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Q: Please state your name and business address. 1 

A: My name is John P. Weisensee.  My business address is 1200 Main Street,  Kansas City, 2 

Missouri 64105. 3 

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

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

as Regulatory Affairs Manager. 6 

Q: What are your responsibilities? 7 

A: I have primary responsibility for preparing the financial information contained in various 8 

regulatory filings in Kansas and Missouri. 9 
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Q: Please describe your education, experience and employment history. 1 

A: I graduated from The University of Texas at Austin in 1977 with a Masters in 2 

Professional Accounting.  I had previously received my Bachelors of Business 3 

Administration degree in Accounting from the same university, summa cum laude.  I 4 

have been a Certified Public Accountant since 1977.  I began my career with KCP&L in 5 

January 2007.  From 1986 to 2001, I was the Manager, Finance and Accounting for 6 

St. Joseph Light & Power Company.  In the years between leaving that utility and 7 

beginning at KCP&L, I was self-employed as a business consultant in the utility industry 8 

and for many other industries. 9 

Q: Have you previously testified in a proceeding before the Kansas Corporation 10 

Commission (“KCC” or “the Commission”) or before any other utility regulatory 11 

agency? 12 

A: Yes, I have testified before the KCC in several dockets.  In addition, I have testified on 13 

many occasions before the Missouri Public Service Commission while at St. Joseph Light 14 

& Power Company and at KCP&L. 15 

Q: What is the purpose of your testimony? 16 

A: The purpose of my testimony is to:  (i) describe the revenue requirement model and 17 

schedules that are used to support the rate increase KCP&L is requesting in this 18 

proceeding (Schedule JPW-1 attached to this testimony); and (ii) support various 19 

accounting adjustments listed on the summary of adjustments (Schedule JPW-2 attached 20 

to this testimony).   21 
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REVENUE REQUIREMENT MODEL AND SCHEDULES 1 

Q: What is the purpose of Schedule JPW-1? 2 

A: This attachment includes the schedules derived from the Company’s revenue requirement 3 

model used to support the rate increase that KCP&L requests in this proceeding.   4 

Q: Were the schedules prepared either by you or under your direction? 5 

A: Yes, they were. 6 

Q: Please describe the process the Company used to determine the requested rate 7 

increase. 8 

A: We utilized a standard ratemaking process to determine the rate increase request.  We 9 

used historical test year data from the financial books and records of the Company as the 10 

basis for operating revenues, operating expenses and rate base.  We then adjusted the 11 

historical test year data to reflect:  (i) normal levels of revenues and expenses that would 12 

have occurred during the test year; (ii) annualizations of certain revenues and expenses; 13 

(iii) amortizations of regulatory assets and liabilities; and (iv) known and measurable 14 

changes that have been identified since the end of the historical test year.  We then 15 

allocated the adjusted test year data to arrive at operating revenues, operating expenses, 16 

and rate base applicable to the Kansas jurisdiction.  We subtracted operating expenses 17 

from operating revenues to arrive at operating income.  We then divided operating 18 

income by rate base to calculate the rate of return prior to the requested rate increase.  19 

The requested rate increase is the amount necessary for the post-increase calculated rate 20 

of return to equal the rate of return supported by KCP&L witness Dr. Samuel C. 21 

Hadaway.   22 
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Q: Does the revenue requirement model include costs recovered through the Energy 1 

Cost Adjustment (“ECA”) and Energy Efficiency (“EE”) riders? 2 

A: Yes, these costs are included and have been adjusted, as discussed later in this testimony 3 

(adjustments CS-26 and CS-100, respectively).  However, the revenue requirement is not 4 

affected by inclusion of these costs because adjusted Kansas retail revenue includes ECA 5 

and EE revenue equal to the sum of all adjusted ECA costs and EE costs, respectively.  6 

The ECA costs are included in Schedule JPW-5 attached to this testimony.  The ECA and 7 

EE effects are considered in the rate design in this case. 8 

TEST YEAR 9 

Q: What historical test year did KCP&L use in determining rate base and operating 10 

income? 11 

A: The revenue requirement schedules are based on a historical test year of the twelve 12 

months ending September 30, 2009. 13 

Q: Is this the test year specified for this case in Docket No. 04-KCPE-1025-GIE (“1025 14 

Docket” or “Regulatory Plan”)? 15 

A: The Regulatory Plan specified a test year for the current rate case of the twelve months 16 

ended June 30, 2009 based upon a filing date prior to August 15, 2009.  However, 17 

KCP&L filed a Motion to Amend Filing Date on August 12, 2009 requesting a delay in 18 

the filing date and that no specific filing date be established by the Commission.  19 

Additionally, on September 9, 2009, the parties to the Stipulation and Agreement 20 

approved by the Commission in KCP&L’s last rate case proceeding, Docket No. 09-21 

KCPE-246-RTS (“246 docket”), filed a Joint Report Regarding the Timing and Process 22 

for Kansas City Power & Light Company’s Final Rate Proceeding Under Its Five-Year 23 
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Regulatory Plan (“Collaborative Report”) under the 1025 Docket, asking that the 1 

procedural schedule be revised depending on the Iatan Unit 2 in-service date.  KCP&L’s 2 

Motion to Amend Filing Date was approved by the Commission in its November 13, 3 

2009 Order Granting KCP&L’s Motion to Amend Filing Date.  To date, the Commission 4 

has not yet taken any action regarding the Collaborative Report.  The Company used the 5 

twelve-month period ending September 30, 2009 for the test year in this rate proceeding 6 

as that period reflects the most currently available quarterly financial information.  7 

Q: Does test year expense reflect an appropriate allocation of KCP&L overhead to 8 

KCP&L Greater Missouri Operations Company (“GMO”) and other affiliated 9 

companies?  10 

A: Yes, KCP&L incurs costs for the benefit of GMO and other affiliates and these costs are 11 

billed out as part of the normal accounting process. All costs, labor and non-labor, are 12 

charged to projects at KCP&L and certain projects are set up to allocate costs among the 13 

various companies based on appropriate cost drivers or to assign costs directly to the 14 

benefiting affiliate.   15 

JURISDICTIONAL ALLOCATIONS 16 

Q: Why is it necessary to allocate revenues, expenses and rate base to the Company’s 17 

various jurisdictions? 18 

A: KCP&L does not have separate operating systems for its Kansas, Missouri and firm 19 

wholesale jurisdictions.  It operates a single production and transmission system that is 20 

used to provide service to retail customers in Kansas and Missouri, as well as the full-21 

requirements firm wholesale customers.  Therefore, jurisdictional allocations of operating 22 

expenses, certain operating revenues and rate base are necessary. 23 
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Q: Why is the method by which the allocations are made critical? 1 

A: The method of allocation is critical first to ensure that the rates charged to each 2 

jurisdiction of customers reflect the full cost of serving those customers but not the cost 3 

of serving customers in other jurisdictions.  Secondly, the method of allocation must 4 

allow the Company the opportunity to recover fully its prudent costs of serving those 5 

customers.  That is, if the sum of the allocation factors allowed in each jurisdiction is less 6 

than 100%, then the Company is unable to recover its prudent cost of service and return 7 

on rate base.  Company witness Larry W. Loos discusses this issue in more detail in his 8 

direct testimony. 9 

Q: What allocators did the Company use? 10 

A: The allocators that were utilized can be classified as input allocators or calculated 11 

allocators.  The input allocators are based on weather-normalized demand and energy, 12 

described in the direct testimony of KCP&L witness George M. McCollister, and 13 

customer information.  Attached as Schedule JPW2010-3 is the calculation of those 14 

allocators for this rate proceeding.  The calculated allocators are, at their root, based on 15 

the Demand, Energy, and Customer allocators.  The calculated allocators are, however, 16 

calculated within the revenue requirement model.  They are often calculated as 17 

combinations of amounts that have previously been allocated using one or more of the 18 

input allocators. 19 

Q: Please describe the Demand allocator. 20 

A: The Demand allocator is a 12-month weather normalized average of the coincident peak 21 

demands for the Kansas and Missouri retail jurisdictional customers and the firm 22 

wholesale jurisdiction.   23 
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Q: Please describe the Energy allocator. 1 

A: The Energy allocator is based on the total weather-normalized kilowatt-hour usage by the 2 

Kansas and Missouri retail customers and the firm wholesale jurisdiction.   3 

Q: Please describe the Customer allocator. 4 

A: The Customer allocator is based on the average number of customers during the test year 5 

in Kansas, Missouri, and the firm wholesale jurisdiction. 6 

Q: Please explain how the various revenues, expenses and rate base components are 7 

allocated among KCP&L’s regulatory jurisdictions. 8 

A: Attached as Schedule JPW2010-4 is a narrative describing the allocation methodology.   9 

Q: Do these allocators reflect any change in allocation methods from those used in 10 

prior cases under the Regulatory Plan?   11 

A: Yes.  In the Stipulation and Agreement approved by the Commission in Docket No. 07-12 

KCPE-905-RTS (“905 Docket”), KCP&L agreed to utilize the Unused Energy Allocator 13 

(“UE1”) to allocate off-system sales margins to Kansas retail ratepayers in its ECA rider.  14 

KCP&L has utilized this allocator in its ECA rider for the past two years.  Missouri uses 15 

an energy allocator to allocate off-system sales margins between the Kansas and Missouri 16 

jurisdictions.  The result of these differing allocation methodologies is that over 100% of 17 

KCP&L’s off-system sales margins are allocated out to customers; that is, KCP&L pays 18 

out more margin than it takes in.  The Company now supports a different allocation 19 

method for allocating off-system sales margins.  Mr. Loos recommends, and KCP&L 20 

supports, allocating off-system sales margins for the ECA rider based on Kansas’s 21 

allocation of steam production plant as a percentage of total KCP&L steam production 22 
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plant.   Once again, this change would not affect the current rate case revenue 1 

requirement, because of the ECA rider, but will affect future ECA filings.   2 

Q: What is the Company’s specific request of the Commission on this issue? 3 

A: KCP&L requests Commission approval to allocate off-system sales margins in the ECA 4 

rider based on Kansas’s allocation of steam production plant as a percentage of total 5 

KCP&L steam production plant (“steam production plant allocator”) as recommended by 6 

Company witness Larry W. Loos and Tim Rush. 7 

Q: Does Mr. Loos recommend any other changes that the Company has chosen not to 8 

use in the current rate proceeding? 9 

A: Yes, Mr. Loos recommends several other changes, including the use of an energy 10 

allocator to allocate environmental plant and operations and maintenance expenses and to 11 

allocate non-labor boiler maintenance expense.  While KCP&L has chosen not to make 12 

those changes at this time, because of an agreement in the Regulatory Plan to use a 13 

12-month coincident peak demand for those items, KCP&L intends to propose those 14 

changes in future rate cases.  15 

Q: Since KCP&L has chosen not to make these changes at this time, how is steam 16 

production plant allocated in Schedule 11 of Schedule JPW2010-1? 17 

A: Steam production plant is allocated entirely based on the demand allocator, with no 18 

different treatment at this time for the environmental plant.    19 

Q: Given that the steam production plant on Schedule 11 is entirely allocated based on 20 

demand, then is the off-system sales margin allocation that KCP&L recommends be 21 

allocated based on the steam production plant allocation, therefore allocated 22 

entirely based on demand? 23 
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A: No, for purposes of the off-system sales margin allocation in this rate proceeding the 1 

steam production plant allocator is blended, with approximately 23% of the allocation 2 

based on energy (the environmental portion of steam production plant) and the remainder 3 

based on demand.  This approach allows the off-system sales margin presented in this 4 

rate proceeding to be reflective of the allocation recommended by the Company going 5 

forward and steam production plant on Schedule 11 to be allocated in accordance with 6 

the Regulatory Plan.  7 

ADJUSTMENTS 8 

Q: Please discuss Schedule JPW2010-2. 9 

A: This schedule presents a listing of revenue and expense adjustments to the 12 months 10 

ended September 30, 2009 test year, and rate base adjustments to the September 30, 2009 11 

balances.  The adjustments are organized and subtotaled by the lines reflected on 12 

Schedule 1, SUMMARY OF OPERATING INCOME & RATE BASE, of 13 

Schedule JPW2010-1.  This listing includes the adjustment number and description, 14 

amount, and the Company witness sponsoring the adjustment.  Various KCP&L 15 

witnesses will support, in their direct testimony, the need for each of these adjustments. 16 

Q: Please explain the adjustments to reflect normal levels of revenues and expenses. 17 

A: These include adjustments to retail revenue and bad debt expense to reflect levels that 18 

would have occurred if the weather had been “normal” during the test year.  Also 19 

included are adjustments to reflect a “normal” level of maintenance expense. This is 20 

necessary because, for example, turbine maintenance does not occur every year.  Thus, an 21 

individual generating unit may have large variations in maintenance from year to year.  22 

Similar adjustments are necessary for Transmission and Distribution maintenance.  23 
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Q: Please explain the adjustments to annualize certain revenues and expenses. 1 

A: Annualization adjustments have been made to reflect an annual level of expense in cost 2 

of service, such as the annualization of payroll and depreciation expenses.  The former 3 

reflects a full year’s impact of recent pay increases, while the latter reflects the impact of 4 

a full-year’s depreciation on recent plant additions as well as adoption of new 5 

depreciation rates proposed by KCP&L in this case as discussed by Company Witness 6 

