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1 Introduction

2 Q. 	 State your name, position, and business address.

3 A. 	 My name is Michael J. Majoros, Jr. I am Vice President of Snavely King Majoros

4 	 O'Connor & Bedell, Inc. ("Snavely King"), located at 1111 14 th Street, N.W., Suite

5 	 300, Washington, D.C. 20005.

6 Q. 	 Describe Snavely King.

7 A. 	 Snavely King is an economic consulting firm founded in 1970 to conduct

8 	 research on a consulting basis into the rates, revenues, costs, and economic

9 	 performance of regulated firms and industries. Snavely King represents the

10 	 interests of government agencies, businesses, and individuals who are

11 	 consumers of telecom, public utility, and transportation services.

12 	 We have a professional staff of twelve economists, accountants,

13 	 engineers and cost analysts. Most of our work involves the development,

14 	 preparation, and presentation of expert witness testimony before Federal and

15 	 state regulatory agencies. Over the course of our 38-year history, members of

16 	 the firm have participated in more than 1,000 proceedings before almost all of the

17 	 state commissions and all Federal commissions that regulate utilities or

18 	 transportation industries.

19 Q. 	 Have you prepared a summary of your qualifications and experience?

20 A. 	 Yes, Appendix A is a summary of my qualifications and experience. Appendix B

21 	 contains a tabulation of my appearances as an expert witness before state and

22 	 Federal regulatory agencies.

23 Q. 	 For whom are you appearing in this proceeding?

Page 2 of 17



Direct Testimony of Michael J. Majoros, Jr. 	 KCC Docket No. 08-WSEE-1041-RTS 

1 	 A. 	 I am appearing on behalf of the following consortium of clients: Citizens' Utility

2 	 Ratepayer Board ("CURB"); Kansas Industrial Customers ("KIC"); and Unified

3 	 School District No. 259 (Sedgwick County, Kansas.)

4 Subject and Purpose of Testimony

5 Q. 	 What is the subject of your testimony?

6 A. 	 My testimony addresses depreciation.

7 Q. 	 What is the purpose of your testimony?

8 A. 	 My testimony presents the results of my review of and my opinion concerning the

9 	 reasonableness of Westar Energy, Inc.'s and Kansas Gas and Electric

10 	 Company's (collectively, "Westar" or "the Company") depreciation proposals.

11 	 Q. 	 Do you have any specific experience in the field of public utility

12 	 depreciation?

13 	 A. 	 Yes, I and other members of my firm specialize in the field of public utility

14 	 depreciation. We have appeared as expert witnesses on this subject before the

15 	 regulatory commissions of almost every state in the country. I have testified in

16 	 over one hundred proceedings on the subject of public utility depreciation and

17 	 represented various clients in several other proceedings in which the parties

18 	 settled the depreciation. I have also negotiated on behalf of clients in fifteen of

19 	 the Federal Communications Commission's ("FCC") Triennial Depreciation

20 	 Represcription conferences.

21 Q. 	 Have you ever appeared before the Kansas State Corporation Commission

22 	 ("KCC")?

23 A. 	 Yes, I have appeared before the KCC on several occasions, including

24 	 appearances on behalf of Staff as well as my clients in this proceeding.
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1 Q. 	 Do you have any prior experience involving Westar?

2 A. 	 Yes, I have participated in Westar's last two rate cases, Docket Nos. 01-WSRE-

3 	 436-RTS and 05-WSEE-981-RTS. In both cases, I prepared a Westar depreciation

4 	 study as a basis for my testimony.

5 Westar's Present Depreciation Rates

6 Q. 	 What is the source of the Westar's current depreciation rates?

7 A. 	 The Kansas Corporation Commission ("KCC") established the current

8 	 depreciation rates in Docket No. 05-WSEE-981-RTS.

9 Q. 	 What was the outcome of that case?

10 A. 	 Exhibit 	 (MJM-1) shows the current depreciation rates. The current production

11 	 plant rates are straight line remaining life depreciation rates using the life-span

12 	 procedure to compute the average remaining life. These rates include interim

13 	 future net salvage but no terminal future net salvage.' The current transmission,

14 	 distribution and general plant depreciation rates are straight-line remaining life

15 	 depreciation rates, using the average service life ("ASL") procedure. 2 These

16 	 rates also incorporate future net salvage. Effectively, the Commission approved

17 	 all of Company's average service lives in the transmission, distribution, and

18 	 general functions and all of the Company's net salvage requests. 3

19 O. 	 Can Westar explain how the current rates, which it states are reasonable,

20 	 were calculated?

21 	 A. 	 No, Westar does not even know how those rates were calculated. In response to

22 	 CURB 206 and 208 (attached as Exhibit 	 (MJM-2)), Westar states it does not

1 See response to KCC-90.
2 Docket No. 05-WSEE-981-RTS, Spanos Direct Testimony, p. 9.
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1 know how the rates were calculated — citing to calculations made by Staff

2 Witness Mr. Holloway.

3 Q. Did Westar ever use the new depreciation rates for production plant?

4 A. No, Westar has not utilized all of its KCC-approved production plant depreciation

5 rates since sometime prior to August 2001. 4 	Instead, it used its financial book

6 depreciation rates for regulatory accounting purposes.

7 Q. What is a financial book depreciation rate?

8 A. This is the depreciation rate Westar uses to prepare its financial statements for

9 its shareholders and the Securities and Exchange Commission. 	 Westar's

10 	 financial books are prepared in conformance with Generally Accepted

11 	 Accounting Principles ("GAAP"). Westar's regulatory books are prepared in

12 	 conformance with the regulatory accounting principles codified in the FERC

13 	 Uniform System of Accounts, as modified by the KCC for ratemaking purposes in

14 	 Kansas.

15 Westar's Proposed Depreciation Adjustments

16 Q. 	 Will you summarize the Company's depreciation rate proposals in this

17 	 proceeding?

18 A. 	 Mr. John Spanos of Gannett Fleming sponsors incomplete depreciation studies

19 	 for Westar North and Westar South. His studies are incomplete because they

20 	 only include steam and wind production plant. Mr. Spanos's incomplete studies

21 	 would increase annual depreciation expense by $9.7 million for Westar North and

22 	 $10.2 million for Westar South, relative to current depreciation rates it apparently

3 Docket No. 05-WSEE-981-RTS, Order on Rate Applications, Issued December 28, 2005, p. 45.
4 Kongs Testimony ("Kongs"), pp. 6-9.
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1 	 does not use. 5 Westar also proposes several adjustments driven by the fact that

2 	 it did not implement depreciation rates ordered by this Commission. It states that

3 	 it did not adopt the ordered depreciation rates because they would cause it "to be

4 	 out of compliance with Generally Accepted Accounting Principles (GAAP)." 6

5 Conclusions

6 Q. 	 Do you agree with the Company's depreciation proposals?

7 A. 	 No. Westar failed to meet its burden of proof by virtue of filing an incomplete

8 	 depreciation study to support a significant increase. If Westar wants to have its

9 	 depreciation rates reviewed, it should submit all of its depreciation rates for

10 	 review, not just the ones it wants to increase. The KCC should deny Westar's

11 	 depreciation rate increases. Second, I disagree with several of Westar's

12 	 depreciation adjustments relating to its failure to adopt depreciation rates ordered

13 	 by this Commission. It bases these adjustments on a faulty premise concerning

14 	 the relationship of GAAP and regulatory accounting, they represent retroactive

15 	 ratemaking, and they are an affront to the Commission's authority.

16 Burden of Proof

17 Q. 	 Who has the burden of proving that the KCC should increase Westar's

18 	 depreciation rates?

19 A. 	 Westar has the burden of proof.

20 Q. 	 Why does Westar have the burden of proof?

21 	 A. 	 The KCC enunciated the burden of proof in Docket No. 02-KGSG-329-PGA. It

22 	 stated:

5 Kongs, pp. 5-6.
6 Kongs, pp. 6-9.
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	1	 5. 	 Generally, the burden of proof can refer to either the
2 	 burden of persuasion or the burden of going forward with evidence.
3 	 Under Kansas rules of evidence, the term "burden of proof" is
4 	 synonymous with "the burden of persuasion." K.S.A. 60-401(d).

	

5 	 The burden of persuasion means a party has an obligation to meet
6 	 the requirements of a rule of law that the fact to be established
7 	 must be proven by a requisite degree of belief. K.S.A. 60-401(d).

	

8 	 As a general rule, burden of persuasion or the burden of proof lies

	

9 	 with the party who initiates an action. The initiating party must

	

10 	 prove the allegations of its application by a preponderance of the

	

11 	 evidence. In re Estate of Robison, 236 Kan. 431,439, 690 P.2d.
	12	 1383 (1984). 7

13

	

14 	 In this case, Westar is proposing to increase its depreciation rates and the

	

15 	 resulting expense by approximately $20 million, which it would pass on to

	

16 	 ratepayers. Consequently, Westar has the burden of proof and persuasion that

	

17 	 such increase is appropriate.

	

18 Q. 	 Has Westar met its burden of proof?

	19	 A. 	 In my non-legal opinion, but as an expert in the field, Westar has not met its

	

20 	 burden of proof. Mr. Spanos's incomplete depreciation study does not persuade

	

21 	 me that Westar's depreciation expense should be increased by $20 million.

22 Incomplete Study

	23 O. 	 Why did Mr. Spanos file an incomplete study?

	24 A.	 Exhibit 	  (MJM-3) is the Company's response to CURB-139 and the response

	

25 	 to KCC-260, to which its response to CURB referred. Staff asked why the study

	

26 	 did not include the transmission, distribution and general plant accounts.

	

27 	 Westar's answer effectively says that it did not agree with the steam production

	

28 	 rates it was instructed to use, so it hired a consultant to change those rates, but

7 KCC Docket No. 02-KGSG-329-PGA, Order Denying Reconsideration, paragraph 5, May 26, 2002.
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1 	 that the rates for the "transmission, distribution, general plant and other accounts

	

2 	 were reasonable and without controversy by any party to the proceeding." 8

	

3 	 Q. 	 Do you agree with Westar's rationale?

	4 A.	 No, I do not agree with Westar's rationale. First, in Docket No. 05-WSEE-981-

	

5 	 RTS, even though I accepted Mr. Spanos's requested parameters, I did not

	

6 	 agree with all of his depreciation rates in the transmission, distribution and

	

7 	 general plant accounts. I objected to Mr. Spanos's net salvage approach, which

	

8 	 charges current ratepayers for un-incurred future inflation.

	

9 	 Furthermore, it is irrelevant whether anyone challenged those rates. If

	

10 	 Westar wanted to change its depreciation rates in this proceeding, it should have

	

11 	 filed a complete depreciation study. Instead, it cherry-picked steam production

	

12 	 plant for an increase, but did not consider any other account that may warrant a

	

13 	 decrease; this is bad policy.

14 USoA Requirements for Depreciation Rate Changes

	15	 O. 	 Is there any standard rationale or requirement for complete depreciation

	16	 studies?

	17	 A. 	 Yes, the Uniform System of Accounts requires complete studies from any electric

	

18 	 utility requesting a depreciation rate change.

	

19 	 Q. 	 Please summarize the USoA requirements for depreciation rate changes.

	20	 A. 	 Section 35.13 (h) (10) (iv) of the Commission's Regulations states:

	

21 	 ....If the depreciation rates used for Period I or Period II data differ

	

22 	 from those employed to support the utility's prior approved

	

23 	 jurisdictional electric rate, the utility shall include in or append to

	

24 	 Statement AJ detailed studies in support of such changes. These

	

25 	 detailed studies shall include:

8 See response to KCC-260.
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1

	

2 	 (A) Copies of any reports or analyses prepared by any

	

3 	 independent consultant or utility personnel to support the

	

4 	 proposed rates; and
5

	

6 	 (B) A detailed capital recovery study showing by primary

	

7 	 account the depreciation base, accumulated provision for

	

8 	 depreciation, cost of removal, net salvage, estimated

	

9 	 service life, attained age of survivors, accrual rate, and

	

10 	 annual depreciation expense. (Emphasis added)
11

	

12 	 A "detailed capital recovery study" means a complete - not partial - study.

13 Required Filing

14 Q. 	 Should Mr. Spanos have filed a detailed depreciation study, in order to

	15	 change Westar's existing depreciation rates?

16 A. 	 Yes, USoA rules require a detailed study to support a change to depreciation

	

17 	 rates for ratemaking. Depreciation involves many different components and plant

	

18 	 accounts. While some rates may increase, others may go in the opposite

	

19 	 direction. That is why it is appropriate to file a detailed study rather than apply a

	

20 	 piecemeal application. In my opinion, Mr. Spanos should have prepared and

	

21 	 submitted a detailed ("full-blown") depreciation study of all accounts. This would

	

22 	 include the transmission, distribution and general plant accounts.

23 Q. 	 What are the components of a detailed depreciation study?

24 A. 	 The National Association of Regulatory Utility Commissioners ("NARUC") defined

	

25 	 a "detailed study" as follows:

	

26 	 In all but the smallest of utility properties, depreciation accruals

	

27 	 and depreciation rates are developed after a careful review of all

	

28 	 applicable factors. For purposes of this discussion a review of this

	

29 	 type is designated as a "detailed study." On large utilities such a

	

30 	 detailed review will involve mortality studies and other forms of

	

31 	 service life determination together with an analysis of applicable

	

32 	 net salvage estimates. Such a study may also involve a
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1 	 consideration of the method of computing depreciation and the
2 	 categories around which the estimates are to be developed. 9

3
4 Data Problems

5 Q. 	 Did you request the data necessary to complete the rest of Westar's

6 	 depreciation study, i.e., the transmission, distribution and general plant

7 	 functions?

8 A. 	 Yes, I did. CURB-160 requested the necessary data to perform new life studies.

9 	 Westar's objection to that data request is contained in Exhibit 	 (MJM-4).

10 Q. 	 Was any data relating to the transmission, distribution and general plant

11	 functions provided?

12 	 A. 	 Yes. Staff requested the Original Cost by Year of Installation for each account,

13 	 which after initially objecting, Westar eventually provided in part ici Although this

14 	 type of data is not sufficient for use in life studies, it does allow for the calculation

15 	 of updated remaining lives, which would have allowed me to perform a

16 	 depreciation study update, as opposed to a new study.

17 Q. 	 Were you able to use the data Westar provided to Staff in response to KCC-

18 	 250?

19 A. 	 Only for Westar North. The data provided for Westar North was as requested —

20 	 the Original Cost by Year of Installation. For Westar North, I was able to

21 	 calculate new remaining lives as of December 31, 2007, using the average

22 	 service lives currently in use. The data provided for Westar South consisted of

23 	 hard copy plant-in-service records for 2002 through 2007. The Company noted

9 Public Utility Depreciation Practices, December 1968, National Association of Regulatory Utility
Commissioners, December 1968. ("NARUC Manual-1968.")

10 See response to KCC-250.
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1 	 in its response to KCC-250, "data prior to this was contained in the depreciation

2 	 study provided in the 2005 rate review — Docket No. 05-WSEE-981-RTS." Plant-

3 	 in-service records do not provide aged data — they merely show the activity in a

4 	 given year. I attempted unsuccessfully to append the data provided for Westar

5 	 South with the data provided in Docket No. 05-WSEE-981-RTS. For some

6 	 accounts, I simply did not have the previous data; for other accounts; I was not

7 	 able to combine the data in a way that resulted in the correct current balance.

