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1 Q: Please state your name and business address.

2 A: My name is Bradley D. Lutz. My business address is 1201 Walnut, Kansas City,

3 Missouri 64106-2124.

4 Q: By whom and in what capacity are you employed?

5 A: I am employed by Kansas City Power & Light Company (“KCP&L” or “Company”) as a

6 Senior Regulatory Analyst.

7 Q: What are your responsibilities?

8 A: My responsibilities include regulatory reporting, the preparation of miscellaneous

9 regulatory filings and activities related to the Company’s Rules and Regulations, formal

10 customer complaints, evaluating and developing new tariffs related to KCP&L’s Demand

1



1
	

Response, Efficiency, and Affordability programs, and various regulatory studies

2
	

including the class cost of service (“CCOS”) study.

3
 

Q:	 Please describe your education, experience and employment history.

4
 

A:	 I hold a Master of Business Administration from Northwest Missouri State University

5 	 and a Bachelor of Science degree in Engineering Technology from Missouri Western

6
	

State University.

7
	

I have been employed by KCP&L in my current position since September 2005. I

8
	

joined the Company in August 2002, as an Auditor in the Audit Services Department.

9
	

Prior to joining KCP&L, I was employed by the St. Joseph Frontier Casino for two years

10 	 as Information Technology Manager. Prior to St. Joseph Frontier Casino, I was

11 	 employed by St. Joseph Light and Power Company for nearly 14 years. I held various

12 	 positions at St. Joseph Light and Power Company, including Engineering Technician-

13
	

Distribution, Automated Mapping/Facilities Management Coordinator, and my final

14 	 position as Senior Client Support Specialist-Information Technology.

15
 

Q:	 Have you previously testified in a proceeding at the Kansas Corporation

16
	

Commission (“KCC”) or before any other utility regulatory agency?

17
 

A:	 Yes. I provided direct and rebuttal testimony in KCC Docket No. 07-KCPE-905-RTS.

18
 

Q:	 What is the purpose of your testimony?

19
 

A:	 KCC Docket No. 07-KCPE-905-RTS (the “2007 Rate Case”) was filed as the second of

20
	

four rate cases contemplated under the approved Stipulation and Agreement in KCC

21
	

Docket No. 04-KCPE-1025-GIE (“Regulatory Plan Stipulation”). KCP&L’s 2007 Rate

22
	

Case was resolved when the parties entered into a Stipulation and Agreement, which the

23
	

KCC approved on November 20, 2007. The 2007 Rate Case Stipulation and Agreement
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1
	

included a requirement that KCP&L file a CCOS study with its next formal rate case.

	

2
	

The purpose of my testimony in this case is to present the results of KCP&L’s CCOS

	

3 	 study.

	

4
	

Q:	 What is the purpose of the CCOS study?

	5
	

A:	 The purpose of the CCOS study is to determine the contribution that each customer class

	

6 	 makes toward the Company’s overall rate of return. The CCOS analysis strives to

	

7 	 attribute costs in relationship to the cost-causing factors of demand, energy, and

	

8 	 customers.

	

9
	

Q:	 What classes were selected as a basis for this CCOS study?

	10
	

A:	 The classes the Company included in the CCOS study are Residential, Small General

	

11
	

Service, Medium General Service, Large General Service, Large Power Service, Off-

	

12
	

Peak Lighting and Other Lighting. While the Off-Peak Lighting and Other Lighting

	

13 	 classes are included in the study, the results were not evaluated since they are not

	

14 	 necessarily reliable, as I discuss later in my testimony.

	

15
	

Q:	 Do these classes conform to the current electric rate tariffs?

	16
	

A:	 Yes. The Residential Service class has several rate classifications available within it that

	

17
	

include Residential General Use, Residential General Use and Water Heat – One Meter,

	

18
	

Residential General Use and Space Heat – One Meter, Residential General Use and

	

19
	

Space Heat – 2 Meters, Residential General Use and Water Heat and Separately Metered

	

20
	

Space Heat – 2 Meters, and Residential Time of Day Service. The Small General

	

21
	

Service, Medium General Service and Large General Service classes also have general

	

22 	 usage rates and all-electric rates, plus they are specific to the voltage level at which the

	

23 	 customer receives service. The Large Power Service class is distinguished by the specific

3



1 	 voltage at which the customer receives service. In total, the Company has five (5)

2 	 general categories of service (plus Lighting), but has many rate categories to meet the

3 	 specific needs and configuration of delivered service of the customer and reporting and

4
	

billing requirements.