John J. Spanos. 7 

Q: Please explain the adjustments to amortize regulatory assets and liabilities. 8 

A: Various regulatory assets and liabilities have been established in past Kansas rate cases, 9 

such as deferred security costs and rate case costs.  Those assets/liabilities are then 10 

amortized over the number of years authorized in the Orders for the applicable rate cases. 11 

Q: Please explain the adjustments to reflect known and measurable changes that have 12 

been identified since the end of the historical test year? 13 

A: Those adjustments are made to reflect changes in the level of revenues, expenses, rate 14 

base and cost of capital that either have occurred or are expected to occur prior to the 15 

effective date of rate implementation in this docket.  For example, payroll expense has 16 

been adjusted for known and measurable pay increases.  In general, known and 17 

measurable changes to plant-related assets and reserves have been considered through 18 

September 30, 2010 while other changes have been considered through August 31, 2010.  19 

Q: Do all of those adjustments, listed on Schedule JPW2010-2 and discussed 20 

throughout the remainder of this testimony, entail an adjustment of test year 21 

amounts? 22 
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A: Yes, the adjustments described below and summarized on Schedule JPW2010-2 reflect 1 

adjustments to the test year ended September 30, 2009, or, in the case of rate base items, 2 

adjustments to September 30, 2009 balances.   3 

RB-11 OUT-OF-PERIOD ITEMS 4 

Q: Please explain adjustment RB-11. 5 

A: The Company has identified certain costs recorded during the test year to capital projects, 6 

involving expense report charges, for which it is not seeking recovery in this or any 7 

future rate proceeding.  The costs were removed from the plant accounts and recorded to 8 

a non-utility expense account.  We believe the costs were ordinary and reasonable 9 

business expenses; however, we do not believe such costs should be borne by ratepayers.  10 

RB-20 PLANT IN SERVICE 11 

Q: Please explain adjustment RB-20. 12 

A: Excluding Iatan Unit 2, we rolled September 30, 2009 plant balances forward to 13 

September 30, 2010, by using the Company’s 2009-2010 capital budgets, which include 14 

both capital additions and retirements.  Additional retirements of general plant were also 15 

reflected consistent with the results of the 2009 depreciation study discussed by Company 16 

witness John J. Spanos.  17 

Q: How and why was the Iatan Unit 2 plant amount projected? 18 

A: As agreed to by the parties in this case in the Joint Report, we used KCP&L’s share of 19 

the budgeted project costs.  Company witness Brent C. Davis discusses the Iatan 2 in-20 

service in his testimony. 21 

Q: What is the projected Iatan 2 balance that is included in rate base in this rate 22 

proceeding? 23 
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A:  We have projected a balance of $1.029 billion (KCP&L’s share, total company, including 1 

Allowance for Funds Used during Construction (“AFUDC”).   2 

Q: For purposes of the Company’s filing, were Iatan 2 budgeted total project costs 3 

allocated to KCP&L based on its ownership interest in that plant? 4 

A: Yes, the entire project cost was allocated at KCP&L’s ownership level (54.71%) even 5 

though certain of those costs will be classified as common between Unit 1 and Unit 2.  6 

Q: Why did the Company take that approach? 7 

A: The primary reason was because certain end-of-project work included in the Iatan Unit 2 8 

budget has not yet been fully designed.  Therefore, the expected cost of that common 9 

work is not known with certainty at this time.  A contributing factor is conservatism; that 10 

is, KCP&L’s share of Iatan 2 (54.71%) is lower than its share of Iatan common (61.45%). 11 

Q: Will the split between Iatan 2 costs and common costs be finalized in the 12 

abbreviated, true-up case anticipated in the Joint Report? 13 

A: Yes, a true-up will take place at that time.   14 

Q: Since the Company’s ownership interest in Iatan 2 is less than that of Iatan 1, was 15 

an adjustment made to reflect KCP&L’s reduced ownership in the common plant 16 

existing prior to the recent Iatan construction activity? 17 

A: Yes, adjustments RB-20 and RB-30 include reductions in rate base components to reflect 18 

a net billing to certain Iatan 2 partners of common plant existing prior to the recent Iatan 19 

construction activity.  While this billing has not yet taken place, both Plant in Service and 20 

Reserve for Depreciation were adjusted using a calculation based on the individual 21 

components of common plant, original Plant in Service and the related cumulative 22 

Reserve for Depreciation projected as of September 30, 2010. 23 
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RB-25/CS-111 IATAN 1 REGULATORY ASSET 1 

Q: Please explain adjustment RB-25. 2 

A: Pursuant to the terms of the Stipulation and Agreement that was approved by the 3 

Commission in the 246 Docket (“246 S&A”), KCP&L was authorized to include in a 4 

regulatory asset depreciation expense and carrying costs for the Iatan Unit 1 Air Quality 5 

Control System (“AQCS”) and Iatan common plant not included in rate base in the 6 

246 Docket.  Adjustment RB-25 rolls forward the regulatory asset balance, which is 7 

recorded on a Kansas jurisdictional basis, from September 30, 2009 to September 30, 8 

2010 based on projected jurisdictional depreciation expense and carrying costs during 9 

that period.    10 

Q: What do you mean by the term “Iatan common?” 11 

A: A component of the construction of Iatan 1 Unit AQCS and Iatan Unit 2 is equipment and 12 

facilities to be used by and for the benefit of both Iatan Unit 1 and Iatan Unit 2.  13 

Examples include a shared chimney, water treatment facilities, and rail facilities. 14 

Q: What is the projected regulatory asset balance that is included in rate base in this 15 

rate proceeding? 16 

A:  We have projected a September 30, 2010 Kansas jurisdictional balance of $4.2 million.   17 

Q: Please explain adjustment CS-111. 18 

A: We annualized the amortization of the Iatan Unit 1 and Iatan common regulatory asset 19 

based on the remaining depreciable life of the Iatan Unit 1 AQCS, pursuant to FERC 20 

account 312, or 27 years, based on the depreciation study supported in the direct 21 

testimony of Company witness John Spanos.   22 

Q: Will this amortization continue for 27 years? 23 
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A: Yes, pursuant to the 246 S&A.  However, the Company recommends transferring the 1 

Iatan Unit 1 and Iatan common regulatory asset into plant accounts effective with new 2 

rates in this rate proceeding.  The carrying cost portion of the regulatory asset would be 3 

transferred to plant in service while the depreciation portion of the regulatory asset would 4 

be transferred to the reserve for depreciation. 5 

Q: Why is this transfer recommended? 6 

A: Administratively, tracking these deferred costs will be much easier if the costs are 7 

included in the Company’s property record system, as part of the overall Iatan Unit 1 8 

plant costs, rather than tracking the regulatory asset for 27 years.   9 

Q: Why does this request make sense from a regulatory standpoint? 10 

A: The purpose of the regulatory asset was to bridge Iatan Unit 1 AQCS and common plant 11 

between rate cases in the Regulatory Plan.  That is, under terms of the 246 S&A only 12 

Iatan 1 AQCS and common plant costs paid or approved for payment as of April 30, 13 

2009 and in service as of July 4, 2009 were allowed in rate base in the 246 Docket.  The 14 

intention was not to disallow costs not paid or approved for payment at that date, but 15 

rather to allow those costs in rate base in the next rate proceeding (the current rate case).  16 

Therefore, it seems logical that at the end of this rate proceeding all Iatan Unit 1 AQCS 17 

and common plant costs should be included in plant accounts going forward.  18 

Q: Would this transfer have any ratemaking impact? 19 

A: No.  The unrecovered deferred costs will be included in rate base in future years whether 20 

the costs are identified as a regulatory asset or included in plant accounts.  21 

Correspondingly, depreciation expense will be recognized at the appropriate level.  22 

Q: What specific request is the Company making of the Commission on this subject? 23 
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A: We request that the deferred depreciation portion of the Iatan 1 Unit AQCS and Iatan 1 

common cost regulatory asset be transferred to Federal Energy Regulatory Commission 2 

(“FERC”) account 108, Reserve for Depreciation, as a reduction in that balance and that 3 

the carrying cost portion of the regulatory asset be transferred to FERC account 101, 4 

Plant in Service, as an increase in that balance.  Alternatively, in the event the 5 

Commission does not grant this request, we ask that the amortization period for the 6 

regulatory asset be set at the remaining depreciable life of Iatan Unit 1, or 27 years. 7 

Q: Exclusive of the regulatory asset, what is the amount of Iatan Unit 1 plant-in-service 8 

included in this rate proceeding, including common plant? 9 

A:  We have included a balance of $509 million (KCP&L’s share, total company, including 10 

AFUDC).   11 

RB-30 RESERVE FOR DEPRECIATION 12 

Q: Please explain adjustment RB-30? 13 

A: This adjustment rolls forward the Reserve for Depreciation from September 30, 2009 to 14 

balances projected as of September 30, 2010.    15 

Q: How was this roll-forward accomplished? 16 

A: The depreciation/amortization provision component was calculated in two steps:  (i) by 17 

multiplying the September 2009 provision times twelve to approximate the provision that 18 

would be charged to the Reserve for Depreciation from October 2009 through September 19 

2010 (twelve months) for plant existing at September 30, 2009; and (ii) by estimating the 20 

depreciation/amortization attributable to projected net plant additions from October 2009 21 

through September 2010.  In the second step we assumed the net plant additions occurred 22 
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ratably over this period except for the Iatan Unit 2 generating unit for which we utilized 1 

the expected in-service date.   2 

Q: How were the retirement and net salvage components included in the roll-forward? 3 

A: Those components were primarily based on budgeted activity during the period October 4 

2009 through September 2010.  The adjustment also recognized additional retirements of 5 

general plant identified in the results of the 2009 depreciation study supported by 6 

Company witness John J. Spanos.   7 

Q: Is the Reserve for Depreciation adjusted for any other items? 8 

A: Yes, it has been increased for the cumulative Kansas jurisdictional Pre-Tax Payment on 9 

Plant (“PTPP”) from January 1, 2007 through September 30, 2010, or $66.25 million.  10 

The Stipulation and Agreement approved by the Commission in the 1025 Docket 11 

(“1025 S&A”) required that the cumulative Contribution in Aid of Construction 12 

(“CIAC”) (established and referred to now as the PTPP as a result of agreements and 13 

Orders in previous rate cases under the 1025 S&A) be included as an increase in the 14 

Reserve for Depreciation effective with the final rate case in the Regulatory Plan, the 15 

current rate proceeding.    16 

Q: Does the Regulatory Plan require that the cumulative PTPP balance be spread to 17 

plant account balances in this rate proceeding? 18 

A: The Regulatory Plan states that the spreading shall take place “at a later time.”  While the 19 

total cumulative Kansas jurisdictional balance is included on Schedule 12 of Schedule 20 

JPW-1 in a “dummy” plant account, Account 399, and allocated 100% to Kansas 21 

jurisdictional plant, we have spread the cumulative balance to the supply-related 22 
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Regulatory Plan projects for purposes of the depreciation study.  Company witness John 1 

Spanos discusses this more in his testimony.  2 

Q: Does the Company recommend that the spreading method employed in the 3 

depreciation study be used to spread the PTPP balance over the plant accounts for 4 

book purposes? 5 

A: Yes, the Company recommends, and requests of the Commission, that the approach used 6 

to spread the cumulative PTPP balance in the depreciation study sponsored by Company 7 

witness John Spanos in his direct testimony be used to spread the balance in the 8 

Company’s property records system.   9 

RB-50 PREPAYMENTS 10 

Q: Please explain adjustment RB-50. 11 

A: We normalized this rate base item based on a 13-month average of prepayment balances.  12 

Prepayment amounts can vary widely during the course of the year and an averaging 13 

method minimizes those fluctuations.  14 

Q: What accounts are included in prepayments? 15 

A: The most significant relate to prepaid insurance, capacity charges, rent and software 16 

maintenance. 17 

Q: What period was used for the 13-month averaging? 18 

A: We used the period September 2008 through September 2009. 19 

Q: Did the KCC Staff use 13-month averaging for Prepayments in the 246 Docket? 20 

A: Yes, they did.   21 
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RB-55 EMISSION ALLOWANCES 1 

Q: Please explain adjustment RB-55. 2 

A: The 1025 S&A included an SO2 Emission Allowance Management Policy, which 3 

provided for KCP&L to sell SO2 emission allowances in accordance with the initial SO2 4 

Plan submitted to the KCC, KCC Staff and other parties in January 2005, as updated.  5 

The 1025 S&A requires KCP&L to record all SO2 emission allowance sales proceeds as a 6 

regulatory liability in Account 254.  The liability is reduced by premiums that result from 7 

the Company’s purchase of lower sulfur coal than specified under contracts.  8 

Adjustment RB-55 reflects the projected net balance at August 2010, based on expected 9 

allowance sales and lower sulfur coal premiums during the period September 30, 2009 10 

through that date. 11 

Q: What is the projected SO2 regulatory liability that is included in rate base in this 12 

rate proceeding? 13 

A: We have projected a September 30, 2010 balance of $87 million (total company), 14 

exclusive of a small amount that pertains only to the Missouri jurisdiction.   15 