8 Q. 	 What did you eventually decide?

9 	 A. 	 After spending substantial time on the effort, I decided that I was not to my

10 	 satisfaction able to create a data file sufficient to update Westar South's

11 	 remaining lives. That, combined with Westar's refusal to provide the data I had

12 	 originally requested, led to my decision to abandon my attempt to update the

13 	 depreciation studies for Westar North and Westar South. Although I would have

14 	 been able to do so for Westar North, it makes no sense to do one but not the

15 	 other.

16 Other Depreciation Adjustments

17 O. 	 What other depreciation adjustments has Westar proposed?

18 A. 	 Just as it did in Docket No. 05-WSEE-981-RTS, Westar again proposes several

19 	 adjustments driven by the fact that it did not implement depreciation rates

20 	 ordered by this Commission in prior cases. It states that it did not adopt the

21 	 ordered depreciation rates because they would cause it "to be out of compliance

22 	 with Generally Accepted Accounting Principles (GAAP)." 11 It bases these

23 	 adjustments on a faulty interpretation of the relationship of GAAP and regulatory
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1 	 accounting. Furthermore, they represent retroactive ratemaking, and they are an

	

2 	 affront to the Commission's authority.

3 Q. 	 Did you agree with these adjustments in Docket No 05-WSEE-981-RTS?

4 A. 	 No, the following colloquy is from my direct testimony in Docket No. 05-WSEE-

	

5 	 981-RTS.12

	

6 	 Q. 	 When did the KCC approve the Company's present
	7	 depreciation rates?

8

	

9 	 A.	 The KCC approved the present depreciation rates as of July

	

10 	 2001 in Westar's last rate case; Docket No. 01-WSRE-436-RTS. 13

11

	

12 	 Q. 	 Did Westar book the new depreciation rates in July
	13	 2001?

14

	

15 	 A.	 No. Mr. Kongs' testimony provides a rather confusing

	

16 	 explanation of how and why the Company did not adopt the new

	

17 	 rates due to its appeal of this Commission's decision to approve the

	

18 	 new rates in Docket No. 01-WSRE-436-RTS. 14 His explanation is

	

19 	 made no more clear in his extremely complicated responses to

	

20 	 several data requests, which I have attached to this testimony as
21 	 Exhibit 	 (MJM-1).
22

	

23 	 CI. 	 What is the result of Westar's failure to book the
	24	 approved rates when approved?

25

	

26 	 A.	 Mr. Kongs argues for a rate base increase of $8.1 million for

	

27 	 Westar North and $12.0 million for Westar South. Mr. Kongs also

	

28 	 proposes to amortize these differences over ten years, outside of

	

29 	 the Company's depreciation study.
30
31 	 Westar's Appeal Adjustment
32

	

33 	 O. 	 Do you agree with Westar's appeal adjustment?
34

	

35 	 A.	 I do not oppose a rate base adjustment, as long as it is in the

	

36 	 correct amount. However, I do not believe that the amounts that

	

37 	 Westar calculated are sufficiently supported. That is because it

1 1 Kongs, pp. 6-9.
12 Docket No. 05-WSEE-981-RTS, Majoros Direct Testimony, pp. 6-7.
13 See response to CURB 58. (Docket No. 05-WSEE-981-RTS)
14 Direct Testimony of Kevin Kongs, pages 6 to 7. (Docket No. 05-WSEE-981-RTS)
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1 	 appears that Westar has understated the impact of the cost of
2 	 removal and dismantling cost, which were included in the rates
3 	 approved in Docket No. 01-WSRE-436-RTS. This potential
4 	 understatement has an impact on the proper cost of removal
5 	 depreciation rates going-forward. 	 In fact, Westar may have
6 	 inappropriately created a regulatory asset instead of a regulatory
7 	 liability in conjunction with its implementation of SFAS No. 143.
8
9 	 At this point, it is incumbent for Mr. Kongs to provide a much

10 	 more detailed and comprehensible explanation and quantification of
11 	 what Westar actually did in this regard. Once the correct number is
12 	 established, its effect belongs in the depreciation study as a
13 	 component of the resulting remaining life depreciation rates rather
14 	 than as a separate amortization. That is where it would be if
15 	 Westar had not defied the Commission's Order in the last case.
16

17 Q. 	 Has Mr. Kongs provided a detailed and comprehensible explanation and

18 	 quantification of these adjustments in this case?

19 	 A. 	 No.

20 Relationship of GAAP to Regulatory Accounting

21 Q. 	 What is the relationship of GAAP versus regulatory accounting?

22 A. 	 Westar uses GAAP to prepare its financial book and SEC financial statements.

23 	 In fact, if Westar is like many other utilities, its GAAP books are its official books

24 	 of record. Utilities typically adjust their GAAP books to arrive at their regulatory

25 	 books. As I indicated earlier, the FERC USoA, as modified by the KCC,

26 	 constitutes Westar's regulatory accounting system and reporting system. The

27 	 KCC can require Westar to adopt an accounting procedure or depreciation rate

28 	 for regulatory accounting and/or ratemaking purposes. The KCC may not require

29 	 Westar to adopt an accounting procedure or depreciation rate for GAAP

30 	 purposes. The KCC does not control GAAP, the public accounting profession

31 	 and the SEC control GAAP. On the other hand, GAAP does not control
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1 	 ratemaking or regulatory accounting in Kansas. The KCC controls ratemaking

	

2 	 and regulatory accounting in Kansas. The KCC is the only regulatory agency

	

3 	 with the ability and obligation to regulate Westar's rates and to protect Westar's

	

4 	 ratepayers. Consequently, the GAAP depreciation rates are irrelevant. Westar's

	

5 	 concern that KCC-ordered depreciation rates do not comply with GAAP

	

6 	 depreciation rates is irrelevant. Otherwise, we would not need the KCC;

	

7 	 Westar's external auditors could set rates.

8 Retroactive Ratemakinq

9 Q. 	 What is retroactive ratemaking?

10 A. 	 Retroactive ratemaking refers to an improper recovery of costs that were properly

11 	 recoverable in a past period or periods. 15 I have attached as Exhibit 	 (MJM-5)

	

12 	 an excerpt from a 1998 PUR Text discussing the issue. 16 It states in part:

	

13 	 "Retroactive ratemaking" refers to an improper recovery of

	

14 	 costs that were properly recoverable in a past period or

	

15 	 periods. In the absence of express statutory direction, it is

	

16 	 unlawful for an agency to alter the past legal consequences

	

17 	 of past actions, 1/ such as awarding damages for past illegal

	

18 	 conduct.
19

	

20 	 The Indiana commission usefully summarized the three
21 	 basic functions served by the rule against retroactive

	

22 	 rate making 3/:
23

	

24 	 a) Protecting the public by ensuring that current customers

	

25 	 pay for their own service and not for past deficits:
26

	

27 	 b) Preventing utilities from using future rates to protect the

	

28 	 financial investment of their stockholders, i.e., providing a

	

29 	 guaranty, rather than opportunity, for a fair rate of return:

	

30 	 and
31

15 The Process of Ratemaking, Leonard Saul Goodman, 1998 Public Utilities Reports, p. 165.
16 Id., pp. 165-166.
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1 	 c) Requiring utilities to bear losses and enjoy gains that
2 	 depend on their own managerial efficiency.
3
4 	 1/ Bowen v. Georgetown Univ. Hosp., 488 U.S.204 (1988):
5 	 American Min. Congress v. U.S. Environmental Protection
6 	 Agency, 965 F.2d 759, 769 (9th Cir. 1992)
7
8 	 3/ Re Northern Indiana Pub. Svc. Co., 157 PUR4th 206,228
9 	 (Ind. URC, 1991)

10

11 Q. 	 Why do you believe Westar's regulatory asset adjustments represent

12 	 retroactive ratemaking?

13 A. 	 According to Mr. Kongs, Westar chose to book the wrong depreciation rates, and

14 	 now he is asking for a regulatory asset to recover the difference between what he

15 	 booked and what the KCC authorized. Mr. Kongs has the burden of persuading

16 	 this commission that recovery of the resulting past deficit is not retroactive

17 	 ratemaking.

18 Commission's Authority

19 Q. 	 What is the KCC's authority to set depreciation rates?

20 A. 	 The Commission is given full power, authority and jurisdiction to supervise and

21 	 control the electric public utilities, as defined in K.S.A. 66-101a, doing business in

22 	 Kansas, and is empowered to do all things necessary and convenient for the

23 	 exercise of such power, authority and jurisdiction. 17 It is my understanding that

24 	 regulated utilities are obligated to follow KCC rulings until the Commission rules

25 	 otherwise, and the KCC has wide discretion to enforce and order compliance. I

26 	 understand the KCC has gone so far as to fine a utility (KGS, for failure to meet

17 K.S.A. 66-101.
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1 	 quality of service standards). The KCC's powers under these statutes "shall be

	

2 	 liberally construed."

	

3 	 O. 	 What do you conclude regarding the KCC's authority to set depreciation

	4	 rates?

	5	 A. 	 I conclude that the KCC has substantial authority to set depreciation rates.

	

6 	 Moreover, I conclude that Westar should have used those depreciation rates for

	

7 	 regulatory accounting purposes. Regardless of how Westar explains it now, Mr.

	

8 	 Kongs' testimony in this case and in Westar's prior case flouts the KCC's

	

9 	 authority regarding the depreciation rates it previously ordered.

10 Recommendation Regarding Regulatory Assets

	11	 Q. 	 What do you recommend regarding these other regulatory asset

	12	 adjustments Mr. Kongs proposes?

	13	 A. 	 Intuitively, I believe the KCC should disallow these adjustments, if for no other

	

14 	 reason that Westar flouted the KCC's authority. However, at a minimum, Westar

	

15 	 must reclassify the regulatory assets back to the depreciation reserve.

	

16 	 Q. 	 Would this reclassification deny Westar recovery of these amounts?

	17	 A. 	 No, it will provide Westar recovery of these amounts just as it should have been

	

18 	 all along, i.e., through the proper calculation of remaining life depreciation rates.

	

19 	 Q. 	 When will that occur?

	20	 A. 	 It will occur when Westar files a complete depreciation study.

	

21 	 Q. 	 What about Mr. Kongs' amortization adjustments relating to these

	22	 amounts?

	23	 A. 	 The KCC should disallow the amortization because it is not necessary. Westar

	

24 	 will capture it in properly-calculated depreciation rates.
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1 Summary

	2	 Q. 	 Please summarize your testimony.

	3	 A. 	 Westar filed an incomplete depreciation study that the KCC should not approve.

	

4 	 It will increase production plant depreciation on a selective basis without

	

5 	 considering other major plant functions. Westar's current depreciation rates in

	

6 	 these functions are virtually impossible to recreate; even Westar cannot recreate

	

7 	 them, and Westar failed to provide the data necessary to complete its study.

	

8 	 Westar bases its deprecation-related regulatory assets on faulty premises. They

	

9 	 appear to reflect retroactive ratemaking and are an affront to the KCC's authority.

	

10 	 At a minimum, Westar must reclassify these adjustments to accumulated

11 	 depreciation where they should have been in first place. The KCC must disallow

	

12 	 the related amortization because it is not necessary; it will be picked up when

	

13 	 Westar files a complete deprecation study.

	

14 	 Q. 	 Have you prepared an exhibit that summarizes your recommendations?

	15	 A. 	 Yes. Exhibit 	 (MJM-6) summarizes my recommendations.

	

16 	 Q. 	 Does this complete your testimony?

	17	 A. 	 Yes, it does.
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University of Baltimore - (1971-1973)
Experience

Snavely King Majoros O'Connor & Lee, Inc.

Vice President and Treasurer (1988 to Present)
Senior Consultant (1981-1987)

Mr. Majoros provides consultation specializing in accounting,
financial, and management issues. He has testified as an
expert witness or negotiated on behalf of clients in more than
one hundred thirty regulatory federal and state regulatory
proceedings involving telephone, electric, gas, water, and
sewerage companies. His testimony has encompassed a wide
array of complex issues including taxation, divestiture
accounting, revenue requirements, rate base, nuclear
decommissioning, plant lives, and capital recovery. Mr.
Majoros has also provided consultation to the U.S. Department
of Justice and appeared before the U.S. EPA and the Maryland
State Legislature on matters regarding the accounting and
plant life effects of electric plant modifications and the financial
capacity of public utilities to finance environmental controls. He
has estimated economic damages suffered by black farmers in
discrimination suits.

Van Scoyoc & Wiskup, Inc., Consultant (1978-
1981)

Mr. Majoros conducted and assisted in various management
and regulatory consulting projects in the public utility field,
including preparation of electric system load projections for a
group of municipally and cooperatively owned electric systems;
preparation of a system of accounts and reporting of gas and
oil pipelines to be used by a state regulatory commission;
accounting system analysis and design for rate proceedings
involving electric, gas, and telephone utilities. Mr. Majoros
provided onsite management accounting and controllership
assistance to a municipal electric and water utility. Mr. Majoros
also assisted in an antitrust proceeding involving a major
electric utility. He submitted expert testimony in FERC Docket
No. RP79-12 (El Paso Natural Gas Company), and he co-
authored a study entitled Analysis of Staff Study on
Comprehensive Tax Normalization that was submitted to FERC
in Docket No. RM 80-42.

Handling Equipment Sales Company, Inc.
Controller! Treasurer (1976-1978)

Mr. Majoros' responsibilities included financial management,
general accounting and reporting, and income taxes.

Ernst & Ernst, Auditor (1973-1976)

Mr. Majoros was a member of the audit staff where his
responsibilities included auditing, supervision, business
systems analysis, report preparation, and corporate income
taxes.

Mr. Majoros was a full-time student in the School of Business.

During this period Mr. Majoros worked consistently on a part-
time basis in the following positions: Assistant Legislative Auditor —
State of Maryland, Staff Accountant — Robert M. Carney & Co.,
CPA's, Staff Accountant — Naron & Wegad, CPA's, Credit Clerk —
Montgomery Wards.

Central Savings Bank, (1969-1971)

Mr. Majoros was an Assistant Branch Manager at the time he left the
bank to attend college as a full-time student. During his tenure at the
bank, Mr. Majoros gained experience in each department of the bank.
In addition, he attended night school at the University of Baltimore.

Education
University of Baltimore, School of Business, B.S. -
Concentration in Accounting

Professional Affiliations
American Institute of Certified Public Accountants
Maryland Association of C.P.A.s
Society of Depreciation Professionals

Publications, Papers, and Panels

"Analysis of Staff Study on Comprehensive Tax Normalization," FERC
Docket No. RM 80-42, 1980.

"Telephone Company Deferred Taxes and Investment Tax Credits —
A Capital Loss for Ratepayers," Public Utility Fortnightly, September
27, 1984.

"The Use of Customer Discount Rates in Revenue Requirement
Comparisons," Proceedings of the 25th Annual Iowa State Regulatory
Conference, 1986

"The Regulatory Dilemma Created By Emerging Revenue Streams of
Independent Telephone Companies," Proceedings of NARUC 101st
Annual Convention and Regulatory Symposium, 1989.

"BOC Depreciation Issues in the States," National Association of
State Utility Consumer Advocates, 1990 Mid-Year Meeting, 1990.

"Current Issues in Capital Recovery" 30th Annual Iowa State
Regulatory Conference, 1991.

"Impaired Assets Under SFAS No. 121," National Association of State
Utility consumer Advocates, 1996 Mid-Year Meeting, 1996.

"What's 'Sunk' Ain't Stranded: Why Excessive Utility Depreciation is
Avoidable," with James Campbell, Public Utilities Fortnightly, April 1,
1999.

"Local Exchange Carrier Depreciation Reserve Percents," with
Richard B. Lee, Journal of the Society of Depreciation Professionals,
Volume 10, Number 1, 2000-2001

"Rolling Over Ratepayers," Public Utilities Fortnightly, Volume 143,
Number 11, November, 2005.