5
 

Q:	 What test period was used for the CCOS study?

6
 

A:	 The test period for the CCOS study is the historical 12-month period ending December

7
	

2007 as adjusted and presented in the Direct Testimony of Company witness

8
	

John Weisensee.

9
 

Q:	 Please provide an outline of the CCOS study as you are using it in this case.

10
 

A:	 In the context of this proceeding, KCP&L set out to perform an analysis of the expenses,

11
	

investments and revenues for the test period. These expenses, investments and revenues

12 	 were evaluated to identify their relation to providing service to various classes of

13 	 customers and to determine their relative returns on rate base. The result of this analysis

14
	

is the CCOS study.

15
 

Q:	 Is the data supporting expenses, investments and revenues used in the CCOS study

16
	

the same as those used in the Jurisdictional Revenue Requirement study?

17
 

A:	 Yes.

18
 

Q:	 What general categories of cost were examined and considered in the development

19 	 of the CCOS study?

20
 

A:	 An analysis was made of all elements of investment (rate base) and expense (cost of

21 	 service) for the purpose of allocating these items to the customer classes. The first step in

22 	 this process was to functionalize costs.

23
 

Q:	 Please explain what you mean by “functionalize costs.”

4



	

1
	

A:	 In order to make the appropriate assignment of costs to the appropriate class of customer,

	

2
	

it is necessary to first group the costs according to their function. The functions used in

	

3
	

the CCOS study were production, transmission, distribution, and other costs.

	

4
	

Q:	 Were these costs then assigned to the customer classes?

	5
	

A:	 No. After making the functional assignments of costs, the next step was to classify the

	

6 	 costs.

	

7
	

Q:	 Please explain what you mean by “classify costs.”

	8
	

A:	 Functionalized costs are examined to determine if they are customer-related, energy-

	

9 	 related, or demand-related.

	

10
	

Q:	 What do you mean by customer-related, energy-related and demand-related?

	11
	

A:	 Customer-related costs are those costs necessary to provide electric service to the

	

12 	 customer. Some examples of these costs include meter reading, customer accounting,

	

13
	

billing, and some investment in plant equipment such as the meter, service line and other

	

14 	 minimal distribution facilities necessary to make service available. Portions of the

	

15
	

distribution facility are separated between the customer costs and the demand costs.

	

16
	

Energy-related costs are directly related to the consumption of energy and consist of such

	

17 	 things as fuel and purchased power. Demand-related costs relate to the investment and

	

18 	 expenses associated with the Company's facilities necessary to supply the customer's

	

19 	 energy and load requirements at various load levels. The majority of demand-related

	

20 	 costs consist of production, transmission and the non-customer portion of distribution

	

21 	 plant.

5



1 Q:	 Did the Company perform any special cost studies in order to determine the

	2
	

customer, energy and demand components when the investments or expense were

	3
	

within the same account?

4
 

A:	 The Company filed a CCOS study in its 2006 Rate Case Docket No. 06-KCPE-828-RTS.

	

5
	

As part of that case, special studies were performed in order to evaluate various costs.

	

6
	

Many of the special study results were reviewed and determined to be appropriate for use

	

7
	

in this study. They include:

	

8 	 a) Primary/secondary split of distribution investment contained in Federal Energy

	

9
	

Regulatory Commission (“FERC”) accounts #364 through #367;

	

10
	

b) Customer/demand split of distribution investment contained in FERC accounts

11
	

#364 through #368;

	

12 	 c) Meter cost study (typical installed meter and associated replacement cost);

	

13
	

d) Service line cost study (typical installed service line and associated replacement

	

14 	 cost);

	

15 	 e) Meter reading;

	

16
	

f) Billing; and

	

17 	 g) Losses (load and no load).

	

18
	

For this CCOS study all of the special studies were reviewed and updated with data from

	

19
	

the test period as necessary to reflect the current position of the Company.

20
 

Q:	 With the above classification of plant investment and operating costs into customer-,

21 	 energy-, and demand-related components, what was the next step in the CCOS

	22
	

study?

6



1
	

A:	 The next step was to allocate each of the three categories of cost to each customer class

2 	 utilizing allocation factors appropriate for each of the above categories of cost.

3
 

Q:	 How are the allocation factors for customer-related costs generally determined?