Q: Will the net proceeds in the regulatory liability account be reflected as a reduction 16 

in revenue requirements in this rate proceeding? 17 

A: As I discuss later in this testimony (adjustment CS-26), ratepayers will be given the 18 

benefit of these net proceeds through the ECA rider.  19 

Q: Is the Company authorized to continue this regulatory treatment following the 20 

conclusion of this rate proceeding? 21 

A: This regulatory treatment will end with the conclusion of the Regulatory Plan, absent 22 

Commission authorization to continue.  Therefore, KCP&L requests approval to continue 23 
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the process authorized by the Commission in the 1025 Docket to defer proceeds from 1 

future SO2 allowance sales, including the annual Environmental Protection Agency 2 

auction, and to offset the deferred gains with coal premiums of purchase of low sulfur 3 

coal. 4 

RB-60 ENHANCED SECURITY COSTS 5 

Q: Please explain adjustment RB-60. 6 

A: We rolled forward the unamortized enhanced security costs to August 31, 2010.  Those 7 

costs represent expenditures incurred by the Company for measures undertaken following 8 

the September 11, 2001 terrorist attacks.  Those measures include increased security at 9 

certain critical facilities to ensure the safety of Company personnel and equipment and 10 

the continuation of reliable electric service.    11 

Q: Why were those costs deferred? 12 

A: In 2004, the Company advised the KCC Director of Utilities that the appropriate 13 

mechanism to address enhanced security costs was to defer those costs through the 14 

establishment of a regulatory asset.  The recovery of those costs would then be requested 15 

in future rate proceedings.  By letter dated December 30, 2004, the Director indicated 16 

agreement with the accounting procedure proposed by the Company.  The Stipulation and 17 

Agreement approved by the Commission in Docket No. 06-KCPE-828-RTS (“828 18 

S&A”) reaffirmed deferral of such costs incurred through December 31, 2006, and 19 

inclusion of the unamortized deferred costs in rate base. 20 

Q: Do those costs include expenditures that would otherwise be classified as plant-in-21 

service? 22 
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A: No, costs that are properly classified as plant-in-service have been excluded from the 1 

deferred account. 2 

Q: What amortization period was established for those deferred costs? 3 

A: In accordance with the 828 S&A, those costs are being amortized over five years, 4 

commencing January 1, 2007. 5 

Q: Does the test year cost of service reflect a full year’s amortization expense? 6 

A: Yes, the amortization expense was recorded on the books in the test year.  Therefore, net 7 

operating income is properly stated and requires no adjustment.  In addition to 8 

amortization, test year cost of service includes ongoing security costs incurred during the 9 

test year. 10 

RB-65 AND CS-65 PENSION COSTS  11 

Q: Please explain adjustments RB-65 and CS-65. 12 

A: These adjustments consist of five components: 13 

(a) Expense - adjust Financial Accounting Standard No. 87 “Employers’ Accounting 14 

for Pensions” (“FAS 87”), No. 88 “Employers' Accounting for Settlements and 15 

Curtailments of Defined Benefit Pension Plans and for Termination Benefits” 16 

(“FAS 88”), and No. 158 “Employers’ Accounting for Defined Benefit Pension 17 

and Other Postretirement Plans” (“FAS 158”) pension expense for ratemaking 18 

purposes to an annualized level.  As a result of the Financial Accounting 19 

Standards Board issuance of the Accounting Standards Codification (“ASC”) in 20 

June 2009, the guidance for pensions formerly included within FAS 87, 88, and 21 

158 is now included in the ASC within Topic 715, “Compensation – Retirement 22 

Benefits.”      23 
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(b) Rate base - roll forward the FAS 87 regulatory asset to the projected August 31, 1 

2010 balance;  2 

(c) Rate base - roll forward the FAS 88 regulatory asset to the projected August 31, 3 

2010 balance; 4 

(d) Rate base - roll forward the FAS 158 regulatory asset to the projected August 31, 5 

2010 balance; and 6 

(e) Rate base - roll forward the net prepaid pension asset to the projected August 31, 7 

2010 balance.   8 

Q: Do these pension adjustments take into consideration payroll billed to joint venture 9 

partners, billed to companies affiliated with KCP&L (“affiliated companies”), and 10 

charged to capital? 11 

A: Yes, they do, based on data from the payroll adjustment discussed later in this testimony 12 

(adjustment CS-50). 13 

Q: Do these pension adjustments include the effects of the Company’s interest in the 14 

Wolf Creek generating station pension plans? 15 

A: Yes, they do.  16 

Q: Please explain component (a). 17 

A: FAS 87 expense was annualized based on information provided by the Company’s 18 

actuarial firms.  In addition, annualized pension expense includes amortizations of the 19 

FAS 87, FAS 88 and FAS 158 re-measurement costs (components (b)-(d), respectively, 20 

discussed below).  21 

Q: Is the FAS 87 expense provided by the Company’s actuarial firms on a “KCP&L 22 

stand-alone” basis, or does it also include costs associated with GMO? 23 
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A: All employees are now KCP&L employees; therefore, the actuarial reports are on a 1 

consolidated basis (i.e., KCP&L and GMO combined). 2 

Q: How is the consolidated FAS 87 expense allocated to KCP&L to ensure that Kansas 3 

ratepayers are not paying for GMO costs? 4 

A: The consolidated expense is allocated to each jurisdiction based on a labor allocation 5 

factor, consistent with the payroll annualization allocation discussed later in this 6 

testimony (adjustment CS-50). 7 

Q: Does this approach properly consider unamortized gains and losses existing at the 8 

time GMO became part of the consolidated group (July 14, 2008)? 9 

A: Yes, it does.   10 

Q: Was annualized pension expense determined in accordance with established 11 

regulatory practice? 12 

A: Yes, the calculation was made in accordance with the methodology documented in the 13 

1025 S&A and the 246 S&A.   14 

Q: What is the amount of FAS 87 expense on a total company Kansas basis currently 15 

built into rates? 16 

A: The 246 S&A established the annual amount built into rates at $36,306,150, before 17 

capitalized amounts and the portion of KCP&L’s annual pension cost that is allocated to 18 

KCP&L’s joint partners in the Iatan and LaCygne generating stations, and before 19 

inclusion of the amortization of the FAS 87, FAS 88 and FAS 158 regulatory assets.    20 

Q: Please explain component (b). 21 
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A: This adjustment was made to roll forward the FAS 87 regulatory asset, expressed on a 1 

total company Kansas basis, to August 31, 2010, in order to determine the proper amount 2 

to be included in rate base.   3 

Q: What is the nature of this regulatory asset? 4 

A: This regulatory asset represents the cumulative unamortized difference in FAS 87 5 

pension expense for ratemaking purposes (as discussed in component (a) above) and 6 

pension expense built into rates during the corresponding periods.  7 

Q: When was the beginning point for accumulating this difference in FAS 87 pension 8 

expense for ratemaking purposes and FAS 87 pension expense built into rates? 9 

A: The 1025 S&A specified the accumulation was to begin January 1, 2005. 10 

Q: How was the FAS 87 regulatory asset rolled forward to August 31, 2010? 11 

A: The FAS 87 pension regulatory asset at December 31, 2008 was adjusted by the projected 12 

difference between FAS 87 expense for Kansas jurisdictional ratemaking purposes based 13 

on the 2009 pension costs provided by the Company’s actuaries and FAS 87 expense 14 

currently built into rates for the period January 1, 2009 to August 31, 2010.  Finally, the 15 

regulatory asset balance was reduced by projected amortization of the regulatory asset 16 

balance over the period January 1, 2009 through July 31, 2009 as stipulated in the 905 17 

Docket and from August 30, 2009 through August 31, 2010 as stipulated in the 246 18 

Docket, based on a five-year amortization period, as specified in the 1025 S&A.   19 

Q: What was the amount of the December 31, 2008 FAS 87 regulatory asset on a total 20 

company Kansas basis included in the 246 S&A? 21 

A: The amount stipulated in the 246 S&A was $15,055,968 at December 31, 2008, after 22 

allocation to joint owners.   23 
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Q: Is the FAS 87 regulatory asset properly includable in rate base? 1 

A: Yes, the Commission authorized rate base inclusion in the 1025 Docket.  2 

Q: Please explain component (c). 3 

A: This adjustment was made to roll forward the FAS 88 regulatory asset, expressed on a 4 

total company Kansas basis, to August 31, 2010, in order to determine the proper amount 5 

to be included in rate base   6 

Q: What is the nature of this regulatory asset? 7 

A: This asset represents cumulative unamortized FAS 88 expenses, before amounts 8 

capitalized and after allocation to joint owners.  9 

Q: What is FAS 88? 10 

A: FAS 88 is a financial accounting standard that addresses, among other issues, accounting 11 

for settlement of defined benefit plan obligations and curtailments of defined benefit 12 

plans. 13 

Q: How is FAS 88 expense determined? 14 

A: FAS 88 expense is based on information provided by the Company’s actuarial firms. 15 

Q: How was the FAS 88 regulatory asset rolled forward to August 31, 2010? 16 

A: The FAS 88 regulatory asset at December 31, 2008 was adjusted to reflect projected FAS 17 

88 amortization from January 1, 2009 through August 31, 2010.   18 

Q: What was the amount of the FAS 88 regulatory asset on a total company Kansas 19 

basis included in the 246 S&A? 20 

A: The amount stipulated in the 246 S&A reaffirmed the $22.6 million at December 31, 21 

2007, after allocation to joint owners, established in the 905 Docket, but prior to the 22 

impact of the five-year amortization that began effective January 1, 2008.   23 
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Q: Is the FAS 88 regulatory asset properly includable in rate base? 1 

A: Yes, the KCC Commission authorized rate base inclusion in the 828 S&A.  2 

Q: Please explain component (d).  3 

A: This adjustment was made to roll forward the FAS 158 regulatory asset, expressed on a 4 

total company Kansas basis, to August 31, 2010, in order to determine the proper amount 5 

to be included in rate base.   6 

Q: What is the nature of this regulatory asset? 7 

A: FAS 158 required the Company to convert its measurement date from September 30, 8 

2008 to December 31, 2008.  As a result, KCP&L incurred a catch up of three months of 9 

additional pension and Other Post-Employment Benefits (“OPEB”) expense in 2008.  10 

The Company has included a five-year amortization of those additional costs in its 11 

pension adjustment (CS-65, component (a)) and its OPEB adjustment (adjustment CS-61, 12 

discussed later in this testimony).   13 

Q: Why was a five-year period used for the FAS 158 amortization? 14 

A: This period was used to be consistent with the FAS 88 amortization.   15 

Q: What were the amounts of the December 31, 2008 FAS 158 regulatory assets on a 16 

total company Kansas basis included in the 246 S&A? 17 

A: The amounts stipulated in the 246 S&A were $7,393,362 (pension) and $1,985,626 18 

(OPEB) at December 31, 2008, both amounts expressed after allocation to joint partners.   19 
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Q: Has the Commission authorized the Company to set up these incremental costs in a 1 

regulatory asset, amortize such costs over five years, and include the unamortized 2 

costs in rate base? 3 

A: Yes, such authorization was approved in the 246 Docket (with rate base treatment for 4 

pensions, not OPEB).  5 

Q: Please explain component (e).  6 

A: This adjustment was made to roll forward the net prepaid pension asset, expressed on a 7 

total company Kansas basis, to August 31, 2010, in order to determine the proper amount 8 

to be included in rate base.   9 

Q: What is the nature of this asset? 10 

A: This asset represents the initial net prepaid pension asset outlined in the 1025 S&A 11 

($63,658,444 total company excluding joint partner shares, consisting of $28,199,282 12 

Kansas, $34,694,918 Missouri, and $764,244 firm wholesale) reduced by the difference 13 

between pension expense computed under FAS 87 and contributions made to the pension 14 

trusts from January 1, 2005 through September 30, 2009 and projected through 15 

December 31, 2010.   16 

Q: How was the net prepaid pension asset rolled forward to August 31, 2010? 17 

A: The difference between FAS 87 expense for ratemaking purposes and projected 18 

contributions for the period January 1, 2009 to December 31, 2010 was subtracted from 19 

the December 31, 2008 net prepaid pension asset balance to determine the December 31, 20 

2010 net prepaid pension asset.  The December 31, 2008 amount was based on the 21 

$2,390,156 total company amount, expressed on a Kansas basis, exclusive of joint 22 

partners’ shares, identified in the 246 S&A.   23 
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Q: Why was the net prepaid pension asset rolled forward to December 31, 2010? 1 

A: Contributions to the pension trust are made at intervals during the calendar year while 2 

FAS 87 pension expense is reflected evenly over the 12 months of the calendar year.  3 

Consequently, at any point during the calendar year, cumulative annual contributions 4 

may be either greater than or less than ratable pension expense.  However, by December 5 

of each calendar year, the amount of cumulative annual contributions to the pension trust 6 

will equal the annual FAS 87 pension expense recognized for ratemaking.  The asset was 7 

rolled forward to December 31, 2010 to reflect that there will be neither a positive nor 8 

negative balance for this item at the end of a calendar period. 9 

Q: Is the net prepaid pension asset properly includable in rate base? 10 

A: Yes, inclusion of this asset in rate base was authorized in the 1025 S&A. 11 

Q: Is there a net prepaid pension asset balance included in rate base in this rate 12 

proceeding? 13 

A: No, the net prepaid pension asset balance has been reduced to $0 and therefore there is no 14 

balance in this rate case. 15 

Q: Is the Company proposing any changes to the net prepaid pension asset 16 

mechanism? 17 

A: Yes, the Regulatory Plan addresses three reasons why KCP&L would be allowed rate 18 

recovery for contributions made to its pension trusts in excess of the Company’s FAS 87 19 

expense.  However, since the Commission’s approval of the Regulatory Plan in 2005 the 20 