"Asset Management — What is it?," American Water Works
Association, Pre-Conference Workshop, March 25, 2008.
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Date 	 Jurisdiction /
Agency 

Docket Util ity    

Federal Courts

2005 US District Court,
Northern District of
AL, Northwestern
Division 55/56/57/

CV 01-B-403-NW Tennessee Valley Authority

State Legislatures

2006 Maryland General SB154 Maryland Healthy Air Act
Assembly 61/

2006 Maryland House of HB189 Maryland Healthy Air Act
Delegates 62/

Federal Regulatory Agencies

1979 FERC-US 19/ RP79-12 El Paso Natural Gas Co.
1980 FERC-US 19/ RM80-42 Generic Tax Normalization
1996 CRTC-Canada 30/ 97-9 All Canadian Telecoms
1997 CRTC-Canada 31/ 97-11 All Canadian Telecoms
1999 FCC 32/ 98-137 (Ex Parte) All LECs
1999 FCC 32/ 98-91 	 (Ex Parte) All LECs
1999 FCC 32/ 98-177 (Ex Parte) All LECs
1999 FCC 32/ 98-45 	 (Ex Parte) All LECs
2000 EPA 35/ CAA-00-6 Tennessee Valley Authority
2003 FERC 48/ RMO2-7 All Utilities
2003 FCC 52/ 03-173 All LECs
2003 FERC 53/ ER03-409-000,

ER03-666-000
Pacific Gas and Electric Co.

State Regulatory Agencies

1982 Massachusetts 17/ DPU 557/558 Western Mass Elec. Co.
1982 Illinois 16/ ICC81-8115 Illinois Bell Telephone Co.
1983 Maryland 8/ 7574-Direct Baltimore Gas & Electric Co.
1983 Maryland 8/ 7574-Surrebuttal Baltimore Gas & Electric Co.
1983 Connecticut 15/ 810911 Woodlake Water Co.
1983 New Jersey 1/ 815-458 New Jersey Bell Tel. Co.
1983 New Jersey 14/ 8011-827 Atlantic City Sewerage Co.
1984 Dist. Of Columbia 7/ 785 Potomac Electric Power Co.
1984 Maryland 8/ 7689 Washington Gas Light Co.
1984 Dist. Of Columbia 7/ 798 C&P Tel. Co.
1984 Pennsylvania 13/ R-832316 Bell Telephone Co. of PA
1984 New Mexico 12/ 1032 Mt. States Tel. & Telegraph
1984 Idaho 18/ U-1000-70 Mt. States Tel. & Telegraph
1984 Colorado 11/ 1655 Mt. States Tel. & Telegraph
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1984 Dist. Of Columbia 7/ 813 Potomac Electric Power Co.
1984 Pennsylvania 3/ R842621-R842625 Western Pa. Water Co.
1985 Maryland 8/ 7743 Potomac Edison Co.
1985 New Jersey 1/ 848-856 New Jersey Bell Tel. Co.
1985 Maryland 8/ 7851 C&P Tel. Co.
1985 California 10/ 1-85-03-78 Pacific Bell Telephone Co.
1985 Pennsylvania 3/ R-850174 Phila. Suburban Water Co.
1985 Pennsylvania 3/ R850178 Pennsylvania Gas & Water Co.
1985 Pennsylvania 3/ R-850299 General Tel. Co. of PA
1986 Maryland 8/ 7899 Delmarva Power & Light Co.
1986 Maryland 8/ 7754 Chesapeake Utilities Corp.
1986 Pennsylvania 3/ R-850268 York Water Co.
1986 Maryland 8/ 7953 Southern Md. Electric Corp.
1986 Idaho 9/ U-1002-59 General Tel. Of the Northwest
1986 Maryland 8/ 7973 Baltimore Gas & Electric Co.
1987 Pennsylvania 3/ R-860350 Dauphin Cons. Water Supply
1987 Pennsylvania 3/ C-860923 Bell Telephone Co. of PA
1987 Iowa 6/ DPU-86-2 Northwestern Bell Tel. Co.
1987 Dist. Of Columbia 7/ 842 Washington Gas Light Co.
1988 Florida 4/ 880069-TL Southern Bell Telephone
1988 Iowa 6/ RPU-87-3 Iowa Public Service Company
1988 Iowa 6/ RPU-87-6 Northwestern Bell Tel. Co.
1988 Dist. Of Columbia 7/ 869 Potomac Electric Power Co.
1989 Iowa 6/ RPU-88-6 Northwestern Bell Tel. Co.
1990 New Jersey 1/ 1487-88 Morris City Transfer Station
1990 New Jersey 5/ WR 88-80967 Toms River Water Company
1990 Florida 4/ 890256-TL Southern Bell Company
1990 New Jersey 1/ ER89110912J Jersey Central Power & Light
1990 New Jersey 1/ WR90050497J Elizabethtown Water Co.
1991 Pennsylvania 3/ P900465 United Tel. Co. of Pa.
1991 West Virginia 2/ 90-564-T-D C&P Telephone Co.
1991 New Jersey 1/ 90080792J Hackensack Water Co.
1991 New Jersey 1/ WR90080884J Middlesex Water Co.
1991 Pennsylvania 3/ R-911892 Phil. Suburban Water Co.
1991 Kansas 20/ 176, 716-U Kansas Power & Light Co.
1991 Indiana 29/ 39017 Indiana Bell Telephone
1991 Nevada 21/ 91-5054 Central Tele. Co. — Nevada
1992 New Jersey 1/ EE91081428 Public Service Electric & Gas
1992 Maryland 8/ 8462 C&P Telephone Co.
1992 West Virginia 2/ 91-1037-E-D Appalachian Power Co.
1993 Maryland 8/ 8464 Potomac Electric Power Co.
1993 South Carolina 22/ 92-227-C Southern Bell Telephone
1993 Maryland 8/ 8485 Baltimore Gas & Electric Co.
1993 Georgia 23/ 4451-U Atlanta Gas Light Co.
1993 New Jersey 1/ GR93040114 New Jersey Natural Gas. Co.
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1994 Iowa 6/ RPU-93-9 U.S. West — Iowa
1994 Iowa 6/ RPU-94-3 Midwest Gas
1995 Delaware 24/ 94-149 Wilm. Suburban Water Corp.
1995 Connecticut 25/ 94-10-03 So. New England Telephone
1995 Connecticut 25/ 95-03-01 So. New England Telephone
1995 Pennsylvania 3/ R-00953300 Citizens Utilities Company
1995 Georgia 23/ 5503-0 Southern Bell
1996 Maryland 8/ 8715 Bell Atlantic
1996 Arizona 26/ E-1032-95-417 Citizens Utilities Company
1996 New Hampshire 27/ DE 96-252 New England Telephone
1997 Iowa 6/ DPU-96-1 U S West — Iowa
1997 Ohio 28/ 96-922-TP-UNC Ameritech — Ohio
1997 Michigan 28/ U-11280 Ameritech — Michigan
1997 Michigan 28/ U-112 81 GTE North
1997 Wyoming 27/ 7000-ztr-96-323 US West — Wyoming
1997 Iowa 6/ RPU-96-9 US West — Iowa
1997 Illinois 28/ 96-0486-0569 Ameritech — Illinois
1997 Indiana 28/ 40611 Ameritech — Indiana
1997 Indiana 27/ 40734 GTE North
1997 Utah 27/ 97-049-08 US West — Utah
1997 Georgia 28/ 7061-U BellSouth — Georgia
1997 Connecticut 25/ 96-04-07 So. New England Telephone
1998 Florida 28/ 960833-TP et. al. BellSouth — Florida
1998 Illinois 27/ 97-0355 GTE North/South
1998 Michigan 33/ U-11726 Detroit Edison
1999 Maryland 8/ 8794 Baltimore Gas & Electric Co.
1999 Maryland 8/ 8795 Delmarva Power & Light Co.
1999 Maryland 8/ 8797 Potomac Edison Company
1999 West Virginia 2/ 98-0452-E-GI Electric Restructuring
1999 Delaware 24/ 98-98 United Water Company
1999 Pennsylvania 3/ R-00994638 Pennsylvania American Water
1999 West Virginia 2/ 98-0985-W-D West Virginia American Water
1999 Michigan 33/ U-11495 Detroit Edison
2000 Delaware 24/ 99-466 Tidewater Utilities
2000 New Mexico 34/ 3008 US WEST Communications, Inc.
2000 Florida 28/ 990649-TP BellSouth -Florida
2000 New Jersey 1/ WR30174 Consumer New Jersey Water
2000 Pennsylvania 3/ R-00994868 Philadelphia Suburban Water
2000 Pennsylvania 3/ R-0005212 Pennsylvania American Sewerage
2000 Connecticut 25/ 00-07-17 Southern New England Telephone
2001 Kentucky 36/ 2000-373 Jackson Energy Cooperative
2001 Kansas 38/39/40/ 01-WSRE-436-RTS Western Resources
2001 South Carolina 22/ 2001-93-E Carolina Power & Light Co.
2001 North Dakota 37/ PU-400-00-521 Northern States Power/Xcel Energy
2001 Indiana 29/41/ 41746 Northern Indiana Power Company
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2001 New Jersey 1/ GR01050328 Public Service Electric and Gas
2001 Pennsylvania 3/ R-00016236 York Water Company
2001 Pennsylvania 3/ R-00016339 Pennsylvania America Water
2001 Pennsylvania 3/ R-00016356 Wellsboro Electric Coop.
2001 Florida 4/ 010949-EL Gulf Power Company
2001 Hawaii 42/ 00-309 The Gas Company
2002 Pennsylvania 3/ R-00016750 Philadelphia Suburban
2002 Nevada 43/ 01-10001 &10002 Nevada Power Company
2002 Kentucky 36/ 2001-244 Fleming Mason Electric Coop.
2002 Nevada 43/ 01-11031 Sierra Pacific Power Company
2002 Georgia 27/ 14361-U BellSouth-Georgia
2002 Alaska 44/ U-01-34,82-87,66 Alaska Communications Systems
2002 Wisconsin 45/ 2055-TR-102 CenturyTel
2002 Wisconsin 45/ 5846-TR-102 TelUSA
2002 Vermont 46/ 6596 Citizen's Energy Services
2002 North Dakota 37/ PU-399-02-183 Montana Dakota Utilities
2002 Kansas 40/ 02-MDWG-922-RTS Midwest Energy
2002 Kentucky 36/ 2002-00145 Columbia Gas
2002 Oklahoma 47/ 200200166 Reliant Energy ARKLA
2002 New Jersey 1/ GR02040245 Elizabethtown Gas Company
2003 New Jersey 1/ ER02050303 Public Service Electric and Gas Co.
2003 Hawaii 42/ 01-0255 Young Brothers Tug & Barge
2003 New Jersey 1/ ER02080506 Jersey Central Power & Light
2003 New Jersey 1/ ER02100724 Rockland Electric Co.
2003 Pennsylvania 3/ R-00027975 The York Water Co.
2003 Pennsylvania /3 R-00038304 Pennsylvania-American Water Co.
2003 Kansas 20/ 40/ 03-KGSG-602-RTS Kansas Gas Service
2003 Nova Scotia, ON 	 49/ EMO NSPI Nova Scotia Power, Inc.
2003 Kentucky 36/ 2003-00252 Union Light Heat & Power
2003 Alaska 	 44/ U-96-89 ACS Communications, Inc.
2003 Indiana 	 29/ 42359 PSI Energy, Inc.
2003 Kansas 20/ 40/ 03-ATMG-1036-RTS Atmos Energy
2003 Florida 	 50/ 030001-E1 Tampa Electric Company
2003 Maryland 	 51/ 8960 Washington Gas Light
2003 Hawaii 	 42/ 02-0391 Hawaiian Electric Company
2003 Illinois 	 28/ 02-0864 SBC Illinois
2003 Indiana 	 28/ 42393 SBC Indiana
2004 New Jersey 	 1/ ER03020110 Atlantic City Electric Co.
2004 Arizona 	 26/ E-01345A-03-0437 Arizona Public Service Company
2004 Michigan 	 27/ U-13531 SBC Michigan
2004 New Jersey 	 1/ GR03080683 South Jersey Gas Company
2004 Kentucky 	 36/ 2003-00434,00433 Kentucky Utilities, Louisville Gas &

Electric
2004 Florida 	 50/ 54/ 031033-El Tampa Electric Company
2004 Kentucky 36/ 2004-00067 Delta Natural Gas Company
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2004 Georgia 	 23/ 18300, 15392, 15393 Georgia Power Company
2004 Vermont 	 46/ 6946, 6988 Central Vermont Public Service

Corporation
2004 Delaware 	 24/ 04-288 Delaware Electric Cooperative
2004 Missouri 	 58/ ER-2004-0570 Empire District Electric Company
2005 Florida 50/ 041272-El Progress Energy Florida, Inc.
2005 Florida 50/ 041291-El Florida Power & Light Company
2005 California 	 59/ A.04-12-014 Southern California Edison Co.
2005 Kentucky 	 36/ 2005-00042 Union Light Heat & Power
2005 Florida 	 50/ 050045 & 050188-El Florida Power & Light Co.
2005 Kansas 38/ 40/ 05-WSEE-981-RTS Westar Energy, Inc.
2006 Delaware 24/ 05-304 Delmarva Power & Light Company
2006 California 	 59/ A.05-12-002 Pacific Gas & Electric Co.
2006 New Jersey 1/ GR05100845 Public Service Electric and Gas Co.
2006 Colorado 60/ 06S-234EG Public Service Co. of Colorado
2006 Kentucky 36/ 2006-00172 Union Light, Heat & Power
2006 Kansas 40/ 06-KGSG-1209-RTS Kansas Gas Service
2006 West Virginia 2/ 06-0960-E-42T,

06-1426-E-D
Allegheny Power

2006 West Virginia 2/ 05-1120-G-30C,
06-0441-G-PC, et al.

Hope Gas, Inc. and Equitable
Resources, Inc.

2007 Delaware 24/ 06-284 Delmarva Power & Light Company
2007 Kentucky 36/ 2006-00464 Atmos Energy Corporation
2007 Colorado 60/ 06S-656G Public Service Co. of Colorado
2007 California 59/ A.06-12-009,

A.06-12-010
San Diego Gas & Electric Co., and
Southern California Gas Co.

2007 Kentucky 36/ 2007-00143 Kentucky-American Water Co.
Delta Natural Gas Co.2007 Kentucky 36/ 2007-00089

2008 Kansas 	 40/ 08-ATMG-280-RTS Atmos Energy Corporation
2008 New Jersey 1/ GR07110889 New Jersey Natural Gas Co.
2008 North Dakota 37/ PU-07-776 Northern States Power/Xcel Energy
2008 Pennsylvania 3/ A-2008-2034045 et

al
UGI Utilities, Inc. / PPL Gas Utilities
Corp.

