposed to address conditions of which there are very limited applications.    
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