Pension Protection Act of 2006 (“PPA”) has added certain additional reasons that must 21 

be addressed. 22 

Q: What are the three reasons addressed in the Regulatory Plan?     23 
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A: The three reasons included in the Regulatory Plan are:  (i) the minimum required 1 

contribution is greater than the FAS 87 expense level; (ii) avoidance of Pension Benefit 2 

Guarantee Corporation variable premiums; and (iii) avoidance of the recognition of a 3 

minimum pension liability. 4 

Q: What new circumstances have arisen that necessitate an expansion of this list? 5 

A: The PPA imposes significant additional funding requirements.  The following situations, 6 

not addressed in the Regulatory Plan, may make it advantageous to make contributions in 7 

excess of FAS 87 expense:  (i) to avoid benefit restrictions, as such restrictions could 8 

cause an inability of the Company to pay pension benefits to recipients according to the 9 

normal provisions of the plan; (ii) to avoid “at risk” status under the PPA, as minimum 10 

contributions are greatly accelerated for an “at risk” plan; and (iii) while the Regulatory 11 

Plan includes a provision for additional contributions to avoid variable premiums, there 12 

may be times when additional contributions to avoid these premiums would be excessive, 13 

but additional contributions of a lesser amount would still reduce the premiums. 14 

Q: What is the Company’s specific request of the Commission on this matter? 15 

A: KCP&L requests that it be allowed rate recovery for contributions made to the pension 16 

trust in excess of the FAS 87 expense for the following reasons in addition to those listed 17 

in the Regulatory Plan:  (i) avoidance of pension benefit restrictions under the PPA that 18 

would cause an inability of the Company to pay pension benefits to recipients according 19 

to the normal provisions of the plan; (ii) avoidance of at risk  status under the PPA that 20 

would result in acceleration of minimum contributions; and (iii) reduction in Pension 21 

Benefit Guarantee Corporation variable premiums.   22 
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Q: Is the regulatory treatment of pension expense in this rate filing consistent with the 1 

1025 S&A? 2 

A: Yes, it is. 3 

Q: Is the Company authorized to continue this regulatory treatment following the 4 

conclusion of this rate proceeding? 5 

A: Yes.  However, the 1025 S&A states that non-KCP&L parties to that Stipulation reserve 6 

the right to propose a different methodology for addressing pension expense in the first 7 

KCP&L rate case proceeding after 2010.  Also, that Stipulation states that KCP&L agrees 8 

to be bound by the results of any general investigation of pension expense in rate 9 

proceedings subsequent to 2010.          10 

Q: Will annualized pension expense and the various pension regulatory assets discussed 11 

in this section of this testimony be updated as this rate proceeding progresses? 12 

A: Yes, we expect to receive the 2010 actuarial report in early 2010.    13 

RB-70 CUSTOMER DEPOSITS 14 

Q: Please explain adjustment RB-70. 15 

A: We examined customer deposit balances from September 2008 through September 2009.  16 

We observed some fluctuation, but did not observe a trend up or down.  Therefore, we 17 

chose to adjust the September 30, 2009 balance to a thirteen-month average.  18 

Q: Did the KCC Staff use a thirteen-month average for customer deposits in the 19 

246 Docket?  20 

A: No, they used the test year-end balance.     21 

RB-71 CUSTOMER ADVANCES 22 

Q: Please explain adjustment RB-71. 23 
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A: We examined customer advance balances from September 2008 through September 2009 1 

and observed a declining balance.  Therefore, we chose to use the lower September 30, 2 

2009 balance and not to adjust the September 30, 2009 balance to a higher average 3 

balance.  4 

Q: Did the KCC Staff use a year-end balance or a thirteen-month average for customer 5 

advances in the 246 Docket?  6 

A: They used the test year-end balance.    7 

RB-72 MATERIALS & SUPPLIES  8 

Q: Please explain adjustment RB-72. 9 

A: We reviewed the individual Materials and Supplies category balances during the period 10 

September 2008 through September 2009 to determine if there was a discernable trend, 11 

either upward or downward, and also to determine volatility.  If there was a trend, the test 12 

year-end balance was not adjusted.  Otherwise, a thirteen-month average was used.    13 

Q: How did the KCC Staff adjust Materials and Supplies balances in the 246 Docket? 14 

A: They were consistent with the Company in the 246 Docket; that is, test year-end balances 15 

were not adjusted.  However, the Company believes a review for possible discernable 16 

trends for each category is a preferable approach for evaluating whether to use test year 17 

end balances or 13 month average calculations. 18 

RB-75 NUCLEAR FUEL INVENTORY 19 

Q: Please explain adjustment RB-75. 20 

A: We normalized this balance based on an 18-month average, to coincide with the 21 

18-month Wolf Creek refueling cycle.  Nuclear fuel inventory balances can vary widely 22 

and an averaging method minimizes those fluctuations.   23 
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Q: What period was used for the 18-month averaging? 1 

A: We used the period March 2009 through August 2010.  2 

Q: Did the KCC Staff use 18-month averaging for nuclear fuel inventories in the 3 

246 Docket? 4 

A: Yes, they did. 5 

RB-125/CS-125 INCOME TAXES   6 

Q: Please explain RB-125. 7 

A: We adjusted September 30, 2009 Accumulated Deferred Income Taxes (“ADIT”) in 8 

adjustment RB-125.   Deferred income taxes represent the tax on timing differences for 9 

deductions and income reported on KCP&L’s income tax returns compared to what is 10 

reported for book purposes.  ADIT represents the accumulated balance of those income 11 

tax timing differences at a point in time. 12 

Q: What are the ADIT adjustments to KCP&L’s rate base? 13 

A: Schedule 8 of Schedule JPW2010-1 itemizes ADIT and the RB-125 ADIT adjustments 14 

related to items included in KCP&L’s rate base.  Schedule 8 reflects the deferred tax 15 

liabilities relating to depreciation and other expenses deducted for the tax return in excess 16 

of book deductions, resulting in a rate base decrease.  Schedule 8 also reflects deferred 17 

tax assets that serve to increase rate base. The most significant of the deferred tax assets 18 

is the sale of SO2 emission allowances (discussed earlier in this testimony, 19 

adjustment RB-55).  For tax purposes, any gains on the sales of emission allowances are 20 

taxable when the allowances are sold.  However, as agreed to in the 1025 S&A, KCP&L 21 

does not record the income associated with the sale in its current period income, but 22 

defers gains in a regulatory liability account.  This timing difference of when income is 23 
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recognized for income tax return purposes and when it will be recognized for books 1 

creates a deferred tax asset, as future income tax liabilities will be lower for income tax 2 

reporting purposes as compared to book purposes when the deferred gains are amortized 3 

to book income in accordance with future regulatory orders (discussed later in this 4 

testimony, adjustment CS-26).       5 

Q: Why does ADIT affect rate base? 6 

A: ADIT liabilities such as accelerated depreciation are considered a cost-free source of 7 

financing for ratemaking purposes.  Ratepayers should not be required to provide for a 8 

return on plant in service that has been funded by the government in the form of reduced 9 

(albeit temporarily) taxes. As a result, ADIT liabilities are reflected as a rate base offset 10 

(reduction in rate base).  Conversely, ADIT assets such as the timing difference related to 11 

SO2 allowance proceeds increase rate base.  KCP&L has paid taxes to the governments in 12 

advance of the time when such taxes are included in cost of service and are collected 13 

from ratepayers.  To the extent taxes are paid, KCP&L must borrow money and/or use 14 

shareholder funds.  The increase to rate base for deferred income tax assets allows 15 

shareholders to earn a return on shareholder provided funds until recovered from 16 

ratepayers through ratemaking.   17 

Q: Please explain adjustment CS-125. 18 

A: We adjusted test period income tax expense based on various adjustments to test year 19 

taxable income as discussed throughout this testimony and included on Schedule 20 

JPW2010-2.  The adjusted income tax calculation is shown on Schedule 7 of Schedule 21 

JPW2010-1.  The income tax adjustment includes current income taxes, deferred income 22 

taxes and the amortization of investment tax credits and certain other amortizations.       23 
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Q: Please explain the current income tax component in cost of service as calculated in 1 

Schedule 7. 2 

A: Jurisdictional operations and maintenance deductions and other adjustments are applied 3 

against jurisdictional revenues to derive net jurisdictional taxable income, which is then 4 

used to compute the jurisdictional current income tax expense component (current 5 

provision) for cost of service.  For book purposes, these adjustments are the result of 6 

book versus tax differences and their implementation under normalization or flow-7 

through tax methods.  Each adjustment is either added to or subtracted from net income 8 

to derive net taxable income for ratemaking.  For Schedule 7, however, a simplified 9 

methodology is used which eliminates the need to specifically identify all book and tax 10 

differences.  Most significantly, all basis differences between the book basis and tax basis 11 

of assets are ignored in the current tax provision.  The reversal of deferred income taxes 12 

resulting from prior basis differences is considered in the deferred tax section of 13 

Schedule 7, discussed later in this section of the testimony.   14 

Accelerated tax depreciation is used in the currently payable calculation based on 15 

the tax basis of projected plant in service as identified in adjustment RB-20.  The 16 

difference between the accelerated depreciation deduction for tax depreciation on tax 17 

basis assets and the depreciation deduction calculated on a straight-line basis generates 18 

offsetting deferred income tax.  The resulting income tax expense, considering both the 19 

current and deferred income tax components, reflects a level of total income taxes as if 20 

the depreciation deduction to arrive at taxable income was based solely on depreciation 21 

of projected tax basis assets calculated on a straight-line basis.  This modified approach 22 

normalizes depreciation relating to the method differences (e.g., accelerated versus 23 
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straight-line) and life differences.  The Company and the KCC Staff have used this 1 

modified approach in previous rate cases.     2 

Q: Please describe the adjustments to derive net taxable income for ratemaking.  3 

A: The following are the primary adjustments to derive net taxable income for ratemaking 4 

purposes: 5 

o Book depreciation and amortization expense, as calculated on Schedule 5 of 6 

Schedule JPW2010-1, has been excluded from the deductions listed on Schedule 7 

7.  As previously discussed, accelerated tax depreciation on both projected 8 

depreciable plant and projected amortizable plant is subtracted to derive taxable 9 

income.   10 

o The deduction for nuclear fuel amortization is treated consistently with the 11 

treatment of depreciation and amortization on plant in service. 12 

o The Manufacturer’s Deduction amount is deducted from net income in deriving 13 

taxable income.  This special deduction is allowable under Internal Revenue Code 14 

(“IRC”), Section 199.  The deduction is based upon taxable income derived from 15 

the production of electricity.  For 2009, the deduction was 6% of electricity 16 

production taxable income.  The percentage increases to 9% after the 2009 tax 17 

year.  The amount of the projected deduction is based upon the provision for the 18 

2008 federal income tax return related to production net income before taxes, but 19 

then adjusted to reflect the 9% rather than 6% factor.  The amount of the 20 

Manufacturer’s Deduction is intended to equate to the deduction on KCP&L’s 21 

actual federal return.  The deduction has not been adjusted to conform to Kansas 22 

jurisdictional taxable income as shown on Schedule 7.  This deduction is not an 23 
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expense for book purposes; therefore, no deferred income taxes are created.  The 1 

deduction results in a lower taxable income with ultimately a lower current 2 

income tax provision for cost of service.   3 

o A portion of Meals and Entertainment expenses are added back in deriving net 4 

taxable income, since a portion of certain meals and entertainment expenses are 5 

not tax deductible.  This adjustment increases taxable income and ultimately 6 

increases the current income tax provision.  The amount by which taxable income 7 

was increased is equal to the amount for the 2008 federal income tax return. 8 

o Interest expense is subtracted to derive net taxable income.  It is calculated by 9 

multiplying adjusted rate base by the weighted average cost of debt as proposed in 10 

this proceeding.  This is referred to as interest synchronization because this 11 

calculation ensures that the interest expense deducted for deriving current taxable 12 

income equals the interest expense provided for in rates.   13 

Q: Once the deductions and adjustments have been applied to net income to derive 14 

taxable income for ratemaking, what further deductions from taxable income are 15 

applied before calculating the two components of current income tax expense, 16 

federal current income tax expense and Kansas state current income tax expense? 17 

A: Before calculating federal income taxes, Kansas state income taxes are deducted.  No 18 

further adjustments are required before calculating Kansas state income taxes. 19 

Q: How are the current income tax components for federal and state calculated? 20 

A: The current provision calculation utilizes a 35% federal tax rate and a 7.05% Kansas state 21 

rate, each applied independently to the appropriate level of taxable income as discussed 22 

above.  The federal and state income tax rates are used to compute the composite tax rate 23 
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of 39.58% which is used to calculate deferred income taxes, discussed below.  The 1 

composite tax rate reflects the federal benefit relating to deductible Kansas state income 2 

tax. 3 

Q: Is the current tax expense determined by multiplying current taxable income by the 4 

income tax rate further reduced by tax credits? 5 

A: Yes, the wind production tax credit and the research and development tax credit reduce 6 

current income tax due. 7 

Q: Please explain the wind production tax credit on Schedule 7. 8 

A: IRC Section 45 allows for a federal tax credit based upon the amount of electricity 9 

produced by a qualifying wind generating facility.  The credit is allowed for 10 years 10 

after the facility is placed in service.  The adjustment shown on Schedule 7 as a direct 11 

reduction of federal currently payable income tax expense reflects the estimated 12 

production tax credits for KCP&L’s wind generation facility for the twelve months ended 13 

