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BEFORE THE STATE CORPORATION COMMISSION 
OF THE STATE OF KANSAS 

______________________________________ 
 

DIRECT TESTIMONY OF  
 

CHRIS B. GILES 
 

ON BEHALF OF 
KANSAS CITY POWER & LIGHT COMPANY 

______________________________________ 
 

IN THE MATTER OF THE APPLICATION OF  
KANSAS CITY POWER & LIGHT COMPANY  

TO MODIFY ITS TARIFFS TO CONTINUE THE  
IMPLEMENTATION OF ITS REGULATORY PLAN 

 
DOCKET NO. 09-KCPE-____-RTS 

 

Q: Please state your name and business address. 1 

A: My name is Chris B. Giles.  My business address is 1201 Walnut, Kansas City, Missouri 2 

64106. 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 Vice President, Regulatory Affairs. 6 

Q: What are your responsibilities? 7 

A: My responsibilities include all aspects of regulatory activities including cost of service, 8 

rate design, revenue requirements, and tariff administration. 9 

Q: Please describe your education, experience and employment history. 10 

A: I graduated from the University of Missouri at Kansas City in 1974 with a Bachelor of 11 

Arts degree in Economics and in 1981 with a Master of Business Administration degree 12 

with concentrations in accounting and quantitative analysis.  I was first employed at 13 
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KCP&L in 1975 as an Economic Research Analyst in the Rates and Regulation 1 

Department.  I held positions as supervisor and manager of various rate functions until 2 

1988 when I was promoted to Director of Marketing.  In January 1993, I returned to the 3 

rate area as Director, Regulatory Affairs.  In March of 2005, I was promoted to Vice-4 

President, Regulatory Affairs. 5 

Q: Have you previously testified in a proceeding at the Kansas Corporation 6 

Commission (“KCC” or “Commission”) or before any other utility regulatory 7 

agency? 8 

A: I have previously testified before both the KCC and the Missouri Public Service 9 

Commission on numerous issues regarding utility rates and regulation. 10 

Q: What is the purpose of your testimony? 11 

A: The purpose of my testimony is to provide a summary and overview of this case.  I will 12 

address the progress of KCP&L’s Regulatory Plan (“Regulatory Plan”), which the 13 

Commission approved in Docket No. 04-KCPE-1025-GIE, including the status of the 14 

investments associated with the Regulatory Plan.  I will describe the major drivers 15 

underlying the proposed rate increase.  Finally, I will ask for Commission authorization 16 

on certain additional matters.   17 

Q: Please describe the results of the first two rate cases under the Regulatory Plan?  18 

A: The Company filed its first rate case in nearly 20 years on January 31, 2006 (06-KCPE-19 

828-RTS, or “2006 case”).  The Company requested an increase of $42.3 million 20 

(10.56%).  The Order in that case, issued by the Commission on December 4, 2006, 21 

approved the jointly filed Stipulation and Agreement which was submitted by KCP&L, 22 

KCC Staff, the Citizens’ Utility Ratepayers Board (“CURB”), Midwest Utility Users’ 23 
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Group, Wal-Mart and the International Brotherhood of Electrical Workers Locals 412, 1 

1464 and 1613.  The Order granted KCP&L an increase in Kansas revenues in the 2 

amount of $29 million or (7.46%) effective January 1, 2007.  The increase included an 3 

annual amount for pre-tax payment on plant of $4 million. 4 

KCP&L filed the second rate case under the Regulatory Plan on March 1, 2007 (07-5 

KCPE-907-RTS, or “2007 case”).  The Company requested an increase of $47 million 6 

(10.82%), which included $12.8 million for additional pre-tax payment on plant.  The 7 

Order in that case, issued by the Commission on November 11, 2007, approved the 8 

jointly filed Stipulation and Agreement which was submitted by KCP&L, KCC Staff, and 9 

CURB.  The Order granted KCP&L an increase in Kansas revenues in the amount of $28 10 

million or (6.4%) effective January 1, 2008.  The increase included an annual amount for 11 

pre-tax payment on plant of $11 million. 12 

Q: Did KCP&L reflect the impact of the Regulatory Plan in these two rate cases? 13 

A: Yes, KCP&L included in the 2006 case the investment to build 100 MW of wind 14 

generation, which was completed in September 2006,  as well as the investments in 15 

customer affordability, energy efficiency, and demand response programs (“Customer 16 

Programs”), and  system reliability focused transmission and distribution (“T&D”) 17 

projects.  The Company included in the 2007 case the investment to install selective 18 

catalytic reduction (“SCR”) equipment at LaCygne Unit 1, as well as continued 19 

investments in Customer Programs and T&D projects.  These investments are consistent 20 

with and represent continued implementation of the Company’s Comprehensive Energy 21 

Plan (“CEP”), as set forth in the Regulatory Plan.  22 
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Q: Please describe this rate case filing and how it reflects the continued implementation 1 

of the CEP and the Regulatory Plan?  2 

A: The Regulatory Plan contemplated as many as four rate cases; however, only two are 3 

mandatory, the 2006 case and a case to be filed in 2009 (“2009 case”).  The 2007 case 4 

was optional, as is the current rate case (“2008 case”).  The 2008 case includes rate 5 

schedules that are expected to become effective on July 5, 2009.  The Company is 6 

requesting an increase of $71.6 million (17.5%), including $11.2 million related to an 7 

additional annual amount for pre-tax payment on plant as described in the Direct 8 

Testimony of KCP&L witness Michael Cline.  The 2008 case includes the installation of 9 

the Iatan Unit 1 Air Quality Control (“AQC”) equipment, as set out in the Regulatory 10 

Plan.  The ACQ equipment is expected to be in service in early 2009.  The 2008 case also 11 

includes continued implementation of Customer Programs, as described in the Direct 12 

Testimony of KCP&L witness Allen Dennis, and T&D infrastructure, as described in the 13 

Direct Testimony of Company witness William Herdegen, both as set out in the 14 

Regulatory Plan.   15 

Q: When will KCP&L file the 2009 case? 16 

A: It is anticipated that rate schedules with an effective date of June 1, 2010, will be filed 17 

with the Commission on or about August 15, 2009, approximately nine to ten months 18 

prior to the commercial in-service operation date of Iatan Unit 2.   19 

Q: Please describe the progress of the Regulatory Plan investments in power supply 20 

infrastructure. 21 

A: KCP&L completed 100 MW of wind generation at a site near Spearville, Kansas in 22 

September 2006.  The SCR at the LaCygne Unit 1 generating plant was placed in 23 
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operation in May 2007. The Iatan Unit 1 AQC equipment is currently under construction 1 

and is expected to be in service in early 2009.  Company witnesses Brent Davis, Carl 2 

Churchman and Kenneth Roberts discuss various aspects of the AQC project in their 3 

direct testimonies. 4 

The Iatan Unit 2 project is well underway.  A control budget and schedule has 5 

been established.   Contracting, procurement, and construction strategies are in place 6 

along with a cost control system to track and monitor schedule and costs.  Partnership 7 

agreements have been executed.  Ownership shares, based upon a total of 850 MW, are as 8 

follows: KCP&L - 465 MW, The Empire District Electric Company - 102 MW, Aquila, 9 

Inc. - 153 MW, Missouri Joint Municipal Electric Utility Commission - 100 MW, and 10 

