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Q. 	Please state your name and business address. 

A. 	My name is Philip M. Beyer, and my business address is 20 W. gthStreet, 

Kansas City, MO 64105. 

Q. 	By whom are you employed and in what capacity? 

A. 	 I am employed by Aquila, Inc. as Director of Benefits and Human Resources 

Information Systems. In that capacity, I am responsible for managing the 

overall plan design, cost and administration of Aquila's employee benefit plans 

and Human Resources Information Systems. 

Q. 	Please state your educational background and business experience. 

A. 	 I have an MBA Degree from the University of Missouri, Kansas City and an 

MA Degree from the University of Northern Colorado. I have been employed 

by Aquila for 9 years and was previously employed as the Employee 

Benefits Manager at Yellow Roadway Corporation and Black and Veatch. 

Q. Have you ever testified before any regulatory commission? 

A. 	 Yes, Ihave submitted direct and rebuttal testimony before the Kansas and Missouri 

commissions. 

Q. What is the purpose of your testimony? 

A. 	The purpose of my testimony is to support the adjustment for escalating pension 

plan expenses included in Pro Forma Adjustment No. 7. 



18 

1 Q. Please describe your supporting documents. 

2 A. My supporting documents are for corporate-wide and Kansas pension costs. 

3 Exhibit No. (PMB-1) consists of two pages of the January 1,2006 

4 actuarial report for the Aquila, Inc. Retirement Income Plan (Pension Plan) 

5 prepared by Aquila's actuary, Hewitt Associates (Hewit). This is the latest 

6 actuarial report since the January 1, 2007 report will not be prepared by Hewitt 

7 until May 2007. Table 1, shown below, is the projected increase in Kansas 

8 allocated pension expenses from 2006 to 2007. This projection was prepared 

9 by Aquila's accounting department using 2007 budget estimates provided by 

10 Hewitt. Exhibit No. (PMB-2) from the 2006 actuarial report shows the 

1I pension formula used to calculate benefits under the pension plan. 

12 

13 Q. What are the increases in pension expense? 

14 A. Page 2 of Exhibit No. (PMB-1)shows the history of the FAS 87 pension 

15 annual expense increases for Aquila from $8,427,028 in 2003 to $1 6,146,682 in 

16 2006. The total increase to Kansas is the sum of the direct expense plus the 

17 allocated piece of Central Services and Corporate Services. 

KS Gas 

Direct Cost 

Central Services1 

Corporate 

Total 

Projected 2006 

$493,578 

$456,833 

$950,411 

Table 1 

2007 Budget 

$573,133 

$438,378 

$1,011,511 

lncrease 

$79,555 

($1 8,455) 

$61,100 



Table 1 shows a projected increase of $79,555 in direct expense and a 

decrease of $18,455 in allocated pension expense to Kansas from Central 

Services and Corporate in 2007. Exhibit No. (PMB-1) also demonstrates 

that pension expense as a percent of compensation, a standard measure of the 

FAS 87 pension expense, has increased significantly greater than the inflation 

rate as measured by the Consumer Price Index (CPI) from 2003 through August 

2006. See comparison of Aquila's pension expense increases to the CPI on 

Table 2 below: 

Table 2 

Year 

2003 

2004 

2005 

2006 

Pension Expense 

5.28% 

6.13% 

7.14% 

9.24% 

12 

CPI Rate Difference 

2.27% 3.01% 

2.68% 3.45% 

3.39Yo 3.75% 

3.87% 5.37% 

13 Q. What accounts for the increase in pension expense? 

14 A. The increase in Aquila's pension expense is primarily the result of the annual 

15 increase in (I) the years of credited service accrued by employees and (2) 

16 annual pay increases. As years of credited service and pay increase on an 

17 annual basis, the projected expense to provide a pension benefit increases. 

18 Exhibit No. (PMB-2) shows Aquila's pension formula. The pension 



benefit provided to plan participants is the amount provided by the greatest of 

the three formulas listed on page 52. The formula (a) results in the greatest 

benefit 95% of the time. That formula is 1%of final average pay (FAE) + .25% 

FAE -Covered Compensation (Social Security compensation) x Credited 

Service. Consequently, as employees earn greater service and pay, Aquila's 

pension expense increases. Another major factor contributing to increased 

expense is the discount interest rate at which pension liabilities are valued per 

FAS 87 requirements. As interest rates decline, pension liabilities increase. In 

the last four years interest rates have declined to historic lows causing pension 

liabilities to increase. 