4
 

A:	 Customer-related costs are generally allocated on the basis of the number of customers

5 	 within each class. Data for the development of the customer-related allocation factors

6 	 came from Company billing and accounting records. Some of the customer-related

7 	 accounts were allocated based on a weighted number of customers to reflect the different

8 	 magnitudes of cost associated with serving those customers.

9
 

Q:	 How are the allocation factors for the energy-related costs generally determined?

10
 

A:	 Energy-related allocation factors were derived on the basis of the respective energy

11
	

(kilowatt hour) requirements for each customer class. Kilowatt-hour sales to each

12 	 customer class were available from Company records. The sales data was adjusted to

13 	 reflect normal weather, system losses and unaccounted for, in order to assign the

14
	

Company’s total system output. Company witness George McCollister described this

15 	 process in his Direct Testimony.

16
 

Q:	 Was the data for the development of class demand allocation factors also available

17
	

from Company billing records?

18
 

A:	 No. The data necessary to develop class demand allocation factors (production and

19
	

transmission) were derived from the Company’s load research data. Such data consisted

20 	 of the hour-by-hour use of electricity by each customer class throughout the study period.

21
	

Consideration of system losses, unaccounted for, and sampling error was taken into

22 	 account in determining the class demands. Company witness George McCollister

23
	

described this process in his Direct Testimony.

7



1 Q:	 Was KCP&L’s load research data used to develop any other allocators?

2
 

A:	 Yes, it was used to develop distribution plant allocators based on customers’

3 	 non-coincident loads within each class.

4
 

Q:	 Are any costs assigned directly to classes?

5
	

A:	 Yes. In those instances where the costs are clearly attributable to a specific class, they

6 	 are directly assigned to that class.

7
 

Q:	 After the determination of customer, energy and demand allocation factors for the

8 	 various elements of the Company's costs, what is the next step in the completion of a

9
	

CCOS study?

10
 

A:	 The next step is to apply the determined allocation factors to each element of rate base

11 	 and expense in the CCOS study.

12
 

Q:	 Would you describe the various allocation factors and how they were applied to

13 	 each account?

14
 

A:	 Yes. In fairly simple terms, the Company used an allocation method called the Average

15 	 and Peak method to allocate production and transmission plant. This gives classes

16 	 recognition for both usage and contribution to peak load. The demand portion of the

17
	

distribution plant and related expense was allocated on two types of non-coincident

18
	

demand (“NCD”). Substation related equipment and expense were allocated on class

19
	

NCD allocators, while delivery equipment and expense were allocated on customer NCD

20 	 allocators. The customer portion of the distribution plant and related expense was

21 	 allocated based on the weighted number of customers. General and intangible plant was

22 	 allocated based on the sum of combinations of production, transmission, and distribution

8



1 	 plant accounts. For example, if no production-related plant was in the account, it was

	

2 	 allocated based on an allocator that included only transmission and distribution plant.

	

3
	

Q:	 Why did the Company select the Average & Peak method using 1CP?

	4
	

A:	 There are several reasons for selecting the Average & Peak (1CP) method. They include:

	

5 	 a) The load research sample data was designed based on the system peak demand

	

6 	 conditions, thereby the results of the data are designed to give the most accurate

	

7
	

data for that period.

	

8
	

b) Average demand is quite accurate in that it comes directly from the Company's

	

9 	 actual books and records.

	

10 	 c) The Average & Peak (1CP) method recognizes that our electric utility system is

11
	

designed to meet both peak demands and energy requirements, and that the

	

12 	 production and transmission equipment are designed to meet both.

	

13
	

d) Our system load factor is approximately 50%, meaning that the average load is

	

14 	 equal to approximately 50% of the peak demand, therefore recognizing the

	

15 	 average demand allocation and peak demand allocation equally reflects our

	

16 	 current load factor conditions.

	

17 	 e) Consistency with our prior study. Our 2006 and 2007 CCOS studies were

	

18 	 completed using the Average & Peak (1CP) method. Consistency helps facilitate

	

19 	 comparisons between the results.

	

20
	

Q:	 Have any allocation methods changed from the study submitted last year in the 2007

21
	

Rate Case?

	22
	

A:	 Yes. Besides updating the factors, a new allocator was added for the Energy Efficiency

	

23
	

Rider.
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1 Q:	 Why were the allocators changed?

	2
 

A:	 As part of the settlement Stipulation and Agreement for the 2007 Rate Case the Company

	

3 	 agreed to utilize an Energy Efficiency Rider to recover Demand Side Management

	

4 	 related costs. A new allocator was needed to properly distribute the associated revenues

	

5 	 and expenses to the non-lighting classes impacted by the Rider.

