20170127111053
Filed Date: 01/27/2017
State Corporation Commission
of Kansas

THE STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

In the Matter of the Joint Application of
Great Plains Energy Incorporated, Kansas
City Power & Light Company and Westar
Energy, Inc. for approval of the Acquisition
of Westar Energy, Inc. by Great Plains
Energy Incorporated.

Docket No. 16-KCPE-593-ACQ

N N N N N’ N

NOTICE OF RE-FILING STAFF’S PRE-FILED DIRECT TESTIMONY WITHOUT
REDACTIONS

The Staff of the Kansas Corporation Commission (Staff and Commission or KCC,
respectively), pursuant to the Commission’s January 26, 2017, Order on Prehearing Motions,
hereby files un-redacted versions of the same testimony Staft filed with redactions on December
16, 2016. Staff also states the following:

1. The Commission’s Order on Prehearing Motions ordered redaction removal from
all parties’ testimony except for information that fell into one of the following categories: (1)
attorney-client privilege, (2) attorney work-product, or (3) critical infrastructure information
which poses a security risk if made public.

& Relevant to Staff, Attachment 1 of the Joint Applicants’ Response to Staff’s
Motion to Declassify All Staff Testimony and Exhibits (Joint Applicant’s Response), filed
January 20, 2016, contained an itemized list, categories (1)-(7), identifying the particular
confidential classifications claimed by the Joint Applicants included in Staff’s pre-filed direct
testimony. Category (4) was listed as “Advice of counsel or other outside experts, advisors or
consultants.” Category (7) was listed as “Critical infrastructure information that poses a security

risk if made public.”




3. The Joint Applicants did not designate any information in Staff’s direct testimony
under category (4).

4. Category (7), pertaining to critical infrastructure, referenced KCC Staff Data
Requests (DRs) 47, 50, and 52. These are addressed solely in the pre-filed direct testimony of
Walter Drabinski. Staff has kept redacted the portions of testimony pertaining to these DRs, but
un-redacted the remainder of his testimony.

WHEREFORE, Staff respectfully submits its un-redacted pre-filed direct testimony for
Justin Grady, Adam Gatewood, Walter Drabinski, Ann Diggs, Casey Gile, and Robert Glass.
Note that Jeff McClanahan and Scott Hempling also filed on December 16, 2016, but their

testimony did not contain any confidential information.
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Docket No. 16-KCPE-593-ACQ

Please state your name and business address.

My name is Casey M. Gile and my business address is 1500 Southwest Arrowhead Road,
Topeka, Kansas, 66604.

By whom, and in what position, are you employed?

I am employed by the Kansas Corporation Commission (KCC or Commission) as an
Energy Engineer.

What is your educational background and professional experience?

In May of 2015, I earned a Bachelor of Science degree with a major in Mechanical
Engineering from the University of Kansas. | have been employed in the Utilities
Division of the Kansas Corporation Commission (Commission) since June of 2016.
While employed at the Commission, | have participated in investigations generally
related to the operations of electric public utilities. Prior to working for the Commission,
I worked for the U.S. Department of the Air Force as a Process Engineer.

What were your responsibilities during Staff’s review of the Great Plains Energy
(GPE) and Westar merger?

My responsibilities during Staff’s review were to evaluate the current status of GPE’s
subordinate company, Kansas City Power and Light (KCPL), and Westar Energy Inc.’s
(Westar) distribution and transmission operations. Westar and GPE are collectively
referred to herein as Joint Applicants (JA). More specifically, | am analyzing the quality
of service each company is currently providing to Kansas customers and the impact the

acquisition would have on Kansas customers.
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Please provide an Executive Summary of your testimony.

Staff recommends that the Commission not approve GPE’s acquisition of Westar. As
stated elsewhere in the testimony of Staff, the success of this merger depends in large part
on the retention of savings generated by financial engineering. However, it also
presumes that substantial savings can be achieved by reducing operating costs of the
combined company. Without a reduction in operating costs, the Company will not be
able to fulfill its promises to customers and shareholders to create synergies and increase
operating revenues while at the same time servicing the $4.4 billion debt obligation
associated with the acquisition.