Kansas Electric Power Cooperative - 30 MW.  As part of the Regulatory Plan, the 11 

Company submits to the signatories of the Stipulation and Agreement in the Regulatory 12 

Plan docket a quarterly report outlining the overall progress of the project.  Periodically, 13 

the Company meets with the parties to discuss progress.   14 

A second phase of investment in environmental equipment for LaCygne Unit 1 15 

was planned to be completed in 2009. This investment included a fabric filter (baghouse) 16 

and scrubber. In late 2006 to early 2007, it became known that it would not be possible to 17 

complete the second phase of the LaCygne project until 2011 due to the increased lead 18 

time required to procure the equipment.  Both LaCygne 1 and LaCygne 2 generating 19 

units will be required to have equipment designated as Best Available Retrofit 20 

Technology (“BART”) sometime in the year 2013.  BART includes SCR, baghouse, and 21 

scrubber equipment.  In addition to the extended lead time to procure AQC equipment, 22 

the installed cost of the equipment has increased dramatically since the Regulatory Plan 23 
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was constructed. Given the increased cost and the need to evaluate all options regarding 1 

both LaCygne units KCP&L contracted with Sargent and Lundy to study various options 2 

regarding construction of AQC equipment at both units, KCP&L is also reviewing 3 

options as part of its Sustainable Resource Strategy (“SRS”) and will seek to collaborate 4 

with interested parties in formulating this strategy over the course of the next six to nine 5 

months.  6 

The Regulatory Plan also contemplated the potential for a second 100 MW wind 7 

generation investment.  The Company issued an RFP, received an evaluated bids in 2007 8 

for another 100 MW of wind generation including both ownership and purchase power 9 

agreement (“PPA”) options.  In mid-to late 2007 uncertainty of the capital markets began 10 

to increase substantially and, as a result, KCP&L determined that it was not prudent to 11 

pursue adding wind generation at that time.  Since then, KCP&L has continued to 12 

evaluate future wind generation options. 13 

Q: Please describe the status of Customer Programs. 14 

A: Of the ten Customer Programs in the portfolio of affordability, energy efficiency and 15 

demand response programs envisioned under the Regulatory Plan, KCP&L has 16 

developed, submitted, received KCC approval for, and implemented all but two of the 17 

programs.  KCP&L witness Allen Dennis more fully describes the progress and success 18 

of the Customer Programs in his Direct Testimony.  19 

Q: Please describe the status of the T&D infrastructure investments.  20 

A: Numerous projects have been completed and others are well under way, as described 21 

more fully in the Direct Testimony of KCP&L witness William Herdegen. 22 

Q:  How was the 2008 case test year and resultant rate increase amount determined? 23 
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A: Pursuant to the Regulatory Plan, the test year for the 2008 case is based on the historical 1 

year ending December 31, 2007.  Although the Regulatory Plan contemplated that the 2 

Company would file the 2008 case on March 1, 2008, the Regulatory Plan also 3 

recognized that KCP&L might need to adjust the timing of its rate filings due to the 4 

magnitude of its investments and the length of time of the Regulatory Plan.  The 5 

Company sought and obtained Commission approval to file at a later date.  Accordingly, 6 

test year data was annualized and normalized and reflects projected values for known and 7 

measurable changes prior to the effective date of new rates.  The resulting annualized and 8 

normalized amounts were then allocated between FERC, Kansas and Missouri 9 

jurisdictions.  The allocation process is described in the Direct Testimony of KCP&L 10 

witness John Weisensee.   The cost of service and revenue requirement determination is 11 

also supported by the Direct Testimony of KCP&L witness John Weisensee and included 12 

in his Schedule JPW-1.  13 

Q: What is the amount of rate increase requested in this case? 14 

A: The amount of rate increase is 17.5% or $71.6 million dollars based on test year revenue 15 

of approximately $409 million.    16 

Q: Does this rate increase include fuel costs recovered under the fuel adjustment 17 

clause? 18 

A: No.  While energy cost adjustments (“ECA”) revenue and expenses are included in the 19 

Company’s Revenue Requirements Model, the revenue requirement is not affected by 20 

these revenues and expenses because adjusted Kansas revenue includes ECA revenue 21 

equal to the sum of all adjusted ECA expenses.  The ECA effect is considered in the rate 22 

design in this case. 23 
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Q: Does the requested rate increase amount include an additional amount for 1 

contribution in Aid of Construction (“CIAC”)? 2 

A: Yes.  KCP&L’s requested rate increase includes additional CIAC of $11.2 million, as 3 

described in the Direct Testimony of KCP&L witness Michael Cline.  The requested 4 

amount is only about 42% of the amount that could have been requested utilizing the 5 

metrics specified in the Regulatory Plan.  The lower request resulted from the use of 6 

metrics more future-oriented than those encompassed in the Regulatory Plan formulas.  7 

However, as Mr. Cline discusses, the additional CIAC request is dependent on the results 8 

of this rate proceeding; that is, the additional annual amount will be adjusted to reflect the 9 

outcome of the case as determined by the Commission.      10 

Q: What is the total cumulative amount of CIAC KCP&L proposes to include in rates 11 

in this case?  12 

A: The $11.2 million requested in this case is in addition to the $4 million ordered in the 13 

2006 case and the $11 million ordered in the 2007 case.  This would result in an annual 14 

level of approximately $26.2 million.  This total amount will result in an offset to rate 15 

base under the Regulatory Plan and will lower rates in future KCP&L rate proceedings. 16 

Q: What is the return on equity KCP&L is requesting in this case? 17 

A: KCP&L is requesting a return on equity of 10.75% based upon a 55.39% equity capital 18 

structure of KCP&L’s parent holding company Great Plains Energy Incorporated (“Great 19 

Plains Energy”).  KCP&L witness Samuel Hadaway presents in his Direct Testimony his 20 

cost of capital study results and recommendations in support of a 10.75% return on 21 

equity.  Dr. Hadaway has utilized the same approach as in the 2007 case, which is based 22 
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on a traditional approach to estimate the underlying cost of equity capital for a group of 1 

investment grade electric utility companies.   2 

Q: Has KCP&L implemented its SO2 allowance plan? 3 

A: Yes. KCP&L witness Wm. Edward Blunk describes in his Direct Testimony the plan, its 4 

implementation and the 2008 plan submitted to the Commission Staff and CURB.   5 

Q: Has the Surface Transportation Board (“STB”) litigation involving Montrose 6 

freight rates been resolved and reflected in revenue requirement? 7 

A: In May 2008, the STB found that the Union Pacific Railroad ("UP") freight rates for 8 

Montrose were excessive and ordered UP to reimburse KCP&L for amounts previously 9 

collected above the maximum lawful rate.  The projected reparations, less unrecovered 10 

litigation costs, were reflected as a reduction in cost of service in this rate proceeding 11 

based on a two-year amortization.  Company witnesses William Blunk and John 12 

Weisensee discuss the STB litigation and the impact of the litigation on KCP&L’s rates 13 

in their respective direct testimonies.     14 

Q: Has the Company included the revenue requirement impact of the recent 15 

acquisition of Aquila, Inc. by Great Plains Energyin the revenue requirement for 16 

this case?  17 

A: No.  The effects of this acquisition have not been included in this rate case, as ordered by 18 

the Commission in Docket No. 07-KCPE-1064-ACQ. 19 

Q: Are there any other revenue requirement matters that you would like to bring to the 20 