Q. Does this conclude your testimony at this time? 

A. Yes. 
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Philip M. Beyer, being first duly sworn, deposes and says that he is Philip M. Beyer 

referred to in the foregoing document entitled "Direct Testimony of Philip M. Beyer" before 

the State Corporation Commission of the State of Kansas and the statements therein were 

prepared by him or under his direction and are true and correct to the best of his information, 

knowledge and belief. 

1 

Philip M. Beyer 

u. 2 0&,
SUBSCRIBED AND SWORN to before me this I /  day of O c h b w  ,mW 

f C/ 0 Notary Public 

My Appointment Expires: 

Notary Public-Notary Seal 
State of Missouri, Jackson County 

Commission# 05446956 
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Actuarial Report 
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Summary (continued) 


History of Pension Contribution and Expense 


. 2003 2004 2005 2006 

IActual Plan Year Contribution I F A S  87 Expense 

Actual ]PlanYear Contribution PAS 87 Expensel~come)
A 

Percent of Percent of 
Arnount Compensation Amount Comaensation 

Actual contribution to be determined.Minimum required is 50. Maximum deductible is $44,456,563 . 

Hewitt ~ s s d a t e s  3 06119 A Q U U2W6 PENSIN V L W C  o 6 ~A W  om06 



.Ian Provisions 

This outline is an abbreviated description of the benefits valued in the actuarial calculations reflected 
in this report. It is not a formal summary plan description or a legal definitionof the plan provisions. 

Effective Date: 

Eligibility: 

Vesting Service: 

Credited Service: 

Compensation: 

mnal Average Earnings (FAE): 

Covered Compensation(CC): 

Normal Retirement Date: 

Last amended December 16,2005, 

Age 21 and one year of service. 

An employeereceives a year ofvesting service for 
each calendar year in which he is credited with 1,000 
hours of semce. 

Same as Vesting Service. 

Annual compensation paid to a participant for the year 
or portion of year in which he is eligible to participate 
in the plan. CompensationshaIl not include expense 
allowances, deferredcompensation and welfare 
benefits. For periods before 2005, base pay. 

The average of a participant's compensation for the 
highest four full consecutive calendaryears in the last 

.ten years. If the Employee has been a participant 
fewer than four years as of the determinationdate, 
then the compensation shall be averaged over such 
shorter period. 

35-year average of Social Security taxable wage bases 
ending in year of Social Security normal retirement. 

Firstof the month coincident with or next following 
attainment of age 62. 

hbditt Associates 5 1 06119 AQUILA 2006PENSINVALDOC 06A AW OV2006 



Exhibit (PMB-2) 
Page 2 of 2 

Plan Provis io~(continued) 

Normal Retirement Benefit: 
. 

A benefit equal to the greatest of (a), (b) and (c) 
below: 

a. [I% x FAE + 0.25% x [FAE-CC](min. O)] x 
Credited Service 

b. $23 x Credited Service 
. . 

c. . the benefit determined under the plan formula in 
effm as of December 31,2004. (Special 
minimum benefits make this apply for about 90 
individuals as ofJanuary 1,2005.) 

Disability Benefit: 

' 

Upon a disability that renders an employee 
permanently incapable of continuing substantial 
gainful activity as determined by eligibility for 
disabilitybenefits under the Federal SocialSecurity 
Act in effect at the date of disability, a participant may 
receive his accrued benefit on the first day of the 
month coincidentwith or next following such 
disability if he has five years of vesting service. 

Preretirement Death Benefit: If a participant diesbefore his retirement date and is 
survived by an eligible spouse, his spouse is eligible. 
to receive 50%of the accrued benefit, paid at later of 
Participant's death or when the participant would have 
attained age 55, 

; Vesting: 100%at five years of service, or attainment of age 55. 

Normal Form of Payment: For married participants, the normal form of payment 
is a 50%Joint & Survivor annuity. For single 
participants, the normal form of payment is  a life 
annuity. 

Early Retirement Benefit: Accrued benefit is reduced .5% per month from age 
62 (special minimumsfor ARKLA, Minnegasco, MPS 
Union, NMN Union, WPE Non-Union). 

witt Associates 52 06119 AQUM zw PENSIN VALIXX: AW 0~2006O ~ A  


	
	
	
	
	
	
	
	
	
	
	