The testimonies of Staff witnesses Walter Drabinski and Ann Diggs describe the
problems with the Joint Applicant’s projected savings calculation, and the testimonies of
Adam Gatewood and Justin Grady describe the difficulties in the financial path GPE
must navigate in order to be successful.

My testimony describes Staff’s concerns with the Joint Applicants’ ability to
maintain and improve the quality of service currently provided to Kansas customers
while dramatically reducing the operating costs of the combined company.

How do you define quality of service?

Quality of service is the overall performance of a utility from the perspective of its
customers. For electric public utilities, two key attributes that define quality of service
are the reliability of the distribution system and the responsiveness of the utility in

responding to its customers’ needs.
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Are operating cost reductions a common objective of utility mergers?

Yes. In almost every merger that has been brought before this Commission, operating
cost reductions® generally are the main claimed benefit that is achieved from merging
utility operations. As in past mergers, the Joint Applicants in this Docket maintain
operating cost reductions will not come at the expense of quality of service to its
customers. Rather, the Joint Applicants promise the customers will receive better service
as a result of the synergies obtained from combining the best management practices from
the two operations.” In my testimony, | discuss performance metrics (and associated
penalties for failure to perform) that can serve as guidelines for the Commission to
develop conditions for any merger of electric public utilities in order to gain some
assurance that the customers’ quality of service will not suffer because of the merger.

Is KCPL/Westar required to provide a threshold level of service to its customers?
Kansas statutes require all electric public utilities to provide sufficient and efficient
service to their customers.® The Commission, in its role as the state agency with public
utility oversight authority, is the arbiter in quantifying the abstract terms “sufficient and
efficient” for a given utility.* Along with the requirements found in statutes, the
Commission has filed an Order in this Docket emphasizing merger standards, which
essentially require the merged operation to demonstrate a net benefit to the state of

Kansas by “promoting” the public interest.”

! Joint Application in this Docket, Page 10, Para. 19; 07-KCPE-1064-ACQ: Joint Application, Page 9, Para. 22.

2 Direct Testimony of Charles Caisley, Page 5, lines 8-13.

*K.S.A. 66-101b.

* For example, see the Commission’s past treatment of the terms at Docket No. 02-MAPP-160-COM,
Order,January 31, 2005, |1 67, 74.

® Order on Merger Standards issued August 9, 2016.
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Which merger standards apply to quality of service?

The merger standards do not explicitly address customer quality of service. However,
quality of service can be inferred from the following standards:

(@)(ii): The effect of the transaction on consumers, including whether ratepayer benefits
resulting from the transaction can be quantified;

(c) Whether the proposed transaction will be beneficial ...to communities in the area
served by the resulting public utility operations in the state.

(c) Whether the proposed transaction will likely create labor dislocations that may be
particularly harmful to local communities, or the state generally...; and

(h) What impact, if any, the transaction has on the public safety.

Would you expect a merger to result in an improvement in customer quality of
service or just maintain the status quo?

The Merger Standards clearly ask whether the transaction will be beneficial to the
affected customers and communities served. Therefore, Staff recommends that a
merger’s resultant company should be able to demonstrate an improvement in customer
quality of service. While Staff is not recommending approval of the transaction, the
performance metrics we are proposing in this Docket would have required each of the
merging companies’ current quality of service metrics to improve over a five year period.
After five years, we would propose the merged company meet industry reliability
benchmarks.® We recommend this approach of quantifying a post-transaction company’s

performance and applying appropriate penalties for failure to perform as guidelines the

® See Direct Testimony of Walter Drabinski, Exhibit 24..
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Commission may use to establish conditions for any future merger or acquisition of
electric public utilities.

Do the Joint Applicants in this Docket support the concept of the combined
company offering improved customer quality of service?

In its Joint Application, the Joint Applicants state the customers of the post-acquisition
company will see no change in their day-to-day service.” However, in Direct Testimony,
KCPL’s CEO and VP of Marketing and Public Affairs both claim that customers of the
combined company will see an improvement in quality of service.®

Do the Joint Applicants offer any baseline quality of service performance metrics
that can be used to quantify the post-merger company’s performance?

