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The Columbia Group, Inc. KCC Docket No. 18-KCPE-095-MER

INTRODUCTION AND BACKGROUD

Please state your name and business address.
My name is Andrea C. Crane and my business address is 2805 East Oakland Park Boulevard,

#401, Ft. Lauderdale, FL 33306.

Did you previously file testimony in this proceeding?

Yes, on January 29, 2018, | filed Direct Testimony on behalf of the Citizens’ Utility
Ratepayer Board (“CURB”). My Direct Testimony addressed the filing made on August 25,
2017, by Great Plains Energy, Inc. (“GPE”), Kansas City Power and Light Company
(“KCP&L"”), and Westar Energy, Inc. (“Westar”, collectively “Joint Applicants”) requesting
that the Kansas Corporation Commission (“KCC” or “Commission”) approve an Amended
Merger Agreement (“Amended Agreement’) between Westar and GPE, the parent company

of KCP&L.

Please summarize the conclusions and recommendations contained in your Direct
Testimony regarding the Amended Agreement and the proposed merger of Westar and
GPE.

As discussed in my Direct Testimony, there are several factors that make GPE a good
candidate to merge with Westar. GPE, through KCP&L, already operates an electric utility
that is contiguous to the Westar service territory. The KCC is familiar with KCP&L, and
KCP&L is familiar with regulation in Kansas. KCP&L and Westar already share ownership

of several generating facilities. These factors are all favorable and suggest that the merger of
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Westar and GPE could result in considerable cost savings and other benefits for ratepayers.
Nevertheless, in my Direct Testimony | expressed concerns that the proposals contained in
the Application did not provide a reasonable sharing of the anticipated benefits between
ratepayers and shareholders, and | recommended that the KCC adopt several additional

safeguards if the merger was approved.

What are the merger savings estimated by the Joint Applicants?

The Joint Applicants estimate gross savings of $627 million during the first five years
following the merger. In addition to the gross savings of $627 million, the Joint Applicants
also expect additional capital and operational savings relating to the early retirement of
certain KCP&L and GMO generating facilities, consolidation of the ownership of Wolf
Creek, and avoidance or deferral of other capital projects. In the Application, the Joint
Applicants proposed to provide retail electric customers with upfront bill credits of $50
million (total company) if the merger was approved. They also made various other
commitments relating to headquarter locations, employees and related benefits, community
involvement, financing and ring fencing safeguards, ratemaking and accounting treatment,

affiliated transactions, quality of service, and reporting requirements.

What additional safeguards did you recommend be adopted if the KCC approved the
merger?

In my Direct Testimony, | recommended that five additional safeguards be adopted if the
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proposed merger was approved by the KCC. These include:

1.

Total guaranteed bill credits of $250 million over the next five years, including an
initial ratepayer credit of $100 million upon closing of the merger with an additional
credit of $50 million in each year from 2020 to 2022.

A moratorium on base rate increases for five years following the effective date of
rates in each company’s 2018 base rate case.

Rejection of the Joint Applicants’ request to defer transition costs associated with the
merger.

A limitation on dividends to 100% of net income, unless a higher level is authorized
by the KCC, and a requirement to provide notification to the KCC if the debt
component of the capital structure of the holding company (“Holdco”), Westar, or
KCP&L exceeds 55%.

A commitment by the Joint Applicants to retain Westar’s inclining block residential
rate structure.

In addition to the above recommendations, CURB witness Stacey Harden

recommended certain reporting requirements with regard to capital expenditures over the

next five years and CURB witness Cary Catchpole recommended the expansion of certain

reliability and customer service metrics and related penalties.

Q. Since your Direct Testimony was filed, have the parties engaged in settlement

discussions?
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A

Yes, the parties to this case have engaged in subsequent settlement discussions. As aresult,
several parties have entered into a Non-Unanimous Settlement Agreement (“Settlement
Agreement”) that recommends approval of the merger by the KCC, subject to various
conditions. Parties to the Settlement Agreement include the Joint Applicants, CURB, the
Staff of the State Corporation Commission of the State of Kansas (“Staff”), Sunflower
Electric Power Corporation, Inc. (“Sunflower”), Mid-Kansas Electric Company, Inc. (Mid-
Kansas”), Midwest Energy, Inc. (“Midwest”), Kansas Power Pool (“KPP”), and Brightergy,

LLC.!