Commission’s attention? 21 

A: I would like to briefly address the issue of commodity price sensitivity.  Our T&D and 22 

production operations and maintenance commodity costs have experienced dramatic 23 
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price increases driven by increased demand, the weakness of the U.S. dollar and other 1 

causes.  Company witnesses William Herdegen and Dana Crawford discuss this impact in 2 

their direct testimonies addressing T&D and production, respectively.  In each instance 3 

we have attempted to reflect this sensitivity in the maintenance normalization indexing. 4 

Q: Does the Company request Commission authorization on any additional matters? 5 

A: Yes, KCP&L requests Commission authorization on an accounting matter and a tariff 6 

matter. 7 

Q: Please briefly describe the accounting request. 8 

A: Financial Accounting Standard (“FAS”) 158 requires the Company to convert its pension 9 

and other post-employment benefits (“OPEB”) measurement date from September 30, 10 

2008 to December 31, 2008.  As a result, KCP&L will incur a “catch up” of three months 11 

of additional pension and OPEB expense in 2008. As more fully discussed in the Direct 12 

Testimony of Company witness John Weisensee, KCP&L requests the Commission to 13 

authorize the deferral of incremental FAS 158 pension and OPEB expense in a regulatory 14 

asset account and the amortization of such costs into rates over a five-year period 15 

commencing with the effective date of new rates in this rate proceeding.  Additionally, 16 

the Company requests that the accumulated unamortized FAS 158 pension costs be 17 

included in rate base. 18 

Q: Please briefly describe the tariff request. 19 

A: As more fully discussed in the Direct Testimony of Company witness Allen Dennis, 20 

KCP&L requests the Commission to authorize the implementation of a new Resident 21 

with Economic Relief Pilot Program.  This program delivers a monthly $50 “fixed credit” 22 

to low-income customers in an effort to improve low-income home energy affordability.  23 
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The details behind this program are included in the Company’s proposed tariffs.  The 1 

Company requests that 50% of the cost of this program be deferred until the 2009 case, 2 

with cost recovery determined at that time.  The remaining 50% will be borne by KCP&L 3 

shareholders. 4 

Q: Does that conclude your testimony? 5 

A: Yes, it does. 6 
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BEFORE THE STATE CORPORATION COMMISSION 

OF THE STATE OF KANSAS 

______________________________________ 

 

TESTIMONY IN RESPONSE TO THE SUPPLEMENTAL/SURREBUTTAL 

TESTIMONY OF THE KANSAS CORPORATION COMMISSION STAFF  

 

CHRIS B. GILES 

 

ON BEHALF OF 

KANSAS CITY POWER & LIGHT COMPANY 

______________________________________ 

 

IN THE MATTER OF THE APPLICATION OF  

KANSAS CITY POWER & LIGHT COMPANY  

TO MODIFY ITS TARIFFS TO CONTINUE THE  

IMPLEMENTATION OF ITS REGULATORY PLAN 

 

DOCKET NO. 09-KCPE-246-RTS 

 

Q: Are you the same Chris B. Giles who submitted Direct Testimony and Rebuttal 1 

Testimony in this case on behalf of Kansas City Power & Light Company 2 

(“KCP&L” or “the Company”)? 3 

A: Yes, I am.   4 

Q: What is the purpose of your Testimony? 5 

A: The purpose of my testimony is to respond to the Supplemental/Surrebuttal Testimony 6 

submitted by Kansas Corporation Commission Staff witness Jeff McClanahan on 7 

February 27, 2009.   8 

Q: How would you characterize Mr. McClanahan’s testimony?   9 

A: First, although Mr. McClanahan entitles his testimony “Supplemental/Surrebuttal”, it is 10 

more properly characterized as only “Supplemental”.  It explains how Staff proposes to 11 

change the position it took in its Direct Testimony in this proceeding, allegedly due to the 12 
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Company’s correction and update to its case concerning the allocation of costs among 1 

Iatan Unit 1, Iatan Unit 2, and common plant.   2 

Q: What is common plant?   3 

A: Common plant is generally plant that is or will be used by two or more units at a site; in 4 

this case by both Iatan Unit 1 and Unit 2.  Common plant can fall into one of three 5 

categories:  plant shared by both units, plant providing operational redundancy, or plant 6 

consisting of a common structure.  The Project’s chimney is an example of common plant 7 

shared by both units.  The chimney shell houses separate liners for each unit.  KCP&L 8 

determined in early 2007 that the cost of adapting the existing Unit 1 stack to new flue 9 

gas properties from the new Iatan Unit 1 Air Quality Control System (“AQCS”) 10 

equipment would be greater than building an entirely new chimney that could be 11 

common to both units.  In addition, while there is a separate Iatan Unit 2 liner that will 12 

not be used until 2010, the entire stack must be put into service in order to facilitate start-13 

up and operations of Iatan Unit 1.   14 

Portions of the reagent preparation building utilized for preparation of limestone 15 

slurry is an example of common plant providing operational redundancy.  These facilities 16 

are required for Iatan Unit 1 operations and start-up, though ultimately will be utilized for 17 

the volumes of both units.  Included in this definition are systems comprised of purely 18 

common pieces of equipment and equipment providing the necessary redundancy to 19 

ensure continued operation of both units. 20 

The recycle pump building that ALSTOM is building as part of its contract is an 21 

example of common plant consisting of a common structure.  The building will house 22 

both units’ equipment; therefore it is a Common Facility.  However, inside the recycle 23 
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pump building is equipment that will only operate for each unit independently.  1 

Therefore, the building is a Common Facility while the equipment within the building is 2 

considered either Iatan Unit 1 or Iatan Unit 2 property. 3 

Q: Please describe the Company’s correction and update to which Mr. McClanahan is 4 

responding? 5 

A: The Company’s application filed on September 5, 2008 included total plant cost for Iatan 6 

Unit 1 including common in the amount of approximately $435 million.  This included 7 

“actual” cost amounts through December 31, 2007 and projections of actual amounts of 8 

cash to be spent for the Iatan Unit 1 project from January 1, 2008 through March 31, 9 

2009.  On a KCP&L share basis including AFUDC and allocating the common plant cost 10 

projections between Iatan Units 1 and 2 on a MW basis, the total included in the 11 

application was $325 million. 12 

The Stipulation and Agreement in Docket No. 04-KCPE-1025-GIE (“1025 S&A” 13 

or “Regulatory Plan”) allowed KCP&L to include in rate base in this third rate case Iatan 14 

Unit 1 environmental project costs, even though those actual costs would not be known at 15 

the time the application was to be filed.  Thus, it was understood that KCP&L’s 16 

application would present KCP&L’s best estimate on Iatan Unit 1 project costs, and that 17 

KCP&L would update that estimate as the project got nearer to completion and better 18 

cost information became available.   19 

Q: What happened after the application was filed on September 5, 2008? 20 

A: KCP&L updated the Iatan Unit 1 project costs several times and corrected several errors 21 

with the calculation used for its application.  To assist the Commission in understanding 22 
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the timing, amount and purposes for these updates, I have prepared Schedule CBG-1, 1 

which is attached to this testimony.   2 

Q: Please continue. 3 

A: The first update/correction was made on December 15, 2008 in response to Staff Data 4 

