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KCPL Rate Case History 

• £R-lOQ6.0314o 10.46% increase 
effective January 1, 2007 

• ER-2007..0219: 6.50% increase 

Effective January 1, 2008 

.. ER~2009.00S9: 16.16% increase 

Effective September 1, 2009 

• ER~201Q-035S: 5-23% increase 

Efl\!ctivo Mav 4, 2011 

TOTAl: 43.80" increase between 2007· 2011 
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KCPL Rate Case History 

•In the current case, KCPLcontlnues to seek 
an Increase of $105.7 million (15.1%). 

• With KCPL's proposed increase, KCPL 
electric rates will have increased by 
65.5% in six years. 

GMO Rate Case History 

• With GMO's proposed increase, 
electric rates for the MPS division will 
have increased by 46.54% in five 
years. Rates for the L&P division will 
have increased by 74.93%. 

• Does not include rate increases 
automatically passing through the 
FA C. 

GMO Rate Case History 

• ER-2007-ooo4: 
• MPS authorized 11.64% increase 

" l.&P authorized 12.79% increase 

• ER-2009.0090: 
• MPS authorized W.46% increase 
• L&P authorized 11.85% Increase 

.. ERw2010-0356: 

• MPS authorized 7.20% increase 

• L&P authorized 15.80% Increase 
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National Average Electric Rates 
Residential Rates 

• Between 2006-2011 .. national average 
residential rates only Increased by 25. 7%. 

• KCPl residential rates increased by 43.9% 

• GMO residential rates Increased by 45%. 

• Soufte: Staff Cost of Service Report. page 17 

National Average Electric Rates 
Industrial Rates 

• Between 2006-2011, national average Industrial 
rates Increased by only 15.9%. 

• KCPL industrial rates increased by 37.83%. 

• GMO Industrial rates increased by 4116. 

• soun:e: Staff Cost of Service Report. pqe 19 

National Average Electric Rates 
Commercial Rates 

• Between 2006-2011, national average 
commercial rates only increased by 17.65%. 

• KCPL commercial rates increased by 39:.19G 

• GMO commercial rates increased by 40%, 

• Source: Staff Cost Qf Servlce Report, page 18 

National Average Electric Rates 

• KCPL and GMO residential rates have grown 75% 
faster than the national average. 

• KCPL and GMO commercial rates have grown 
125% faster than the national average. 

• KCPL Industrial rates have grown 138% faster 
than the national average. GMO lndustrlal rates 
have grown 158% faster than the national 
average. 
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Administrative & General Costs are Excessive 
Energy Production Basis 

Westar: $5.38/ MWh 

Ameren: $5.72/ MWh 

Empire: $6.35/ MWh 

KCPL end GMO: $8.45/ MWh 

• KCPL and GMO have 28,894,997 MWh generated. Therefore if 
kCPL and GMO reduced A&G down to level of Empire, rates 
would ~ $60.7 million lower. 

• S<ilii'OI!: SQff Co$t of Servk:e Report,. page Z51 

Administrative & General Costs are Excessive 
CUsromer Count Basis 

Empire: $222.05/ customer 
Ameren: $231.17/ ciJStomer 

Westar: $255.06/ customer 
KCPL and GMO: $296.07 I customer 

• KCPl and GMO nave 824,841 custonws, therefore if KCPL and 
GMO redi.J(ed A&G down to level of Westar, utes would be 
$33.8 million lower. 

• SCII..Irte~ Sbl:ff Con of Slm'ice Report, pqe 250 

Administrative & General Costs are Ela:essive 
% of Operating Revenues 

• Empire: 7.06%ofoperating revenues 

• Westar: 7.59% of operating revt'nues: 

.. Arneren; 8.53% of operill:ing revenue'! 

• KCPL and GMO: 10.54% of operating revenyes 

• KCPl and GMO ha~~e $1,318,008,530 of operating telffln!H!s. 
Therefore lf KCPL and GMO reduced A&G down to IE~~el of 
Ameren, ntes: would be $48.6 million lower. 

• Soure.; StJff Cost of Set'Vice Report, pqe 2S2: 

10/17/2012 

4 



Administrative & General Costs are Ela:essive 

• By any measure of administrative and 
general costs, KCPL and GMO rates would 
be $33.8 to $60.7 million lower if KCPL and 
GMO could just reduce their A&G expense 
to the second worst instead of being 
consistently the worst. 