August 31, 2010.  This adjustment uses the presently allowable $21 per megawatt hour of 14 

generation multiplied by the annualized amount of estimated megawatt hours of wind 15 

generation to determine the amount of credit.     16 

Q: Please explain the research and development tax credit on Schedule 7. 17 

A: IRC Section 41 allows for a federal tax credit based upon the amount of qualified 18 

research expense incurred.  The adjustment shown on Schedule 7 as a direct reduction of 19 

federal currently payable income tax expense reflects the estimated research and 20 

development tax credit for KCP&L’s operations for 2009.  21 

Q: Please explain the deferred income tax component in cost of service as calculated in 22 

Schedule 7. 23 
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A: The deferred income tax component in cost of service is primarily the result of applying 1 

the composite income tax rate to the difference between projected accelerated tax 2 

depreciation used to compute current income tax, as discussed earlier in this section of 3 

the testimony, and projected tax basis straight-line depreciation.  Tax basis straight-line 4 

depreciation is computed by applying existing jurisdictional book straight-line 5 

depreciation rates to each vintage year’s depreciable tax basis.   6 

Deferred income tax expense also includes the reversal of deferred income taxes 7 

on basis timing differences over the related assets’ jurisdictional book lives.   These basis 8 

difference adjustments serve to normalize the tax effect of items that generally are 9 

deducted for tax purposes and capitalized for book purposes.   10 

The other main deferred tax item is the average rate assumption method of 11 

deferred tax amortization.  This adjustment represents the amortization of excess deferred 12 

income taxes over the remaining book lives.  It reduces the income tax component of cost 13 

of service.  During the 1980s, the federal tax rate was higher than today’s 35% rate.  14 

Since deferred taxes were provided at the rate in effect when the originating timing 15 

differences were generated, the deferred income taxes were provided at a rate higher than 16 

the tax rate that is expected to be in existence when the timing differences reverse and the 17 

taxes are due to the government.  This difference in rates is being amortized into cost of 18 

service over the remaining book lives of the assets that generated the timing differences. 19 
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Q: Please explain the Investment Tax Credit (“ITC”) amortization component in cost 1 

of service as calculated in Schedule 7. 2 

A: ITC amortization reduces the income tax component of cost of service.  The ITC 3 

amortization is separated into three components – Wolf Creek, non-Wolf Creek, and 4 

Iatan Unit 2.   5 

Q: Why is this separation necessary? 6 

A: In accordance with the Order Approving Stipulation and Agreement issued on May 24, 7 

2002 by the Commission in Docket No. 02-KCPE-840-RTS, the Commission agreed to 8 

extend the book lifespan of the Wolf Creek plant from 40 years to 60 years beginning 9 

January 1, 2003.  As a result, the remaining unamortized amount of Wolf Creek’s ITC is 10 

being amortized over the longer life.  The lengthening of the book life from 40 to 11 

60 years decreases the annual ITC amortization specific to Wolf Creek.  The non-Wolf 12 

Creek ITC continues to be amortized ratably over the remaining book lives of the 13 

underlying assets.  In addition, we have included an estimated amount for the 14 

amortization of Section 48A advanced coal credits for investments made in Iatan Unit 2 15 

that will begin when the plant is placed in service in 2010.  The separation of the ITC 16 

between Wolf Creek, non-Wolf Creek and Iatan Unit 2 allows us to use a specific 17 

allocation factor for each ITC component in deriving Kansas jurisdictional income tax 18 

cost of service.    19 

Q: Please explain the Iatan 2 component. 20 

A: IRC Section 48A allows for a federal tax credit based upon the amount of qualified 21 

investment in advanced coal power plants.  KCP&L applied for the Section 48A credit in 22 

2007 and was allocated a maximum $125 million of credits by the Internal Revenue 23 
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Service in early 2008.  This credit is considered an ITC under IRC Section 46 and 1 

KCP&L must defer and amortize the credit pursuant to the IRC 46(f)(2) election made by 2 

the Company in the past. The credit is being amortized over the estimated life span of 3 

Iatan Unit 2, or 50 years.     4 

CASH WORKING CAPITAL 5 

Q: Please discuss Cash Working Capital. 6 

A: Cash working capital (“CWC”) is included in rate base as summarized on Schedule 15 of 7 

Schedule JPW2010-1.   8 

Q: Why is it necessary to calculate an amount of CWC? 9 

A: CWC is the amount of cash required by a utility to pay the day-to-day expenses incurred 10 

to provide utility service to its customers.  A lead/lag study is generally used to analyze 11 

the cash inflows from payments received by the company and the cash outflows for 12 

disbursements paid by the company.  When the utility receives payment from its retail 13 

customers for utility service less quickly than it makes the disbursements for utility 14 

expenses, then the company would have positive cash working capital requirements.  15 

Conversely, when the utility receives payment from its retail customers for utility service 16 

more quickly than it makes the disbursements for utility expenses, then the company 17 

would have negative cash working capital requirements.   18 

Q: How did you determine the amount of CWC? 19 

A: I applied lead/lag factors used consistently in the previous cases under the Regulatory 20 

Plan to the appropriate cost of service amounts.  The application of the individual 21 

lead/lag factors to applicable amounts is shown on Schedule 16 of Schedule JPW2010-1. 22 

Q: Where are the factors used in this case identified? 23 
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A: The factors used in this case are identified on Schedule CWC% of Schedule JPW2010-1.    1 

Q: Were any of the factors updated from those used in the 246 Docket? 2 

A: I updated the retail revenue lag factor. 3 

Q: Please explain why you updated this factor. 4 

A: I revised the retail revenue lead/lag factor primarily to reflect the proper collection lag.  5 

In addition, the service period lag in the 246 Docket reflected a 366 day leap year and it 6 

was necessary to revert to the standard 365 day year.  The retail revenue factor used by 7 

the Company in the 246 Docket was 27.295 days, made up of three components: service 8 

period lag, billing lag and collection lag.  The billing lag was retained in this case at 9 

2.00 days.  The service period lag was restored from 15.25 days to 15.208 days.  More 10 

significantly, KCP&L reflected a change in the collection lag from 10.045 days to 11 

9.344 days.  This resulted in a total retail revenue lag of 26.553 days.   12 

Q: Why was it necessary to update the collection lag? 13 

A: The collection lag is a weighted value that reflects two components: 1) a zero-day lag 14 

for the percentage of receivables sold under KCP&L’s Accounts Receivable facility; and 15 

2) an average number of days outstanding for the percentage that is not sold.   For this 16 

case, both were updated.  In June 2009, KCP&L renegotiated its Accounts Receivable 17 

sales facility from an effective $70 million to $95 million, impacting the percentage of 18 

accounts receivable that is sold.  In addition, the average number of days that bills are 19 

outstanding was recalculated for the twelve months ended September 2009.   20 

Q: Did KCP&L make any other changes to the CWC lead/lag factors determined in the 21 

246 Docket? 22 

A: No. 23 
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Q: Were there any additional changes in KCP&L’s processes, other than those 1 

described above, which would cause any of the other lead/lag factors to require 2 

modification from those used in the 246 Docket? 3 

A: No, none that I am aware of.  Although KCP&L has expanded payroll and accounts 4 

payable processing functions as a result of Great Plains Energy Incorporated’s acquisition 5 

of the former Aquila, Inc. electric business, the processes in place at the time that the 6 

lead/lag factors were developed are substantially unchanged. 7 

Q: How were the resulting lead/lag factors used? 8 

A: Lags for both retail revenues and payments were posted to Schedule CWC% of Schedule 9 

2010JPW-1.  On this schedule, the net retail revenue/payment lag for each payment 10 

group was calculated and the result was divided by 365 days to arrive at a net lead/lag 11 

factor.  Those factors were subsequently applied to the applicable cost of service amounts 12 

on Schedule 16 of Schedule JPW2010-1, where individual components of CWC were 13 

calculated.  The total resulting CWC amount was then carried forward to Schedule 15. 14 

Q: Are you aware of any errors made in the preparation of Schedule 16? 15 

A: Yes, after the preparation of this schedule but before the filing of this testimony we 16 

became aware of one error.  We inadvertently failed to remove the Injuries and Damages 17 

(“I&D”) line item from Schedule 16.  In prior rate cases we have included a CWC effect 18 

for I&D, since I&D included in cost of service was based on accruals for future I&D 19 

claims.  In this rate case we normalized I&D expense based on actual claims paid, as 20 

reflected in adjustment CS-71 discussed later in this testimony.  Therefore, no cash 21 

working capital adjustment is necessary. 22 

Q: What is the impact of this error? 23 



 42

A: We understated Kansas jurisdictional rate base by about $1.5 million.      1 

R-21 FORFEITED DISCOUNTS 2 

Q: Please explain adjustment R-21. 3 

A: We normalized forfeited discounts by computing a Kansas-specific forfeited discount 4 

factor based on test period forfeited discounts and revenue and applying it to Kansas 5 

jurisdictional weather-normalized revenue.  6 

Q: How was the discount factor determined? 7 

A: We determined the factor by examining Kansas forfeited discount experience during the 8 

test period.    9 

CS-11 OUT-OF-PERIOD ITEMS 10 

Q: Please explain adjustment CS-11. 11 

A: We adjusted certain expense transactions recorded during the test year from the cost of 12 

service filing in this rate case.  The adjustments include elimination of test year 13 

transactions that relate to prior period items, abnormal one-time activity and removal of 14 

certain non-recoverable costs.  The following is a listing of the more significant 15 

adjustments (all amounts are KCP&L total company): 16 

Wind termination payment - We removed from cost of service a $7.5 million payment to 17 

a vendor to terminate a Wind construction project.   18 

Legal fee reimbursement - The Company received an approximate $1.7 million  19 

reimbursement during the test year for legal fees incurred during 2006-2008 on a 20 

personal injury claim.  Since the legal fees were included in test years used for various 21 

Regulatory Plan rate cases, KCP&L believes the proper regulatory treatment of this 22 

reimbursement is to remove the entire amount from cost of service in this rate case and 23 
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record a regulatory liability to return the proceeds to ratepayers.  The amortization of this 1 

refund is discussed later in my testimony, adjustment CS-115.   2 

Corporate overhead allocation - Certain overhead costs recorded on KCP&L’s books are 3 

allocated to affiliated companies.  We adjusted the test year allocation percentages to 4 

reflect percentages anticipated to be in effect in January 2010, resulting in an increase in 5 

KCP&L’s cost of service in this rate proceeding of about $1.9 million. 6 

Non-recoverable costs - The Company has identified certain costs recorded during the 7 

test year for which it is not seeking recovery in this rate proceeding, totaling about $1.9 8 

million.  Those costs primarily involve various employee appreciation costs, non-9 

recurring additional compensation, and certain expense report charges.  We believe the 10 

costs were ordinary and reasonable business expenses; however, we do not believe such 11 

costs should be borne by ratepayers.  If we become aware of any additional costs of this 12 

nature included in the test year but not included in adjustment CS-11 we will accumulate 13 

such costs and provide this information to KCC Staff and Citizens’ Utility Ratepayer 14 

Board (“CURB”).  15 

CS-20 AND R-20 BAD DEBTS 16 

Q: Please explain adjustments CS-20 and R-20.   17 

A: In adjustment CS-20 we adjusted bad debt expense by applying a Kansas-specific net bad 18 

debt write-off factor to Kansas test year jurisdictional revenue.  In the bad debt portion of 19 

adjustment R-20, we then further adjusted bad debt expense based on the weather-20 

normalization adjustment (R-20) sponsored by Company witness Tim M. Rush by 21 

applying this same write-off factor to the revenue adjustment.  Finally, as shown on 22 
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Schedule JPW2010-1, Schedule 1, Column 605, line 1-020, we adjusted bad debt expense 1 

for the requested revenue adjustment in this case, again using the write-off factor. 2 

Q: How was the bad debt factor determined? 3 

A: We examined net bad debt write-offs on a Kansas-specific basis as compared to the 4 

applicable revenues that resulted in the bad debts.   5 

Q: Over what period was this experience analyzed? 6 

A: Net bad debt write-offs were for the test year, October 2008 through September 2009, 7 

while the related retail revenue was for the 12-month period April 2008 through March 8 

2009. 9 

Q: Why were different periods used for the calculation? 10 

A: There is significant time lag between the date that revenue is recorded and the date that 11 

any resulting bad debt write-off is recorded, time spent on various collection efforts. 12 

While the time can vary depending on circumstances, we assumed a 6-month lag, 13 

representing the standard amount of time between when a customer is first billed and the 14 

time when an account is disconnected and the receivable subsequently written off.   15 