2008 Washington 63/ UE-072300,
UG-072301

Puget Sound Energy

2008 Pennsylvania 3/ R-2008-2032689 Pennsylvania-American Water Co. -
Coatesville

2008 New Jersey 1/ WR08010020 NJ American Water Co.
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PARTICIPATION AS NEGOTIATOR IN FCC TELEPHONE DEPRECIATION
RATE REPRESCRIPTION CONFERENCES

COMPANY YEARS CLIENT

Diamond State Telephone Co. 24/ 1985 + 1988 Delaware Public Service Comm
Bell Telephone of Pennsylvania 3/ 1986 + 1989 PA Consumer Advocate
Chesapeake & Potomac Telephone Co. - Md. 8/ 1986 Maryland People's Counsel
Southwestern Bell Telephone — Kansas 20/ 1986 Kansas Corp. Commission
Southern Bell — Florida 4/ 1986 Florida Consumer Advocate
Chesapeake & Potomac Telephone Co.-W.Va. 2/ 1987 + 1990 West VA Consumer Advocate
New Jersey Bell Telephone Co. 1/ 1985 + 1988 New Jersey Rate Counsel
Southern Bell - South Carolina 22/ 1986 + 1989 + 1992 S. Carolina Consumer Advocate
GTE-North — Pennsylvania 3/ 1989 PA Consumer Advocate
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PARTICIPATION IN PROCEEDINGS WHICH WERE
SETTLED BEFORE TESTIMONY WAS SUBMITTED

STATE

Maryland 8/
Nevada 21/
New Jersey if
New Jersey 1/
New Jersey 1/
West Virginia 2/
Nevada 21/
Pennsylvania 3/
West Virginia/
West Virginia/
New Jersey if
New Jersey 1/
New Jersey 1/
Maryland 8/
South Carolina 22/
South Carolina 22/
Kentucky 36/

Kentucky 36/

DOCKET NO.

7878
88-728
WR90090950J
WR900050497J
WR91091483
91-1037-E
92-7002
R-00932873
93-1165-E-D
94-0013-E-D
WR94030059
WR95080346
WR95050219
8796
1999-077-E
1999-072-E
2001-104 & 141

2002-485

UTILITY

Potomac Edison
Southwest Gas
New Jersey American Water
Elizabethtown Water
Garden State Water
Appalachian Power Co.
Central Telephone - Nevada
Blue Mountain Water
Potomac Edison
Monongahela Power
New Jersey American Water
Elizabethtown Water
Toms River Water Co.
Potomac Electric Power Co.
Carolina Power & Light Co.
Carolina Power & Light Co.
Kentucky Utilities, Louisville Gas
and Electric
Jackson Purchase Energy
Corporation
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Clients

1/ New Jersey Rate Counsel/Advocate 33/ Michigan Attorney General
2/ West Virginia Consumer Advocate 34/ New Mexico Attorney General
3/ Pennsylvania OCA 35/ Environmental Protection Agency Enforcement Staff
4/ Florida Office of Public Advocate 36/ Kentucky Attorney General
5/ Toms River Fire Commissioner's 37/ North Dakota Public Service Commission
6/ Iowa Office of Consumer Advocate 38/ Kansas Industrial Group
71 D.C. People's Counsel 39/ City of Witchita
8/ Maryland's People's Counsel 40/ Kansas Citizens' Utility Rate Board
9/ Idaho Public Service Commission 41/ NIPSCO Industrial Group

10/ Western Burglar and Fire Alarm 42/ Hawaii Division of Consumer Advocacy
11/ U.S. Dept. of Defense 43/ Nevada Bureau of Consumer Protection
12/ N.M. State Corporation Comm. 4.4/ GCI
13/ City of Philadelphia 45/ 	 Wisc. Citizens' Utility Rate Board
14/ Resorts International 46/ Vermont Department of Public Service
15/ Woodlake Condominium Association 47/ Oklahoma Corporation Commission
16/ Illinois Attorney General 48/ National Assn. of State Utility Consumer Advocates
17/ Mass Coalition of Municipalities 49/ Nova Scotia Utility and Review Board
18/ U.S. Department of Energy 50/ Florida Office of Public Counsel
19/ Arizona Electric Power Corp. 51/ Maryland Public Service Commission
20/ Kansas Corporation Commission 52/ MCI
21/ Public Service Comm. — Nevada 53/ Transmission Agency of Northern California
22/ SC Dept. of Consumer Affairs 54/ Florida Industrial Power Users Group
23/ Georgia Public Service Comm. 55/ Sierra Club
24/ Delaware Public Service Comm. 56/ Our Children's Earth Foundation
25/ Conn. Ofc. Of Consumer Counsel 57/ National Parks Conservation Association, Inc.
26/ Arizona Corp. Commission 58/ Missouri Office of the Public Counsel
27/ AT&T 59/ The Utility Reform Network
28/ AT&T/MCI 60/ Colorado Office of Consumer Counsel
29/ IN Office of Utility Consumer
Counselor

61/ MD State Senator Paul G. Pinsky

30/ Unitel (AT&T — Canada) 62/ MD Speaker of the House Michael Busch
31/ Public Interest Advocacy Centre 63/ Washington Office of Public Counsel
32/ U.S. General Services Administration
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DATA

REQUEST

ItC. EAST
ACCESS

MANAUEMENT SVOTENt

Home Page Change Password
Monday, September 15, 2008

Logged in as: [Margaret Kenney] Logout

Docket: [ 08-WSEE-1041-RTS ] 2008 Rate Case
Requestor: [ William Dunkel & Assoc. ] [ William Dunkel ]
Data Request: KCC-90 :: Current Depreciation Rates
Date: 0000-00-00

Question 1 (Prepared by John Spanos)
a. Please provide the current depreciation rates, projection life, curve shape, and future net salvage
percent separately for each depreciable account shown on pages 111-4 through 111-7 of Exhibit JJS-1
attached to the Direct Testimony of John J. Spanos. b. Are the depreciation rates and parameters provided
in response to part a the depreciation rates in compliance with the Kansas Court of Appeals decision
referenced on page 10, lines 16-19 of the Direct Testimony of John J. Spanos. c. For the current
depreciation rates for each steam production account show the net salvage percent used in those
calculations and how those net salvage percents were calculated. For example, for the boiler plant account
what was the assumed future net salvage for interim retirement and what was the assumed future net
salvage for terminal retirement and how were those two percentages weighted together to arrive at the
overall future net salvage percentage used in the calculations. d. Assume a steam production account
where 20% of the investment will retire as an interim retirement and 80% of the investment will retire as a
terminal retirement. Assume the data indicates around -35% as the future net salvage amount for the
interim retirements. How would the overall future net salvage percentage be calculated in compliance with
your understanding of the Kansas Court of Appeals decision? Would the calculation of the future net
salvage percent be 20% * - 35% + 80% * 0% = -7%? If not please provide the correct weighting
calculation for this hypothetical, if it is necessary to make other assumptions please provide the details of
each additional assumption.

Response:
a) The attached spreadsheets set forth the current depreciation rate, probable retirement date, interim
survivor curve and net salvage percent for each depreciable account shown on pages 111-4 through 111-7 of
Exhibit J3S-1. These depreciation rates are used for financial reporting purposes as discussed in the
testimony of Mr. Kongs. The depreciation rates used for regulatory purposes are also attached. The
regulatory depreciation rates are from the testimony of Mr. Holloway, KCC staff, as approved by the KCC in
Docket No. 05-WSEE-981-RTS. b) Yes, they are. c) All net salvage percents used in the calculations of the
current depreciation rates relate to interim retirements only, as all final (terminal) net salvage was
eliminated in the Kansas Court of Appeals decision. d) As stated in part c), the net salvage percent in the
current depreciation rates only consider interim net salvage.

Attachment File Name 	 Attachment Note

KCC 90 Order. pdf

KCC DR 90 Axis

KCC DR90 E3.xls

KCC-90 vvestar filing.pdf

(c) copyright 2005, energytool.
ISis page hie: been generated in 00412 seconds.

httns://wr.energvtools11c.corn/external.php?fn—ShowDetails&DRID=2570	 9/15/2008
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Kansw Corroration Commission
/S/ Susan K. Duff.-.4

THE STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

Before Commissioners: Thomas E. Wright, Chairman
Robert E. Krehbiel
Michael C. Moffet

In the Matter of the Applications of
Westar Energy, Inc. and Kansas Gas and
Electric Company for Approval to Make
Certain Changes in Their Charges for
Electric Service.

Docket No. 05-WSEE-981-RTS

ORDER (1) ADDRESSING DEPRECIATION ADJUSTMENT FOLLOWING

REMAND; (2) DETERMINING TRANSMISSION REVENUE REQUIREMENT

FOR PURPOSES OF CALCULATING REFUNDS AND PROSPECTIVE RATES;

(3) RESOLVING ITC RELATED ISSUES; (4) DETERMINING INTEREST ON

REFUNDS; AND (5) DETERMINING FORM OF REFUNDS

I. Background 	 2
II. The Stipulation and Amended Stipulation 	 3
III. Final Depreciation Adjustment Implementing Court of Appeals Determination 4
IV. Determination of Westar's Transmission Related Revenue Requirement 	 5

A.	 Calculation of Refunds Related to the TDC 	 5
1. Stipulation 	 7
2. Analysis and Conclusion 	 8

a. Staff and Westar 	 8
b. KIC, USD 259, and CURB 	 12

B.	 Prospective Recovery of Transmission Related Costs 	 17
V.	 Resolution of Investment Tax Credit 	 18

A. Stipulation 	  18
B. Analysis and Conclusion 	  18

VI.	 Interest 	 21
VII. Form of Refund 	 23

The above captioned matter comes before the State Corporation Commission of

the State of Kansas (Commission) for consideration and decision. Having examined its
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files and records, and being duly advised in the premises, the Commission makes the

following findings:

I. 	 Background

1. In this order, the Commission resolves issues raised following remand from

the Court of Appeals in Kansas Industrial Consumers Group, Inc. v. State Corporation

Commission, 36 Kan. App. 2d 83, 138 P.3d 338 (2006); Unified School Dist. No. 259 v.

State Corporation Commission, No. 96,251, 2006 WL 1903044 (Kan. Ct. App. July 7,

2006); and Citizen's Utility Ratepayer Bd. v. State Corporation Commission, No. 96,264,

2006 WL 1903048 (Kan. Ct. App. July 7, 2006). In orders dated February 8, 2007,

March 20, 2007, April 30, 2007, and May 9, 2007, the Commission determined the

parameters of the remaining issues to be decided in this docket and set the procedure for

resolving those issues. The analysis in those orders is incorporated herein by reference.

2. On May 10, 2007, the Commission conducted an evidentiary hearing on the

matters addressed herein. Dana Bradbury appeared on behalf of the Commission Staff

(Staff), Martin Bregman appeared on behalf of Westar Energy, Inc. and Kansas Gas and

Electric Company (collectively, Westar), James Zakoura appeared on behalf of Kansas

Industrial Consumers Group, Inc. (KIC), Sarah Loquist appeared on behalf of the Unified

School District No. 259 (USD 259), and David Springe and Niki Christopher appeared on

behalf of the Citizens' Utility Ratepayer Board (CURB).

3.	 Pursuant to the procedural schedule, Westar filed the prefiled direct

testimony of Dick Rohlfs, Michael Stadler, and Dennis Reed on April 4, 2007, and the

prefiled rebuttal testimony of Stadler and Reed on May 2, 2007. On April 18, 2007, Staff

2
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filed the responsive testimony of Jeffrey McClanahan and Mark Doljac, and CURB filed

the responsive testimony of Brian Kalcic and Andrea Crane. KIC and USD 259 have not

filed testimony in the proceedings upon remand. Following the evidentiary hearing,

Staff, Westar, KIC, USD 259, and CURB filed direct briefs on June 4, 2007, and reply

briefs on June 18, 2007.

II.	 The Stipulation and Amended Stipulation

4.	 On May 8, 2007, Staff and Westar filed their Joint Motion for an Order

Approving Stipulation and Agreement (Motion). In the attached Stipulation and

Agreement (Stipulation), Staff and Westar agreed that the issues to be determined are as

follows: "(a) the amount of any appropriate refund related to Westar's TDC and the

recovery of Westar's retail-related transmission costs from the effective date of the rate

order, (b) the prospective recovery of Westar's transmission costs in retail rates and (c)

prospective treatment of the amortization of investment tax credits in rates." Stipulation,

2. In the Stipulation, Staff and Westar agreed to settle these issues. As to the refund,

Staff and Westar agreed

"that transmission cost-related refunds should be calculated based on the
approach presented in the responsive testimony of Staff witness Mark
Doljac filed in this matter on April 18, 2007. Under the approach
sponsored by Mr. Doljac, the revenue requirements approved by the
Commission in this matter would be reduced by $3,340,212 for Westar
North and by $3,350,609 for Westar South. Transmission cost-related
refunds would be calculated as the difference between the rates resulting
from the inclusion of the retail transmission revenue requirement calculated
by Mr. Doljac and the sum of the retail rates and the TDC rates billed to
customers since February 27, 2006 plus interest." Stipulation, 2.

As to the prospective recovery of transmission related costs, Staff and Westar agreed

3
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"that prospectively Westar's retail revenue requirement should be adjusted
by the amounts set forth in the preceding paragraph and that based on Mr.
Doljac's Exhibit 	 MD-R2, Westar's retail transmission-related costs are
$32,703,184 for Westar North and $29,615,844 for Westar South."
Stipulation, 3.

As to the prospective annual ITC amortization, Staff and Westar agreed that it should

"be based on (a) the remaining useful life as determined from the
Commission-approved composite annual percentage depreciation rates
without net salvage (b) applied to the unamortized book investment tax
credit balances as of December 31, 2004, on a vintage year basis. The
Parties agree that the appropriate calculations and results are presented in
the responsive testimony of Westar witness Stadler filed with the
Commission on May 2, 2007 and that the appropriate ITC amortization
amounts are $1,036,291 for Westar North and $1,479,604 and Westar
South." Stipulation, 3.

5. On June 27, 2007, Staff and Westar filed their Joint Motion for an Order

Approving Amendment to Stipulation and Agreement. The proposed amended

stipulation spawned the filing of additional pleadings in the form of a response by USD

259 on July 3, 2007, and a reply to that response by Westar on July 9, 2007, and Staff on

July 13, 2007.

III. Final Depreciation Adjustment Implementing Court of Appeals Determination

6. On May 14, 2007, Westar filed its Response to the Commission's March

20, 2007 Order Providing Calculations of Depreciation Rates without Terminal Net

Salvage. Attached to Westar's May 14, 2007 filing, Westar included a spreadsheet

setting forth the details of the removal of terminal net salvage from depreciation

calculations according to the methodology used by Staff witness Larry Holloway. There

have been no responses to the May 14, 2007 filing by Westar. Westar states that Staff

has reviewed the numbers in the attached spreadsheet and approved them. The
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Commission, therefore, adopts the numbers contained therein as an accurate statement of

the necessary depreciation adjustment following remand.

IV. Determination of Westar's Transmission Related Revenue Requirement

A.	 Calculation of Refunds Related to the TDC

7. The Court of Appeals said: "Under the final sentence of K.S.A. 2005 Supp.

66-1237(a), if a TDC is allowed, the total amount of the TDC plus revenue recovered

from retail rates must equal 'the revenue recovered from the retail rates in effect

immediately prior to the effective date of the initial transmission charge.' 36 Kan. App.

2d at 103. This is what has been referred to throughout these proceedings relating to this

issue as the "revenue neutrality" requirement.

8. The Commission observes that K.S.A. 2006 Supp. 66-1237 has been

amended by the House Bill No. 2220, L. 2007, ch. 44. § 1. As quoted below, the

Legislature added language shown in italicized type and removed language shown in

strike-through type:

"(a) Any electric utility subject to the regulation of the state
corporation commission pursuant to K.S.A. 66-101, and amendments
thereto, may seek to recover costs associated with transmission of electric
power, in a manner consistent with the determination of transmission
related transmission-related costs from an order of a regulatory authority
having legal jurisdiction, through a separate transmission delivery charge
included in customers' bills. The electric utility's initial transmission
delivery charge resulting from this section shall may be determined by the
commission either from transmission-related costs approved in the electric
utility's most recent retail rate filing or in an order establishing rates in
response to a general retail rate application by an electric utility.