Overview 

• flecerrt rate use hU.tory 
• CompeNon to National Average Rate$ 

• Uncontrolled Admlni.strative & General (A& G) Costs 

• Missouri Ratemaking Methodology and RiSk Ba!andng 

• Utility Proposals: to Shift Risk and Inflate Possibility of 
Overeamlngs 

• KCPl and GMO Specific Proposals 

• KCPL violatioiU of the Regulatory Plan 

• KCPL and GMO requests for double rerover; 

• Rate Stabill:ation 
• Contluslon 

Why Note Past Increases? 

• KePI.. and GMO's rate Jncreases aren't s:lmply about (ates. 
Many of the larger Issues ln KCPland GMO's case concern 
mechanisms that witlle&d to more frequent or larger tate 
adjustments. 

• Thls ts typlcal of recent cases. Whenever a utility flies a case, 
ask y0ur5elf, what do they want nown 

Missouri Ratemaking 

• Ibc ytillfiM tlke; the r!sl! that rates flied by them w!H bt 
!Ofdcpuate. OfJXS!i§id pdJ tifM they l!lk [Jt& IPPrpy!l 

Th pt!rmit them to collect addttional amounts simply because 
they had additional past expenses not covered by either 
clause is retroactlve rate making. 

1/tiJity Comumer# CouncJJ of Misscurl (Mo. bane: l!t 7!t) 

• Missovrl ratemal<ing ls based upon, through the use of a test 
year relatioMhlp of revenues, ex~ and rate base, a 
bala!ldng of the riSk ofe)(Ce$S!ve rates and inadequate rates:. 
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AATES IHADEQVATE RATES EXCESSIY£ 

Missouri Ratemaking 
Rates are Inadequate 

• On the other hand, W11tles accept the risk that it cannot 
control e>q:ienses and rates are not sufficient, Utility mu$t 
acce~rt:these Inadequate rates until its next rate case is 
compJett:d, 

Missouri Ratemaking 
Rates are Excessive 

~ Utilities hliiW th.e opportunity for Windfall profits if they can 
decrease costs. Therefore, a well timed debt rellnandng. 
employee sevel'al'tCe pro&:ram, warmer weather or lncn~ased 
wholesale profits Will lead to an lmmedtate reduction in costs 
and lm:reased profitS to the utility. This Is good because It 
provides utility an incentlw to minimize CO$ts. 

• Shareholders realized a wmdfall of $35.4 mllllon associated 
with the well-timed employee separation pro&fllm (ORVS}. 

• Shareholders realized a windfall of$14. 7 million In tM second 
quarter of 2012 because of warm weather. 

Missouri Ratemaking 

• The Missouri ratemalting paradigm has historicaljy worked. 
• With the completion of Wolf Creek in 1984, KCPl did not hS\Ie 

anothet rate case fot 22 years. In fact, during that time, rates 
were reduced 3 times. 

.. Detllning Cost Business: 
• D•p,..d•tJf\C Rate Bastt 

• lncreas.td C\lltl»'nef Counts and Usage 

• ln~ll!ast>d Whoituale Rl!!ven~$ 

• ~~rc Fu11l al"'d Fre;,ht emt. 

• Only With the latest construction cycle h!lve utilities been 
heard to complain abevt the rate making paradigm. Don't 
make long-term changes for short-term challenges. 
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Missouri Ratemaking 

• Utilities LOVE the opportunity for windfall 
profits. 

• Utilities !:1m the risk of inadequate 
rates II 

What To Do? 

• How to reduce/ eliminate the risk of inadequate rates, while 
still maintalnin& the opportunity for windfall profi•:.;? 

• AAOs 

• Adjustment MechaniSms 

• Trackers 
• Accounting Authorization 

Overview 

• Recent rate cs.se history 
• Comparison to Nationel Average Rates 
• Uncontrolled Administrative & ~al (A&G) Costs 

• Missouri Ratemaldng Methodology and Risk Balancing 

• utiftty Proposals to Shift Risk and lnfllft Ponibility of 
Own!arnlngs 

• KCPL and GMO Speclfk PI'Cposals 
• KCPl violations of the !Wg\.tlatory Plan 

• I(CPL and GMO requf!Sb for double recovery 

.. Rate Stabilization 

• Coneluston 

AAOs 

* Test year ratEmaking: 

aThe aa::eyted WPft in wlllch to efit:abllsh future rates is to select 
a test year upon the basts of which part costs and revenues can 
be ascertaine<i as a starting pOint for future projection. A test 
Vtat is a tod used to f1nd the relationship between Investment, 
revenues, and expenses.~ 

• GT£ lttoMh, 13S $,W 2ci3$01!MII Apfl. 1992) 

• Thefefore, if a utility wants an expense consldered fur 
lnCIU$ion in rates, It should have to me a case and have it 
considefed as part of the tert yeilf. 
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AAOs 

• Accounting Authority Orders allow utilities to defe1rt the 
nation of test year ratemaking. A utitlty that may not need 
rate relief {e.g., over earning) Is still allowed to defer certain 
costs for consideration and recovery in the next rate case. The 
owrefJmings are shielded and the expense Is preserved for 
later recovery. 