DESCRIPTION OF THE SETTLEMENT AGREEMENT

Please summarize the terms of the Settlement Agreement.

The Settlement Agreement recommends that the KCC approve the merger, subject to various
conditions and commitments. The Settlement Agreement provides for initial up-front
ratepayer credits to Westar and KCP&L retail electric customers of $23,065,299 and
$7,514,220 respectively. These amounts are based on the Kansas-jurisdictional share of total
upfront bill credits of $50 million, as proposed in the Application. These credits will be
allocated among the customer classes using the method recommended by Staff witness, Bob
Glass, in his direct testimony, pages 15-18. Credits will be allocated among customers
within each class on the basis of revenue, except for the residential class where credits will

be allocated on a per-customer basis.

! International Brotherhood of Electrical Workers (“IBEW?™) 304, 412, 1464, and 1613 and Wal-Mart Stores, Inc.

4
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After the conclusion of KCP&L’s 2018 base rate case, both Westar and KCP&L will
be subject to a five-year base rate moratorium. The signatories agree to recommend that the
KCC authorize a return on equity (“ROE”) of 9.3% in the 2018 base rate cases, or to
recommend a range that is not more than 20 basis points below or above the 9.3% ROE. In
the event that the KCC authorizes an ROE for KCP&L or Westar that is below 9.3%, then
the base rate moratorium period for that company shall be reduced to three years.

In addition, the signatories agree to support a second step increase in February 2019
for Westar related to the termination of a wholesale contract with MKEC and the expiration
of federal production tax credits related to the Central Plains and Flat Ridge wind farms
placed into service by Westar in late 2008/early 2009 timeframe. The second stage increase
related to the loss of the wholesale contract will be handled through the Retail Energy Cost
Adjustment (“RECA”) mechanism.

The Settlement Agreement also provides for the inclusion in new base rates of all
merger-related savings achieved at the update date in each case, defined as 60 days after the
filing of each respective rate case. In addition, the Settlement Agreement identifies a
minimum level of savings for each company ($22.5 million for Westar and $7.5 million for
KCP&L) that will be included in new rates resulting from the 2018 base rate cases. Finally,
the Joint Applicants have agreed to refund to customers all amounts related to tax reform
from January 1, 2018 through the effective date of new retail rates, without any offsets

related to alleged under-earnings.

(“Walmart”) subsequently noted support for the Settlement Agreement.

5
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Q.

Please describe the ratemaking treatment that will take place during the rate
moratorium.

In addition to the initial bill credits, the Joint Applicants have agreed to additional annual bill
credits by March 31 in each year 2019, 2020, 2021 and 2022 in the amount of $8,649,487 for
Westar retail electric customers and $2,817,832 for KCP&L’s Kansas retail electric
customers. These credits are based on an assumption of total credits of $18.75 million in
each of those years, bringing the total guaranteed ratepayer credits to $125 million (total
company). These additional annual credits will be assigned to each retail electric customer
within the applicable Kansas rate jurisdiction based upon the same method as the original
2018 fixed bill credits.

In addition, the parties have agreed to an Earnings Review and Sharing Plan
(“ERSP”) for 2019-2022. During this period, the Joint Applicants will file annual earnings
reports by March 31 following the end of each calendar year 2019 — 2022. If actual earnings
(based on the 9.3% ROE and specified capital structures) exceed the fixed credits for that
year referenced above, the excess earnings will be subject to a 50/50 sharing allocation
between ratepayers and shareholders. Any additional credits to customers will be allocated
among customer classes based on the allocations adopted in the 2018 base rate cases. Credits
will be allocated to customers within each class based on revenues, except for the residential

class where credits will be allocated on a per-customer basis.

How are transition costs handled in the Settlement Agreement?
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A

The Settlement Agreement provides for the recovery of the Kansas-jurisdictional share of up
to $50 million of transition costs, which shall be deferred and amortized over ten years
beginning with the effective date of the rates resulting from the 2018 base rate cases. The
Settlement Agreement does not provide for the recovery of any transaction costs, consistent

with the Application.

Are there other conditions and commitments contained in the Settlement Agreement?