Q: The term “net” write-offs is used.  What does it mean? 16 

A: This term refers to accounts written off less recoveries received on accounts previously 17 

written off. 18 

CS-26 ENERGY COST ADJUSTMENT 19 

Q: Please explain adjustment CS-26. 20 

A: We adjusted the various components of the ECA rider based on amounts expected to be 21 

in effect once Iatan Unit 2 comes into service.  As discussed earlier in my testimony, the 22 

revenue requirement is not affected by these adjustments to the ECA components because 23 
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revenue included in this filing includes ECA revenue equal to the sum of all adjusted 1 

ECA expenses.  The ECA components are included in Schedule JPW2010-5 attached to 2 

this testimony.   3 

Q: Are there any ECA matters that you would like to bring to the attention of the 4 

Commission at this time? 5 

A: Yes, I would like to address three points.  First, KCP&L decided in 2009 that fuel 6 

residual costs should be included in FERC account 501, an account that is a component 7 

of the ECA rider, and such accounting has been in place since May 2009.  Prior to that 8 

time, costs were recorded in FERC account 502.  The Company requests Commission 9 

approval to include account 501400 costs in the ECA rider beginning with new rates set 10 

in this docket.   11 

Q: What is the second ECA matter that you would like to discuss? 12 

A: As discussed earlier in my testimony, adjustment RB-55 reflects the projected SO2 net 13 

emission allowance balance at August 2010.  The 246 S&A states that the regulatory 14 

liability will be amortized over a time period to be determined in the last rate case of the 15 

Regulatory Plan, the current rate case.  This adjustment, CS-26, reflects that amortization. 16 

Q: What time period does the Company recommend for such amortization? 17 

A: KCP&L recommends that the regulatory liability be amortized over the remaining 18 

depreciable life of the Company’s environmental equipment.  The 1025 S&A and the 19 

Commission’s Order approving that Stipulation and Agreement document the link 20 

between the SO2 sales, and the resulting availability of funds, and the Company’s need 21 

for funds to install significant environmental equipment in the succeeding years.   22 
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Q: What is the remaining depreciable life of the Company’s environmental equipment? 1 

A: Based on the depreciation study filed with this rate case, sponsored by Company witness 2 

John Spanos in his direct testimony, the remaining depreciable life of FERC plant 3 

account 312, which contains the bulk of the environmental equipment, is 22 years. 4 

Q: What is the Company’s specific request of the Commission regarding SO2 5 

amortization? 6 

A: KCP&L requests Commission approval to amortize net SO2 proceeds over 22 years, the 7 

remaining depreciable life of FERC plant account 312, with allocation between Kansas 8 

and Missouri to vary from year-to-year based on the applicable allocators for that year. 9 

We anticipate that the amortization amount established in this case will be adjusted in 10 

each future rate case based on the then unamortized balance and the current remaining 11 

depreciable life. 12 

Q: What is the third ECA matter you would like to discuss? 13 

A: The third matter, the off-system sales margin allocator, was discussed earlier in my 14 

testimony (Allocations section).   15 

CS-36 WOLF CREEK REFUELING OUTAGE 16 

Q: Please explain adjustment CS-36. 17 

A: The Wolf Creek nuclear generating station refueling cycle is normally about 18 months.  18 

The Company defers the operations and maintenance outage costs and amortizes the costs 19 

over the 18 months leading up to the next refueling.  This adjustment annualizes the Wolf 20 

Creek refueling expense.  21 

Q: Why is a refueling adjustment necessary in this case?     22 
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A: The test period includes expenses related to the Spring 2008 refueling outage.  1 

Annualized expense should reflect the level of amortization expense relating to the Fall 2 

2009 refueling outage, since that will be the level of expense recognized for the final 3 

quarter of 2009 and all of 2010.  The annualization adjustment results in a full year’s 4 

amortization expense for this refueling. 5 

CS-38 PRE-TAX PAYMENT ON PLANT  6 

Q: Please explain adjustment CS-38. 7 

A: As required by the Regulatory Plan, annual Pre-Tax Payment on Plant (“PTPP”) 8 

amortization is to cease effective with the current rate proceeding.  Therefore, this 9 

adjustment removes the $18 million PTPP amortization recorded during the test year.  10 

Cumulative PTPP amortization built into rates effective August 1, 2009 and not included 11 

in cost of service in this rate proceeding is $33 million.  12 

CS-40/41 TRANSMISSION AND DISTRIBUTION MAINTENANCE 13 

Q: Please explain adjustments CS-40 and 41. 14 

A: We normalized transmission and distribution (“T&D”) maintenance expense, adjustments 15 

CS-40 and CS-41, respectively, based on a five-year average, with historical years 16 

restated to 2009 dollars.  17 

Q: In the 246 Docket, KCP&L proposed using the Handy-Whitman Index (“HW 18 

Index”) to address price volatility.  Is the HW Index the mechanism the Company 19 

proposes to use in this rate case? 20 

A: No.  While the HW Index is a recognized independent source of historical price volatility 21 

and often is very useful in the normalization process, we recommend a different approach 22 

to account for price volatility in this rate case.   23 
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Q: Why do you believe HW Index factors are not the best factors to use to normalize 1 

T&D costs in this case? 2 

A: The underlying data to the HW Index is strongly influenced by utility generation 3 

construction and operations; hence, its value lies in normalizing production maintenance 4 

expense, as discussed later in this testimony (adjustment CS-42).  The contrast between 5 

T&D operations and generation operations is clearly an “apple” and “orange” 6 

comparison.  As such, at this time, for T&D maintenance expense, other analysis is more 7 

appropriate to better capture price volatility.   8 

Q: What is the Company’s recommended alternative?  9 

A: Analysis using KCP&L-specific costs provides a more realistic view of the expected 10 

trend in T&D maintenance costs. 11 

Q: What trend was discovered from this analysis? 12 

A: Without ignoring the current economic climate, generally, the analysis indicates 13 

continuing upward pressure on T&D maintenance costs—basically materials and labor 14 

cost more, thereby making it more and more difficult to achieve desired operational 15 

goals.  16 

Q: What specific factor does the Company recommend to account for this volatility and 17 

the rising cost environment? 18 

A: We recommend an escalation factor based on KCP&L-specific vegetation management 19 

contractor rates.  Vegetation management costs, included in FERC account 593, represent 20 

about two-thirds of total T&D maintenance costs.  Within the account 593 cost, about 21 

95% of cost is represented by contractor billings.   22 
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Q: What KCP&L-specific contractor rate escalation has the Company experienced in 1 

recent years? 2 

A: We reviewed the years 2005-2008 and the twelve-month period ended September 2009, 3 

or a five-year period in total.  While the escalation varied by year, the average annual 4 

vegetation management contractor rate escalation experienced by KCP&L during this 5 

time period was about 3.9%. 6 

Q: How was this escalator used in the T&D maintenance normalization process? 7 

A: For each T&D maintenance account during the five-year period, we restated test year 8 

expense to January 2009 dollars by applying the applicable vegetation management 9 

contractor rate escalator.  For each T&D maintenance account, we then totaled the five-10 

year indexed maintenance costs and divided that total by five to derive the normalized 11 

maintenance expense.  The adjustments for the various transmission maintenance 12 

accounts were then totaled and included in adjustments CS-40 and CS-41, shown on 13 

Schedule JPW2010-2.    14 

Q: Is the contractor labor escalator factor, the HW Index, or any other factor that 15 

takes into consideration price volatility, just a way for the Company to inflate future 16 

costs? 17 

A: No, not at all.  KCP&L, in using a factor to account for price volatility, is not inflating 18 

historical expense but rather seeking to quantify a measurable trend, taking into 19 

consideration the volatility in the commodity markets and accounting for “same-year 20 

dollars.”  Price volatility factors provide an empirical source of historical escalation and 21 

allow for normalization of expense.   22 
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 Q: Is there any T&D maintenance item for which the normalization process just 1 

described may not provide adequate rate recovery in this rate case? 2 

A: Yes, the costs the Company expects to incur in its vegetation management program may 3 

not be fully accounted for in the normalization process just described because 4 

enhancements to the program occurred in the latter part of the normalization period.  5 

KCP&L’s vegetation management program is a critical piece in maintaining and 6 

improving  reliability and the Company seeks to continue excellent customer service and 7 

reliability. For example, KCP&L was recently recognized as the most reliable electric 8 

utility in the heartland region, the third straight year it has been awarded the 2009 9 

ReliabilityOne™ Plains Region Reliability Excellence Award presented by PA 10 

Consulting Group. 11 

Q: Is the Company seeking a specific adjustment for vegetation management costs in 12 

this rate proceeding? 13 

A: No, while KCP&L believes it may incur incremental costs over and above the five-year 14 

normalized costs discussed above, we are not including additional vegetation 15 

management costs in this case.   16 

CS- 42 PRODUCTION MAINTENANCE 17 

Q: Please explain adjustment CS-42. 18 

A: We normalized maintenance expense for FERC steam accounts 510-514 based on a 19 

seven-year average.  Certain significant maintenance activities such as major boiler or 20 

turbine overhauls do not occur annually, but rather on a periodic cycle that may occur 21 

every two to seven years, depending on the type of maintenance.  Typically, boiler 22 

outages are scheduled roughly every two years, with turbine outages scheduled roughly 23 
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every seven years.  The recommendation for normalizing maintenance expense for the 1 

steam accounts over a seven-year period is designed to cover the longest maintenance 2 

cycle.   3 

Q: Do those scheduled outages result in significant incremental maintenance costs? 4 

A: Yes, scheduled outages generally require the addition of contract crews to complete the 5 

necessary work in a reasonable timeframe.  The maintenance cost for contractors, their 6 

equipment and the materials utilized during a routine scheduled overhaul will normally 7 

result in an increase in maintenance costs of several million dollars or more over the 8 

amount of costs experienced in a non-outage period.     9 

Q: Are there differences between how the Company addressed the maintenance steam 10 

accounts and the other production accounts (551-554) in this rate proceeding? 11 

A: Yes.  The other production accounts would not normally have large variances in 12 

maintenance expense and therefore KCP&L proposes using test year dollars as the basis 13 

for cost of service for those accounts.  Another reason for not normalizing maintenance 14 

costs for those accounts is that KCP&L has placed in service several of the combustion 15 

turbine units in recent years and therefore there is not a long maintenance history.  For 16 

example, the Company added five simple cycle combustion turbines in 2003, with 17 

maintenance costs being lower than normal the next couple of years because the work 18 

was covered by warranties.  Additionally, the Company placed in service its Spearville 19 

Wind Energy Facility in 2006.     20 

Q: How were the steam production maintenance expenses normalized?   21 

A: KCP&L restated its maintenance expenses for 2003 through the twelve-months ended 22 

September 30, 2009 (test year) in January 1, 2009 dollars, by use of the HW Index, 23 
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North-Central Region, and computing a seven-year average of those expenses.  To 1 

accurately compare historic costs to current costs, the costs must take into account cost 2 

fluctuations and view expenditures in “same-year-dollars.”  The HW Index is a highly 3 

recognized independent source of historic cost fluctuations.      4 

Q:   Has KCP&L compared its own internal cost fluctuations to the proposed HW 5 

Index? 6 

A: Yes.  We reviewed our maintenance costs excluding KCP&L labor and determined that 7 

approximately 60% of those costs were contractor labor costs, with the other 40% 8 

material costs.  We reviewed the labor rate fluctuations for the top three utilized crafts 9 

over the last five years.  We reviewed high use material cost fluctuations over this same 10 

five-year period, with an emphasis on stock items with consistent unit of measure.   11 

Q: What was the relationship between KCP&L’s actual local cost trends and the 12 

proposed HW Index? 13 

A: We found that the Company’s average escalation rate during this time period, contractor 14 

and material costs combined, was higher than the HW Index.  Therefore, KCP&L 15 

believes that the results of this study of local conditions justifies the use of the more 16 

conservative HW Index to normalize production maintenance expense.  17 

CS-48 IATAN 2 OPERATIONS AND MAINTENANCE 18 

Q: Please explain adjustment CS-48.  19 

A: As I discussed earlier in my testimony (adjustment RB-20), the Iatan 2 generating unit is 20 

scheduled to go into service in the summer of 2010. We have annualized operations and 21 

maintenance costs based on annualized costs expected once Iatan 2 becomes operational.      22 
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CS-50 PAYROLL 1 

Q: Please explain adjustment CS-50. 2 

A: We annualized payroll expense based on the employee headcount as of September 30, 3 

2009 and actively recruited positions as of that day, multiplied by pay rates expected to 4 

be in effect as of August 31, 2010.   5 

Q:  How were pay rates determined? 6 

A: Pay rates for bargaining (union) employees were based on contractual agreements.  Pay 7 

rates for non-bargaining employees were based on annual salary adjustments expected to 8 

be in effect as of August 31, 2010. 9 

Q: Were amounts over and above base pay, such as overtime, premium pay, etc. 10 

included in the payroll annualization? 11 

A: Yes, overtime was annualized at an amount equal to the average of the amounts incurred 12 

for the period January 2007 through September 2009.  Amounts were included for other 13 

categories at test year levels.    14 

Q: Does annualized payroll include payroll KCP&L billed to GMO and Great Plains 15 