The Joint Application mentions the standards set in Docket 02-GIME-365-GIE (02-365)
as the basis for their reliability performance.® However, the 02-365 Docket only set
reporting requirements for reliability metrics. It did not establish a performance
threshold for electric utility reliability. Merger Standard (a)(iii) does not favor approval
of a merger unless the transaction demonstrates a benefit to customers. If quality of
service benefits are being relied upon to meet the standard, performance standards should
be established by the Commission for the post-merger company to ensure the claimed

benefits are achieved.

7 Joint Application Para. 28.

® Direct Testimony of Terry Basham, Page 13, lines 6-9; Direct Testimony of Charles Caisley, Page 5, lines 8-
13.

° Joint Application, Para. 32; Joint Application Exhibit B, Item 4.
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Is it appropriate to require a merger to provide non-financial benefits as a condition
of approval?

Yes. When establishing the merger standards, the Commission stated it would look at a
variety of factors in determining ratepayer benefits.*® In a later merger docket, the
Commission stated enhancement of the reliability of electric service is a primary factor
when considering the impact of a merger on the public interest.** Because quality of
service statistics are readily quantifiable and are major factors in determining sufficient
and efficient service, it makes sense to not only include quality of service performance
thresholds as merger conditions but to also require the merger to demonstrate
improvements in those metrics.

What are the main reliability performance metrics used by the electric utility
industry?

The most often reported reliability metrics for the electric industry are known as the
System Average Interruption Duration Index (SAIDI), the System Average Interruption
Frequency Index (SAIFI), and the Customer Average Interruption Duration Index
(CAIDI). In the 02-365 Docket, the Commission required all electric public utilities
serving more than 15,000 Kansas customers to report these metrics to the Commission on
an annual basis.'? 1 discuss these metrics in detail later in my testimony. The historical
performances of KCPL and Westar as well as Staff’s proposed targets for the post-merger

companies are discussed in the testimony of Staff witness Walter Drabinski.

10.91-KPLE-140-SEC, Order approving merger, November 14, 1991, Page 49.

1 97-WSRE-676-MER, Order on Merger Application September 28,1999, Para. 20.

12 Docket 02-GIME-365-GIE Order dated October 4, 2004, Para. 7 for reporting requirements. The annual
reports from KCPL and Westar are also filed in this docket.
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Are the historical reliability performances of Westar and KCPL comparable?

As shown in Exhibit 20 of Mr. Drabinski’s testimony, there are three areas of the
proposed company with readily identifiable reliability metrics. They are: Westar South,
(former Kansas Gas and Electric area); Westar North, (former Kansas Power and Light
area); and KCPL Kansas operations. The average performance over the last five years
indicates relatively large differences between the areas with the KCPL Kansas area
performing the best of the three.

Is it reasonable to simply establish an average performance level for each metric for
the three operating areas?

No. In establishing the Merger Standards, the Commission stated a merger should not
disadvantage one set of customers over another.™® Setting an average performance target
for the post-acquisition company would penalize the KCPL Kansas customers by
relaxing their current reliability statistics while setting a potentially unattainable goal for
the Westar areas. That being said, Staff believes a post-acquisition company should
eventually be able to provide equivalent consistently reliable power to all of its
customers.

Do the Joint Applicants address quality of service improvements?

The Direct Testimony of KCPL witness Charles Caisley notes the Joint Applicants are
committed to maintaining a tier 1 rating in the Edison Electrical Institute (EEI) reliability
rankings. The EEI ranking service compares a utility’s SAIDI and SAIFI reliability
metrics against a pool of similarly sized utilities within specific regions that participate in

the study.

13 91-KPLE-140-SEC, Order approving merger, November 14, 1991, Page 100.
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Is maintaining a tier 1 rating in the EEI reliability ranking an acceptable
measurement of reliability performance?

