Westar TFR Transmission Customers RE: Re-Postings


The Federal Energy Regulatory Commission (“FERC”) recently approved a unanimous settlement agreement filed by Westar in Docket No. EL14-93-000.  The agreement calls for Westar to reduce the Return on Equity (“ROE”) used in the Westar TFR, with a retroactive effective date of August 20, 2014, resulting in a reduction to the Annual Transmission Revenue Requirement (“ATRR”).  

The approved Settlement Agreement states in 2.4(b) that 

“In the event the Commission approves the Settlement later than January 15, 2016, Westar will recalculate the 2015 ATRR Projection to include the resulting refund for both Westar’s Zonal ATRR and Westar’s Base Plan Funded Regional ATRR, and cause SPP to reflect the refund amount in transmission rates for Westar’s Zone and the Region-Wide ATRR as soon as possible following the Commission Order. Westar also will direct SPP to resettle any invoices for transmission services in 2016 that do not reflect the recalculated ATRR projection and provide refunds for any amounts due.”

Pursuant to this order, Westar is reposting the following TFR filings on its OASIS website:

1. June 15, 2015 True-Up Update (2016 Rate Year)

a. This is the filing in which the true-up of the 2014 Actual ATRR compared to the 2014 Projected ATRR is calculated.  (The 2014 Projection was posted in October of 2013, and the 2014 “actuals” originally became available in the spring of 2015 with the filing of the 2014 FERC Form No. 1.)
b. This file was originally posted in June of 2015.

2. October 15, 2015 Projection (2016 Rate Year)

a. This is the filing in which the 2016 Projected ATRR is calculated. (This includes the true-up adjustment from 2014 noted above that was posted in June of 2015, but with interest applied).
b. The 2016 Projected ATRR in this filing is used by the Southwest Power Pool (“SPP”) to determine rates applied in 2016.
c. This file was originally posted in October of 2015.


TFR Template Changes

As part of the settlement agreement, Westar proposed certain revisions to the TFR Template in order to implement the terms of the settlement.  FERC approved the agreement and required Westar to make a compliance filing of its TFR Template incorporating the approved revisions.  The reposting files listed above also include the approved revisions to the TFR Template.   Specifically, those revisions include the following:

1) Actual Gross Rev tab – page 4 line 23 Col (6) – updated ROE value to 10.3%  (to reflect the new base ROE of 9.8% plus a 50 basis point adder for RTO membership)

2) A-11 (Incentive Plant) tab – line 4 – updated ROE adder to 0.70 (from 1.00) to reflect the new ROE on incentive project of 11.0% (which would be 11.3% but for the 11.0% cap specified in the settlement agreement)

3) TU (True-up) tab: 

a. Line 8b(i) – added this line to allow for Prior Period Adjustment to True-up

b. Line 8c – revised summation to include value from Line 8b(i)

c. Note G – added to explain Line 8b(i)

4) Projected Gross Rev Req tab – page 4 line 23 Col (6)  -- updated ROE value to 10.3%3 <same concept as Actual Gross Rev tab>

5) P-1 (Trans Plant) tab – line 4 – updated ROE from 1.00% to 0.700% (again to reflect the new ROE on incentive plant, capped at 11.0% -- the value here is the adder to the 10.3% above) <same concept as A-11 tab above>


True Up Adjustment

In the TFR Template, the True Up Adjustment ordinarily accounts for the difference between the Projected ATRR and the Actual ATRR for any rate year.  Interest is applied for 24 months, because there is a two year lag between the rate year and the inclusion of the true up amount in rates – e.g. the True Up Adjustment for Rate Year 2014 is incorporated into rates for Rate Year 2016 via the normal operation of the TFR Template – thus a two-year lag and the application of 24 months of interest.

Pursuant to the settlement, the True Up Adjustment in the current re-postings includes a new term, the Prior Period Adjustment, in addition to the amount that would ordinarily flow through the True Up Adjustment.  (The “ordinary” amount captures the difference between the 2014 Projected ATRR and the 2014 Actual ATRR, which will then be incorporated with interest into the 2016 Projected ATRR.)  This new term will be used to capture the impact of the retroactive application of the ROE reduction agreed to in the settlement for the periods before January 1, 2016.   