Energy Incorporated?  16 

A: The annualization process includes all payroll, since all employees are now KCP&L 17 

employees.  However, annualized payroll included in this rate proceeding is reduced by 18 

the amount that would be billed out to those affiliated companies.   19 

Q: Was payroll expense associated with the Company’s interest in the Wolf Creek 20 

generating station annualized in a similar manner? 21 

A: Yes, it was. 22 
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Q: Does the payroll annualization adjustment take into consideration payroll billed to 1 

joint venture partners and payroll charged to capital? 2 

A: Yes, the payroll annualization adjustment takes those factors into consideration. 3 

CS-51 INCENTIVE COMPENSATION 4 

Q: Please explain adjustment CS-51.   5 

A: We annualized incentive compensation based on projected 2009 incentive awards, given 6 

September 30, 2009 salary levels.   7 

Q: Why was this approach taken rather than a multi-year average? 8 

A: The Company and KCC Staff have used multi-year averages in past rate cases.  However, 9 

KCP&L significantly restructured its incentive compensation plans effective January 10 

2009.  Therefore, averaging would not be appropriate in this rate case. 11 

Q:        Please discuss the changes made to the plan in 2009. 12 

A: The requirement that the Company meet an earnings per share target for the year in order 13 

for the various incentive compensation plans to pay out was removed.  The plans 14 

continue to have various company measures, including customer service, service and 15 

equipment reliability, cost control, and safety, as well as divisional and personal 16 

measures.    17 

Q: Does this adjustment take into consideration payroll billed to joint venture partners 18 

and affiliated companies and payroll charged to capital? 19 

A: Yes, based on data from the payroll adjustment (adjustment CS-50). 20 

CS-52 401(k) 21 

Q: Please explain adjustment CS-52. 22 
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A: We annualized 401(k) expense by calculating this expense associated with annualized 1 

payroll (adjustment CS-50) and incentive compensation (adjustment CS-51), based on the 2 

September 30, 2009 payroll’s average matching percentage.  3 

Q: Does this adjustment take into consideration payroll billed to joint venture partners 4 

and affiliated companies and payroll charged to capital? 5 

A: Yes, based on data from the payroll adjustment (adjustment CS-50). 6 

CS-53 PAYROLL TAXES 7 

Q: Please explain adjustment CS-53. 8 

A: We annualized FICA payroll tax expense by applying the average test year FICA percent 9 

(FICA expense/payroll expense) to the O&M portions of the annualized payroll 10 

adjustment (adjustment CS-50) and incentive compensation adjustment (adjustment CS-11 

51).   12 

Q: Does this adjustment take into consideration payroll billed to joint venture partners 13 

and affiliated companies and payroll charged to capital? 14 

A: Yes, based on data from the payroll adjustment (adjustment CS-50). 15 

CS-54 RELOCATION 16 

Q: Please explain adjustment CS-54. 17 

A: We normalized relocation expense by averaging relocation costs over the period January 18 

2007 through September 2009. 19 

CS-55 SEVERANCE 20 

Q: Please explain adjustment CS-55. 21 

A: We normalized severance costs by averaging severance costs, excluding the talent 22 

assessment program costs incurred in 2006, over the period January 2007 through 23 
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September 2009.  The talent assessment program is discussed in the adjustment CS-101 1 

section later in this testimony.  2 

CS-60 OTHER BENEFITS 3 

Q: Please explain adjustment CS-60. 4 

A: We annualized those costs based on projected costs included in the 2010 Budget.   5 

Q: What types of benefits are included in this category?  6 

A: The most significant benefit is medical expense, which comprises about 80% of other 7 

benefit expense. 8 

Q: Does this adjustment take into consideration payroll billed to joint venture partners 9 

and affiliated companies and payroll charged to capital? 10 

A: Yes, based on data from the payroll adjustment (adjustment CS-50). 11 

Q: Was other benefit expense associated with the Company’s interest in the Wolf Creek 12 

generating station annualized in a similar manner? 13 

A: Yes, it was. 14 

CS-61 OTHER POST-EMPLOYMENT BENEFITS 15 

Q: Please explain adjustment CS-61. 16 

A: We annualized OPEB expense based on the 2010 budget, which includes amortization of 17 

certain re-measurement costs, discussed earlier in this testimony under adjustment RB-65 18 

and adjustment CS-65.  19 

Q: Does this adjustment take into consideration payroll billed to joint venture partners 20 

and affiliated companies and payroll charged to capital? 21 

A: Yes, based on data from the payroll adjustment (adjustment CS-50). 22 
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Q: Was OPEB expense associated with the Company’s interest in the Wolf Creek 1 

generating station annualized in a similar manner? 2 

A: Yes, it was. 3 

Q: Will annualized OPEB expense be updated as this rate proceeding progresses? 4 

A: Yes, we expect to receive the 2010 actuarial report in early 2010.    5 

Q: Are there any other OPEB issues you would like to discuss at this time? 6 

A: Yes.  KCP&L requests a tracker mechanism for OPEB expense, whereby any excess or 7 

deficiency of the Company's OPEB rate allowance, compared to its ongoing level of 8 

OPEB expense, is treated as a regulatory asset or liability which is then included in 9 

KCP&L’s rate base and amortized, as an addition or reduction to OPEB expense, over a 10 

five-year period. 11 

Q: How will the regulatory asset of liability be tracked?  12 

A: A regulatory asset or liability will be established on the Company's books to track the 13 

difference between the level of OPEB expense during the rate period and the level of 14 

OPEB expense built into rates for that period. If the OPEB expense during the period is 15 

more than the expense built into rates for the period, the Company will establish a 16 

regulatory asset. If the OPEB expense during the period is less than the expense built into 17 

rates for the period, the Company will decrease any existing regulatory asset or establish 18 

a regulatory liability. If the OPEB expense becomes negative, a regulatory liability equal 19 

to the difference between the level of OPEB expense built into rates for that period and 20 

$0 will be established. Since this is a cash item, the regulatory asset or liability will be 21 

included in rate base and amortized over 5 years at the next rate case. 22 

CS-70 INSURANCE 23 
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Q: Please explain adjustment CS-70. 1 

A: We annualized insurance costs based on anticipated premiums projected to be in effect 2 

August 31, 2010.  Those premiums include the following types of coverage: property, 3 

directors and officers, workers’ compensation, bonds, fiduciary liability, general and 4 

excess liability, crime, and auto liability.  5 

Q: Does this adjustment take into consideration insurance billed to joint venture 6 

partners and affiliated companies? 7 

A: Yes, using various allocation factors based on type of insurance and/or plant covered. 8 

CS-71 INJURIES AND DAMAGES 9 

Q: Please explain adjustment CS-71. 10 

A: We normalized Injuries and Damages (“I&D”) costs based on average payout history 11 

during the period January 2007 though September 2009 as reflected in FERC account 12 

228.2.  This account captures all accrued claims for general liability, worker’s 13 

compensation, property damage, and auto liability costs.  The expenses are included in 14 

FERC account 925.  The liability reserve is relieved when claims are paid under these 15 

four categories. 16 

Q: Does account 925 also include costs charged directly to that account? 17 

A: Yes, for the smaller dollar claims.  We normalized these expenses over the same time 18 

period as the larger claims.  19 

Q:  Why was a multi-year average chosen? 20 

A: Injuries and damages claims can vary significantly from year to year.  A period of almost 21 

three years was used to establish an appropriate on-going level of this expense by 22 
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leveling out fluctuations in the reserve account that can exist from one year to the next 1 

depending on claims activity. 2 

CS-76 CUSTOMER DEPOSIT INTEREST 3 

Q: Please explain adjustment CS-76. 4 

A: We annualized customer deposit interest based on the Commission’s authorized interest 5 

rate in Docket No. 98-GIMX-348-GIV, currently 1.0%.  6 

Q: What customer deposit balance was this interest rate applied to? 7 

A: The interest rate was applied to the customer deposit balance determined in adjustment 8 

RB-70, discussed earlier in my testimony. 9 

CS-77 CREDIT CARD PROGRAM 10 

Q: Please explain adjustment CS-77. 11 

A: We annualized credit card program expenses based on participation levels and costs 12 

anticipated at August 31, 2010. 13 

Q: What is the status of the implementation of KCP&L’s credit card payment 14 

program? 15 

A: KCP&L began offering credit card payment options to its residential customers in 2007, 16 

initially with submission and processing through its interactive voice response system. 17 

Also, a one-time payment option was available through KCP&L’s Website.  In February, 18 

2008, the Company offered a recurring credit card payment option with enrollment 19 

through its Website.    20 



 60

CS-80 RATE CASE COSTS 1 

Q: Please explain adjustment CS-80. 2 

A: We annualized Kansas and FERC rate case expenses.  For the Kansas case we included 3 

an amortization of costs incurred in the 905 Docket, the 246 Docket and the current rate 4 

proceeding.  Costs incurred in the 828 Docket will have been fully recovered at about the 5 

time rates become effective in the current rate proceeding; therefore, associated test year 6 

amortization was removed so that no additional 828 Docket amortization has been 7 

included in this case. 8 

Q: Why are Kansas rate case costs being deferred? 9 

A: Expenses incurred for each Kansas rate case are deferred in a regulatory asset and 10 

amortized over four years, consistent with ratemaking treatment in previous cases under 11 

the Regulatory Plan.   12 

Q: How was rate case cost related to the current Kansas rate proceeding estimated?  13 

A: Costs incurred in the past cases under the Regulatory Plan were used as a guide in 14 

estimating current rate case costs, along with additional costs expected to be incurred in 15 

this rate proceeding primarily related to the Commission Staff’s Iatan review and the 16 

Company’s jurisdictional allocation recommendations.  17 

Q: How was the FERC rate case expense annualized? 18 

A: The FERC rate case expense relates to transmission formula rate cases.  FERC does not 19 

allow a deferral and amortization of these costs; rather, costs must be expensed as 20 

incurred.  Therefore, we included the 2010 budgeted FERC transmission rate case 21 

expense in this rate proceeding. 22 

Q: Why should Kansas ratepayers be asked to pay for FERC rate case expenses? 23 
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A: The FERC cases are for the purpose of establishing transmission rates that affect the 1 

Company’s retail and firm wholesale customers.  This annualized cost is allocated to the 2 

Kansas, Missouri and full-requirements firm wholesale jurisdictions based on the Energy 3 

allocator discussed earlier in my testimony.       4 

CS-85 REGULATORY ASSESSMENTS 5 

Q: Please explain adjustment CS-85. 6 

A: We annualized Kansas regulatory assessments based on assessment levels projected to be 7 

in effect August 2010. 8 

CS-90 ADVERTISING 9 

Q: Please explain adjustment CS-90. 10 

A: We eliminated from the test year all advertising expenses coded to FERC accounts 909, 11 

913 and 930100 that related to institutional or image advertising. 12 

Q: With this elimination what types of advertising are still included in test year cost of 13 

service?   14 

A: The primary types still remaining include safety, customer assistance, and energy 15 

efficiency.  16 

CS-92 DUES, DONATIONS AND CONTRIBUTIONS 17 

Q: Please explain adjustment CS-92. 18 

A: In deference to Staff’s past practice in rate cases under the Regulatory Plan and as 19 

allowed under K.S.A. 66-101f(a), we have eliminated from cost of service 50% of utility 20 

dues, and adjusted cost of service to include 50% of total company donations and 21 

contributions to charitable, civic and social organizations and entities. 22 

Q: Is this approach consistent with that taken by the KCC Staff in the 246 Docket? 23 
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A: Yes, Mr. Rohrer of the KCC Staff recommended this approach in his direct testimony in 1 

that docket. 2 

Q: Has the Company removed from cost of service all costs incurred related to the 3 

Dollar-Aide match program, a program designed to assist customers who cannot 4 

otherwise pay their bills? 5 

A: Yes, we removed 100% of the costs recorded for this program during the test year. 6 

CS-96 MERGER TRANSITION AMORTIZATION 7 

Q: Please explain adjustment CS-96. 8 

A: In accordance with the merger agreement in Docket No. 07-KCPE-1064-ACQ, KCP&L 9 

was authorized to recover $10 million of transition costs over a five-year period.  10 

Therefore, we have included $2 million in cost of service for amortization of merger-11 

related transition costs with no rate base treatment. 12 

CS-100 ENERGY EFFICIENCY RIDER 13 

Q: Please explain adjustment CS-100.  14 

A: This adjustment annualizes the EE rider costs. 15 

Q: Please explain the EE rider. 16 

A: The Stipulation and Agreement approved by the Commission in the 905 Docket 17 

(“905 S&A”) stated that Energy Efficiency costs incurred subsequent to June 30, 2006 18 

would be recovered through an EE rider.  KCP&L’s request for a rider was approved by 19 

the Commission in Docket No. 08-KCPE-802-TAR.  20 

Q: Why are these costs being deferred? 21 

A: In accordance with the 1025 S&A, the Company established a regulatory asset to 22 

accumulate EE costs as incurred during the five-year period beginning in 2005.  As a 23 
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result of the Order approving the 905 S&A, the deferral was subsequently adjusted to 1 

include only costs incurred after July 1, 2006.  An EE rider was developed and became 2 

effective July 1, 2008.  Subsequent to its implementation, the EE rider has been adjusted 3 

annually effective July 1 of each year to recover costs deferred during the prior calendar 4 

period. 5 

Q: How was the EE rider annualization determined? 6 

A: We annualized the cost based on projected 2009 EE costs, which will be the basis for the 7 

new EE rider rate effective July 1, 2010.  The annualized amount was about $8.5 million. 8 