Yes, there are numerous other conditions and commitments contained in the Settlement
Agreement. For example, the Settlement Agreement provides for the retention of an
operating headquarters in Topeka for up to ten years following the merger and requires the
Joint Applicants to maintain at least 500 employees at the Kansas headquarters location for
at least five years. The Settlement Agreement also includes employee commitments
regarding collective bargaining agreements, maintenance of comparable compensation
levels and benefits for all employees for two years, and no involuntary severance of
employees as a result of the Merger. The Settlement Agreement also includes management
and organizational provisions regarding the Board of Directors post-merger.

There are also financial commitments regarding the separation of Holdco, Westar,
and KCP&L, certain capital structure restrictions for each entity, and the requirement that
separate debt be maintained by each entity. There are commitments by Holdco to provide
sufficient capitalization to the Joint Applicants to allow them to provide safe and reliable

utility service in Kansas. Holdco also agrees to maintain consolidated debt (excluding
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short-term debt and debt due within one year) of no more than 65 percent of total
consolidated capitalization, and KCP&L and Westar debt (excluding short-term debt and
debt due within one year) shall be limited to 60 percent of capitalization. Holdco commits
that Westar and KCP&L will not make any dividend payments to the parent company, or
other upstream cash payment, to the extent that the payment would result in an increase in
either utility’s debt level (excluding short-term debt and debt due within one year) above 60
percent of its total capitalization, unless the Commission authorizes otherwise.

There are also provisions regarding notification to the KCC in the event of a credit
downgrade by Holdco, KCP&L or Westar, and requirements to develop plans to achieve an
investment grade rating should a downgrade occur. Moreover, there is a requirement that
the Joint Applicants hold ratepayers harmless in the event of a downgrade that is related to
the merger. There is also a general commitment that ratepayers will not be adversely
impacted on an overall basis as a result of the merger, and that future cost of service and
rates will be set commensurate with financial and business risks attendant to their individual
regulated utility operations.

The Settlement provides that goodwill resulting from the merger will be maintained
on the books of Holdco and that the Joint Applicants will not seek to recover any goodwill from
ratepayers. There is also a provision that ratepayers will be held harmless if goodwill is impaired
for any reason. The Settlement Agreement also contains various provisions regarding affiliated
interests, including filing and reporting requirements, and requires the Joint Applicants to comply

with the Commission’s affiliate transaction rules. The Joint Applicants have committed to



10

11

12

13

14

15

16

17

18

19

20

21

The Columbia Group, Inc. KCC Docket No. 18-KCPE-095-MER

meeting with Staff and CURB no later than sixty (60) days after the closing of the merger to
discuss the expected impact on the allocation of costs among Holdco’s utility and non-utility
subsidiaries and have committed to filing updates to the current Cost Allocation Manuals

(“CAMS”).

Does the Stipulation contain conditions regarding quality of service?
Yes, the Joint Applicants have agreed to provide annual reports on the quality of service.

They have also agreed to penalties if certain benchmarks are not achieved.

Does the Settlement Agreement include various reporting requirements?
Yes, it does. The Settlement Agreement includes a recommendation that the Commission
open a compliance docket to maintain merger-related filings. In addition, the Settlement
Agreement provides for periodic meetings with Staff and CURB to keep the parties apprised
of the status of integration implementation and to examine the actual benefits of the merger
relative to expectations. It also recommends that the parties initiate a Capital Plan
Reporting compliance docket during the rate moratorium to provide Staff and the
Commission with the information and data necessary to understand forecasted and actual
capital expenditures over a five-year period.

The Joint Applicants have agreed to various other reporting requirements, including
a requirement to provide integrated resource plans (“IRP”) filed in Missouri to the KCC.

KCP&L and Westar will also provide Staff and CURB with access to all written information
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provided to common stock, bond or bond rating analysts relating to KCP&L, Westar or any
affiliate that exercises influence or control over KCP&L, Westar, or Holdco. The Joint
Applicants will also make available all books, records and employees as may be reasonably
required to verify compliance with KCP&L’s and Westar’s CAM and any conditions
ordered by the Commission. The Settlement also assures Staff and CURB access to various

other records and documents, including material related to the Board of Directors.