Request KCC-94 (“KCC-94”).  In responding to this data request, which in part requested 5 

an updated estimate with a detailed explanation for the update, KCP&L realized that it 6 

should have used the full budget amount for the Unit 1 project and common costs, 7 

including all contingency and retention amounts included in the Control Budget rather 8 

than a March 31, 2009 cash basis.  This response both updated the cost projection as well 9 

as corrected the cost projection from a cash basis to a budget basis and from a March 31, 10 

2009 cut-off date to a July 4, 2009 cut-off date.  The response, in part, provided the 11 

following explanation: 12 

The original Control Budget Estimate for the Iatan Unit 1 Project was established 13 
in December 2006.  A cost reforecast was completed in May 2008.  The estimate 14 
provided in this filing, discussed in response to question 1 above, was based upon 15 
that cost reforecast.  That May 2008 cost reforecast remains KCP&L’s best 16 
estimate of the final cost for the Iatan Unit 1 Project but, to be clear, it is still an 17 
estimate.   18 

 19 
 The original estimate provided in the filing, $325 million (KCPL Share), was based upon 20 

the May 2008 cost reforecast but excluded portions of the reforecast for contingency and 21 

retention amounts because of the uncertainty surrounding the payment and/or timing of 22 

payment for these categories.  On further review, while the amount and timing of these 23 

payments remained uncertain, KCP&L determined that these amounts should have been 24 

included in the original filed estimate.  With these inclusions, “Iatan I AQC Add included 25 

in Total Adjustment” in Adjustment No. 21 would have been approximately $381 million 26 

instead of $325 million.  This adjusted estimate represents KCP&L’s share of the project 27 
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including Iatan Unit 1 share of common facilities based upon the May 2008 cost 1 

reforecast of the overall Iatan projects on a total KCP&L company basis (both Kansas 2 

and Missouri jurisdictions). 3 

Q: Please explain the second update.  4 

  The second update/correction was provided on January 16, 2009 as a subsequent 5 

response to KCC-94 (“KCC-94S”) and provided an update to the common cost amounts 6 

as well as a correction for inclusion of all common plant costs pursuant to FERC 7 

requirements.  KCC-94S explained: 8 

KCP&L has updated the common costs to be placed in service at the time that 9 
Unit 1 is placed in service to reflect all common plant necessary for the startup of 10 
Unit 1.  This update includes amounts for common that up to this point have been 11 
reflected in the Unit 2 project costs.  This update provides total common costs to 12 
be placed in service at the time Unit 1 is placed in service consistent with FERC 13 
requirements as described in 18 CFR Ch. 1 Pt. 101 account 107 – Construction 14 
work in progress – Electric, para. B. 15 
 16 

Q: Please explain the third update. 17 

A: The third formal update/correction included both an update to the amount of common 18 

plant costs as well as a correction for the distribution of those costs between the Unit 1 19 

and Unit 2 Control Budgets, i.e., the separation of the common costs out of these control 20 

budget “buckets” into a separate third common plant bucket.  This last update was 21 

discussed with and provided in part to Staff on February 5, 2009, both Staff and CURB 22 

on February 10, 2009, and again with Staff during a plant site visit to review the updated 23 

common plant costs on February 19, 2009.  These discussions and materials provided the 24 

update to the common plant but KCP&L did not yet have the results of the review to pull 25 

these costs out of the Unit 1 and Unit 2 Control Budgets until February 24, 2009.  This 26 

update was formally made on February 25, 2009 as a second subsequent response to 27 
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KCC-94 (“KCC-94S”) to update the amount of common costs again as well as to correct 1 

the amount included in this case based upon KCP&L’s review of common costs 2 

contained within the Unit 1 and Unit 2 Control Budgets.  KCC-94S explained: 3 

KCP&L has updated the common costs to be placed in service at the time that 4 
Unit 1 is placed in service to reflect a corrected amount for common plant.  Please 5 
see attachment Common Cost High Level Asset Valuation 2_25_2009.pdf for a 6 
breakdown of the Common Costs.   7 
 8 
This update reflects the separation of amounts for common plant that up to this 9 
point have been reflected in both Unit 1 and Unit 2 project Control Budget 10 
Estimates into a separate Common Cost category. This update provides total 11 
common costs to be placed in service at the time Unit 1 is placed in service 12 
consistent with FERC requirements as described in 18 CFR Ch. 1 Pt. 101 account 13 
107 – Construction work in progress – Electric, para. B.  It is important to note 14 
that the total overall cost of the Iatan projects is not increasing as a result of these 15 
updates to Common Cost; it is simply a process of identifying those common 16 
costs that were included in the Iatan Unit 1 and Unit 2 Control Budget Estimates 17 
that represent costs associated with Common plant. 18 
 19 
 20 

Q: Did KCP&L believe that Staff understood each modification made to the 21 

Company’s initial filing? 22 

A: Yes, we did.  However, I recognize that it sounds more confusing than it really is.  I think 23 

the easiest way to visualize what transpired is to think in terms of budget “buckets” for 24 

the Iatan project costs.  KCP&L acknowledges that there should initially have been three 25 

such “buckets”; an Iatan Unit 1 bucket, an Iatan Unit 2 bucket, and a common facilities 26 

bucket.   However, instead of establishing three buckets, KCP&L initially only 27 

established two buckets; one for Iatan Unit 1 costs and one for Iatan Unit 2 costs.  28 

Budgeted common costs were allocated between and incorporated within these two 29 

buckets.   30 

Q: Specifically, how have the costs in the “buckets” you described changed? 31 
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A: It was always contemplated that the estimated costs placed in these buckets would need 1 

to be updated as the case progressed.  As I describe later in my testimony, such updating 2 

is inherently necessary under the rate case timelines set forth in the Regulatory Plan. The 3 

Iatan Unit 1 Control Budget bucket included $484 million (total project basis), and 4 

KCP&L originally identified only common costs related to the chimney within the Unit 1 5 

Control Budget noting that the remaining common plant costs were contained within the 6 

Unit 2 Control Budget.  Later, as KCP&L went through the process of identifying and 7 

valuing the common facilities, it became obvious that the Iatan Unit 1 bucket included 8 

more of the common plant costs than originally thought.  All of these costs were then 9 

identified, valued and placed into the common facilities bucket.  Consequently, KCP&L 10 

pulled those costs out of the Iatan Unit 1 and Unit 2 buckets and placed them in the 11 

common facilities bucket.   12 

Although there were a couple of admittedly confusing iterations along the way, 13 

the buckets as they stand today on a total project basis are:  (i) Iatan Unit 1 includes $370 14 

million, meaning that KCP&L identified $114 million of common facility costs that had 15 

incorrectly been placed in the Iatan Unit 1 bucket [$484 million less $114 million = $370 16 

million]; (ii) common facilities includes $383 million; and (iii) Iatan Unit 2 includes 17 

approximately $1.6 billion.  I cannot overemphasize the fact that the aggregate number 18 

for the projects has not changed.  The same amount of dollars has simply been correctly 19 

reallocated to the appropriate buckets.  20 

Q: Why is it important to ensure that the various costs are allocated to the appropriate 21 

bucket? 22 
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A: While KCP&L is constructing and will operate the new equipment, the ownership of each 1 

of these buckets is different.  KCP&L owns 70 percent of Iatan Unit 1 and other utility 2 

companies own the remaining 30 percent of the plant.  KCP&L will own approximately 3 