• Utlttty no longer bears the rl:s:l:: thft this costs Will make rates 
inadequate. The riSk of this expense has been shifted to the 
nnepayers. The po$$ibillty thirt tates are excessive remainS 
the same. 

Tracker Mechanisms 
• A utU!ty iS permitted to exactly track an el!pense against a 

baseline leveL If the expense int:tll!ases, the utility is allo~ 
to colfectthe difference Jn the next case. No consideration as 
to whether the company was overearn!ng. 

• The utility: (1) no longer bears any riSk associated wtth this 
expense and (2j has no lncerrtive to minimize these costs, 

Legality??? 

"Past expenses: ar. u"d as a basis 1'13r determlnlnc what ra~& 1s 
rttiONtbfe to be ch•fi!!d In the future in orde£ to amld further 
~ pmfih or future losse.s, but under the prospectl~~e l•neu•Je 
afthe st!IMH, U 393.270(3) :and 393.140\S) they cannot be w11d 
m :wrt future rates to rt'!1;1;1~r ror !Mist iaste~< due to Imperfect 
matching of Mites with t!1perufl."' 

• Utility C~nsumers CountJJcfMisJO\Jri (Mo. bBnt 1979) 

Adjustment Mechanisms 

• Utility is allowed to automatically lncrease rates to actoont for 
increases in certain expenses. 40-50% of GMO's operatlon 
and maintenance expenses (fuel expense• is allowed to 
automatically pass through its fuel adjustment diluse. 

• Utility !)(I longer bears this risk. The risk of this expense has 
been shifted to ratepayers. AlSo reduces utility's lnttlntiVE: to 
mlnlmlze these casu 

Accounting Authorization 

~ like an AAO, except it is not directed at ~ certeln, non
returrlng e-xpense. Instead, the utitity seeks <!lctoontlng 
tre:atment to defer any lru::re:ased depreciation expeMe and 
carrying carts fur reCO'ief'Y in next case. Again_ no 
consideration of whether the utility Is overeami!ii. 

• Utility no longer beiJrs this rislc The risk of this expense hJ5 
been shifted to the ratep<!lyer 
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'IA.TI! 

RATESINAOEQUATE RATES EXCESSIVE 

BASE 

KCPL and GMO Requests 

Despite the fact that rates will have Increased by 65% in the 
last six years, and in most cases have grown at twice the rate 
of the national average, KCPL and GMO wants mechanisms 
that will lead to larger future Increases. 

• These mechanisms will reduce the risk that rates will be 
inadequate and increase the risk the rates will be eJ~cessive. 

Interim Energy Charge 

o Shifts risk of Increased fuel and purchased power costs to 
ratepayers. 

o Contrary to the Regulatory Plan, provides KCPL an opportunity 
to realize windfall profits in the wholesale market. 

o Violates retroactive ratemaking prohibition because of the 
possibility that ratepayers will have to pay more in the future 
because current rates are inadequate. 
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WE5lNAOEQIJAT£ RAftS £11C£SSIV£ 

Tracker Mechanisms 
• KCPland GMO curnmtly haw tracker mechanisms related to 

vesetatJon manag.ement.lnfrastructure Inspection, MEflA/ 
Energy Eff.clency Costs, Renewable: Ef\ergv Standard$ {RES) 
Com 01nd Pensions I OP£8$. Costs. 

• Now, KCPLand GMO want e transmission tracker methanism 
to cover all of the com and expenses associated with 
partiCipation in the Southwest Power Pool. 

• Costs a~ not volatile. Costs are not material. Caprtal costs 
may not comply with the CWIPpmhibillon. KCPLand GMO 
fall to aerount fur the possibility of increased revenues 
01$$0Ci$ted with these projects:. 