Q: Will this adjustment affect revenue requirements in this rate proceeding? 9 

A: No, the revenue requirement is not affected by this adjustment because revenue included 10 

in this filing includes EE rider revenue equal to the annualized EE rider amortization 11 

expense. 12 

CS-101 TALENT ASSESSMENT 13 

Q: Please explain adjustment CS-101. 14 

A: The 828 S&A specified that outside consultant costs associated with the 2006 talent 15 

assessment program should be deferred to a regulatory asset, with no rate base treatment, 16 

and amortized over ten years beginning January 1, 2007.   The 905 S&A authorized a ten-17 

year amortization of the severance and outplacement costs associated with the assessment 18 

beginning January 1, 2008.  The test year cost of service reflects a full year’s 19 

amortization expense of both of those components and, therefore, net operating income is 20 

properly stated and requires no adjustment.   21 

CS-102 EMPLOYMENT AUGMENTATION 22 

Q: Please explain adjustment CS-102.  23 
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A: In the 905 S&A, KCP&L was authorized to establish a regulatory asset, with no rate base 1 

treatment, for certain employment augmentation expenses and was authorized to amortize 2 

this regulatory asset over ten years commencing January 1, 2008.  The test year cost of 3 

service reflects a full year’s amortization expense of this expense and, therefore, net 4 

operating income is properly stated and requires no adjustment. 5 

CS-105 DEPARTMENT OF ENERGY REFUND 6 

Q: Please explain adjustment CS-105.  7 

A: In the 905 S&A, KCP&L was ordered to establish a regulatory liability, with no rate base 8 

treatment, for a Department of Energy refund received in 2006 and amortize this 9 

regulatory liability over three years commencing January 1, 2008.  The test year cost of 10 

service reflects a full year’s amortization expense of this refund and, therefore, net 11 

operating income is properly stated and requires no adjustment.  12 

CS-109 LEASES 13 

Q: Please explain CS-109. 14 

A: We annualized corporate headquarters lease costs, including rent, parking and electricity.  15 

The Company moved out of its previous corporate headquarters effective September 30, 16 

2009.  Since the lease expense at the new location has changed from the amount recorded 17 

during the test year an adjustment was necessary. 18 

Q: How was the annual lease expense of the new location calculated? 19 

A: The annualized expense was twelve times the monthly lease rate expected to be in effect 20 

on August 31, 2010.   21 

CS-115 LEGAL FEE REIMBURSEMENT 22 

Q: Please explain adjustment CS-115. 23 
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A: As discussed earlier in my testimony (adjustment CS-11), the Company received a  1 

reimbursement during the test year for legal fees incurred during 2006-2008 on a 2 

personal injury claim.  Since the legal fees were included in test years used for various 3 

Regulatory Plan rate cases, KCP&L believes the proper regulatory treatment of this 4 

reimbursement is to remove the entire amount from cost of service in this rate case and 5 

record a regulatory liability to return the proceeds to ratepayers over a three-year period.   6 

This recovery period was selected because the expenses were incurred and recovered by 7 

the Company in its retail rates over approximately this same time period.  KCP&L 8 

requests the Commission to authorize a $1,666,357 regulatory liability for this legal fee 9 

reimbursement, with the liability to be amortized over three years beginning with the date 10 

of new rates in this rate case. 11 

CS-120 DEPRECIATION 12 

Q: Please explain adjustment CS-120. 13 

A: Schedule 5 of Schedule JPW2010-1 is used to calculate annualized depreciation expense, 14 

by applying jurisdictional depreciation rates to adjusted plant in service balances shown 15 

on Schedule 11 of schedule JPW2010-1.  The jurisdictional rates used in the 16 

annualization were those included in the depreciation study sponsored by Company 17 

witness John Spanos in his direct testimony (Schedule JJS-1, Section III, pages 4-8) and 18 

are shown on Schedule DEPR % of Schedule JPW2010-1.    19 

Q: Does the depreciation study include recommended depreciation rates specific to the 20 

Iatan 2 and have those rates been used for Schedules 5 of Schedule JPW2010-1? 21 

A: Yes, Mr. Spanos recommended specific Iatan 2 depreciation rates (Schedule JJS-2) and 22 

those rates were used on Schedule 11.    23 
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CS-121 AMORTIZATION 1 

Q: Please explain adjustment CS-121. 2 

A: We annualized amortization expense, including computer software, land rights and 3 

leasehold improvements, with September 2009 amortization expense on a Kansas 4 

jurisdictional basis multiplied by twelve to arrive at an annualized level.  To this amount 5 

was added amortization expense on projected Intangible plant net additions for the period 6 

October 2009 through September 2010.  For Kansas ratemaking, the cost of land rights is 7 

not recoverable so test year financial amounts were reversed. 8 

Q: What amortization periods were used to amortize these intangible assets? 9 

A: Computer software, the most significant intangible asset, was amortized on either a five 10 

or ten year amortization period, depending on the nature of the asset.  Leasehold 11 

amortization was based on the length of the lease.  Accumulated amortization is tracked 12 

for each individual intangible asset so that the net book value does not go negative. 13 

Q: KCP&L classifies certain equipment as intangible assets.  Why is this and how are 14 

these assets amortized?  15 

A: KCP&L possesses the right to use/operate certain equipment for which it paid but did not 16 

retain legal ownership.  These rights are classified as intangible assets, but are 17 

depreciated using the appropriate depreciation rate for similar equipment owned by the 18 

Company.  For example, communication equipment that KCP&L does not legally own 19 

but for which it has a right to use/operate is classified as an intangible asset but is 20 

depreciated using the depreciation rate for Account 397, Communication Equipment.  21 

Q: Are the amortization methods described in this section of the testimony and used in 22 

this rate proceeding consistent with the Company’s past practice? 23 
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A: Yes, they are. 1 

Q: What specific Commission action does the Company request in regard to 2 

amortization expense? 3 

A: KCP&L requests the Commission to approve the continued use of the following methods 4 

to amortize Intangible Plant:  (i) Computer software- amortize over five or ten years 5 

depending on the nature of the asset; (ii) leasehold improvements- amortize over the 6 

remaining lease term; and (iii) rights to use equipment that the Company does not own- 7 

depreciate using the depreciation rate the Commission authorizes in this rate proceeding 8 

for similar equipment owned by the Company.   9 

CS-122 UNRECOVERED GENERAL PLANT 10 

Q: Please explain adjustment CS-122. 11 

A: Company witness John Spanos recommends, and KCP&L supports, an amortization of 12 

unrecovered general plant.  In prior years the Company’s general plant depreciation rates 13 

have been too low, most notably for Communications Equipment (FERC plant 14 

account 397), and it is necessary to include in cost of service an amortization of this  prior 15 

under-recovery.   16 

Q: Why does the Company believe the depreciation rates for Communications 17 

Equipment, and to a lesser extent other General Plant accounts, have been too low? 18 

A: KCP&L’s Kansas jurisdictional depreciation rates have not been revised for decades.  19 

Communication equipment is becoming more and more sophisticated, computer-driven, 20 

and subject to technological obsolescence, thereby shortening the life span.  As a result, 21 

Mr. Spanos recommends reducing the life for account 397 from 26 years to 15 years and 22 
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increasing the account 397 depreciation rate from the currently authorized rate of 3.65% 1 

to 6.67%.   2 

Q: Does the proposed life take into account the prior under recovery of plant account 3 

397? 4 

A: No, account 397 unrecovered plant will be recovered separately from existing plant, as 5 

proposed in adjustment CS-122.  As mentioned in Mr. Spanos’s testimony, this will allow 6 

for a constant level of recovery for both existing plant and unrecovered plant. 7 

The new proposed account 397 depreciation rate is based on a “going forward” approach, 8 

whereby previous under-recovery is not incorporated in the new depreciation rates but 9 

rather amortized into cost of service over a fixed period of time.    10 

Q: Over what period is the under-recovery being amortized? 11 

A: KCP&L recommends a ten-year amortization period, roughly in line with the 8.9 year 12 

“composite remaining life” shown by Mr. Spanos’s in his Schedule JJS2010-1, 13 

Section III, page 8. 14 

Q: Does Mr. Spanos have any other recommendations regarding general plant? 15 

A: Yes, Mr. Spanos recommends that the plant accounting practice generally referred to as 16 

“general plant amortization” be implemented.  Under this practice, KCP&L would not 17 

track specific units of property for selected general plant accounts.  Instead, the Company 18 

would record asset purchases by vintage and retire the entire vintage at the end of the 19 

amortization period.  KCP&L supports Mr. Spanos’s recommendation and requests the 20 

Commission to authorize the use of this practice. 21 

CS-126 PROPERTY TAXES 22 
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Q: Please explain adjustment CS-126. 1 

A: We annualized the real estate and personal property tax expense and payments-in-lieu-of-2 

taxes (“PILOT”) for plant in service. 3 

Q: How was annualized property tax expense determined? 4 

A: The calculation involves two components:  (a) The Company’s current projection of 2009 5 

property tax expense, which includes plant in service at January 1, 2009; and (b) the 6 

Company’s current projection of 2009 property taxes which are capitalized on the Iatan 7 

Unit 1 AQCS and Iatan Unit 2 construction projects until they are placed in service.     8 

Q: Please explain component (a) of the annualization. 9 

A: For component (a), the Company calculated 2009 property tax expense based on actual 10 

2009 assessed values and projected 2009 tax levy rates.    11 

Q: When will the component (a) portion of annualized property tax expense be known 12 

and measurable? 13 

A: The Company will know its actual 2009 property tax expense by the end of 2009.   14 

Q: Please explain component (b) of the annualization process. 15 

A: Similar to component (a), the Company calculated 2009 property taxes on the Iatan 16 

Unit 1 AQCS and Iatan Unit 2 based on actual 2009 assessed values (which are based on 17 

construction work in progress balances as of January 1, 2009) and projected 2009 tax 18 

levy rates.  That is, KCP&L included in cost of service property tax to be paid in 2009 on 19 

the Iatan Unit 1 AQCS and Iatan Unit 2 equivalent to the property tax due based on the 20 

CWIP balances at January 1, 2009.  On a normalized basis, this level of property taxes 21 

will be expensed, at a minimum, rather than capitalized, following each unit’s in service 22 

date. 23 
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Q: When will the component (b) portion of annualized property tax expense be known 1 

and measurable?   2 

A: The Company will know its actual 2009 property tax associated with the Iatan Unit 1 3 

AQCS and Iatan Unit 2 by the end of 2009.   4 

Q: Will the property tax in component (b) be part of the Company’s 2009 operation 5 

and maintenance expense and thus a part of component (a)? 6 

A: No, the property tax in component (b) is part of the Company’s total 2009 property taxes 7 

to be capitalized and is not included in component (a).  Property tax attributable to the 8 

Iatan Unit 1 AQCS was expensed beginning April 19, 2009, the in-service date; and such 9 

expensed tax is not included in component (b).  Property taxes attributable to Iatan Unit 2 10 

will be expensed once the plant is placed in service in 2010.  11 

Q: Is the annualized property tax on the Iatan Unit 1 AQCS and Iatan 2, when placed 12 

in service, expected to exceed the actual 2009 property tax as reflected in component 13 

(b)? 14 

A: Yes, the 2009 property tax amount in component (b) is based on actual construction work 15 

in progress investment as of January 1, 2009 which is considerably less than the 16 

anticipated plant balance for these projects that will be placed in service prior to the 17 

effective date of new rates. 18 
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Q: Do the various components of the real estate and personal property tax adjustment 1 

discussed above take into effect tax amounts allocated to capital, vehicles, and non-2 

utility plant? 3 

A: Yes, other than component (b) as explained above, the amounts included in adjustment 4 

CS-126 include only the operations and maintenance allocation, including unit train 5 

property tax expense charged to fuel inventory.   6 

Q: Please explain the PILOT adjustment.  7 

A: The Company placed in service in 2006 a wind generating facility located in Ford 8 

County, Kansas.  Pursuant to K.S.A. 79-201 Eleventh, such property is exempt from real 9 

and personal property taxes.  10 

Q: Does Kansas law provide for a PILOT on property that is exempt from property 11 

taxes? 12 

A: Yes, pursuant to K.S.A. 12-147, taxing subdivisions of the state of Kansas are authorized 13 

and empowered to enter into contracts for a PILOT with the owners of property that are 14 

exempt from ad valorem taxes.   15 

Q:  Please explain the PILOT agreements relating to the wind generating facility 16 

located in Ford County, Kansas.  17 

A: Separate agreements have been finalized with Ford County and USD #381 that provide 18 

for 30 annual payments commencing in 2007, with such payments escalating between 19 

2.5% and 3% per year.  These payments were necessary to secure agreements with 20 

landowners and community leaders to site the wind facility.    21 

Q: Are there any other property tax issues you would like to discuss at this time? 22 
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A: Yes, KCP&L requests that the Commission establish the level of property taxes included 1 

in rates in this rate proceeding. 2 

Q: Why is it necessary for the Commission to establish these costs in this case?   3 

A: KCP&L anticipates that it will request a property tax surcharge in late 2010, for 2011, in 4 

accordance with K.S.A 66-117.  A requirement of the property tax surcharge process is 5 

that property tax expense currently built into base rates be clearly established.   6 

Q: Does that conclude your testimony? 7 

A: Yes, it does. 8 
































































































