	6
 

Q:	 Did you consider changing any other allocators for this study?

	7
 

A:	 Yes. We considered changing the production allocator to the Base-Intermediate-Peak

	

8
	

(“BIP”) Method.

	

9
 

Q:	 What is the BIP Method?

	10
 

A:	 The BIP method is best described by the National Association of Regulatory Utility

11
	

Commissioners in their Electric Utility Cost Allocation Manual. It states:

	

12
	

The BIP method is a time differentiated method that assigns

	

13 	 production plant costs to three rating periods: 1) peak hours, 2)

	

14 	 secondary peak (intermediate, or shoulder hours) and 3) base loading

	

15
	

hours. This method is based on the concept that the specific utility

	

16 	 generation resources can be assigned in the cost of service analysis as

	

17 	 serving different components of load; i.e., the base, intermediate and

	

18 	 peak loads components. 1

	

19
	

Once divided to the different load types, the associated production costs may be divided

	

20 	 and allocated using a combination of other techniques. For example, costs associated

21 	 with the base load could be allocated based on energy usage, costs associated with the

1 Electric Utility Cost Allocation Manual, January 1992, National Associated of Regulatory Utility Commissioners,
page 60.

10



1
	

intermediate loads could be allocated using the 12 coincident peak method and the

2 	 peaking costs could be allocated on the 4 coincident peak method.

3
 

Q:	 Why did you consider this allocator?

4
 

A:	 As stated earlier, the Company supports an allocation method called the Average & Peak

5 	 method because it recognizes both usage and contribution to peak load. The Company

6 	 views the BIP method as a refinement of this approach. The BIP method would allow us

7 	 to continue to recognize the dual nature of our generating resources and give us a

8 	 structured and more precise way to incorporate the new Iatan 2 generating station into our

9 	 rates. Further, the BIP method introduces sufficient detail into the causation of

10 	 production costs to allow a detailed examination of seasonal costs and the resulting

11 	 seasonal rate allocations.

12
 

Q:	 Why didn’t you use the BIP method in this filing?

13
 

A:	 We are still examining the allocation method and would like to better understand it before

14 	 proposing it in Kansas. The BIP method is being introduced in our Missouri jurisdiction

15
	

through the work of Mr. Paul Normand, a consultant with Management Applications

16
	

Consulting. Mr. Normand is a long-time advocate of the method and proposed it as part

17 	 of a filing required by the Missouri Commission.

18
 

Q:	 What is the next step in the CCOS study once the allocations are applied to the

19 	 various rate base, revenue and expense accounts?

20
 

A:	 The next step is to determine the relative return on rate base for each of the classes in the

21 	 study. The ratio of class revenues less expenses (net operating income) divided by class

22 	 rate base will indicate the rate of return being earned by the Company that is attributable

23
	

to a particular class. It is necessary to keep in mind that this is a snapshot in time. The

11



1 	 results of the CCOS study will most likely vary over time. The results of the study will

2 	 also vary if you apply different allocation factors to the study. By applying different

3 	 methods to the allocation process, one can change the outcome of the CCOS study.

4 Q:	 What are the results of the Company’s CCOS study that was prepared and is being

5 	submitting in this case?

6 A:	 Schedule BDL-1 (Confidential) , is a summary of revenue and expenses, net operating

7 	 income, rate base and rate of return for the total Company and the classes used in this

8 	 study. Page 1 of Schedule BDL-1 (Confidential) reflects class returns for the test period.

9 	 Page 2 reflects equalized return on equity for all classes and the resulting revenue

10 	 adjustments, applied before any approved increase in rate revenue, that would be required

11 	 to cause the classes to provide the same rate of return.

12 Q:	 What conclusions have you made from the results of the CCOS study?

13 A:	 The individual classes’ rate of return at current rates vary, and are shown in the following

14 	 table.

Class Rate of Return at Current Rates
Residential

Service
Small

General Service
Medium General

Service
Large General

Service
Large Power

Service
5.44% 6.33% 9.04% 5.59% 2.16%

15
	

Table 1

16 Q:	 If rates were changed so that KCP&L earned the same rate of return from each

17 	customer class, how much would each class’ rates need to change?

