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Overview of Ratemaking Process

e Fundamentally a Legal Process

Utility regulation and Ratemaking is governed by Kansas
Statutes, Administrative Rules and Regulations, and Civil Court
proceedings (through appeals of KCC Orders)

Therefore, KCC Ratemaking is largely a legal process designed
to produce “substantial competent evidence” that is necessary
to decide a “just and reasonable” rate. (pleadings, motions,
briefs, discovery, hearings, Orders, etc.)

Generally, due process rights are set out in procedural
schedules (see example of current procedural schedules next
slide)

Commission has 240 days to issue an Order so procedural
schedule defines the due dates within statutory time frame

Commission issues Orders that can be appealed to a civil court
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Examples of Current KCPL and Westar Rate
Case Procedural Schedules

Westar—Docket No. 15-WSEE-115-RTS
KCPL— Docket No. 15-KCPE-116-RTS

KCP&L Schedule Westar Schedule

Open rate case [Sept. 19,2014 Sept. 19,2014
_docket for pre-audit il
Filing date Jan. 2, 2015 March 2, 2015

Actual La Cygne | March 31, 2015 May 31, 2015
| Cost Update due o
Update Data due April 10, 2015 June 8, 2015

Staft/Intervenor May 11, 2015 July 9, 2015
Testimony due
Public hearing May 18, 2015 July 21, 2015
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Examples of Current KCPL and Westar Rate
Case Procedural Schedules
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KCP&L Schedule

Westar Schedule

[ Cross-Answering
| Tl."\lim-::-u:.' |;|.1:|e

May 26, 2015

July 22, 2015

Rebuttal Testimony
e

Settlement

| discussions -
Deadline 10 submil
setilement
agresment

June 1, 2015

June 4-15, 2015

Tune 16, 2015 )

July 29, 2013
August 3.7, 2015

;I\ua:l.lﬂ 11, 2005

| Dizcovery cutoff

June 16, 2015

August 11, 2015

[Tnd of public
| comment period

June 16, 2015

August 11, 2015

List of contested
| issues due
In-service
_confirmation filing
Prehearing
Conference

June 16, 2015
June 16, 2015

Tune 17, 2015

August 11, 2015

Tune 16, 2015

ALigust 12, 2015

Evidentiary Hearing

Tune 22-26, 2015

August 17-21, 2015

Staff & Intervenor
Response to In-
service confirmation
dux

Tuly 10, 2015

Tuly 10, 2015

Imitial l!fi'.wm'p:m;-'
Brief

Initinl
Staffntervenor
| Brief

[Tuly 17, 2015

Sept. 11, 2005

[ July 28, 2015

Hearing on [n-
service (if
__lu::.'l.-ss;lr}']

Tuly 31, 2015

Sept. 22, 2015

[ Tuly 31, 2015

Reply Briefs

August 4, 2015

Sept, 29, 2015

| Order date

Sept. 10, 20157

Oct. 2K, 2015

Effective date of
| rates

Oct. 1, 2015

Oct_ 2K, 2015

Abbreviated case

filing

Aug. 29,2016

| {or sponer)

1
| M
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Overview of Ratemaking Process

e Role of KCC Staff and Other Parties

e The KCC Staff represents the “public generally,” which
means we strive to balance the interests between the utility
company, its shareholders, and ratepayers

e Citizen’s Utility Ratepayer Board

e Advocates on behalf of residential and small commercial
ratepayers

e QOther parties — such as large industrial customers, or other
utility companies — represent their respective interests
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Types of Cases with Rate Implications

Rate Cases

Fuel Clause Review
(Purchased Gas Adjustments and
Energy Cost Adjustments)

Mergers & Acquisitions
Accounting Authority Order
Certificate

Complaint

Contract
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General Investigations

Fuel Purchase and Hedging
Review

Kansas Universal Service
Fund Audits (KUSF)

Review of Surcharges and
Riders

Property Tax Surcharge (66-117(f))
Transmission Delivery Charge (66-1237)
Environmental Cost Recovery Rider

Bad Debt Cost of Gas

Energy Efficiency Rider

Transmission Formula Rates

Southern Pioneer DSC-FBR

Gas Safety Reliability Surcharge (66-2202)
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Styles of Ratemaking
Rate Base/Rate of Return

e Revenue Requirement = (RB*ROR) + O&M + A&G+ Depreciation + Taxes

= (Rate Base * Rate of Return) + Operating and Maintenance Expenses + Administrative and
General Expenses + Depreciation Expense + Income and Other Taxes Expenses