55 percent of Iatan Unit 2 with other utility companies owning various percentages of the 4 

remainder of the plant.  The common plant will be owned by all of the parties for both 5 

units based upon a MW basis as defined in the ownership agreements.  KCP&L will own 6 

approximately 61 percent of the common plant. 7 

Q: Are there any other reasons why these buckets must be identified for this case? 8 

A: Yes.  As noted above and in KCP&L’s rebuttal testimony, Federal Energy Regulatory 9 

Commission (“FERC”) accounting rules require KCP&L to place all common plant in 10 

service at the same time that the first unit served by such common plant is placed in 11 

service.  In this case, the Iatan Unit 1 AQC equipment will make Unit 1 the first unit 12 

served by the common plant to be placed in service.  Therefore, KCP&L must place all of 13 

the common plant for both units in service at the same time as the Unit 1 AQC project 14 

and address them within this case.  15 

Q: Was Staff aware of the need to separate costs associated with common facilities and 16 

the need to update those costs when it filed its direct case? 17 

A: Yes, it was.  First, in the Direct Testimony of Company witness Brent Davis, he 18 

explained what common facilities are and that there will be a need to allocate costs to 19 

such facilities as the case progresses.  Second, Staff included an amount for common 20 

facilities in its direct case.  In its direct case, Staff included the $484 million Unit 1 21 

control budget number that represented the initial Iatan Unit 1 bucket described above, as 22 

well as $84 million in additional common facilities ($36.9 million allocated to Unit 1), 23 
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which represented the amount of common costs identified within the Unit 2 Control 1 

Budget at that time as provided in response to KCC-94.  In sum, in its direct case, Staff 2 

agreed to include a total of $568 million in Iatan Unit 1 and common facility costs in this 3 

case (subject to the disallowances proposed by Mr. Drabinski), of which $472 million 4 

represented Unit 1 AQC costs and $96 million represented common costs.  Although the 5 

Company subsequently updated the $84 million for common facilities in the Unit 2 6 

Control Budget to $121 million and the amount of common costs included in the Unit 1 7 

Control Budget from $12 million to $22 million (see KCC-94S), Staff chose not to use 8 

this update in its direct case pending the ability to audit the updated figures.  KCP&L 9 

then updated the common costs figure again to the $383 million (see above), comprised 10 

of $114 from the Unit 1 Control Budget and the remainder from the Unit 2 Control 11 

Budget.   12 

Q: What is the overall impact of these changes on KCP&L’s rate increase request? 13 

A: As pointed out in the rebuttal testimony of KCP&L witness Mr. Michael Cline, these 14 

changes do not have any impact on the overall amount of KCP&L’s rate increase request.  15 

KCP&L requested an increase of $71.6 million or 17.5% and that has not changed.  It 16 

has, however, changed the makeup of that request somewhat.  Originally, that request 17 

was made up of $60.4 million of traditional revenue requirement and $11.2 million of 18 

CIAC.  With the change in Iatan plant in service estimates, the overall resulting increase 19 

to Kansas jurisdictional Iatan plant in service within this request is about $90 million.  20 

This translates to approximately $14 million in additional revenue requirements; 21 

however, taking these updates and corrections to Iatan plant in service, along with other 22 

corrections and updates as well as issues raised by Staff or CURB that KCP&L has not 23 
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rebutted, KCP&L’s rate request still stands at $71.6 million but with $64.6 million in 1 

traditional revenue requirement and the remaining $7.0 million in CIAC.   2 

Q: How does Mr. McClanahan propose to change Staff’s position in response to the 3 

update and correction of KCP&L? 4 

A: Mr. McClanahan proposes to do two things. First, he proposes to use actual dollars as 5 

opposed to the previously agreed upon methodology of using budgeted dollars in this 6 

case and truing those numbers up as part of KCP&L’s next rate case, which is scheduled 7 

under the Regulatory Plan to be filed later this year.  Second, Mr. McClanahan proposes 8 

to impose a cut-off date of January 28, 2009 for costs to be included in this case.   9 

Q: Do you have any concerns with Mr. McClanahan’s proposal? 10 

A: Yes, I do.  His new position is not consistent with the 1025 S&A, and moreover, it is 11 

unreasonable and unfair.  The result of his proposal is simply not a financially viable 12 

option for the Company.  Staff’s direct case included $381 million for Iatan Unit 1 and 13 

common facilities (KCP&L Share).  Staff’s new proposal would result in the inclusion of 14 

only $278 million for Iatan Unit 1 and common facilities (KCP&L Share).  Staff’s new 15 

proposal is more than a $100 million less for Iatan Unit 1 and common costs than what 16 

Staff proposed to include in its direct case and nearly $250 million less than the current 17 

estimated total cost of the project including common costs (KCP&L Share).  The 18 

Company simply cannot bear such a dramatic under-recovery of costs in this case.  The 19 

rate case timing provided in the Regulatory Plan was undertaken to ensure the Company 20 

recovers its prudently incurred costs in a timely manner.  As KCP&L witness, 21 

Mr. Michael Cline, explains in more detail in his responsive testimony being filed 22 

concurrently today, in light of the current overall economic environment and KCP&L’s 23 
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specific economic challenges, the Company cannot defer such a significant amount of 1 

cost recovery until the rates from its next rate case are implemented, as much as two 2 

years from now.    3 

Q: Do you have any additional concerns? 4 

A: Yes, I do.  Mr. McClanahan’s proposal is contrary to the Regulatory Plan to which Staff 5 

is a signatory.  As I have explained, under the Regulatory Plan, KCP&L can include in 6 

this rate case plant that goes into service on or before July 4, 2009.  Staff’s insistence on 7 

using actual cost numbers in this case, rather than budgeted numbers, makes it impossible 8 

to include plant in service as of July 4, 2009.    More specifically, Staff’s imposition of a 9 

cut-off date of January 28, 2009 for costs to be included in this case prevents the 10 

Company from including costs for plant that goes into service between January 28, 2009, 11 

and July 4, 2009, when the Regulatory Plan specifically allows inclusion of these costs.   12 

Q: If the 1025 S&A anticipated that updates to the Iatan costs would have to occur 13 

during the pendency of this rate case, and that all actual costs would not be known 14 

by the time testimony was filed by the parties and the hearing was conducted, is it 15 

reasonable for Staff to assert that “actual costs expended on Iatan Unit 1 to date” 16 

should now be used in this case rather than budgeted amounts? (McClanahan 17 

Supplemental, page 7.) 18 

A: No, it is not.  Under the schedule established for this rate case in the 1025 S&A, Staff 19 

would not have had “actual” costs to audit before filing testimony and going to hearing, 20 

even if KCP&L had not submitted any updates.  The deadline date for Iatan Unit 1 to go 21 

into service is July 4, 2009.  The “actual” costs cannot be known until the end of April 22 