"(b) If an electric utility elects to recover its transmission-related
costs through a transmission delivery charge, such electric utility shall have
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the right to implement a transmission delivery charge through an
application to the commission.

"(1) If an electric utility proposes to establish its initial transmission
delivery charge other than in connection with an application to the
commission that proposes a general retail rate change the commission
shall, effective the same date as the effective date of the initial transmission
delivery charge, reduce unbundle the electric utility's retail rates .te-sueh-a
level in such a manner that the sum of the revenue to be recovered from
sueh-retail-rates-and the initial transmission delivery charge is 	 and
the non-transmission-related retail rates will be consistent with the revenue
that would be recovered from the retail rates in effect immediately prior to
the effective date of the initial transmission delivery charge.

"(2)If an electric utility proposes to establish its initial transmission
delivery charge in connection with an application to the commission for a
general retail rate change, the commission shall, in its order in such rate
proceeding, determine the electric utility's transmission-related costs
related to its service to Kansas retail customers and determine an initial
transmission delivery charge sufficient to permit the electric utility to
recover from its Kansas retail customers such utility's transmission-related
costs incurred to provide service to such customers.

"(h)(c) All transmission-related costs incurred by an electric utility
and resulting from an any order of a regulatory authority having legal
jurisdiction over transmission matters, including orders setting rates on a
subject-to-refund basis, shall be conclusively presumed prudent for
purposes of the transmission delivery charge and an electric utility may
change its transmission delivery charge whenever there is a change in
transmission-related costs resulting from such an order. The commission
may also order such a change if the utility fails to do so. An electric utility
shall submit a report to the commission at least 30 business days before
changing the utility's transmission delivery charge. If the commission
subsequently determines that all or part of such charge did not result from
an order described by this subsection, the commission may require changes
in the transmission delivery charge and impose appropriate remedies,
including refunds.

L. 2007,
ch. 44, § 1.

As discussed below, the Court of Appeals' interpretation of how "revenue neutrality" is to

be effectuated under K.S.A. 2006 Supp. 66-1237 posed two problems, the first of which
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relates to a revised FERC rate and the second of which relates to the changes in rates

related to a comprehensive rate case determination. Both problems can cause the initial

implementation of a TDC not to be revenue neutral under the court's interpretation. For

the future, the Commission finds that the amendment above in §(b)(1) removes the

problem related to a revised FERC rate and the amendment above in §(b)(2) removes the

problem related to adjustments in a rate case; however, today's ruling must be guided by

the statute in place before the amendments and the court's interpretation of it.

9. As stated above, there are two reasons the interpretation given by the Court

of Appeals requiring a comparison to retail rates in effect immediately prior to the

effective date of the TDC could be violated: (1) the FERC may have revised its wholesale

transmission rate determinations; and (2) rates are changing due to the adjustments

inherent in a comprehensive cost of service determination that is required in any rate

case. Given the court's interpretation of the "revenue neutrality" requirement of the old

statute, any TDC in these proceedings following remand will not result in rates that are

precisely equal to "the revenue recovered from the retail rates in effect immediately prior

to the effective date of the initial transmission charge." K.S.A. 2006 Supp. 66-1237(a).

See 36 Kan. App. 2d at 103. For this reason, the Commission declines to impose a

resolution requiring or allowing a TDC.

1.	 Stipulation

10. The stipulation avoids the pitfalls of a TDC by avoiding any such rate

mechanism. Instead, the stipulation reached by Staff and Westar allows recovery of

transmission costs in the same manner as other costs are treated in a rate case. That is,
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determining transmission costs for the test year and including them in the cost of service,

and allowing for their recovery through a line-item on the customers' bills. Stipulation, 2;

Doljac, 1-2. See also, February 8, 2007 Order, 19-23; March 20, 2007 Order, 9-11. As

to the transmission related refunds, Staff and Westar agreed that the refunds should be

calculated according to the testimony of Mark Doljac, resulting in a revenue requirement

reduction of $3,340,212 for Westar North and $3,350,609 for Westar South. Stipulation,

2. Staff and Westar agreed that the calculation of refunds should be as follows:

"Transmission cost-related refunds would be calculated as the difference between the

rates resulting from the inclusion of the retail transmission revenue requirement

calculated by Mr. Doljac and the sum of the retail rates and the TDC rates billed to

customers since February 27, 2006 plus interest." Stipulation, 2. Staff and Westar

agreed that Westar's retail transmission related costs are $32,703,184 for Westar North

and $29,615,844 for Westar South. Stipulation, 3.

2.	 Analysis and Conclusion

a.	 Staff and Westar

11.	 Consistently with its analysis of the prospective recovery of Westar's

transmission related costs, Staff notes that Staff and Westar agree that "the transmission

refund should be the revenue recovered under the rates established and authorized by the

Commission in its December 28, 2005, rate order and reversed by the Court of Appeals

minus the retail revenue that would have been recovered under the prospective rates,

based on the above calculation." Staff Brief, 5. Staff and Westar agree witness Doljac

presents the correct approach to this question. Staff Brief, 5.
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12. In anticipating the arguments of parties opposed to Staffs and Westar's

agreement, Staff discussed Kansas Pipeline Partnership v. State Corp. Corn 'ii of the State

of Kansas, 24 Kan. App. 2d 42, 941 P.2d 390 (1997) (KPP). Staff Brief, 5. In KPP, the

Court of Appeals reviewed Commission orders following remand from a previous Court

of Appeals review, Williams Natural Gas Co. v. Kansas Corporation Comm 'n, 22 Kan.

App. 2d 326, 916 P.2d 52 (1996), in which the Court of Appeals reversed a Commission

order permitting recovery for market entry costs. 24 Kan. App. 2d at 44. The KPP court

noted that in the Williams case, it had not found any record evidence to support recovery

of market entry costs. 24 Kan. App. 2d at 45. Finding that it does not act as a finder of

fact, the court in Williams remanded the case with instructions to take additional evidence

if necessary as to market entry costs. 24 Kan. App. 2d at 45.

13. The KPP case illustrates the typical procedure following remand from the

Court of Appeals. Just as the ruling in Williams case was not to punish the utility for the

Commission's failure to base findings of fact on an adequate evidentiary basis, it was not

the ruling of the Court of Appeals in this present case to punish the utility and force it to

charge rates that cause it to under recover based on the 2004 test year. It is apparent that

the Williams court contemplated that the Commission would hear additional evidence

following remand. Similarly, the Court of Appeals in this case "reversed and remanded

for further consideration by the Commission." 36 Kan. App. 2d at 113. Accordingly, the

Commission invited the parties to present additional evidence in order to determine

Westar's transmission costs for the test year (12 months ending December 31, 2004) and

calculate refunds based on that determination. Order, dated February 8, 2007, 19-23.
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14.	 Citing Qwest Corporation v. Koppendrayer, 436 F.3d 859 (8th Cir. 2006),

Staff argues that the rationale for the prohibition against retroactive ratemaking is to

promote predictability for rate payers - a rationale that does not make sense in this

present case because notice that rates will change has been provided to rate payers

throughout these proceedings. Staff Brief, 7. The Commission would add that Westar's

original application called for an $84 million revenue requirement increase, that

customers were informed of this request, that the Commission initially reduced that

requested increase to a net increase of roughly $3 million, and that the final outcome in

this case following the determinations in this remand proceeding will result in a

substantial net rate decrease. See December 28, 2005 Order, 125. The Commission

agrees with Staff in its citation to Qwest. See March 20, 2007 Order, 10; Staff Response,

filed March 5, 2007, 10-12. The court in Farmland Industries, Inc. v. State Corp. Corn 'n

of State of Kan., 25 Kan. App. 2d 849, 860, 971 P.2d 1213 (1999), held that "[w]hen a

case is remanded, the KCC has the power, subject to judicial review, to correct errors in

the rate-making process without setting retroactive rates." Thus, the Commission can

now determine what the transmission revenue requirement should have been, absent a

TDC, and refund the difference. Further, the costs finally determined in FERC Docket

No. ER05-925-000 coincide perfectly with the test year in this case. See Direct

Testimony of Dennis L. Reed, filed April 4, 2007, 6 ("Because the test year in this matter

was the 2004 calendar year, setting Westar's transmission-related revenue requirement

based on 2004 Form 1 data will ensure that the transmission-related revenue requirement
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will be synchronized with the balance of Westar's revenue requirement as determined by

the Commission in this proceeding.").

15.	 Westar discussed the Court of Appeals' opinion, characterizing it as a ruling

that the Commission's approval of the TDC was not consistent with the language of

K.S.A. 2006 Supp. 66-1237, prior to the legislature's amendment. See L. 2007, ch. 44, §

1. Westar points out that the Court remanded the case for further consideration and did

not issue any specific instructions. Westar Brief, 3. Westar succinctly identified the

following principles, which appear substantially as follows:

(1) On remand, the Commission's role is to set rates that "undo
what is wrongfully done by virtue of its order." United Gas Improvement
Co. v. Federal Power Commission, 382 U.S. 223, 229, 15 L. Ed. 2d 284,86
S. Ct. 360 (1965).

(2) As CURB acknowledged in its brief, Westar "is entitled to
recover its prudently-incurred costs" to serve its Kansas retail customers.
CURB Brief, 17.

(3) The Commission is authorized to recognize in rates known
and measurable changes to Westar's costs. Gas Service Company v. KCC,
8 Kan. App. 2d 545, 662 P.2d 264 (1983); Potomac Electric Power Co. v.
Public Service Commission, 380 A.2d 126 (D.C. 1977); Commonwealth v.
Virginia Elec. & Power Co., 211 Va. 758, 771, 180 S.E.2d 675 (1971).

(4) The ratemaking process is not complete until the Commission
rules on remand. Kansas Pipeline Partnership v. KCC, 24 Kan. App. 2d
42, Syl. 5, 6 and 7, 941 P.2d 390 (1997).

(5)	 Adjustments to rates on remand are not violations of the
prohibition on retroactive ratemaking. Natural Gas Clearinghouse v.
FERC, 965 F.2d 1066 (D.C. Cir. 1992).

The Commission agrees with these basic principles and authorities cited by Westar and

concludes that these principles govern the Commission's actions following remand from

the Court of Appeals.

1 1



Exhibit 	 (MJM-1)
Page 13 of 40

b.	 KIC, USD 259, and CURB

16.	 In its brief, KIC begins with a history of the procedure in this case. KIC

Brief, 1-9. Then, KIC contends that Doljac "did not provide testimony as to the lawful

calculation of a TDC based on K.S.A. 66-117 and K.S.A. 2005 Supp. 66-1237" because

his testimony relied on a FERC determination made subsequent to the 240-day deadline.

KIC Brief, 9. The Commission finds that the 240 day deadline at K.S.A. 66-117 is

inapplicable here. Moreover, Staff observes, and the Commission agrees, that the

intervening parties cite no "authority for the proposition that any new evidence or facts,

on remand, must have existed within the original 240 day deadline for the original final

order on rate application." Staff Reply, 6. Nevertheless, since the FERC case and this

case are using the same 2004 test year data for cost determinations, the only "new

evidence" outside of the 240 day deadline at issue here is the fact of the "final

determination" that FERC made in light of the 2004 test year evidence. K.S.A. 66-117

requires a commission order within 240 days of the application. The Commission

complied with K.S.A. 66-117 by issuing its order on December 28, 2005. The case now

finds itself in remand proceedings following judicial review. Under such circumstances,

Farmland instructs that the Commission can act on remand. See Farmland, 25 Kan.

App. 2d at 860. See also Williams, 22 Kan. App. 2d at 339 (remanding case with option

of holding hearings and taking additional evidence on issue of market entry costs for

purpose of determining whether it "should restore its earlier orders authorizing recovery

of those costs"). Similarly, the Court of Appeals in this case remanded the case,

generally, for further consideration. 36 Kan. App. 2d at 113.
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17. KIC and USD 259 seem to complain that Westar has now amended its

application. USD 259 Brief, 21. Westar has sought throughout these proceedings to

recover its transmission related costs and the Commission herein is simply permitting that

recovery in a manner consistent with the recovery of all other costs involved in this rate

case. Because the Court of Appeals' statutory interpretation means that any TDC in these

proceedings will not be revenue neutral (an issue that the Legislature's subsequent

enactment of §(b)(2) of L. 2007, ch. 44 has addressed), the Commission is not permitting

a TDC such that Westar's FERC formula rate can be flowed through to ratepayers. That

process may happen, if it happens at all, when Westar files an application under the new

language of L. 2007, ch. 44, § 1. Whether Westar makes such an application or not, the

Commission believes its resolution of the issue in this and its other orders on remand is a

lawful response to the court's direction.

18. KIC states that the transmission service charge (TSC) proposed in the Staff

and Westar stipulation is really a TDC by another name. KIC Reply, 11. KIC glosses

over the fact that the TDC rejected by the Court of Appeals would have flowed through

future FERC approved cost changes through the use of a formulaic approach

contemplated in the Kansas TDC statute. On the other hand, the TSC represents a static

recovery of costs, which will necessarily under recover transmission related costs if they

increase and over recover costs if they decrease. Staff describes the distinguishing factor

from what the Stipulation provides and the original TDC: "The mechanism proposed in

the present Stipulation does not automatically pass through FERC changes in costs."
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Staff Reply Brief, 9. In other words, the Commission is using the November 2006 FERC

determination as the best evidence of Westar's 2004 test year transmission related costs.

19. CURB cites KPP for the proposition that "the Commission must order that

amounts collected under an illegal rate must be refunded to customers." CURB Brief, 4.

USD 259 makes a similar argument. USD 259 Brief, 23-24. The Court of Appeals

provided an interpretation of K.S.A. 2006 Supp. 66-1237 - it did not provide a ruling that

the level of rates recovered in the TDC was unlawful. Staff accurately notes that the

"Court of Appeals determined the TDC as originally adopted by the Commission did not

comply with the existing statute, not that the TDC costs were inaccurate or lacked

evidentiary support." Staff Reply Brief, 8. The Commission, therefore, responds herein

by reversing the implementation of a TDC and by providing for a traditional recovery of

Westar's 2004 test year transmission costs as those costs are reflected in the November

2006 FERC order.

20. CURB mistakenly attempts to characterize the approach of Staff and

Westar as a retroactive application of L. 2007, ch. 44, § I. CURB Brief, 5. The

Commission is not authorizing the flow through of a formula rate pursuant to K.S.A.

2006 Supp. 66-1237. As explained above, CURB's argument ignores the most important

feature of what the legislature tried to accomplish with the TDC statute, i.e. the

accelerated flow through of transmission rates in a fashion that reduces regulatory lag

with respect to recovery of transmission costs.

21. The Commission has broad authority to address these issues in a pragmatic

way in order to reach a just and reasonable result. See Midwest Gas Users Ass 'n v. State

14



Exhibit 	 (MJM-1)
Page 16 of 40

Corp. Commission, 5 Kan. App. 2d 653, 661, 623 P.2d 924 (1981), wherein the court

quoted extensively from Permian Basin Area Rate Cases, 390 U.S. 747, 20 L. Ed. 2d

312, 88 S. Ct. 1344 (1968). In Permian, the U. S. Supreme Court held as follows:

"[R]ate-making agencies are not bound to the service of any single
regulatory formula; they are permitted, unless their statutory authority
otherwise plainly indicates, 'to make the pragmatic adjustments which may
be called for by particular circumstances.' [Citation omitted.]" 390 U.S. at
776-77.