The Prior Period Adjustment in this instance includes components for the following:

1. [bookmark: _GoBack]2014 ROE Change for Partial Year:  The 2014 Actual ATRR is being re-posted using the new 10.3% ROE for the full year (because FERC approved that revision to the template).  The template does not permit a mid-year change to the ROE.  Because the “correct” ROE for Actual 2014 is a weighted ROE (using 11.3% from January 1st to August 19th, and 10.3% from August 20th to December 31st), and because the revised template applies the 10.3% ROE to the entire year, an adjustment is required to “scale up” the first portion of the year that should have used 11.3% ROE but for which 10.3% was used in the template for calculating the Actual ATRR.  This adjustment corrects the “2014 Actual ATRR” calculation (using 10.3% ROE) from approximately $210 million, to account for the mid-year change in ROE that would actually result in a 2016 ATRR of approximately $216 million. Thus the amount of this portion of the Prior Period Adjustment is $6,128,263.

2. 2015 ROE Change for Full Year:  The settlement requires that the difference between the 2015 Projected ATRR at 11.3% ROE and at 10.3% ROE is included in the Prior Period Adjustment field in the template.  The purpose of this is to allow customers to receive the benefits of the lower ROE for 2015 without having to wait the usual two years for the standard true up to take place.  (In other words, the 2015 Actual ATRR would ordinarily be calculated in 2016 and built into rates in 2017 – not in 2016. This settlement requirement allows customers to reap the benefit of a lower ROE one year earlier than they otherwise would, by including that amount into 2016 rates instead of waiting for the template to pick it up in 2017 rates.)  The amount of this portion of the Prior Period Adjustment is ($9,469,696).

3. 2015 Interest Adjustment:  The TFR Template automatically calculates 24 months of interest on the True Up Adjustment, because of the aforementioned two year lag.  However, in this instance, for the 2015 portion of the ROE reduction, the settlement shortens the two year lag to one year.  For this reason, the interest must be adjusted from 24 months to 12 months in order to account for this inclusion of the 2015 correction into 2016 rates instead of 2017 rates.  (This adjustment is like a gross up, or technically a gross “down,” so that the total interest amount related to 2015 is correct after the TFR template automatically calculates it.)  The amount of this portion of the Prior Period Adjustment is $93,004.

The total Prior Period Adjustment is the sum of these three components, or ($3,248,428).  This Prior Period Adjustment is then included in the calculation of the True Up Adjustment (in addition to the amounts that would ordinarily be included in the True Up Adjustment pursuant to the normal operation of the TFR Template).  It is included in each of the re-posted files described earlier.



ATRR Revisions for ROE 

The change in ROE results in a number of calculations for the relevant revenue requirements. 

1. The original Projected ATRR for 2014 was $228,144,707, and this amount was used by SPP to set the 2014 rates.  This amount is used in the calculation of the True Up Adjustment as the “Projected” amount.
2. For the “Actual” amount that comprises the other value in the True Up Adjustment calculation:
a. The originally-posted Actual ATRR for 2014 (using 11.3% ROE) was $220,424,499.  (This is referred to as “ORIG”)  This amount was used to determine the True Up Adjustment that was originally calculated in September of 2015 and built into 2016 rates;, however, it will not be used anywhere, since SPP will be resettling invoices for 2016 pursuant to the settlement agreement.
b. The “correct” revised Actual ATRR for 2014, using the weighted ROE to capture the reduction in ROE effective August 20, 2014, is $216,824,628. (This is referred to as “REV”) 
c. The newly-re-posted calculation of the Actual 2014 ATRR (using the 10.3% ROE for all of 2014) is $210,696,365.  (This is referred to as “NEW”)  This amount results from the application of the lower ROE to the Actual ATRR calculations for the full year in the template, as approved by FERC for the TFR template going forward.

What these numbers mean is that to properly capture the effect on the True Up Adjustment before interest of reducing the ROE – as it pertains only to 2014 – the Prior Period Adjustment should be NEW minus REV, or $210,696,365 minus $216,824,628, or $6,128,263, as noted earlier.


Compared to the original amounts posted by Westar, the approximate impact of the ROE revisions on the True-Up adjustment before interest is ($3,600,000) for 2014 and ($9,500,000) for 2015, for a combined revision to the True-Up adjustment (with interest) for the October 15, 2015 Projection (2016 Rate Year) of ($13,700,000).   This can be viewed as the retroactive portion of the ROE reduction, that is the portion that relates to 2014 and 2015 only.

The impact of the ROE revision on the projection of the 2016 ATRR  -- without considering the refund of retroactive amounts for 2014 and 2015, but instead only considering the impact of the reduced ROE on the projection for 2016, and all else being equal -- is approximately ($11,400,000).

In total, then, the ROE revision will result in an approximate impact on the 2016 ATRR of ($25,000,000).