EVALUATION OF SETTLEMENT AGREEMENTS

Are you familiar with the standards used by the KCC to evaluate a settlement that is
proposed to the Commission?
Yes, | am. The KCC has adopted five guidelines for use in evaluating settlement agreements.
These include: (1) Has each party had an opportunity to be heard on its reasons for opposing
the settlement? (2) Is the agreement supported by substantial evidence in the record as a
whole? (3) Does the agreement conform to applicable law? (4) Will the agreement result in
just and reasonable rates? (5) Are the results of the agreement in the public interest, including
the interests of customers represented by any party not consenting to the agreement?

| understand that CURB counsel will address item 3, i.e., does the Settlement
Agreement conform to applicable law, in opening statements at the upcoming hearing. Since
| am not an attorney, it is more appropriate for CURB counsel to address this issue than for

me to address it. However, | will discuss the remaining four guidelines.

10
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Q.

Has each party had an opportunity to be heard on its reasons for opposing the
Settlement Agreement?

Yes, they have. | participated personally in settlement negotiations in this case and each
party had an opportunity to participate and be heard. The parties discussed issues, resolved
certain numerical discrepancies, and negotiated aggressively. The negotiations were
extensive and took place over many days. While not all parties are signatories to this
Settlement Agreement, | believe that all parties had the opportunity to participate and to
actively promote their positions. In addition, any party opposing the Settlement Agreement
will have the opportunity to file testimony in opposition, to participate in the upcoming
hearing on the Settlement Agreement, and to cross-examine the signatories on the provisions

of the Settlement Agreement.

Is the Settlement supported by substantial evidence in the record as a whole?

Yes, itis. Inaddition to the Joint Applicants, numerous parties filed testimony in this case,
including Staff, CURB, IBEW 304, Kansas Industrial Consumers Group (“KIC”), KPP,
Kansas Electric Power Cooperative (“KEPCO”), Sierra Club, and Walmart. Much of the
testimony that was filed expressed general support for a merger of Westar and KCP&L but
also expressed concerns regarding the allocation of related benefits between ratepayers and
shareholders. Additional issues were raised regarding the general level of rates in Kansas,
potential labor dislocations, and environmental impacts. Both Staff and CURB proposed

specific provisions that would result in a more equitable sharing of expected merger benefits

11
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and would provide additional safeguards to Kansas ratepayers. The Settlement Agreement
incorporates many of the provisions recommended by Staff and CURB, including higher
guaranteed fixed credits to Kansas ratepayers and a rate moratorium. While the Settlement
Agreement does not address all of the issues raised by all of the intervenors, the provisions of
the Settlement Agreement do address many of the concerns raised by the parties and is based

on the evidence in the record.

Will the Settlement Agreement result in just and reasonable rates?

Yes, the Settlement Agreement will result in just and reasonable rates. Both Westar and
KCP&L will have rate cases in 2018 to determine appropriate base distribution rates for each
utility. Therefore, the KCC will have the ability to ensure that just and reasonable rates are
implemented in 2018. Base rates will then remain unchanged during a five-year rate
moratorium period, providing further protection to ratepayers. Moreover, during this five-
year period, ratepayers will receive a minimum of $125 million in fixed bill credits. In
addition, ratepayers will also receive 50% of any additional earnings in excess of a 9.3%
ROE. These provisions will ensure that ratepayers will share in the benefits if actual merger
savings are higher than projected. These provisions will also ensure that ratepayers will
benefit from other factors, such as higher-than-anticipated revenues or additional cost savings

that are not directly related to the merger.

12
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Q.

Are the results of the Settlement Agreement in the public interest, including the
interests of customers represented by any party not consenting to the agreement?
Yes, given the conditions outlined in the Settlement Agreement, | believe that the proposed
merger of Westar and KCP&L is in the public interest. As discussed previously, Westar and
KCP&L are a good fit. The companies have contiguous service territory, which should
maximize efficiencies of combining the utilities under common ownership. Both KCP&L
and Westar are local companies with a significant presence in Kansas. Both are familiar with
regulation in Kansas and the KCC is familiar with both companies. The companies share
ownership of certain generating facilities in the region. For many reasons, Westar and
KCP&L are good candidates for a merger.