See also K.S.A. 66-101 ("The commission is given full power, authority and jurisdiction

to supervise and control the electric public utilities, as defined in K.S.A. 66-101a, doing

business in Kansas, and is empowered to do all things necessary and convenient for the

exercise of such power, authority and jurisdiction."), and K.S.A. 66-101g ("As applied to

regulation of electric public utilities, the provisions of this act and all grants of power,

authority and jurisdiction herein made to the commission, shall be liberally construed,

and all incidental powers necessary to carry into effect the provisions of this act are

expressly granted to and conferred upon the commission.").

22. CURB, KIC and USD 259 argue that the Commission is bound to use the

FERC transmission rates according to a 1998 FERC order. KIC Brief, 17; USD 259

Brief, 27-30; CURB Brief, 22-23. This would lead to an unjust result. Unlike the final

FERC determinations in November 2006, which reflect costs from a 2004 test year, the

prior FERC determination uses a 1994 test year and therefore does not reflect additional

plant investment and incurred additional expenses since the 1994 test year: "Specifically,

[Westar has] added almost $120 million to transmission plant and transmission O&M

expenses, net of account 565, have increased more than 600% to $79.7 million since
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1994, the test year used to develop the current ATRR." Oakes Testimony, Appendix A,

filed May 2, 2005, 7, 21. Accordingly, the Commission finds that to adopt the approach

advocated by K1C, USD 259, and CURB would result in under recovery and would not

permit Westar to provide reasonably sufficient and efficient service. See Federal Power

Commission v. Hope Natural Gas Co., 320 U.S. 591, 603, 88 L. Ed. 333, 64 S. Ct. 281

(1944) ("From the investor or company point of view it is important that there be enough

revenue not only for operating expenses but also for the capital costs of the business.")

While much has been made of assessments to SPP during 2004, these assessments do not

reflect the test year 2004 costs. Costs from 2004, rather, were finally determined in

FERC's November 2006 order, and it is for that reason that the Commission herein relies

on the November 2006 FERC determination.

23. Under the Court of Appeals' interpretation of K.S.A. 2006 Supp. 66-1237,

Westar cannot institute a TDC that appropriately recovers all transmission costs in a rate

case. This is because of the Court's interpretation of revenue neutrality and its

determination that a final FERC rate rather than the interim rate that became effective

December 1, 2005 must be used. See Staff Reply Brief, 7.

24. The costs recovered by the agreement between Staff and Westar are based

on data and costs from a test year ending December 31, 2004. In the direct testimony of

Robert F. Oakes, Appendix A, 34, filed in this proceeding May 2, 2005, Oakes includes

his testimony before FERC wherein he states that the "test period used for this [FERC]

case is the twelve months ended December 31, 2004." Staff and Westar are asking the

Commission to base refunds and future transmission cost recovery on data from the test

16



Exhibit 	 (MJM-1)
Page 18 of 40

year that is being used in this case. In sum, the Commission herein no doubt relies on

FERC's determination that was rendered outside the test year and after the time when

rates originally went into effect; however, the costs upon which that determination is

based coincide perfectly with the test year in this case. At this point in time, to rely on

anything other than the November 2006 FERC order would misstate a proper recovery of

costs as they existed in the year ending on December 31, 2004. In contrast, Westar and

Staff argue for the treatment herein of Westar's transmission related costs following

reversal from the Court of Appeals in a manner consistent with the treatment of all other

costs in this rate case, and the Commission agrees this is appropriate and leads to a just

and reasonable result.

25. Finally, all the parties to this docket agree that the final FERC rate is

appropriate for purposes of setting prospective rates. See USD 259 Brief, 28 ("None of

the parties dispute that the FERC final rate may be imposed on a going forward basis.").

The purpose of a refund is to return to customers the difference between what they were

charged and what they should have been charged. As all parties agree as to what

customers should have been charged, the Commission is confident that the Staff and

Westar stipulation correctly identifies the amount of the refund.

B.	 Prospective Recovery of Transmission Related Costs

26. Staff and Westar agree that Westar's prospective transmission related costs

should be recovered according to the method presented by Doljac in his April 18, 2007

testimony. Staff Brief, 1-2. As noted above, the parties agree with this approach.
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27.	 The Commission finds that the Stipulation between Staff and Westar should

be adopted as it relates to the prospective recovery of transmission costs. Use of the

February 2006 FERC rate will permit Westar to recover transmission related costs

consistently with the other costs in this docket and will reflect the additional investment

in transmission plant since the last FERC rate. Responsive Testimony Prepared by Mark

F. Doljac, filed April 18, 2007, 1-17; exh. MD-R1 through MD-R4.

Resolution of Investment Tax Credit

A.	 Stipulation

28.	 Staff and Westar also address ITC amortization in the Stipulation. Staff

and Westar agree that the prospective annual ITC amortization should be based on

"(a) the remaining useful life as determined from the Commission-approved
composite annual percentage depreciation rates without net salvage (b)
applied to the unamortized book investment tax credit balances as of
December 31,2004, on a vintage year basis. The Parties agree that the
appropriate calculations and results are presented in the responsive
testimony of Westar witness Stadler filed with the Commission on May 2,
2007 and that the appropriate ITC amortization amounts are $1,036,291 for
Westar North and $1,479,604 and Westar South."

As explained in Westar's July 9, 2007 filing, the above numbers are total company

numbers and converted to jurisdictional numbers result in $1,007,203 and $1,456,769 for

Westar North and Westar South, respectively. The Amended Stipulation revises those

numbers to $1,064,983 and $1,447,405 for Westar North and Westar South, respectively.

B.	 Analysis and Conclusion

29.	 USD 259 argues that this matter should be addressed in a separate

proceeding due to the fact that the numbers have changed during the course of the
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Commission's consideration of the issue. USD 259 Brief, 19-21. USD 259 states that it

is impossible for Westar and Staff to agree that the numbers in Stadler's May 2, 2007

testimony are correct when the Amended Stipulation indicates that Westar and Staff

agree the results in Stadler's testimony are wrong. USD 259 Response, 1. It argues the

Amended Stipulation demonstrates the difficulty in addressing the ITC issues in this

docket and goes on further to state that Westar and Staff have not provided any rationale

on why the most recent numbers are more reliable than the earlier numbers. USD 259

Response, 2. Finally, USD 259 continues to maintain that the ITC issue should be

addressed in a separate docket. USD 259 Response, 2.

30. Noting areas of presumed agreement, i.e. addressing the ITC issue on a

prospective basis, using the December 31, 2004 balance to calculate the amortization

amount, and choosing a method to calculate the ITC balance, Staff observes that the

position of USD 259 is simply that "the results in Mr. Stadler's testimony are not exactly

the same as contained in the Stipulation." Staff Reply, 2. Staff maintains that the

difference between the May 8, 2007 and June 27, 2007 stipulation is de minimus,

resulting in a difference slightly greater than one half cent per month in an average

customer's bill. Staff Reply, 2. Further, Staff points out the benefits of settling the ITC

issue in light of the alternative of potentially protracted litigation, with costs that could

only exceed any potential benefits. Staff Reply, 2-3. The Commission agrees with this

analysis of Staff.

31. As to the ITC, Westar identifies USD 259 as the only party objecting to the

handling of the ITC in this docket; however, Westar observes that USD 259's objection is

19



Exhibit 	 (MJM-1)
Page 21 of 40

not based on substance, but rather is based on a concern that the numbers may not be

accurate and may not be based on substantial competent evidence. Westar Reply, 4-5.

As to the errors, Westar points out that the only significant errors have to do with 2006

year end numbers, which do not form the basis for the adjustment; however, the 2004

numbers have not moved much. Westar Reply, 5; Tr. 146. As was pointed out by Staff

witness McClanahan in a colloquy with Chairman Moline during the hearing on this

issue, the difficulty in accurately pinning down numbers in complex calculations is an

inherent part of the process required in a massive rate case. Tr. 148-49. Westar adds that

the discovery of errors and the subsequent effort to correct them do not provide for a

basis to reject the corrected numbers. Westar Reply, 5. Westar Reply, 1; Tr. 146-49.

Westar points out that McClanahan testified that corrections have not caused much

movement in the proposed amortization amounts. Westar Reply, 1. Westar explained

that further auditing resulted in small changes; thus, making the June 27, 2007

amendment necessary. Westar Reply, 1. Importantly, Westar pointed out that USD 259

presents no substantive objection to the numbers:

"Westar has no objection to providing the parties 'a fair opportunity to
scrutinize the finalized adjustment and raise objections if they continue to
find errors in the calculations' as suggested by CURB. CURB Brief on
Remand, at 22. Since Westar raised the ITC issue, Westar has repeatedly
made USD 259 aware of the opportunity to review the calculations. Unlike
CURB, which has expended time and money to review the numbers, USD
259 has made no such effort. USD 259's attack on the ITC amortization
adjustment has no basis in law, policy or fact and should be rejected."
Westar Reply, 3.

32.	 No party has raised a substantive objection to the process by which the final

numbers were reached by Staff and Westar. USD 259, for example, simply asks for
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deferral of the issue because accounting scrutiny has resulted in adjusted numbers. The

Commission notes that if deferral were the answer to a lack of perfection in all complex,

difficult accounting calculations involved in a rate case such as this one, few cases could

be brought to conclusion.

33. Finally, the Commission also reminds the parties of the rationale in the

Commission's orders, dated March 20, 2007, and April 30, 2007, supporting our

determination to address the ITC issue now rather than deferring it until later. The

analysis is hereby incorporated by reference. USD 259 and CURB continue to disagree

with that determination, even in the face of the fact that the difference between the

original and amended stipulation amounts to $48,146. Westar July 9, 2007 Reply, 3. The

Commission agrees that costs of any further litigation of this issue would outweigh any

benefits.

34. The Commission has taken on the task of addressing the complex ITC issue

in this docket. The only parties providing evidence on this issue have settled the issue.

The only objections to the Amended Stipulation amount to a classic case of the perfect

becoming the enemy of the good. The Commission finds that the amended stipulation

resolves the matter in a just and reasonable manner.

VI. Interest

35. In ordering refunds, the Commission has the inherent power to award

interest. Sunflower Pipeline Co. v. Kansas Corporation Commission, 5 Kan. App. 2d

715, 719, 624 P.2d 466 (1981).
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36. As to the interest rate to be applied, Staff and Westar disagree. Staff

advocates using the overall rate of return, 7.89%. Staff Brief, 8. Westar argues initially

for the customer deposit rate of 4.9%. Tr., 63-64; Westar Reply, 6. Staff says that while

the customer deposit rate might help make ratepayers whole, a refund should do more

than that. "It should insure the utility does not receive undeserved benefits from the

excess revenues" Staff Brief, 9. In the alternative, Staff recommends using the FERC

interest rate, 18 C.F.R. § 35.19a (2006) which they define as "the quarterly average of the

prime rate during the overcollection period." Staff Brief, 9. Westar indicates that a fair

compromise would be an average of the Westar cost of money and the customer's cost of

money, which it calculates to be 6.395%.

37. As to the suggestion that Westar's overall rate of return should be used for

calculating interest, Westar maintains that such an approach would inappropriately treat

customers as though they are investors in Westar. Westar Reply, 6. Additionally, Westar

points out that its overall rate of return includes interest costs for long term debt with

maturity dates far in excess of the period that customer security deposits are retained by

Westar. Westar Reply, 6. CURB, KIC and USD 259 did not address the interest issue.

38. The Commission agrees that the purpose of the refund should put the

parties back in the same position they would have been had the error not occurred. See

Westar Reply, 6. Further, the Commission agrees that using an average of Westar's cost

of money and its customers' cost of money will not only strike an appropriate

compromise between the cost of money for the utility on the one hand and the ratepayers

on the other, but would also implement a meaningful interest rate tied to the evidence of
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this docket. See Westar Reply, 6. Accordingly, the Commission finds that the

compromise solution suggested by Westar is appropriate. The interest to be imposed

shall be 6.395%.

VII. Form of Refund

39.	 KIC requests that its members receive refunds in the form of checks. KIC

Brief, 10. Without citation to any particular tariff language, KIC states that the "general

terms and conditions of Westar provide that if there is a refund amount that is to be

credited to the customer, the customer may request a refund check in lieu of a bill credit."

KIC Brief, 10. The Commission is aware of Section 4.05.03 regarding billing

adjustments for bills based on estimated usage or a meter reading by a customer.

However, the Commission is unaware of any tariff language that is specifically

applicable to the circumstances at issue here. Furthermore KIC's proposed procedure --

under which only its members would be issued refund checks -- would treat some

customers differently from others. Westar argues that such a procedure would also

increase costs. Rohlfs, Tr., 65. Finding no specific tariff language addressing the issue of

refunds of the type at issue here, the Commission finds that all Westar customers should

be treated similarly. Accordingly, KIC's request is denied.

IT IS, THEREFORE, BY THE COMMISSION ORDERED THAT:

A. The above findings of fact and conclusions of law are made. The Amended

Stipulation is approved.

B. Westar is ordered to have new tariffs and a plan for implementing refunds

filed within 3 weeks of service of this order.
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C. A party may file a petition for reconsideration of this order within 15 days

of the service of this order. If this order is mailed, service is complete upon mailing and

3 days may be added to the above time frame.

D. The Commission retains jurisdiction over the subject matter and parties for

the purpose of entering such further orders as it may deem necessary.

BY THE COMMISSION IT IS SO ORDERED.

Wright, Chr.; Krehbiel, Comm.; Moffet, Comm.
ORDER MAILED

Dated: 	JUL 3 1 2007

JUL 3 1 2007

73=

Susan K. Duffy
Executive Director

sre
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,urrvid,lun
/S/ Susan K. Duff

BEFORE THE STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

In the Matter of the Applications of Westar
Energy, Inc. and Kansas Gas and Electric
Company for Approval to Make Certain
Changes in their Charges for Electric Service.

STATE CORPORATION COMMIS

) Docket No. 05-WSEE-981-RTS 	 MAY 1 4 2007
a

Doc

RESPONSE OF WESTAR ENERGY, INC. AND KANSAS GAS AND
ELECTRIC COMPANY TO THE COMMISSION'S MARCH 20, 2007

PROVIDING CALCULATIONS OF DEPRECIATION RATES
WITIIOUT TERMINAL NET SALVAGE

COME NOW Westar Energy, Inc. and Kansas Gas and Electric Company (collectively

referred to as "Westar") and file their Response to the Commission's March 20, 2007 Providing

Calculations of Depreciation Rates Without Terminal Net Salvage. In support of its Response,

Westar states:

1. On March 20, 2007, the Commission issued its Order Denying Reconsideration,

Order Granting Clarification, and Order Opening Record for Limited Purpose (Order). In the Order,

the Commission clarified that in calculating the effect of removing terminal net salvage from its

depreciation calculation, Westar was to "use the Holloway adjustment in making calculations, after

considering ADIT and ITC amortization adjustments, and file an appropriate pleading approved by

Staff that implements the Holloway adjustment." Order, at 28.

