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	1 Q.	 Please state your name and business address.

	2 A.	 My name is Andrea C. Crane and my business address is 199 Ethan Allen Highway,

	3	 Ridgefield, Connecticut 06877. (Mailing Address: PO Box 810, Georgetown, Connecticut

	4	 06829)
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6 Q.	 Did you previously file testimony in this proceeding?

	7 A.	 Yes, on September 29, 2008, I filed Direct Testimony on behalf of the State of Kansas,

	8	 Citizens' Utility Ratepayer Board ("CURB") addressing the recent base rate case filing by

	9	 Westar Energy, Inc. ("Westar" or "Company"). 	 My testimony addressed revenue

	10	 requirement and cost of capital issues. CURB also filed the testimony of Stacey Harden on

	11	 energy efficiency projects; of Michael J. Majoros on depreciation issues; and of Brian Kalcic

	12	 on certain rate design issues.
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14 Q.	 Please summarize the recommendations contained in your Direct Testimony.

	15 A.	 In my Direct Testimony, I made the following recommendations to the Kansas Corporation

	16	 Commission ("KCC"):

	17	 • I recommended that the KCC adopt a return on equity of 9.59% for Westar;

	18
	 • I recommended that the KCC authorize a revenue increase of $56,712,954 for

	19
	

Westar North ("WEN") and of $44,636,023 for Westar South ("WES");

	20
	 • I recommended that the KCC reject Westar's claim for a premium return of
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1	 100 basis points on its current wind generation projects;

	2	 • I recommended that the KCC reject Westar's proposal to continue to recover

	3	 its environmental costs through the Environmental Cost Recovery Rider

	4	 ("ECRR") and instead I recommended that these costs be included in base

	5	 rates. The revenue requirement recommendations outlined above include

	6	 costs that are currently being recovered through the ECRR but which CURB

	7	 recommends be moved to base rates. My recommendation to roll these costs

	8	 into base rates excluded a small amount of the current ECRR surcharge

	9	 ($17,699 in WEN and $43,803 in WES) relating to a true-up that I

	10	 recommended continue to be recovered through the ECRR surcharge.

	11	 • I recommended that the KCC modify Westar's proposed Retail Energy Cost

	12	 Adjustment ("RECA") tariff. Specifically, I recommended that the KCC

	13	 adopt a RECA tariff that provides for monthly RECA factors to be

	14	 established, and published, on a quarterly basis, similar to the method used

	15	 by Kansas City Power and Light Company ("KCPL"). I also recommended

	16	 that the RECA factors be subject to an annual true-up. In addition, I

	17	 recommended that 100% of off-system sales be credited to the RECA, and

	18	 that the RECA factors include projected off-system sales margins based on

	19	 forecasts at the 50 th percentile, instead of at the 31 st percentile proposed by

	20	 Westar.

	21	 • I recommended that the KCC deny the Company's proposal to consolidate
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1	 rates in WEN and WES at this time.

2

	

3 	 Q. 	 Did you participate in settlement negotiations subsequent to the filing of your Direct

	4	 Testimony?

	5	 A.	 Yes, I participated in settlement negotiations, specifically those addressing resolution of the

	6	 issues raised in my Direct Testimony. These settlement negotiations have resulted in a

	7	 Stipulation and Agreement ("S&A") among the parties. The S&A has been submitted to the

	8	 KCC for its consideration. CURB supports the provisions of the S&A and requests that it be

	9	 adopted by the KCC.

10

	11	 Q. 	 Please summarize the provisions of the S&A.

	12	 A.	 The S&A includes the following provisions:

	13	 • Rates will be increased by $130 million. This rate increase will be split evenly

	14	 between WEN and WES.

	15	 • Westar will not be permitted to earn a premium return on its current wind investment.

	16	 Moreover, the S&A states that Westar will not renew its request for a premium

	17	 return on its current 296 MWs of wind generation in any future proceeding.

	18	 • Amounts currently being recovered in the ECRR will be rolled into base rates, except

	19	 for minimal amounts relating to the true-up.

	20	 • The RECA tariff will be modified to include monthly adjustments that are projected

	21	 and noticed to customers on a quarterly basis. In addition, projected off-system sales
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1	 will be included at the 50th percentile. The RECA will be subject to an annual true-

	2	 up. The S&A includes a provision whereby a portion of the off-system sales margins

	3	 will be credited to full requirements wholesale customers under cost-based formula

	4	 rate contracts with terms of 20 years or more to the extent such credits are provided

	5	 for in customers' FERC-approved contracts.

	6	 • The S&A specifies that the proposed rates include an increase of $7.6 million in

	7	 depreciation rates, although the parties (with the exception of Westar) are specifically

	8	 not agreeing to the depreciation study filed by Westar.

	9	 • The S&A requires Westar to fund a comprehensive study of its distribution

	10	 vegetative management program.

	11	 • The S &A identifies a return on equity of 10.4% and an overall rate of return of 8.49%

	12	 for regulatory accounting purposes, including the calculation of an Allowance for

	13	 Funds Used During Construction ("AFUDC"). This return on equity was agreed to

	14	 in recognition of the uncertainty in financial markets that currently exists. The S&A

	15	 specifies that the parties did not use a return on equity of 10.4% to determine the

	16	 overall revenue requirement.