No. While maintaining a top quartile ranking among its peers is a laudable achievement,
Staff does not believe it provides a measureable performance metric from the perception
of the customer being served. In our opinion, the customer (and the Commission) should
be able to compare past performance of the individual companies to the performance of
the post-merger companies. In order to demonstrate benefits to customers as
contemplated by the Merger Standards, Staff recommends the performance threshold of
the merged company should be established by the best performance record of the
individual companies before the merger. Noting the disparity between the three
operating areas, Staff would propose reliability standards for each of the three operating
areas of the post merged company with a goal of reaching one overall performance target
five years after the merger. Staff’s proposed performance thresholds are provided in
Exhibit 24 of Mr. Drabinski’s testimony. Again, these proposed standards are being
provided as guidance for a potential future transaction.

Are there any drawbacks to using the industry standard reliability indices to gauge
system reliability?

Yes. The industry standard indices are lagging performance indicators. That is, by the
time the metric is reported, the impact of the metric has already affected customers and
will continue to affect customers until the deficiencies can be identified and corrected. If
the deficiencies are corrected it will again take time to collect data to determine whether

the problem was identified and corrected. This trial and error approach of reacting to a
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problem and then waiting to evaluate the outcome of the action may result in very slow
response to identifying and fixing a problem.

If all of these indices are lagging performance indicators how can there be a
proactive approach to ensure that the reliability of the system is not compromised?
A proactive approach toward improving the reliability of an electric distribution system
requires patrolling the system, identifying weaknesses, and making necessary repairs. |
note, however, all proactive approaches will require the investment of personnel,
operating expenses, and capital - all of which may not be available from a merger whose
successful outcome is dependent upon generating operational savings and achieving
earnings targets while also servicing $4.4 billion of new debt.™

Do you have an example of a proactive maintenance approach that can affect
reliability metrics?

The two most recent examples are Westar’s Electric Distribution Grid Resiliency
(EDGR) program and Westar’s vegetation management program known as Reliabilitree.
By adjusting tree trimming cycles to decrease interruptions due to vegetation, Westar’s
Reliabilitree program has improved its reliability metrics.™® The tree trimming program
also revealed unknown flaws in the distribution system that were in need of attention.
These findings were one of the reasons that EDGR was proposed by Westar in its most
recent rate case. Although results from the EDGR pilot approved in the rate case are not
finalized, the preliminary results indicate an improved reliability of the system. In its

testimony, Westar projects EDGR to significantly impact it reliability statistics.’® When

! See Direct Testimony of Justin Grady, Paragraph 5 of Executive summary.
> Docket 15-WSEE-115-RTS, Direct Testimony of Bruce Akin, pages 8-10.
18 Docket 15-WSEE-115-RTS, Direct Testimony of Jeffrey W. Cummings, Exhibit JC-1.
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these practices of addressing known problems are conducted and accomplished in the
right timeline, the utility should not only maintain past reliability statistics but perform at
a higher level of reliability. However, the post-acquisition company proposed by the Joint

Applicants plans to reduce CAPEX related spending **for the functional area of

Distribution by $214 million over a four-year period*™** rather than spend an additional

$217 million over a five-year period as proposed by Westar’s EDGR program.®

Do you believe that after the Westar acquisition GPE would become less proactive
in addressing operations and maintenance issues with its transmission and
distribution system?

As previously noted, GPE has promised that customers’ quality of service will improve
with a post-merger company. However, the testimonies of Staff witnesses Grady,
Gatewood, and Hempling emphasize the financial risk that GPE is taking with this
acquisition. Because of this risk, we are concerned that financial pressures may force
GPE and the operating utilities to defer maintenance and system improvements in order
to pay debt and/or reserve cash for shareholder’s returns.

If a merged utility is unwilling to take the necessary proactive maintenance
approaches, what would be the consequence?

The consequence to the utility customers would more than likely be degradation in
system reliability. To protect against this possibility, Staff would recommend penalties
be assessed against the operating utilities for failure to meet reasonable performance
thresholds. This approach has been used by the Commission in the past, and Staff

considers it to be a reasonable mechanism that would incentivize the utility to maintain

17 Response to Staff Data Request 7 CAPEX tab, Line 7.
8 Docket 15-WSEE-115-RTS, Direct Testimony of Jeffrey W. Cummings, Exhibit JC-1, Page 3.