2. Attached hereto as Exhibit 1 is a spreadsheet that sets forth the details of the

calculations and the depreciation rates based on Mr. Holloway's method. Westar has provided the

spreadsheet to Staff in advance of making this tiling and is authorized to state that Staff agrees that

the calculations properly reflect Mr. Holloway's adjustment.
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Respectfully submitted,

WESTAR ENERGY, INC.
KANSAS GAS AND ELECTRIC COMPANY

/ 6e-e (

Martin J. Breg an, #12618
Executive Director, Law
Cathryn J. Dinges, #20848
Corporate Counsel
818 South Kansas Avenue
Topeka, Kansas 66612
(785) 575-1986; Telephone
(785) 575-8136; Fax

Michael Lennen, #98505
MORRIS, LAING, EVANS, BROCK &
KENNEDY, Chartered
Old Town Square
300 North Mead, Suite 200
Wichita, Kansas 67202-2722
(316) 262-2671; Telephone
(316) 262-5991; Fax

THEIR ATTORNEYS

Dated: May 14, 2007

2
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VERIFICATION

STATE OF KANSAS
SS:

COUNTY OF SHAWNEE

Martin J. Bregman, being duly sworn upon his oath deposes and says that he is one of the
attorneys for Westar Energy, Inc. and Kansas Gas and Electric Company; that he is familiar with the
foregoing Response to the Commission's March 20, 2007 Providing Calculations of
Depreciation Rates Without Terminal Net Salvage; and that the statements therein are true and
correct to the best of his knowledge and belief.
1.

czG (
Martin J. Bregman

SUBSCRIBED AND SWORN to before me this 14 th day of May, 2007.

My Appointment Expires: (0 /1 9 ic,) 00

Notary Publi4

3
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CERTIFICATE OF SERVICE

I hereby certify that on this 14 th day of May, 2007, the original and seven copies foregoing
their Response to the Commission's March 20, 2007 Providing Calculations of Depreciation
Rates Without Terminal Net Salvage, were hand delivered to:

Susan K. Duffy
Executive Director

KANSAS CORPORATION COMMISSION
1500 SW Arrowhead Road

Topeka, Kansas 66604

and that one copy was mailed, postage prepaid, addressed to:

Susan Cunningham, General Counsel
Kansas Corporation Commission
1500 SW Arrowhead Road
Topeka, KS 66604

Dana Bradbury, Assistant General Counsel
Kansas Corporation Commission
1500 SW Arrowhead Road
Topeka, KS 66604

Niki Christopher, Attorney
Citizens' Utility Ratepayer Board
1500 SW Arrowhead Road
Topeka, KS 66604

David Springe, Consumer Counsel
Citizens' Utility Ratepayer Board
1500 SW Arrowhead Road
Topeka, KS 66604

James P. Zakoura, Attorney
Smithyman & Zakoura, Chtd
7400 W. 110th Street, Suite 750
Overland Park, KS 66210

Kurt J. Boehm, Attorney
Boehm, Kurtz & Lowry
36 East Seventh Street, Suite 1510
Cincinnati, OH 45202

Michael L. Kurtz, Attorney
Boehm, Kurtz & Lowry
36 East Seventh Street, Suite 1510
Cincinnati, OH 45202

Charles M. Benjamin, Attorney At Law
PO Box 1642
Lawrence, KS 66044-8642

Jay C. Hinkel, Asst. City Attorney
City of Wichita
City Hall, 13 1h Floor
455 N. Main Street
Wichita, KS 67202

Gary E. Rebenstorf, City Attorney
City of Wichita
City Hall, 136 Floor
455 N. Main Street
Wichita, KS 67202
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Page 34 of 40

Colin Whitley, General Manager
	

David Banks, Energy Manager
City of Winfield
	

Unified School District 259
200 East 9 th , PO Box 646
	

School Service Center Complex
Winfield, KS 67156
	

3850 N. Hydraulic
Wichita, KS 67219-3399

Curtis M. Irby, Attorney
Glaves, Irby & Rhoads
	

Robert E. Ganton, Attorney
120 South Market
	

United States Department of Defense
Suite 100
	

Regulatory Law Office
Wichita, KS 67202-3892
	

Department of the Army
901 N. Stuart Street, Suite 525

Sarah J. Loquist, Attorney
	

Arlington, VA 22203-1837
Hinkle Elkouri Law Firm L.L.C.
2000 Epic Center
	

John Wine, Jr.
301 N. Main Street
	

410 NE 43 rd

Wichita, KS 67202-4820
	

Topeka, KS 66617

Kevin K. LaChance, Attorney
Office of the Staff Judge Advocate
HQ, 24th Infantry Division of Fort Riley
Building 200, Patton Hall
Fort Riley, KS 66442-5017

Martin J. Bregrfian
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CURB
2008 Rate Case

08-WSEE-1041-RTS
08/22/2008

Page loft

Data Request: CURB-206::Current Depreciation Rates
Please provide the calculation of the current depreciation rates (for all accounts) in electronic format (Excel) with all
formulae intact. Show all parameters used (i.e., ASL, curve, remaining life, net salvage ratio), and provide a source for those
parameters. Please explain any differences in the parameters or rates from those that were ordered when the rates were
adopted.

Response:
The current depreciation rates used for regulatory purposes were those of Mr. Holloway with an adjustment to the actual rates
proposed by Westar to eliminate negative depreciation rates. These proposed revised depreciation rates were approved by the
Commission in its order of July 31, 2007. Therefore, Westar is not in the possession of the individual parameters requested
in this discovery question.

Prepared by or Under Supervision of: Rohifs, Dick F.

Verification of Response
I have read the foregoing Data Request and Answer(s) thereto and find answer(s) to be true, accurate, full and complete and contain no
material misrepresentations or omissions to the best of my knowledge and belief; and I will disclose to any matter subsequently discovered
which affects the accuracy or completeness of the answer(s) to this Data Request.

Signed by: 	

Dated: 	
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CURB
2008 Rate Case

08-WSEE-1041-RTS
08/22/2008

Page I of I

Data Request: CURB-208: Current Depredation Rates
Please prov ide the current depreciation rates. split into three separate components: capital recov cry. gross salv age and cost of
remov al.

Response:
None of Westar's depreciation rates include amounts for terminal net salvage. However, the rates do recover interim net
sal. ace

Westar is not able to provide the separate components requested with regard to the current depreciation rates except for
depreciation rates for nuclear production, other production and general plant. Those data are provided in the attached
spreadsheet. Westar does not have that information for the depreciation rates for the balance of its plant other than steam
generation because the current depreciation rates for such plant were recommended by Larry Holloway of the KCC Staff. To
the extent such information may he available, it would be in Mr. Holloway's work papers.

Westar does not have the requested information for the depreciation rates for steam generation because the rates are not the
result of a study. Rather, the rates were the result of a compromise that was approved by the Commission to set depreciation
rates for steam generation after the Court of Appeals ruled that such rates could not recover terminal net salvage. On remand
of the prior rate case from the Court's ruling, Mr. Holloway had proposed rates to recover Westar's steam generation
investment with no consideration of terminal net salvage. Some of the rates proposed by Mr. Holloway were negative. The
rates approved by the Commission eliminate negative depreciation rates and recover Westar's steam generation investment
with no consideration of terminal net salvage. However, such rates were not accepted as reasonable by Westar management,
are not supported by a study and consequently cannot be separated into capital recovery, gross salvage and cost of removal.

Prepared by or Under Supervision of: Rohlfs, Dick F.

Verification of Response
have read the foregoing Data Request and Answer(s) thereto and find answer(s) to be true, accurate, full and complete and contain no

material misrepresentations or omissions to the best of my knowledge and belief: and I will disclose to any matter subsequently discovered
which affects the accuracy or completeness of the answer(s) to this Data Request.

	

Signed by: 	

	

Dated: 	
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CURB
2008 Rate Case

08-WSEE-1041-RTS
08/22/2008

Page I of I

Data Request: CURB-139: Depreciation Study
Please explain %k hy the depreciation study prepared by John Spanos of Gannett Fleming steam and ‘‘ind production plant
only. Why did Westar not submit a complete study addressing all plant functions?

Response:
Please see the response to KCC 260.

Prepared by or Under Supervision of: Rohlfs, Dick F.

Verification of Response
I have read the foregoing Data Request and Answer(s) thereto and find answer(s) to be true, accurate, full and complete and contain no
material misrepresentations or omissions to the best of my knowledge and belief: and I will disclose to any matter subsequently discovered
which affects the accuracy or completeness of the answer(s) to this Data Request.

Signed by:

Dated:   
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13^TA
REQUEST

1.00(5, RC. EAsv
ACCESS

MANAUEMENTelYSTEM

Home Page Change Password
Tuesday, September 02, 2008

Logged in as: [Margaret Kenney] Logout

Docket: [ 08-WSEE-1041-RTS ] 2008 Rate Case
Requestor: [ KCC] [ Karen Hull ]
Data Request: KCC-260 :: Depreciation
Date: 0000-00-00

Question 1 (Prepared by Dick Rohlfs)
The Depreciation Study attached to Mr. Spanos Direct Testimony ("Depreciation Study, Calculated Annual
Depreciation Accruals Related to Electric Plant as of December 31, 2007" (Depreciation Study)) does not
include the Distribution, Transmission, or General Plant accounts. Please explain why the Distribution,
Transmission, and General Plant accounts are not included in this Depreciation Study.

Response:
Westar only requested a depreciation study for steam generation facilities and the new wind generation.
These items were included in the study because the steam depreciation rates were affected by the Court of
Appeals decision to remand back the KCC the rate order with directions to remove Terminal Net Salvage.
The result of the depreciation rates following the remand caused steam depreciation rates to be illogical -
Mr. Holloway proposed rates without terminal net salvage included negative depreciation rates that were
then adjusted to be zero depreciation rates for rate making purposes by Westar. The transmission,
distribution, general plant and other accounts were reasonable and without controversy by any party to the
proceeding. Therefore Westar elected to retain an expert to produce a depreciation study for the Steam
generation assets with the addition of an initial rate for Westar's investment in wind facilities only. In
addition, in two previous rate reviews before the Commission the Commission Staff recommended that
Westar perform depreciation reviews periodically - approximately every 5 years. The purpose is to keep
depreciation rates reasonably consistent with current information. The Commission accepted Staffs
recommendation - see Docket No. 05-QWSEE-981-RTS at page 45. Five years following the 2005 rate
review would put the nest full depreciation study to be filed in the 2010 time frame.

No Digital Attachments Found.

(c) copyright 2005, energytools, Dc.
Mkpagetwebeernerdiedin0055omk.

https://wnenergytools11c.corn/external.php?fn—ShowDetails&DRID-2854 	 9/2/2008
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200/3.08.18 16:51:14
Kansas Corr-Oration altamissi on
zS/ '3usan K Duff's

BEFORE THE STATE CORPORATION CommIs slog ATE CORPORATION COMMISSIOR
OF THE STATE OF KANSAS	 AUG 18 Z008

In the Matter of the Applications of Westar
Energy, Inc. and Kansas Gas and Electric
Company for Approval to
Make Certain Changes in their Charges for
Electric Service.

Crock„444( °I-ifir Flown ;

Docket No. 08-WSEE-1041-RTS

OBJECTION TO CITIZENS' UTILITY RATEPAYERS BOARD
DATA REQUEST NOS. 160, 188, 202, 207, 228 AND 229

COME NOW Westar Energy, Inc. (Westar North) and Kansas Gas and Electric Company

(Westar South) (collectively, "Westar”) and object to Data Request Nos, 160, 188, 202, 207, 228 and

229 issued by the Citizens' Utility Ratepayer Board (CURB) on August 11, 2008. In support of its

objection, Westar states the following:

1. CURB issued a series of data requests to Westar on August 6, 2008, regarding

depreciation. Of these, Westar objects to these data request nos. 160, 188, 202, 207, 228 and 229. 1

Westar is in the process of preparing answers to the remaining data requests issued by CURB as a

part of this series.

Data request 160: 

2. CURB data request 160 reads as follows:

For each plant account (including all production, transmission,
distribution and general plant), and for each year since the inception
of the account up to and including 2007, please provide the following
standard depreciation study data as identified at pages 30-33 of the
August 1996 NARUC Public Utility Depreciation Practices Manual
("NARUC Manual"). At a minimum, the data provided should be the
same data set used to conduct the life analyses included in the
Depreciation Study. Please provide the data in electronic format
(Excel or .txt). Provide aged vintage data if available. Use the codes

'Counsel for Westar contacted CURB counsel on August 15, 2008 to advise her of Westar's objections and to discuss
and, if possible, attempt to resolve these issues without the necessity of filing these objections. CURB counsel indicated
that she preferred that Westar file the objections so that she could see them in writing before responding.
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identified for each type of data, unless the Company regularly uses
other codes. In those circumstances, identify and explain the
Company's coding system.

Code Datar_iyp_' e
9 Addition
0 Ordinary Retirement
1 Reimbursement
2 Sale
3 Transfer—In
4 Transfer — Out
5 Acquisition
6 Adjustment
7 Final retirement of life span property

(see NARUC Manual, Chapter X)
8 Balance at Study Date

Initial Balance of Installation

3. Except to the extent data request 160 relates to steam generating plant and wind

turbines for which Westar has submitted a depreciation study, 2 Westar objects to these data request

on the grounds that they seek information that is not "within the knowledge of the parties," is not

"clearly relevant" to the case presented by Westar, is unduly burdensome, would require Westar to

perform a study for CURB and is inconsistent with the Commission's Order on Rate Applications in

Docket No. 05-WSEE-981-RTS.

4. Westar last submitted a depreciation study when it filed its last rate case on May 2,

2005. Under the Commission's Order on Rate Applications, Westar is not required to submit

another depreciation study until 2010. Docket No. 05-WSEE-981-RTS, 1105 (December 28, 2005).

In that order, the Commission stated that a "5 year depreciation update will keep depreciation

2 The requested data has been incorporated into the depreciation study submitted for the steam generating facilities and
reports included in Depreciation Study attached to Mr. Spanos' testimony. To the extent additional data is needed for the
steam generating facilities is needed Westar will provide that data. The recommendation for the wind facilities is an
initial depreciation rate for facilities that will become operational near the end of 2007.

2



Exhibit 	 (MJM-4)
Page 3 of 10

adjustments reasonably consistent with current information, and again orders Westar to prepare and

file an updated depreciation study from the time of its last study." Id.

5. In the current docket, Westar chose to submit a depreciation study limited to steam

generating plant and its new wind facilities. The wind facilities will be placed into service in 2008

and have not previously been the subject of a depreciation study. Therefore, Westar is performing

and presenting a study to establish reasonable initial depreciation for such facilities. The steam

generating plant depreciation rates were inaccurate as a result of the Kansas Court of Appeals'

decision to reverse the Commission's decision in the 2005 rate case regarding terminal net salvage.

This reversal resulted in depreciation rates of zero for some of Westar's steam plant and these rates

needed to be corrected.

6. These data requests essentially ask Westar to perform a depreciation study for

distribution, transmission and general plant, in addition to the study Westar has performed for steam

generating plant and the wind facilities. The Commission's Discovery Order in this docket permits

discovery only on matters that are "clearly relevant" and regarding facts that are "within the

knowledge of the parties." However, this data request seeks information wholly irrelevant to the

case presented by Westar and information that is not within Westar's knowledge. Westar would be

required to retain an outside expert to perform a study and develop certain information in order to

respond to this data request.

7.	 Additionally, conducting such a study would be expensive and would take a

significant amount of time. Gathering the information needed for the study would take between one

and two months and it would take additional time for Westar to have the study completed.

3
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8. Finally, as discussed above, requiring Westar to conduct this study would be

inconsistent with the Commission's Order in Docket No. 05-WSEE-981-RTS.

Data requests 188 and 202. 

9. CURB data request 188 reads as follows:

Provide all alternative calculations of the net present value of future
net salvage estimates that Mr. Spanos has contemplated, written
about, or addressed in presentations over his career. Explain the pros
and cons of each alternative approach.

10. CURB data request 202 reads as follows:

Provide all alternatives to the use of the life-span method that Mr.
Spanos has contemplated, written about or addressed in presentations
over his career. Explain the pros and cons of each alternative
approach.