(and even then there would likely be invoices not yet received and other potential 23 
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changes to the “actual” costs for months to come), so any costs considered prior to that 1 

time will, by definition, include some estimates or budgeted amounts.  Staff and KCP&L 2 

were always going to have to “true-up” these costs once actual became known, either as 3 

part of the next rate case or through some interim proceeding.  The true-up proceeding 4 

had not been worked out by the parties, but it was always known it would have to be 5 

done. 6 

Q: But what about Staff’s claim that the 1025 S&A “does not bind any party to a 7 

valuation method (e.g., budgeted vs. actual) for new investment”?  (McClanahan 8 

Supplemental, page 11-12.) 9 

A: This makes no sense in the context of the terms of the 1025 S&A.  The precise timeline 10 

established for this third rate case was to allow KCP&L to place into rates its costs for the 11 

Iatan Unit 1 project as soon as it went in-service.  The cost of that plant would have to be, 12 

in part, estimated at the time of filing testimony and hearing.  The 1025 S&A did not say 13 

that only actual costs incurred by a certain time prior to hearing could be included for 14 

plant going into service by July 4, 2009.  Yet, the position Staff now takes is the same as 15 

saying that plant in service by July 4, 2009 can be included in rates, but all of the costs 16 

for that plant in service cannot.  Again, this makes no sense.  17 

Q: What about Staff’s claim that they do not have the time to properly review and 18 

audit the revisions proposed by KCP&L? (McClanahan Supplemental, page 6.) 19 

A: This claim is very perplexing to KCP&L because Staff has audited the budgeted costs 20 

KCP&L has proposed be included in rate base in this case.  The initial filing contained 21 

budgeted cost for Iatan Unit 1 of $484 million, and Staff performed its audit on this 22 

amount.  The later updates did not change this overall number – they simply reclassified 23 
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certain costs contained as part of this number into the common cost bucket.  In other 1 

words, the numbers making up this $484 million did not change, only the category to 2 

which they were allocated changed.  In Staff’s Direct Testimony, the $484 million was 3 

accepted and used as the basis to which Staff tied its proposed adjustments.  These 4 

audited costs did not become “unaudited” by virtue of the fact that they were shifted into 5 

a different cost category, and they did not go from reliable to unreliable just because 6 

corrections to their overall classification had to be made. 7 

Q: Has KCP&L attempted to “update numbers outside of the record” or use numbers 8 

that are “not contained within the record and subject to proper cross examination?”  9 

(McClanahan Supplemental, page 10.) 10 

 A: No.  As explained above, the $484 million contained in the initial filing included the 11 

same costs that are still contained in the updated numbers.  The reclassification of some 12 

of those amounts between Iatan Unit 1 AQC costs and common costs is explained in the 13 

record as part of KCP&L’s Rebuttal Testimony. 14 

Q: What about Staff’s comment that the FERC accounting guidelines - the reason for 15 

KCP&L to make its correction to include all common costs in this case instead of 16 

just those common costs allocated to Unit 1 – have been in place for some time prior 17 

to KCP&L establishing its Iatan cost control system.  (McClanahan Supplemental, 18 

page 1-2.) 19 

A: This is true.  However, at the time of filing the application, KCP&L was unaware of this 20 

FERC guideline, an oversight KCP&L has readily admitted.  However, once KCP&L 21 

realized its error, a correction had to be made, and that is what was done.   22 

Q: Recognizing Staff’s concerns, how do you propose to go forward in this case? 23 
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A: I see two options, but am open to any others that are fair and consistent with the 1025 1 

S&A.  The Commission could adopt the methodology consistent with the Regulatory 2 

Plan wherein budgeted Iatan Unit 1 and common costs would be included in this case, 3 

recognizing that these estimates would be updated and that actual numbers would 4 

ultimately be audited and KCP&L’s rate base would be corrected as part of its next case.  5 

Alternatively, the Commission could adopt a “true-up” proceeding.  This process is used 6 

by the Missouri Public Service Commission and is part of the Company’s pending rate 7 

case in Missouri.  Under that process, we would try all cost of service issues, including 8 

any prudence issues related to Iatan during the currently scheduled evidentiary hearings 9 

in this case.  Then, some time later, perhaps in mid or late May, there would be a brief 10 

second hearing, likely no more than a day or two, to address what the final number for 11 

Iatan should be.  This would give Staff additional time to audit costs incurred beyond 12 

January 28, 2009.  A possible schedule could be: 13 

  May 4 - True-up costs presented by KCP&L with supporting testimony.   14 
  May 22 - Staff and Intervener file testimony. 15 
  May 26 - KCP&L files rebuttal. 16 
  May 28/29 - True-up cost Hearing. 17 
  June 2 - Simultaneous Summations on true-up costs. 18 
  June 15 - KCC Order on true-up costs. 19 

Q: You stated earlier that Staff’s new recommendation to use actual costs as of 20 

January 28, 2009, is simply not a financially viable option for KCP&L.  Does Staff’s 21 

recommendation that common costs and any Iatan Unit 1 costs not included in rates 22 

in this case be placed into a regulatory asset as they are incurred and addressed in 23 

the next rate case make Staff’s recommendation financially viable for the 24 

Company?    25 
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A: No, it does not.  First, only the depreciation and carrying costs associated with the Iatan 1 

assets appropriately recorded to Electric Plant in Service at the time of in-service of Iatan 2 

Unit 1 that do not get included into rate base in the current rate case would be included in 3 

a regulatory asset.  The Iatan assets placed in service that are not included in rate base in 4 

this rate proceeding would not begin rate recovery until as long as two years from now.  5 

Until that time, KCP&L would have to carry the asset, without recovery, to the serious 6 

detriment of the Company’s cash flow.  Staff’s offer to allow KCP&L carrying costs on 7 

the assets not included in rate base in this case would provide some degree of relief from 8 

an earnings perspective during a delay, but would result in no cash flow.  This onerous 9 

burden would be imposed upon the Company at the worst possible point in the 10 

Regulatory Plan, when construction cost have been high and the overall economy has 11 

plummeted.   12 

  Another problem with Staff’s recommendation for a regulatory asset concerns 13 

Staff’s statement that “there should be no guarantee recovery” in KCP&L’s next rate 14 

case.  (McClanahan Supplemental, page 7-8.)  The language chosen by Staff in this 15 

regard makes it very likely that GAAP accounting rules would not permit the Company 16 

to claim the regulatory asset as such on its books, compounding the negative financial 17 

impact Staff’s recommendation has on KCP&L. 18 

Q: Do you have any response to Mr. McClanahan’s supplemental testimony regarding 19 

how to handle the disallowances recommended by Staff witness, Mr. Walt 20 

Drabinski? 21 

A: Yes, I do.  In Staff’s Direct Testimony Mr. Drabinski’s proposed disallowances were 22 

based upon the budgeted amounts for the Iatan project related to specific items of costs 23 
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Mr. Drabinski found to be “imprudent”.  KCP&L pointed out in its rebuttal that some of 1 

these disallowances were for costs that might never be incurred.  Staff now wants to back 2 

off from applying Mr. Drabinski’s disallowances to the specific items he said should be 3 

disallowed, and instead Staff states it will address disallowances on an actual cost basis.  4 

(McClanahan Supplemental, page 9.)  Similar to Staff’s other supplemental testimony, 5 

this is simply a direct rejection by Staff of its own Direct Testimony. If Mr. Drabinski felt 6 

in his Direct Testimony that a certain budgeted cost should be disallowed because it was 7 

the result of imprudence, then if it turns out that that cost is never incurred, Mr. Drabinski 8 

should not be allowed to shift his disallowance to other items.     9 

Q: Do you have any closing statements? 10 
 11 

The Company recognizes the confusion that resulted from the combination of (i) the 12 

inherent updating of plant costs required under the Regulatory Plan and (ii) the 13 

Company’s correction of the Iatan Unit 1, Iatan Unit 2, and common facilities allocation 14 

buckets.  Staff’s proposed remedy goes too far.  Its arbitrary imposition of a January 28, 15 

2009 cut-off date for Iatan-related costs to be included in this case violates the Regulatory 16 

Plan and imposes more unrecovered costs on the Company than it can bear, putting its 17 

credit rating at risk, and thus, flying in the face of one of the primary purposes of the 18 

Regulatory Plan approved by the Commission - protecting the Company’s credit rating 19 

during an intense construction cycle.   20 

Q: Does that conclude your testimony? 21 

A: Yes, it does. 22 
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Q: Please state your name and business address. 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

A: My name is Chris B. Giles.  My business address is 1201 Walnut, Kansas City, Missouri 

64106-2124. 