Moreover, the Joint Applicants have estimated that the merger will result in millions
of dollars of savings over the first five years, and even more if one assumes that savings will
continue indefinitely. While I do not believe that savings after five-years should be given
much consideration by the KCC, the savings expected during the initial five-year period are
sufficient to provide real benefits to Kansas ratepayers resulting from the merger, especially
given the level of fixed and guaranteed bill credits reflected in the Settlement Agreement.

During this period, ratepayers will benefit from minimum annual savings of $22.5
million and $7.5 million that will be reflected in rates resulting from the 2018 base rate cases
for Westar and KCP&L respectively. In addition, Westar and KCP&L ratepayers are
guaranteed additional bill credits of $23.06 million and $7.51 million respectively in 2018,

and of $8.65 million and $2.82 million respectively for each year from 2019-2022.

13
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Ratepayers may also receive additional bill credits if actual earnings are higher than
projected. Ratepayers benefit from an agreed-upon ROE of 9.3% that will be recommended
by the signatories in the 2018 base rate cases and used in the earnings sharing tests during the
rate moratorium period. Moreover, this ROE will be utilized for a five-year period, even if

capital costs increase over this time.

Does the Settlement Agreement provide additional ratepayer benefits?

Yes, itdoes. In addition to the financial benefits discussed above, the Settlement Agreement
also identifies quality of service benchmarks and provides for penalties in the event that these
benchmarks are not met. In addition, the Settlement Agreement contains extensive reporting
requirements, including reporting requirements related to capital investments made by the
Joint Applicants over the rate moratorium period. In this regard, the Settlement Agreement
addresses the concerns expressed by CURB witnesses Cary Catchpole and Stacey Harden in

their Direct Testimonies.

Are there other benefits to Kansas and its economy?

Yes, Topeka will benefit from a commitment to retain an operating headquarters in Topeka
for a period of ten years following the merger, and to maintain 500 employees at the Kansas
headquarter for at least five years. In addition, employees of both Westar and KCP&L that
live in Kansas are assured that they will not involuntarily lose their jobs as a result of the

merger and are also assured of certain compensation and benefit levels for a two-year period.

14
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The Joint Applicants have also committed to maintain certain levels of charitable giving and
community involvement in the Kansas service territories, which will provide general benefits

to the state and local communities.

Does the Settlement Agreement reflect the consensus of a diverse group?

Yes, it does. While not all parties to the proceedings are signatories to the Settlement
Agreement, the Settlement Agreement does reflect consensus among a diverse group of
parties representing various classes of customers, cooperatives, municipal energy providers,
and other utilities. The fact that these diverse parties are signatories suggests that the

Settlement Agreement is in the public interest and should be approved by the KCC.

COMMISSION’S MERGER STANDARDS

In addition to the criteria for evaluating settlements, have you also examined the
Settlement Agreement in light of the merger standards that have been adopted by the
Commission?
Yes, | have. As discussed in my Direct Testimony, the KCC has adopted the following
criteria to determine if the public interest standard had been met when evaluating a merger:
@ The effect of the transaction on consumers, including:
Q) the effect of the proposed transaction on the financial condition of the newly
created entity as compared to the financial condition of the stand-alone

entities if the transaction did not occur;

15
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(b)
(©)

(d)

(e)
()
(9)
(h)

(i) the reasonableness of the purchase price, including whether the purchase
price was reasonable in light of the savings that can be demonstrated from the
merger and whether the purchase price is within a reasonable range;

(i) whether ratepayer benefits resulting from the transaction can be quantified;

(iv)  whether there are operational synergies that justify payment of a premium in
excess of book value; and

(V) the effect of the proposed transaction on the existing competition.

The effect of the transaction on the environment.

Whether the proposed transaction will be beneficial on an overall basis to state and

local economies and to communities in the area served by the resulting public utility

operations in the state. Whether the proposed transaction will likely create labor
dislocations that may be particularly harmful to local communities, or the state
generally, and whether measures can be taken to mitigate the harm.

Whether the proposed transaction will preserve the jurisdiction of the KCC and the

capacity of the KCC to effectively regulate and audit public utility operations in the

state.

The effect of the transaction on affected public utility shareholders.

Whether the transaction maximizes the use of Kansas energy resources.

Whether the transaction will reduce the possibility of economic waste.