10
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its vigilance and spend funds as necessary to avoid obvious problems that can cause
reliability issues.

What quality of service metrics does Staff recommend for a merger between two
electric publicutilities?

In order to monitor the reliability of electric service, Staff recommends the following
metrics be used as threshold performance metrics associated with penalties:

e System Average Interruption Duration Index (SAIDI)

e System Average Interruption Frequency Index (SAIFI)

e Customer Average Interruption Duration Index (CAIDI)

A description of the above listed indices and how they are interpreted is described in the
testimony of Staff witness Walt Drabinski.*® While these metrics are nothing new to
electric utilities, Staff recommends penalties be applied to any post-merger company, if
its future statistics fall below a proposed improvement schedule of the pre-merger
companies’ present statistics. If the Joint Applicants are correct in their promise that the
two merging companies will be better together than separate® and through integration of
best practices greater reliability will be achieved,* then Staff would expect an
improvement in reliability over current performance should be readily achievable. The
testimony of Walter Drabinski further elaborates on past performance of the utilities
specific to this merger and also addresses the appropriateness and reasonableness of

Staff’s proposed performance targets for the metrics.?

19 Direct Testimony of Walt Drabinski, page 69 - 70, lines 15-18 and 1-5.
2 Direct Testimony of Terry Bassham, page 13, lines 6-11.

?IDirect Testimony of Charles Caisley, page 5, lines 8-13.

%2 Direct Testimony of Walt Drabinski, page 90, lines 4-11.

11
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What are the penalties that Staff is proposing, to ensure quality of service doesn’t
deteriorate?

In past merger dockets, the Commission has included reliability performance thresholds
as conditions for its approval, and it has included penalties if the reliability levels were
not achieved.?® In the GPE acquisition of Aquila Inc. (07-KCPE-1064-ACQ), the parties
agreed to a maximum nonperformance penalty equivalent to 100 basis points of the
return on equity (ROE) for KCPL’s Kansas operations.?* In that case, however, non-
performance was defined as any performance below 70% of the pre-merger average
performance metrics.* Rather than recommend a large penalty for deteriorating
performance, we believe a better approach would be a smaller (but substantial) penalty
that is triggered if the post-merger company is unable to meet improvement goals in
quality of service performance. Therefore, Staff would recommend a maximum
nonperformance penalty equivalent to 25 basis points of the ROE for each company’s
most recent rate case. This approach would result in a $3.5 million penalty applied to
KCPL if the post-merger KCPL was unable to meet its performance standards in any
given year. Similarly, the recommended penalty for Westar would be $11.1 million if the

post-merger company does not meet the performance targets.

% Docket 14-KGSG-100-MIS, Order Approving Unanimous Settlement Agreement, December 19, 2013, para.

43; Docket 07-KCPE-1064-ACQ, Order Granting Joint Motions to Adopt Stipulation and Agreement and
Approving Agreements, May 15, 2008, paras. 28 and 49.

* ibid. Also see Docket 07-KCPE-1064-ACQ, Direct Testimony of Mark F. Doljac, January 3, 2008, pages 57-

58.

% Docket 07-KCPE-1064-ACQ, Direct Testimony of Mark F. Doljac, page 22, lines 21-23.

12
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Do you propose the post-merger company incur a $14.6 million penalty any time a
performance metric is not met?

Staff believes it is reasonable to propose a penalty for any of the SAIDI, SAIFI, or
CAIDI targets listed in Mr. Drabinski’s testimony if they are not met for each of the four
targeted years 2017 through 2021 or if they are unable to maintain the industry target
level in years beyond 2021. A penalty should be applied for any of the three designated
operating areas that are unable to meet its threshold target. However, the amount of
penalty should be weighted based on the number of customers in each operating area with
the maximum annual penalty not exceeding 25 basis points of the ROE of each of the
pre-acquisition company’s most recent rate case.

Do you propose the penalty provision cease if a post-merger company is able to
demonstrate performance after a period of time?

