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Overview of Ratemaking Process 

 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  



Examples of Current KCPL and Westar Rate 

Case Procedural Schedules   
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Overview of Ratemaking Process 

 Role of KCC Staff and Other Parties 

 The KCC Staff represents the “public generally,”  which 

means we strive to balance the interests between the utility 

company, its shareholders, and ratepayers 

 Citizen’s Utility Ratepayer Board 

 Advocates on behalf of residential and small commercial 

ratepayers  

 Other 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 

 

 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 
 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 Utilities  

 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 
issue 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  
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Example of Adjustments to Expenses  
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Example of Adjustments to Expenses  



 

 

 

 

 

 

 

 

 

 

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 
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 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.     

 



CCOS / Rate Design 

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

 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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