18 A:	 By the percentages in the table below.

Change Required to Equalize Returns
Residential

Service
Small

General Service
Medium General

Service
Large General

Service
Large Power

Service
1.99% -2.26% -13.05% 1.23% 11.60%

19
	

Table 2

12



	

1 	Q:	 Off-Peak Lighting and Other Lighting are included in your study but not listed in

	2
	

Table 1 or Table 2. Why?

	3
	

A:	 In prior cases it has been acknowledged that the rate of return for lighting classes is

	

4 	 questionable. It is difficult to calculate the true cost of lighting service due to the

	

5
	

distinctiveness of the load pattern and other issues used in determining traditional CCOS

	

6 	 studies. Lights are operating at maximum load during the night and at zero load during

	

7 	 the day. Unless the allocation method considers hourly operating characteristics, the

	

8 	 results are implausible and may seem distorted from the results for the other classes. The

	

9
	

Company believes that dedicated studies of the lighting classes would be required to

	

10 	 appropriately evaluate their rate of return.

	

11
	

Q:	 Can you explain the significant difference between the Large General Service and

	12
	

the Large Power classes relative to the others?

	13
	

A:	 Yes. In the settlement of the 2007 Rate Case the parties agreed to apply the approved

	

14 	 revenue increase directly to the Residential, Large Power and Other Lighting classes.

	

15
	

This had the unexpected impact of breaking the relationship between the Large Power

	

16 	 and Large General Service classes. In 2008, nearly all of the Large Power customers

	

17 	 moved to the Large General Service class, leaving only three customers in the Large

	

18
	

Power Class.

	

19
	

Q:	 Do you have any concerns about the large shift in customers?

	20
	

A:	 Yes. With only three customers in the Large Power class we cannot utilize the CCOS

21 	 study results to properly evaluate the relative rates of return for rate design purposes. It

	

22 	 might be reasonable to recombine the Large General Service and Large Power classes to

13



	

1 	 approximate the real rate of return. Regardless, the results should be considered

	

2
	

inconclusive and would not warrant any class shifts as part of this case.

	

3
	

Q:	 What rate adjustments are being proposed for each class?

	4
	

A:	 The Company does not propose to change the current relationship of customer class

	

5 	 returns to the average jurisdictional return. The Company is recommending an equal

	

6 	 percentage increase be applied to all customer classes with no changes to rate design.

	

7
	

The tariffs filed with this case are based on applying the overall percentage increase to all

	

8
	

tariffs (17.50%). Company witness Tim Rush addresses the rate design as part of his

	

9
	

Direct Testimony.

	

10
	

Q:	 Why are you not suggesting further changes based on the outcome of the CCOS

	11
	

study?

	12
	

A:	 It is the Company’s position that any additional shift in revenue requirement among

	

13 	 classes for the purpose of achieving equal returns of all classes is more appropriately

	

14 	 addressed in a future rate design case. Because of the significant investments the

	

15
	

Company is making, including investments in customer programs designed to assist

	

16 	 customers in managing their energy bills, it is premature to align average class rates of

	

17 	 return in this case. It is KCP&L’s belief that the appropriate time to move toward equal

	

18 	 rate of return for all customer classes is after completion of the Regulatory Plan and the

	

19
	

in-service date of Iatan 2.

	

20
	

Q:	 Does that conclude your testimony?

	21
	

A:	 Yes, it does.

14
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AFFIDAVIT OF BRADLEY D. LUTZ

STATE OF MISSOURI )
) ss

COUNTY OF JACKSON )

Bradley D. Lutz, being first duly sworn on his oath, states:

1. My name is Bradley D. Lutz. I work in Kansas City, Missouri, and I am

employed by Kansas City Power & Light Company as Senior Regulatory Analyst.

2. Attached hereto and made a part hereof for all purposes is my Direct Testimony

on behalf of Kansas City Power & Light Company consisting of 	  (\\--1 ) pages,

having been prepared in written form for introduction into evidence in the above-captioned

docket.

3. 	 I have knowledge of the matters set forth therein. I hereby swear and affirm that

my answers contained in the attached testimony to the questions therein propounded, including

any attachments thereto, are true and accurate to the best of my knowledge, information and

belief.

Bradley D. Lutz
••-c';

41-14,Subscribed and sworn before me this I day of AuguS12008.

—771 cpu
Notary Public

My commission expires: 	AND, `-) c:au 
"NOTARY SEAL"

Nicole A. Wehry, Notary Public
Jackson County, State of Missouri
My Commission Expires 2/4/2011
Commission Number 07391200
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