That is an option available to the Commission, and in any merger, the Commission
should tailor the penalties and the performance improvement targets to reflect the abilities
of the merging utilities. 1 would argue, however, the Commission should consider
setting permanent minimum quality of service performance standards for an electric
utility because it provides a concrete definition of what the Commission expects for
sufficient and efficient service. As the public utility industry across the nation deals with
aging infrastructure, establishing permanent standards will ensure customers receive
adequate service. Additionally, quality of service standards should not be considered a
temporary goal of the utility. If the post-merger company is capable of meeting the

threshold for a period of a few years, there is really no reason not to expect the company

13
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to be able to carry that performance into the future. The continued possibility of a
penalty for failure to perform will provide incentive to maintain performance.

Does Staff believe a penalty is warranted for the MAIFI and CEMMI-5 metrics
mentioned in Mr. Drabinski’s testimony?

For the consideration of a possible future Transaction, Staff recommends the Commission
require the utilities report these metrics on a regular basis. The metrics provide valuable
data to gauge customer satisfaction with utility reliability. In the case of the proposed
merger, however, the metrics do not have a strong documented record from Westar or
KCPL to provide historical context. Mr. Drabinski notes AMI or smart meter technology
will enable utilities to measure these metrics, and, with both Westar and KCPL deploying
AMI meters throughout their service territories, it is reasonable to require the calculation
and reporting of MAIFI and CEMMI-5.

What do you expect to learn from monitoring MAIFI and CEMMI-5?

The ability to monitor these metrics will assist Staff in evaluating the companies’ ability
to proactively address reliability issues for individual customers and minor power quality
outages. By monitoring CEMMI-5 and MAIFI, utilities should be able to detect where
problem areas are in the system and perform the necessary field patrols to identify and
correct any problems. Staff’s ability to monitor these statistics will give the Commission

the ability to have visibility in daily utility field operations and intervene if necessary.

14
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Other than reliability statistics, what additional performance metrics should be
considered to ensure the customer’s quality of service from a post-merger
company?

In Staff’s view, reliability of power delivery is the primary category that impacts a
customer’s satisfaction with utility service. In addition, the responsiveness of the utility
to its customers’ inquiries is an important factor impacting a customer’s quality of
service, and in the case of an emergency, the utility’s responsiveness may also impact
safety of life and property. Because of the potential to impact public safety, a utility’s
responsiveness to customer inquiries also falls under the purview of Merger Standard (h):
what impact, if any, the transaction has on the public safety.

Regarding a utility’s responsiveness to customer inquiries, are there threshold
performance metrics that should be met by a post-merger company?

Staff has identified three metrics that we believe should be included with the reliability
metrics: Call center answered call rate, response time to an outage; and Customer
Information Statistics. The answered call rate is defined by KCPL as the percentage of
calls answered within 20 seconds.?® Response time to an outage is defined as the amount
of time elapsed from receiving a call until service personnel arrive at the site of the
outage. Customer Information Statistics are industry level customer response

performance metrics.?’

% Direct Testimony of Charles Caisley, Schedule CAC-2, Page 9.
%" Direct Testimony of Walter Drabinski, Exhibit 22.

15
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Is there a concern that a post-merger utility would be unable to meet these response
time metrics?

Because consolidation of utilities will invariably lead to personnel reductions and
logistics problems as operating centers are combined, I believe there is a strong
possibility the responsiveness of the remaining call center could be impacted. Likewise,
a reduction or consolidation of field offices or loss of personnel could lead to longer
response times for service personnel to reach the site of an outage.

Do you recommend a penalty should be assessed to a utility unable to meet these
metrics?

Similar to the reliability metrics, we recommend a penalty be assessed if the post-merger
company’s call center answered call rate is unable to meet a performance target set by the
Commission. The performance threshold should be established by the best performance
record of the individual companies before the merger. In the event that the utility is not
able to perform to the level agreed upon, the penalty that is assigned would be used as a
rebate back to the customers.

What are the current call centers’ answered call rates for Westar and KCPL?

In 2015, KCPL had an answered call rate of 77%® and Westar had an answered call rate
of 78%.%°

Does Staff recommend a penalty be assessed if the post-merger company is unable
to maintain a threshold level of response time to an outage?