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

A: I am employed by Kansas City Power & Light Company (“KCP&L”) as Vice President, 

Regulatory Affairs. 

Q: Are you the same person that provided direct testimony, rebuttal testimony, and 

responsive testimony to the supplemental and surrebuttal testimony of the 

Commission Staff in this docket? 

A: Yes, I am. 

Q: What is the purpose of your additional direct testimony? 
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A: The purpose of my testimony is to provide an overview and summary of KCP&L’s rate 

application filed in this docket on September 5, 2008 (“Application”), summarize the 

events that led to the parties’ joint motion to amend the procedural schedule in this 

proceeding (“Joint Motion”), and provide the necessary context for the additional direct 

testimony of KCP&L witness John Weisensee regarding the actual costs paid or approved 

for payment through April 30, 2009 for the Iatan Unit 1 Air Quality Control (“AQC”) 

equipment and Iatan common costs for which KCP&L is seeking recovery in this docket.  

The remaining costs for these items, those actual costs paid after April 30, 2009, will be 

included in KCP&L’s next rate case; however, I will discuss the need for a regulatory 

asset to address the effect of these remaining Iatan Unit 1 AQC equipment and Iatan 

common costs.  I will also address the impact of the change in this case from use of the 

Control Budget Estimate to use of actual costs paid or approved for payment through 

April 30, 2009 as the basis for the Iatan Unit 1 AQC equipment and Iatan common costs 

included in KCP&L’s revenue requirement request. 
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Q: By way of summary, what were the primary components of KCP&L’s Application?  

A: The schedules and supporting testimony filed with KCP&L’s Application established a 

gross revenue deficiency of approximately $71.6 million, based upon normalized 

operating results for the 12 months ending December 31, 2007, adjusted for known and 

measurable changes in revenues, operating and maintenance expenses, cost of capital and 

taxes, other adjustments, and new investment in plant through March 31, 2009.  Pursuant 

to the Contribution In Aid of Construction (“CIAC”) mechanism established in the 

Stipulation and Agreement in Docket No. 04-KCPE-1025-GIE approved by the 

Commission in August 2005 (“1025 S&A”), KCP&L included as part of this $71.6 million 
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deficiency an additional $11.2 million of CIAC.  The gross revenue deficiency represents 

a rate increase of approximately 17.5% based upon test year revenue of approximately 

$409 million.   
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 Q: What were the pre-filed positions of the Commission Staff and the Citizens’ Utility 

Ratepayer Board (“CURB”)? 

A: On February 3, 2009, Staff, CURB and other interveners filed their direct testimony in this 

proceeding.  Staff recommended a total increase of $53.8 million, $42.6 million of which 

was traditional revenue requirement and $11.2 million of which was CIAC.  CURB’s 

testimony indicated that KCP&L had a net revenue shortfall of $22.85 million, and 

included CIAC of $23.93 million, for a recommended total increase of $46.78 million.   

Q: Did KCP&L file rebuttal testimony in this proceeding?  

A: Yes.  On February 23, 2009, KCP&L filed its rebuttal testimony.  KCP&L’s rebuttal 

testimony reflected updates to its budgeted Iatan Unit 1 AQC equipment and Iatan 

common costs and to certain other plant investment.  The Iatan Unit 1 AQC equipment 

and Iatan common costs included costs through the in-service date of July 4, 2009 (as 

opposed to the March 31, 2009 date used in error in the original filing) based upon the 

Control Budget.  The other plant investment included updated costs through March 31, 

2009.  KCP&L also indicated in its rebuttal testimony that Iatan Unit 1 AQC equipment 

costs and Iatan common costs would be further updated in a follow-up data request 

response.  This updated data request response, Staff Data Request No. 94S2, was 

provided to the parties on February 25, 2009.  

Q: Did the other parties to this proceeding respond to KCP&L’s rebuttal testimony? 
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A: Yes, several parties filed pleadings in response to KCP&L’s rebuttal testimony.  On 

February 25, 2009, CURB filed a Motion for Expedited Order, requesting a Commission 

Order striking KCP&L’s rebuttal testimony on the grounds that it contained estimated 

and double-counted costs, constituted improper rebuttal testimony, amounted to a 

material change to KCP&L’s Application and was a denial of due process to all parties.  

Similarly, also on February 25, 2009, the Hospital Interveners filed a Motion seeking a 

Commission Order that KCP&L had amended its Application and that such amendment 

had restarted the 240-day statutory clock contained in K.S.A. 66-117.  Alternatively, the 

Hospital Interveners requested that the Commission strike all KCP&L testimony related 

to Iatan common costs for the period subsequent to March 29, 2009. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q: How did Staff respond to KCP&L’s rebuttal testimony? 

A: On February 27, 2009, Staff filed a Motion to File Supplemental Testimony Out of Time 

and for Acceptance of Surrebuttal Testimony.  Attached to Staff’s Motion was the 

supplemental testimony of several Staff witnesses.  Staff’s testimony indicated that it was 

no longer comfortable utilizing the budgeted cost information it relied upon in its 

February 3, 2009 direct testimony, and instead recommended that the Commission use 

only actual costs incurred for Iatan Unit 1 AQC equipment and Iatan common costs 

included with Unit 1 as of the update of such actual costs from KCP&L on January 28, 

2009. 

Q:  Did KCP&L agree with Staff’s new proposal regarding Iatan Unit 1 AQC 

equipment and Iatan common costs? 

A: No, KCP&L viewed this proposal as inconsistent with the 1025 S&A.  In addition, this 

proposal was not a financially viable option for KCP&L for numerous reasons.  On 
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March 2, 2009, KCP&L filed a response to Staff’s February 27, 2009 Motion, along with 

my testimony and testimony from KCP&L witness Michael W. Cline in response to the 

supplemental/surrebuttal testimony of Staff.   
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Q: How did the parties arrive at the current, amended procedural schedule? 