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

16
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Q. What additional safeguards did CURB recommend in its Direct Testimonies in order to
ensure that the Commission’s Mergers Standards were met?
A. In its Direct Testimonies, CURB recommended the following additional safeguards:
o Bill credits of $250 million
e Five-year rate moratorium
e Rejection of the Company’s request to defer transition costs
e Notification to the KCC if debt levels exceed 55%
e Limitation on the amount of dividends to be paid absent KCC approval
e Retention of Westar’s inclining block residential rate structure
e Reporting requirements on capital expenditures
e Expansion of certain reliability and customer service metrics and related

penalties

Q. Given the provisions contained in the Settlement Agreement, does the proposed merger
meet the public interest standard based on the KCC’s Merger Standards?

A Yes, based on the KCC’s Merger Standards, the Settlement Agreement meets the public
interest standard. Most of the concerns raised in my Direct Testimony were directed to the
financial benefits of the merger and how those benefits should be passed through to Kansas
ratepayers. | was particularly concerned that insufficient benefits were being passed through
to ratepayers. | recommended a fixed credit bill credit of $250 million (total company) over

five years, instead of the $50 million proposed by the Joint Applicants, and a five-year rate

17
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moratorium. The Settlement Agreement provides for guaranteed bill credits of $125 million
(total company) and a five-year rate moratorium. While the $125 million is less than |
recommended, the Settlement Agreement also includes the potential for additional ratepayer
credits based on actual earnings during the rate moratorium. In addition, the Settlement
ensures that rates resulting from the 2018 base rate cases will reflect annual savings of at
least $22.5 million for Westar and of $7.5 million for KCP&L.

In addition, while the Settlement does provide for the recovery of $50 million in
transition costs, this amount is approximately 30% less than the transition costs reflected in
the Application. In addition, these transition costs will be amortized over a ten-year period,

thereby further mitigating the rate impact to consumers.

Please discuss the concern raised in your Direct Testimony regarding limiting the debt
in the capital structures of Holdco, Westar, and KCP&L and imposing dividend
limitations in certain circumstances.

The Joint Applicants originally proposed to limit debt in the capital structures of Holdco,
Westar, and KCP&L to no greater than 65%. In my Direct Testimony, | recommended that
the Joint Applicants be required to notify the KCC if the capital structures of Holdco,
Westar, or KCP&L exceeded 55% debt so that the Commission could determine whether an
additional review was necessary. Similarly, | recommended that the Joint Applicants be
required to notify the KCC if the payment of any dividends, either by the holding company or

one of the Kansas-regulated subsidiaries, would result in a debt level above 55%.

18
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The Settlement Agreement limits debt in the capital structure of Holdco to 65% and
limits debt in the capital structures of Westar and KCP&L to 60%. Moreover, it restricts
dividends from Westar and KCP&L if the payment of those dividends would cause the
utilities to exceed this debt limitation. Given the extensive monitoring and reporting
requirements contained in the Settlement Agreement, as well as other safeguards previously
imposed by the KCC, | believe that the KCC and other parties will have an opportunity to
monitor actual debt and dividend levels, at least during the term of the rate moratorium. If
the KCC believes that additional monitoring safeguards are necessary at some point in the

future, it can impose additional reporting requirements at that time.

Does the Settlement Agreement meet the Merger Standards discussed in the Direct
Testimonies of Ms. Catchpole and Ms. Harden?

Yes, the Settlement Agreement contains quality of service benchmarks and penalty
provisions in the event that these benchmarks are not met. In addition, the Settlement
Agreement also contains a Capital Plan Reporting process so that the parties can review and
evaluate capital spending over period of the rate moratorium. Therefore, the concerns raised

by Ms. Catchpole and Ms. Harden have been addressed in the Settlement Agreement.

RECOMMENDATION

What do you recommend?

I recommend that the KCC find that all parties had the opportunity to participate in the

19
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settlement process, that the Settlement Agreement is supported by substantial evidence in the
record, that the Settlement Agreement will result in just and reasonable rates, and that the
Settlement Agreement is in the public interest. | also recommend that the KCC find that the
Settlement Agreement is in the public interest based on the Merger Standards that the KCC
has adopted for merger transactions. Therefore, | recommend that the KCC approve the

Settlement as filed.

Does this conclude your testimony?

Yes, it does.

20
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"r,,,\} EXPIRES November 03, 2020
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