If the merging companies have historical data that tracks outage response time, the

Commission should consider a penalty for that metric as well. However in the case of

%8 Response to Staff Data Request 271.
 Response to Staff Data Request 442.

16
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KCPL and Westar, Staff understands that response time to outages is not consistently
tracked by either company. Therefore, Staff is recommending the Commission establish
a reporting requirement for this metric.

Are there other call center metrics that should be monitored by the Commission?
Staff witness Walter Drabinski provides a list of Customer Information Services
statistics>® that are tracked by the industry and are worthy of the Commission’s
consideration as customer response performance metrics. As in the case of outage
response times, CEMMI-5, and MAIFI, Staff recommends the Commission consider
requiring a post-merger utility report these metrics on a regular basis.

Does the description you have provided in your testimony provide enough detail for
the Commission to establish quality of service conditions for an electric utility
merger?

In general, yes. But | would describe my discussion of performance metrics and
proposed penalties to be a conceptual description. The Merger Standards require that any
proposed conditions provide a rigid set of terms that are reasonable and quantifiable. All
of the above described metrics will have extenuating circumstances and unforeseen
events that need to be addressed in a comprehensive way in order to be considered
reasonable conditions and have bright-line triggers for noncompliance. If the
Commission decides to adopt performance metrics as part of an electric utility merger, |
would recommend the Commission also require an additional agreement between the
post-transaction company, Staff, and other interested parties be filed that provides the

necessary detail to demonstrate compliance.

% Direct Testimony of Walter Drabinski, Exhibit 22.
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What are your conclusions for the acquisition of Westar by GPE?

The Merger Standards adopted in this Docket require the transaction to promote the
public interest. The merger standards further suggest that customer benefits and the
protection of public safety are highly relevant to this requirement. In this case, KCPL
and Westar state the proposed merger will not deteriorate quality of service. However,
they offer no commitments or guarantees. Savings from operating cost reductions are
major means of generating revenue to justify and in some cases pay for a merger. In the
case of the GPE/Westar merger, the majority of cost reductions are related to **personnel

reductions and consolidation of operating departments.® With the reduction of personnel

and potential for district office consolidation**, there is a threat that utility customers’

quality of service will deteriorate which would be in conflict with the merger standards.

Staff is of the opinion that the potentially detrimental impact on customer service from

this merger does not promote the public interest. But in the event that a future merger is

allowed, Staff recommends enforcement of performance metrics to ensure quality of

service will not suffer.

With respect to quality of service, what requirements should be imposed by the

Commission in future mergers or acquisitions?

In order to minimize the threat of deteriorating quality of service from a merger or

acquisition of any electric public utilities, Staff recommends:

e The post-transaction utility is required to meet quality of service performance
thresholds which are set by selecting the best performance metrics from the two

merging companies.

%! Response to Staff Data Request 7
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e If the post-transaction company is unable to meet the performance thresholds, we
recommend the Commission assess a penalty to the company.

e The proceeds of any penalty should be returned to the ratepayers in the form of a
rebate.

e Additionally, we recommend the Commission require reporting of certain
performance metrics which will allow Staff to evaluate the quality of service of the
post-transaction company and bring any abnormal conditions to the attention of the
Commission for further action.

e All quality of service standards and the consequences of failure to meet minimum
thresholds should be presented to the Commission as a separate Agreement between
the post-transaction company, Staff and interested parties.

It is Staff’s opinion that the specific performance thresholds and metrics will change for

differing mergers; however, this basic template could be applied going forward.

Please summarize your concerns with this transaction as proposed.

My main concern is with the post transaction entity’s ability to guarantee an acceptable

level of quality of service to its affected customers due to the amount of debt taken on to

fund this transaction, and the potential pressure to reduce costs.

What are your recommendations to the Commission?

I recommend that Commission not approve this transaction. | further recommend the

Commission adopt the quality of service metrics | provide in my testimony as guidance

for future transactions.

Does this conclude your Testimony?

Yes it does. Thank you.
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