Primarily used for large Investor Owned Ultilities

Rate Base represents all utility capital investment ‘used and required to be
used’ to provide utility service to consumers

Rate of Return consists of Weighted Average Cost of Capital (Cost of Debt *
Proportion of Debt in Cap. Structure) + (Cost of Equity* Proportion of Equity
in Capital Structure) Example WACC= (5% * 50%) + (9% * 50%)= 7%

Cost of Equity (required shareholder return) is usually the most contentious
iIssue in the case due to significant impact to both customers and
shareholders, and disagreements about models used to estimate

A Just and Reasonable rate requires a an opportunity to earn a fair return
but no guarantee
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Example of Revenue Requirement
Calculation from KCPL's current case

Revenue Requirement - Sch 1

Kansas City Power & Light Company
2015 RATE CASE - Direct Filing

Kansas Jurisdiction
TY 630/14; K&M 331115

Revenue Requirement - Schedule 1

Description Amount

MNet Orig Cost of Rate Base (Sch 2) & 20874802330
Rate of Retun 7.9432%
Met Operating Income Requirement 165,812,738
MNet Income Availahle (Sch 9) 131,752,200
Additional NOIBT Needed 34,020,538

Additional Current Tax Required 22 288 27T

Gross Revenue Requirement 56,278,815

% increase;
Excluding ECA and EE 10.52%
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Example of Adjustments to Expenses

Summary of Adjustments Section

Kansas City Power & Light Conipany
2015 RATE CASE - Direct Filing
Kansas Jurisdiction
T &230/14; &M 373115

Summary of Adjustments

Daacripibon WHness
B

TOD FKE Adic

o {DVar)
JURISDICTIOHAL CO3T OF BERVICE

OFERATIMNG REVENUE
R ReEmoye Sross FRecsipss Tax meveras (MO only) 50, 2150250 E0,F1=02E0
=20 Hormrralize K5 Refall revenues (KE onbyl i e By ] (20,330,586
R-21 Adust KE forfefed disocants for R-20 (S Onyl ==T1= 22718
a2 Trarsmission Delvery Charge Adustnerns ESS e (5545 S65)
TE-26 ECA revenue (7T 244 ETEN (T 244 ST

156, So01_SaeS) 15 554, 5433 (60,315 055 20,308 268)

o=k

DPERATING EXPENSES
L==—t Reflect KCREC et pear bad debt expense in T TS 0OTS SATS5 AT
KCPaL's COS
oE-9 Refisct KCREC 1=t pear bank commment fees in 1,172,773
KCPSL's COS
Reflect hest year FTErest o CLSiormET Sepeoesis. I 1= S
cos
ReEwvearss prior p=ric=d and nerresuming b=t year (8 ETELTE) 4 ETS. 7183
Aamounts.
NMNommalee bad debt eypense reabed bo fest year T 249

e
NMommalre bad debt eypense reated o 300176

JarisdicHorsal "ASET (KIS ordy )

ECA costs (175510120 (175510183
Elmirabe Wor Sresk Mig-Cyois Cutage S EEL TTE) 4534 7TE)
Ayrrasl e Wl Creek refusiing cutage [(314.115) 214111
armorttzabion

Adust Mudear decorizsloring sxperse o

Aunnusl e Segetaton ManapeEment Costs 1,832 353 1832353
Economic Rellel Plot Progras (ERFP) <2400y OR0R0)

Mz osdlareoas TEM 3B 34T ZES ST
Annusie salary and wags ENpEnSe Sor Changes n 1,851 827 1,471,395
ztamng ewmiz and Dace pay rates

HHoral s mCEneE DoTEEnSaTon oSk e, i . ] (.20 2200
MNommalr= L01 (k) oosts T asg i
Aunnusitne other benefl costs 3151178 32151178
Syrual e SPFEB expense (555 544 (555 544
Al lne Pension expense (nclades SESF) =.2=1.042 ZeE1.042
Arrrasilne InSarEnce prermiums H2E.107 == 107
Mol injurkes snd 0amagss SEpEnse 153,925 153 928
SAnnualire vierest on cushomer deposEs T2

Snnuaiize Cusiomer ACCOURES. expense Tor oredi D5 E51] (ESES)
card payment cosks

Annualize KCREC Dank fees nelated o sake of [20eE 542 (20 5420

rerE e
SomoriiEe KE Fate Case expeenses {1575 5003 1,575,503
Trarsmission Delvery Charge Adustnerns SEE, 141 S50 (S OST S0 [AS,050)
Annual ke reguiaiony assessments ST S