• Will lead to lare:er rate case increases in the future. 

ij 
AA'ItSIHAOEQ.UAH RATES EXCESSIVE 

Property Tax Tracker 
• legalft\1? Deferring part losses for ftrter recovery 1tom 

ratepayers. 
• Incremental additional property taMes a~ not volatile ot 

financially material, 
• Wrththe completion of !atan 2, KCPLand GMOare not tldding 

any large rate base items. 
• Given the time lag between when property !s assessed 

(January 1) and when the tax is due U>ecember 31), KCPL and 
GMO could tile and tompfete a rate ase. The oost ls easily 
manageable. 

• Will lead to larger rate cases in the future. 
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JIATE.$-INADEQlJ/lT!i RATE5t;XQ;£.51\'t' -

St Joseph Infrastructure Program 

• ConstructiOn A«ountingfur distribution replacement 
prosram. 1\eplaeement of unrelii;\ble portlons of L&P 
distribution rtet\M:IO:: 

• Defers depred;,tlon e•pense and capital cosH from outside of 
test year for cons:idera1ion in future case. 

* Fails to consider offsetting Items lnduding: 

• lncreased reven1.1es: a more reliable network results 
in more electricity usage artd higher r~noes 

• Decreased mainttmance expense: an updated 
distribution netWGrk will have !ewer maintenance 
expense. 

10/17/2012 
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KCPL Regulatory Plan 
• carefully balanced consideration of shareholder and ratepayer 

interests, 
• KCPL Senefjts: Regulatory Amortizations that allowed the 

construction of latan 2 and other CEP programs. 
• Regulatory Amortill\tlons argu;bly violated the anti-CWIP 

statute, but ratepayers wai'll!d this legidity, 
• Ratepaver Benefits: KCPL Wilived ability to reQuest any 

medlanlsms under SS179. Any IEC must meet certain criteria. 
• KCPl commitment not to share in off-system sales benefits. 
• Will lead to larger rate cases in the Mute 

Overview 

• Recent rate case histOI)' 
• COmparison tc National Avefa&e Rates 

• Uncontrolled A0mloi.stl'i1t1ve & GenefOlll (A& G) Costs 

• Mis50uri Rate making Methodology and Ri$k Balancing 

• Utility Proposals to Shift A~St; and Inflate Posslblllty of 
Overearnings 

• KCPI..and GMO Specific Proposals 
• KCPL viofatioos of the Regulatory Pfan 

• KCPL and GMO requests for double: reCO'tl1efY 

• Rate Stabllllation 

• Conclusion 

KCPL Regulatory Plan 
• KCPL has received an of its benefits under the Regulatory Plan. 

• Now, when the ratepayer benefits are supposed to arlive, 
KCPlls seeking to negate its commitments under the Plan. 
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Interim Energy Charge 

• Utility tollects an arnoont of fue4 and purchased po't~Wt' 
apense in permanent nrtes and an additional amoullt on an 
interim, subJect to refund, basiS. The lrtterim amount ls 
known as the ceiling. If fuel and purchased power goes abow 
the ceiling. the utility suffers. If fue.i and purchased power 
10es below the permanerrt amount. the utility benefits. 

• t.:C?L Regulatory Plan has express ptOVi:Sions regarding the 
quantification ofthe ulling.. 

• KCPL proposal is not an IE C. Rather, it is a disguised fuel 
adjustntent clause cof'ltrary to the Regulatory Plan. 

• KCPl proposal does not contain a ceilins. Contr.uy to tM 
Rqulill:ory Plan. 

Overview 
• Recent rate case hiStory 
• CM!parlson to National Average Rates 
• Untontrol!@d AdminiStrative & General (A&G) Cons 

• Missouri Ratemaking Methodology end Risk Balantm,g 

• Utility Proposals to Sl'llft Rlslt. and Inflate Possibility of 
Dvereamin,s 

• KCPLandGMOSpeciflcP«<posats 

• KCPlvioiC'tions of the Regvlatoty Plan 

• KCPL and GMO requests for double reco~ry 

• Rate Stabilimlon 

• Conclusion 

Off-System Sales 

• KCPL commitment not to attempt to move any portion of off.. 
S'f'5tem $ales "below the fine." 

• KCPL indodes an off-system sales sharing medlanls:m as part 
of its IEC proposal. 

• Ratepayer advocates filed a Motion to Strike and Motion for 
Eqledlted Treatment addressing this portion of KCPI:s 
proposal on M-v 25, 2012. To d.te, the Motion to Strike has 
not been addressed. 

Double Recovery 

• Proposals for Organization Realignment 
and Voluntary Separation Program (ORVS); 
Merger Transition Costs and Hawthorn 5 
all involve request to double recover the 
same costs. 
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Organizational Realignment / Voluntary 
Separation Program 

• ORVS Program announced shortly after the tn.IM.IP date in the 
la:rt case. Parties abided by the test year concept and induded 
inflated employee levels in rates. Therefore, rates In the last 
case were immediately excessive. 