11. Data requests 188 and 202 are overly broad and burdensome, not "clearly relevant" to

the subject of this proceeding and constitute prohibited cross-examination of the witness through

data requests. Not only would answering the data requests require Mr. Spanos to review everything

that he has written "or addressed" over his career as a depreciation analyst — a career that spans over

20 years, see Spanos direct testimony, at 2-7, it would require him to review and report on any

alternative he has ever "contemplated" — i.e., considered or thought about. The unreasonableness of

this request is patent on its face.

12.	 To the extent that CURB seeks information concerning Mr. Spanos' past testimony

that it can review for purposes of developing cross-examination, Westar would have no objection to

providing such materials for a reasonable period of time and Mr. Spanos has listed a number of cases

in which he has participated and provided testimony. However, the data request submitted by CURB

goes far beyond what is reasonable both in time and scope.

4
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Data request no. 207.

13. CURB data request 207 reads as follows:

Identify and explain all changes between the current study and the
most recent prior study.

14. Westar objects to data request 207 on the ground that it is vague and indefinite. The

question requests Westar to identify and explain "all changes" between the current depreciation study

and the most recent prior study but does not specify changes to or in what. Rather, the question

would make Westar guess at what kinds of changes CURB is interested in. The data request is

objectionable unless clarified by CURB.

Data requests no. 228 and 229

15.	 CURB data request 228 reads as follows:

With respect to the Regulatory Liability relating to cost of removal
obligations which Westar reclassified out of accumulated
depreciation:

y. Do you agree that this constitutes a regulatory liability for
regulatory purposes in Kansas? If not, please explain why
not.

z. Do you agree that this amount is a refundable obligation to
ratepayers until it is spent on its intended purpose (cost of
removal)? If not, why not?

aa.	 Please explain the repayment provisions associated with
this regulatory liability.

bb.	 Please explain when you expect to spend this money for
cost of removal.

cc.	 Please explain what you have done with this money as you
have collected it. If you say that you have spent it on plant
additions, please prove it.

5
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dd.	 Identify and explain all other similar examples of Westar's
advance collections of estimated future costs for which it
does not have a legal obligation.

ee.	 Does Westar agree that the KSCC will never know whether
or not Westar will actually spend all of this money for cost
of removal until and if Westar goes out of business? If not,
why not?

ff.	 Does Westar believe that amounts recoded in accumulated
depreciation represent capital recovery? If not, why not?

gg.	 Whose capital is reflected in accumulated depreciation —
shareholders' or ratepayers'?

16. CURB data request 229 reads as follows:

Does Westar promise to remove each asset for which it is collecting
cost of removal and does it promise to spend all of the money it is
collecting for cost of removal, on cost of removal? If the answer is
yes, explain why Westar does not have legal AROs under the
principal of promissory estoppel. Please explain.

17. Westar objects to data requests 228 and 229 because the questions presented in these

data requests essentially constitute cross-examination of Westar's witness who would be providing

responses. The Commission's Discovery Order in this docket states that "[c]ross-examination

through the use of data requests is not appropriate." Discovery Order, Docket No. 08-WSEE-1041-

RTS (July 15, 2008). It is clearly the intention of CURB, through data requests 228 and 229, to

conduct a cross-examination. These questions are improper and more appropriately reserved for

cross-examination at the evidentiary hearing.

WHEREFORE, Westar respectfully requests that the Commission enter an order wherein

Westar's objections are sustained, that Westar not be required to respond to the CURB data requests

6
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160, 188, 202, 207, 228 and 229 and for all other relief which the Commission deems just and

proper.

Respectfully submitted,

WESTAR ENERGY, INC.
KANSAS GAS AND ELECTRIC COMPANY

- "—
Martin J. B igman, #1261:1

Executive Director, Law
Cathryn J. Dinges, #20848
Corporate Counsel
818 South Kansas Avenue
Topeka, Kansas 66612
Telephone: (785) 575-1986
Fax: (785) 575-8136

7



Exhibit 	 (MJM-4)
Page 8 of 10

VERIFICATION

STATE OF KANSAS
SS:

COUNTY OF SHAWNEE

Cathryn J. Dinges, being duly sworn upon her oath deposes and says that she is one of the
attorneys for Westar Energy, Inc. and Kansas Gas and Electric Company; that she is familiar with the
foregoing Objection; and that the statements therein are true and correct to the best of her
knowledge and belief

, 	 WA.

Cat ryn J. Di ti es

SUBSCRIBED AND SWORN to before me this bra' day of August, 2008.

'ally Wilson
ALIC- STATE OF KANSAS

UXP.

My Appointment Expires: l• //q/4o /I

t .47-2YA/1
Notary Public /i

8
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CERTIFICATE OF SERVICE

I hereby certify that on this j th day of August, 2008, the original and eight copies
foregoing Objection were delivered to:

Susan K. Duffy
Executive Director

KANSAS CORPORATION COMMISSION
1500 SW Arrowhead

Topeka, Kansas 66604

and that one copy was delivered to:

KURT J. BOEHM, ATTORNEY
BOEHM, KURTZ & LOWRY
36 EAST SEVENTH STREET
SUITE 1510
CINCINNATI, OH 45202

MICHAEL L. KURTZ, ATTORNEY
BOEHM, KURTZ & LOWRY
36 EAST SEVENTH STREET
SUITE 1510
CINCINNATI, OH 45202

GLENDA CAFER, ATTORNEY
CAFER LAW OFFICE, L.L.C.
SUITE 101
2921 SW WANAMAKER DRIVE
TOPEKA, KS 66614

NIKI CHRISTOPHER, ATTORNEY
CITIZENS' UTILITY RATEPAYER
BOARD
1500 SW ARROWHEAD ROAD
TOPEKA, KS 66604

C. STEVEN RARRICK, ATTORNEY
CITIZENS' UTILITY RATEPAYER
BOARD
1500 SW ARROWHEAD ROAD
TOPEKA, KS 66604

DAVID SPRINGE, CONSUMER
COUNSEL
CITIZENS' UTILITY RATEPAYER
BOARD
1500 SW ARROWHEAD ROAD
TOPEKA, KS 66604

ARLAN MITCHELL, MANAGER
DONIPHAN ELECTRIC COOP. ASSN,
INC.
PO BOX 699
101 N MAIN
TROY, KS 66087

JOHN WINE, JR.
410 NE 43RD
TOPEKA, KS 66617

DANA BRADBURY, LITIGATION
COUNSEL
KANSAS CORPORATION COMMISSION
1500 SW ARROWHEAD ROAD
TOPEKA, KS 66604-4027

MATTHEW SPURGIN, LITIGATION
COUNSEL
KANSAS CORPORATION COMMISSION
1500 SW ARROWHEAD ROAD
TOPEKA, KS 66604-4027

9
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DANIEL J. O'BRIEN, GENERAL
MANAGER
KAW VALLEY ELEC. COOP. ASSN. CO .,
INC.
P.O. BOX 750640
1100 SW AUBURN ROAD (66615)
TOPEKA, KS 66675-0640

KATHLEEN M BRINKER, GENERAL
MANAGER
NEMAHA-MARSHALL ELECTRIC
COOPERATIVE ASSN., INC.
402 PRAIRIE STREET (66403)
PO BOX 0
AXTELL, KS 66403-0235

JAMES P. ZAKOURA, ATTORNEY
SMITHYMAN & ZAKOURA, CHTD.
7400 W 110TH STREET
SUITE 750
OVERLAND PARK, KS 66210

CONSTANCE L. SHIDLER, ATTORNEY
SMITHYMAN & ZAKOURA, CHTD.
7400 W 110TH STREET, SUITE 750
OVERLAND PARK, KS 66210

SARAH J LOQUIST, ASSISTANT
GENERAL COUNSEL
UNIFIED SCHOOL DISTRICT 259
ROOM 405
201 N WATER
WICHITA, KS 67202

PETER Q NYCE JR, ATTORNEY
UNITED STATES DEPARTMENT OF
DEFENSE D/B/A UNITED STATES
DEPARTMENT OF DEFENSE
REGULATORY LAW OFFICE
SUITE 713
901 N STUART ST
ARLINGTON, VA 22203-1837

ANGELA BEEHLER, DIRECTOR,
ENERGY REGULATION
WAL-MART STORES, INC.
2001 SE 10TH ST
SAM M. WALTON DEVELOPMENT
COMPLEX
BENTONVILLE, AR 72716-0550

10
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PROCESS

OF

RATEMAKING

UL., I

4
Leonard Saul Goodman

Public Utilities Reports, Inc.
Vienna, Virginia
1-800-368-5001

1998
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Discretion and Judgment 165

doing business are higher than they in fact are. The amounts paid to the reinsurer
reflect only the sharing of the costs and profits for the same risk for which the poli-
cyholder has once been charged. Unless the policyholder receives a benefit from
reinsurance, the costs of reinsurance represent a double-charge for the risk of loss
and the profit allowance.

An application of the above principle may be found in a recent homeowners case
in Georgia,' where the insurer included substantial cost of reinsurance in its rates but
at the same time used a premium-to-surplus ratio in excess of the 3:1 benchmark
proposed in this work. 2 The Georgia insurer used an above average premium-to-
surplus ratio of 3.177:1 (made available by the reinsurance) to convert an after-tax
underwriting profit as a percent of surplus of 11.5 percent 3 into a profit as a percent
of premiums of 3.6 percent (or 11.5% .4- 3.177 = 3.6%).

Substituted rail for motor common carrier service. Long before the I.C.C. first
adopted general regulations pertaining to substituted rail for motor service, a/k/a
"piggyback service," the railroads handled motor trailers of freight at tariff rates
published for entire loaded trailers moving as a freight commodity. In 1964 the
I.C.C. formally provided that motor carriers might continue to substitute rail for
motor service (so-called "Plan I" piggyback service) so long as shippers were noti-
fied that substitution might occur and were given the option of declining to allow
substitution!' In the alternative, motor carriers and railroads would enter into formal
through route, joint rate arrangements ("Plan V" piggyback).

When a motor carrier substituted rail service for its own over-the-road service, it
charged the shipper the same motor carrier rate. 5 The I.C.C. saw no reason why the
motor carrier should be barred under Plan I from using the rail rates published in
open tariffs maintained by railroads when the rail carrier held out the same services
to the public generally. 6 As for Plan V, the I.C.C. held it would not attempt to con-
trol the level of compensation to be received by the railroads under division agree-
ments with trucking companies, since they were "by nature, private contracts nego-
tiated by individual carriers."7

RETROACTIVE RATEMAKING. "Retroactive ratemaking" refers to an im-
proper recovery of costs that were properly recoverable only in a past period or peri-
ods. In the absence of express statutory direction, it is unlawful for an agency to alter

Cotton States Mutual Ins.Co., Homeowners Program, dated May 22, 1996, filed May 23, 1996, Exh. 6, p. 3,
Ga.Dept.Ins., Atlanta, Ga.

2 For discussion of the proposed benchmark, see p. 681.

3 The insurer derived the after-tax underwriting profit by subtracting the net of tax investment yield from a
projected return on surplus of 15 percent. The insurer used a pre-tax investment yield of 5.4 percent and a tax rate
of 34.9 percent. Thus, the after-tax profit equaled 15% – 5.4% x (1– 34.9%), or 5.4 percent.

Substituted Service—Charges and Practices of For-Hire Carriers and Freight Forwarders, 322 ICC 301
(1964), affd sub nom. Am.Trucking Assns. v. Atchison, T.& S.F.R.Co., 387 U.S. 397 (1967), adopting 49 CFR
Part 500. Later the I.C.C. totally exempted this service from its regulation in Improvement of TOFC/COFC Regula-
tion, 364 ICC 731 (1981), adopting 49 CFR Part 1090.

5 See 322 ICC at 310; and Substituted Freight Svc., 232 ICC 683, 687 (1939).

6 322 ICC at 335.
7 Id. at 328.
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the past legal consequences of past actions,' such as by awarding damages for past
illegal conduct. An agency may, and indeed must in an appropriate case, affect the
future legal consequences of past transactions. Such "secondary retroactivity" is an
"entirely lawful consequence of much agency rulemaking and does not by itself ren-
der a rule invalid."2

The Indiana commission usefully summarized the three basic functions served
by the rule against retroactive ratemaking: 3

a) protecting the public by ensuring that current customers pay for
their own service and not for past deficits;

b) preventing utilities from using future rates to protect the finan-
cial investment of their stockholders, i.e., providing a guaranty,
rather than opportunity, for a fair rate of return; and

c) requiring utilities to bear losses and enjoy gains that depend on
their own managerial efficiency.

It is retroactive, and hence unlawful, ratemaking for a state agency engaged in a
prior approval proceeding on application for a rate increase to approve the increase
with an effective date prior to the issuance of its final order; the agency cannot, for
example, make the approved increase effective as of the date of an earlier order in
the proceeding. 4

Retroactivity is particularly inconsistent with group ratemaking and could pro-
duce a "cost-plus" system of regulation. A uniform group rate for a class of compa-
nies requires each company to compete and control costs. If an agency had authority
to make rates retroactive to any point in time, each company would have an
"incentive to seek relief from the uniform rate, not to live within it."5

State insurance law is particularly insistent that rates shall not recover past, out-
of-state losses. A Connecticut statute provides that no personal risk insurance rate
shall be "designed to recover underwriting or operating losses incurred out-of-state,"
implying that past losses incurred within Connecticut in some circumstances may be
recovered in a new rate filing. 6 A New York statute adopted in 1990 similarly pro-
vides that any rate affecting an effort on the part of an insurer to recoup losses
incurred in another state, which requires a general reduction in rates, is "deemed
unfairly discriminatory.°

Retroactive discounting is disapproved by insurance commissioners primarily to
prevent rates from falling below approved minimum rates. The New York superinten-
dent, for example, disapproved a proposed rebate of a group life or health insurance

Bowen v. Georgetown Univ.Hosp., 488 U.S. 204 (1988); American Min.Congress v. U.S, Environmental
Protection Agency, 965 F.2d 759, 769 (9th dr. 1992).

2 National Medical Enterprises, Inc. v. Sullivan, 957 F.2d 664, 671 (9th Cir. 1992).

3 Re Northern Indiana Pub.Svc.Co., 157 PUR4th 206, 228 (Ind.URC, 1994).

4 Re Western Ky.Gas Co., 123 PUR4th 68, 71-72 (Ky.PSC, 1991).
5 T.W.A. v. C.A.B., 336 U.S. 601, 606-07 (1949).
6 Conn Stats., C.G.S.A. §38a-686(c).

7 27 N.Y. Ins.Code, §2303 (1994 Pocket Part).
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Westar Energy

Summary of Disallowed Depreciation Related Adjustments

Westar North

Depreciation /Amortization Expense
MFR Amount

Depreciation Study Section 9, Adj. 28 9,741,300 1/
Difference in Depreciation Rates Section 9, Adj. 33 327,769 1/

Regulatory Assets (increase to rate base)
Differences in Depreciation Rates Section 6, Adj. 3 7,064,467 2/

Westar South

Depreciation /Amortization Expense
MFR Amount

Depreciation Study Section 9, Adj. 28 10,181,082 1/
Difference in Depreciation Rates Section 9, Adj. 33 425,239 1/

Regulatory Assets (increase to rate base)
Difference in Depreciation Section 6, Adj. 2 65,906,728 2/
Difference in Depreciation Rates Section 6, Adj. 3 12,593,875 2/

1/ Majoros recommends disallowance.
2/ Majoros recommends reclassification to accumulated depreciation.
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