IT Roasdmap DS 3.515.615 3AS1S51S

Meter Replacement CARM S0y Oa0a0) S0y 0NN

Adest dues, donatons and Conrbutions 910,978 S10.97=

a
10

5]
=i

BaURGE U REBLE
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Example of Adjustments to Expenses

Kansas City Power & Light Company
2015 RATE CASE - Direct Filing
ot urisdict
Y e/30/14,; KE&EM 33115

Summary of Adjustments

Description
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Aumorttre Merger ransibon costs (KS only)
Fiood RErDUrsemen] A OrTEmtr

Aomortze DSMESE regaatony assets

Ammortre Talkent Assesoent Severanoe amad
OUtDIBCEMEeNt FEguUlaDry asset

Transource Aot Review Ar ortzston
Adus Lease experse - Cormorate Headoquawrtens
AumortEabon of La Cypme Cirsoiehe Invesmaory
Asmortize Lega fee reimbursement
Common—use SIIngs

AL I epr eXp Dased on ursdchomal deme
rates appdied 20 jursdctonal piant-in-sensce at
mdicated period - unit ains 4 Tansportsbon
equiErTent

Dre-peresslation Expeerice

CES-120

ANTILY 2e Seprec ToN eNpenSe Dased On
Jarsdikcboral deprec@tion rakes apeded o
rrrsakchonal piant-r-service at indcated perod

Eax
Armortraton of La Cygne Reg Asset - Deper
Dreferra

AmceTine Wster Tens L =
Reserve

AL e plErE S OrtEraton eXDerse Dased on
SIS AT DOra T 1 rme m
unarmoerttred s dichiorsl piamt-r-sscyice ok
Il Ceted perioda

Tames Other tham Inoormse

-
CE~-18

C5-53
CE-125

Remove Smoss Recepes Tax expense (MO only)
Reverse et pemr Kamsne Oy W sour Earmimges
T (MO oty

Aurerraad e FroA pay ol @x ewpense

ATt prooerty T earieeee

o-ormee Tas Expence

C5-128

Reflect adpuestments o Schedue 5. Allocation of
Curre=t armd Dederred Incore Tawes

Totad Eleotric Dipser. Expemeec

Mot L=

G

1. TTT.TTE)
320 EET
1,894 _S15)
(3S13E)

21.453)
13 S5
197093
340 asT
T Ea8 143
= ]

100% M2 Adlc

mor (Deor)

777778

(1.8592 515
RAE13

29,453
242 %0

340,897

P53 2338

52859711

12 688 577

(BB .STT 4500
S3173

1258 S31)
3 Ssa =Ea

P52 B B4T)

(58,904 _317)

&.585 345

Ss8.54%

6, BES 348

Sam sas =)

(P01 26T OBS)

(53, 185 S5 (ECE. 3T0

e =]

7323 15, 798,258
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Styles of Ratemaking
DSC/TIER

Debt Service Coverage (DSC) & Times Interest Earned Ratio
(TIER)

Primarily used for Co-ops (Southern Pioneer is exception)

Although most Co-op rates are deregulated, transmission
services are not. Mid-Kansas and Sunflower TFRs and Several
Local Access Charges for transmission service over 34.5 kV system.

Under DSC & TIER, revenue requirement equals the total of:
O&M + A&G +Depreciation

Debt Service Requirements (TIER uses interest only while DSC
uses principal and interest)

“Coverage” allowance in excess of the actual debt service
payments required
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Staff Review of a Rate Case

e KCC Staff’s role in reviewing a rate case:

Evaluate and analyze utility rate case applications for
adherence to accepted regulatory theory.

Accumulate and evaluate evidence obtained from the utility
(discovery process).

Determine differences between utility’s application and
established policies and ratemaking concepts

There are few issues that are black and white

Provide pre-filed testimony to Commissioners presenting
evidence in support of Staff's position

The Goal is a Revenue Requirement (and ultimately rates)
that allows the utility to meet its financial obligations and
provide reliable service, while at the same time protecting
captive ratepayers from overpaying for a service that is
essential to modern day life.
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CCOS / Rate Design

Rate Design is the development of prices customers will
pay for retall service. There are two stages:

e Allocate the Revenue Requirement among the different
classes of customers. This determines how much
revenue needs to be collected from each class. The
process to determine this allocation is called a “class
cost of service” study.

Construct customer rates for each class and sub-class
that generates the required class revenue

This phase of a proceeding is often very contentious
amongst larger customers in different classes.
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