• Due to retroactive ratemakin& li1tepayers are prohibited from 
seeking to toliectthese ~cess profits. 

• Therefore, KCPL/ GMO recovered the entirety of the cost:. of 
the program {$12.7 million I plw; an additional $22.7 mllllon. 

• KCPl and GMO want to double recover these costs bv 
collectmg in rates in this Ca$e. 

~ This further exacerbates KCPt and GMO':s: inflated A&G cost 
profile. 

Hawthorn 5 Costs 

• In 2000, 'KCPl added a Selec:tive Catlllytic Reduction to 
HiWIIthorn 5. 

• The SCR never performed properly &J\d ICCPL cottt!nues to 
Incur higher operating and maintenance costs on the SCR. 

• I<CPL reached a settlement with the contractor in lieu of the 
liquidated damages provision. 

• ti:CPl did not pass the reduced value of the SCR to rftepayers. 
Ratepayer5 are paying a return and depreciation on thls asset. 
Now, kCPLa!so wants ratepayers to pay the 1ncrused 
operating and maintenance cost as well. 

• KCPl has already been compensilted for the cost of this 
inferior generating asset. !t should not also seek recovery 
from the ratepayer1: for this inferior product. 

Merger Transition Costs 

• Ju!y of 2008: Great P1ains completed acquisition of AqvUa. 
• Great P!alns can time its Integration of companies such that 

benefiu flow primarily to shareholders and, only later, to 
ratepayers. 

• Through Marth ZOU, Great Plains shareholders have realized 
corporate sevings of $306 million. 

• Despite: these increased profits, KCPl and GMO want to 
oontinue to re<:over its transition costs. 

• Despite already rec.CM!!ring these costs in rates, KCPt and GMO 
Wllnt explicit retove:ry ofthest: costs going forward. 

• This further eucert:nrtes JO:Pl and GMO's inflated A&G tost 
profile. 

Overview 

• Recent rat~!" case hi6tMy 

~ Comparison to National Awrage Rates 

• Uncof'ltrolled Administrative & General iA&G} Costs 
• Missouri Ratertl\lklng Methodolosv and Risk Balancing 

• Utirrtv Proposals to Shift Risk and Inflate Possibility of 
Overearnlngs 

• KCPL and GMO Specific Proposals 

• KCPL violations of the Regulatory Plan 
• I<CPL and GMO requests for double ret:ove:ry 

• Rote Stabilization 
• <::ontlusion 
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Rate Stabilization 

• KCVland GMO's extortkm plan •.. 

• If the Commission e:ives us everything we want {inflated return 
on equity, IEC, mtm! tra~s, and modified Crossro.ds 
decision), it will tulip rate stabilization. (Posltlcm Statement. 
pages 6 and 7) 

• Ratepayer:s don't want :rare cases. But it is not the rate cases 
that <Ve problematic, lt Is the higher rates that resuit from 
those rate cases. 

• MECG clients would much prefer additional rate cases as 
compared to the continued inflilted rates that come with 
granting KCPland GMO everything that they want. 

Conclusion 

• Treat this as another me case. consider a normalized level of 
tevenues, e;q::~enses alld rate base. 

• Reject KCPl and GMO's risk shifting mechanisms: 
• KCPllE.C 

• KCPland GMO Tr.ns~nisslon Tracker 

• KCPL and GMO l'ft!PI!!rty Tell Tracker 

• GMO Dbtrlbutlon Conatructkm kcouotltia 

• Award a Return on Equ;tvthat reflects the decre;~stng cost of 
capital. KCPland GMO's wttni!S$ admru that 9.8% is 
reasonable. 

~ Reduce KO'l and GMO rate case expense: many eKpenses are 
solely beneficial to sh:areh.oldel'$. 

10/17/2012 

Overview 

• Recent rate case history 

• Comp<mson to National Average Rates 

• UnconVolled Administrative & GeMr!ll {A&G} Costs 

• Missouri Ratemakin& Methodology and Risk Balancing 

• Utility Proposats to Shift Rlsk and lnfhrte PtlSSibillty o1 
Qverearnings 

~ KCPl and GMO Spedfic Proposal!. 

• KePt viOlations of the 1\egulato.y Plan 

• KCPland GMO requests tot double recovery 

• Rate Subilization 

• Conclusion 

15 