	17	 • The S&A provides for the filing of an abbreviated rate setting process to update costs

	18	 relating to the Emporia Energy Center ("EEC") and the 296 MWs of wind

	19	 investment, including operating costs associated with Phase II of the EEC. The S&A

	20	 also specifies the investments in the EEC and wind generation, and EEC operating

	21	 costs, that are included in the proposed $130 million base rate increase.
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1	 • The S&A specifies the amortization periods used for certain costs and contains other

	2	 provisions relating to the Renewable Energy Program Rider and the Kansas

	3	 Investment Tax Credit.

	4	 • The S&A contains proposed rates for WEN and WES.

5

6 Q. 	 Do you believe that the S&A is in the public interest?

7 A.	 Yes, I do. While the proposed rate increase is higher than the increase recommended in my

	8	 Direct Testimony, I believe that the S&A is a reasonable compromise of the issues in this

	9	 case. On a combined basis, I recommended a rate increase of $101.3 million, which

	10	 included $27.1 million of costs currently being recovered through the ECRR. Excluding the

	11	 ECRR costs, my Direct Testimony recommended a combined base rate increase of $74.2

	12	 million. The S&A includes a base rate increase (excluding the ECRR roll-in) of $130

	13	 million, or $55.8 million more than the amount I recommended in my testimony. However,

	14	 the $130 million increase specified in the S&A reflects a decrease of $47.6 million from the

	15	 amount originally claimed by Westar.

	16	 The largest revenue requirement adjustments that I recommended in my Direct

	17	 Testimony were return on equity ($31.8 million), depreciation expense ($20.7 million),

	18	 construction work in progress ($18.5 million), and the sale/leaseback on LaCygne ($7.4

	19	 million). These four adjustments totaled $78.4 million. In addition, I recommended various

	20	 other rate base, revenue, and expense adjustments. I recognize that the KCC was unlikely to

	21	 adopt all of my recommended adjustments. Given this litigation risk, I believe the S&A
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	1	 represents a reasonable resolution of the issues in this case.

2

	

3 	 Q. 	 Besides the revenue requirement, are there other provisions in the S&A that you

	4	 believe are favorable to ratepayers?

	5	 A. 	 Yes, there are. As outlined above, my Direct Testimony contained several policy

	6	 recommendations regarding the premium return on wind investment, the inclusion in base

	7	 rates of certain costs previously recovered through the ECRR, and the structure of the RECA

	8	 tariff. All of these recommendations have been accepted in the S&A. Moreover, the S&A

	9	 permanently resolves the issue of a premium return on investment for the 296 MWs of wind

	10	 generation currently being constructed by Westar. When these policy issues are considered,

	11	 along with the reduction of $47.6 million from the revenues originally requested by Westar,

	12	 the S&A becomes even more favorable for ratepayers.

13

	

14 	 Q. 	 Please comment on the provision in the S&A that states a 10.4% return on equity will

	15	 be used for regulatory accounting purposes, including in the calculation of the AFUDC

	16	 formula.

	17	 A. 	 The return of 10.4% on equity is 81 basis points above the return recommended in my Direct

	18	 Testimony. I recognize that financial markets are experiencing a high degree of volatility and

	19	 uncertainty at the present time. Given this uncertainty, CURB agreed to utilize the 10.4%

	20	 return on equity in those situations where a cost of capital must be specified, such as for

	21	 purposes of calculating AFUDC and for calculating the ECRR surcharge in the next ECRR
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1	 filing. This return on equity was acceptable on an interim basis because I expect Westar to

	2	 file another base rate case within a relatively short period of time, and we will have the

	3	 opportunity to reassess the cost of equity at that time. In addition, I expect the financial

	4	 markets to stabilize by the time the next base rate case is filed, and hopefully well before that

	5	 case is filed. Accordingly, when all the provisions of the S&A are considered, I believe that

	6	 the return on equity of 10.4% is reasonable for the purposes specified in the S&A. It should

	7	 be noted that the 10.4% return on equity was not used by the parties to develop the overall

	8	 revenue increase of $130 million, nor should the KCC conclude that an equity return of

	9	 10.4% would be appropriate to use in that context.
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11 	 Q. 	 Do you recommend that the KCC approve the S&A?

	12	 A.	 Yes, I do. The S&A resolves all issues in this proceeding, except for the issue of rate

	13	 consolidation which has been moved to a separate proceeding. Moreover, it reflects a

	14	 significant reduction from the rate increase proposed by Westar. It also adopts my

	15	 recommendations on several important policy issues including the appropriate return for

	16	 Westar's current wind investment, recovery of environmental costs in base rates and the

	17	 methodology for calculating the RECA tariff. Finally, the S&A will significantly reduce

	18	 litigation costs. For all these reasons, I recommend that the KCC approve the S&A.

19

	

20
	

Q.
	 Does this conclude your testimony?

	21	 A.	 Yes, it does.
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Subscribed and sworn before me thib? th day of, 2008.det 

Notary Public

VERIFICATION

STATE OF CONNECTICUT

COUNTY OF FAIRFIELD
	

SS:

Andrea C. Crane, being duly sworn upon her oath, deposes and states that she is a

consultant for the Citizens' Utility Ratepayer Board, that she has read and is familiar with the

foregoing testimony, and that the statements made herein are true to the best of her knowledge,

information and belief.

My Commission	 3131 2008
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