A: The Commission held oral arguments on March 3, 2009 to hear the various motions 

pending at the time.  Following this oral argument, the Commission recessed the hearing 

to allow the parties time to explore: (1) the possibility of arriving at a resolution that 

would address the parties’ concerns regarding the use of budgeted cost information; 

(2) the issues raised by KCP&L’s February 23, 2009 rebuttal testimony and February 25, 

2009 updated data request response regarding the level of Iatan common cost recovery 

sought in this case; (3) KCP&L’s concerns regarding the exclusion of significant plant 

costs from its revenue requirement in this case; and (4) concern over the impact of any 

delays in the existing hearing schedule.  On March 4, 2009, the Commission reconvened 

its hearing on the pending motions, and the parties verbally set forth a proposed amended 

procedural schedule for the Commission’s determination.  The primary goals of the 

amended procedural schedule were to: (1) provide an April 30, 2009 cut-off date for 

actual costs on Iatan Unit 1 AQC equipment and Iatan common costs paid or approved 

for payment to be included in this case; (2) allow Staff and interveners more time to 

perform an audit on the actual costs; and (3) provide for additional direct and rebuttal 

testimony regarding the actual costs.  The parties were asked by the Commission to file a 

joint motion reflecting their mutual agreement to amend the procedural schedule, and this 

motion was timely filed on March 6, 2009.   
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Q: How did the Joint Motion define the cut-off for actual costs on Iatan Unit 1 and 

Iatan common costs? 
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A: KCP&L agreed that its May 5, 2009 additional direct testimony would only include 

testimony directly related to actual costs for Iatan Unit 1 and Iatan common costs paid or 

approved for payment through April 30, 2009, and directly related to the updated costs on 

non-Iatan plant through March 31, 2009, as addressed in KCP&L’s rebuttal testimony.  

KCP&L also agreed that its testimony would detail the effects of the updated costs on 

KCP&L’s requested overall increase, but pursuant to the Joint Motion, KCP&L would 

not increase its overall request above the original application for a $71.6 million increase 

in revenue requirement. 

Q: Does the additional direct testimony being filed today by KCP&L comply with the 

Joint Motion directives? 

A: Yes.  KCP&L witness Mr. John Weisensee’s Additional Direct Testimony sets forth the 

Iatan Unit 1 costs paid or approved for payment through April 30, 2009, the updated non-

Iatan plant investment through March 31, 2009, and the effects of the these costs on 

KCP&L’s requested overall increase.   

Q: How do the actual costs for Iatan Unit 1 through April 30, 2009 compare to the 

Control Budget costs for this project as addressed in your responsive testimony filed 

March 2, 2009? 

A: On page 7, lines 13 – 29 of my responsive testimony, I explained, 

“the buckets as they stand today on a total project basis are:  (i) Iatan Unit 1 
includes $370 million, meaning that KCP&L identified $114 million of common 
facility costs that had incorrectly been placed in the Iatan Unit 1 bucket 
[$484 million less $114 million = $370 million]; (ii) common facilities includes 
$383 million; and (iii) Iatan Unit 2 includes approximately $1.6 billion.” 
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These costs were based upon the Control Budget for the Unit 1 project and the estimated 

common costs as described in the Rebuttal Testimony of KCP&L witnesses Steven Jones 

and John Weisensee.  The Control Budget includes all costs for the Unit 1 AQC Project 

from start to finish.  The process used to identify the actual costs paid or approved for 

payment through April 30, 2009 for this filing is detailed in Mr. Weisensee’s Additional 

Direct Testimony.  Overall, KCP&L’s request, based upon the Control Budget and the 

common facility cost estimate, was $370 million for the Iatan Unit 1 AQC equipment and 

$383 million for the Iatan common costs for a total of $753 million plant investment for 

these projects.  Revising these figures to include only actual costs paid or approved for 

payment through April 30, 2009 lowers them to $307.9 million for the Unit 1 AQC 

equipment and $318.7 million for the Iatan common costs for a comparison total of 

approximately $626.6 million.  (All amounts discussed are on a total project basis.) 
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Q: Did KCP&L also update the non-Iatan plant as of March 31, 2009, as required by 

the amended procedural schedule? 

A: Yes.  Mr. Weisensee’s Additional Direct Testimony details that update.  In general, the 

amount in this update is approximately $36 million less than the projection included in 

KCP&L’s last update in its rebuttal testimony on February 23, 2009. 

Q: Has KCP&L assessed the effect of these updated costs on KCP&L’s requested 

overall increase? 

A: Yes.  As noted in the Joint Motion, “…KCP&L may not increase its overall request 

above the original application for a $71.6 million increase.”  KCP&L’s requested overall 

increase of $71.6 million remains unchanged as a result of cost updates presented here.  

However, the amount of the request termed “traditional revenue requirement” has 

 7



 

declined from the $60.4 million in KCP&L’s Application to about $54 million including 

these updates and other positions taken or essentially accepted by KCP&L throughout the 

course of the docket to date as indicated by the first Issues List filed by KCP&L on 

February 23, 2009 in this case.   Mr. Weisensee addresses the changes in the portion of 

the requested increase related to these updated costs in his Additional Direct Testimony.   
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As Mr. Cline stated in his Rebuttal Testimony of February 23, 2009,  

“As KCP&L is bound by the initially-requested amount of rate relief of 
$71.6 million, ...  Essentially, the amount of CIAC requested would be determined 
by the difference, if any, between the traditional revenue requirement authorized 
by the KCC and the total rate relief request of $71.6 million.” 

 
 The essential premise of Mr. Cline’s rebuttal testimony regarding the combination of the 

traditional revenue requirement and the amount of CIAC totaling to KCP&L’s original 

rate relief request of $71.6 million has not changed as a result of this update which moves 

the case from budgeted to actual costs.  Consistent with the change in the traditional 

revenue requirement portion of KCP&L’s requested overall increase from approximately 

$60.4 million to about $54 million, the CIAC portion of KCP&L’s requested overall 

increase now moves from $11.2 million to approximately $17.6 million resulting in the 

same overall requested increase of $71.6 million. 

Q: You mentioned the need for a regulatory asset for the remaining costs incurred for 

the Iatan Unit 1 AQC equipment and Iatan common costs but not included in this 

case.  Please explain what this regulatory asset would include. 

A: Pursuant to the Joint Motion, KCP&L will only be allowed to include in this rate case 

actual costs paid or approved for payment through April 30, 2009 for Iatan Unit 1 and 

Iatan common costs.  As detailed in Mr. Weisensee’s Additional Direct Testimony, this 

accounts for only 83% of the Control Budget for the Unit 1 project.  This percentage was 

 8



 

also applied to the Iatan common cost included in the Unit 2 Control Budget, leaving an 

estimated $126 million (total project basis) of the Unit 1 AQC and Iatan common costs 

until KCP&L’s next rate case.  This next case is expected to be filed later this year with 

rates effective sometime during the summer of 2010.  In the meantime, until the rates for 

that next case become effective, KCP&L will be incurring these additional costs without 

recovery of the associated depreciation expense and finance costs.  KCP&L is requesting 

that the Commission approve a regulatory asset to defer the additional depreciation 

expense and finance costs associated with these remaining Iatan Unit 1 and Iatan 

common costs and allow KCP&L to include this deferral in its next rate case subject to 

the normal review process in that case. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q: Why should the depreciation expense and finance costs for these items be treated 

differently than the normal ebb and flow of plant investment between rate cases? 

A: KCP&L is involved in a major construction program to provide power for the future to 

our customers and to meet environmental requirements on our generating plants.  This 

level of capital investment is much more significant than the typical level of plant 

investment that is often offset, at least in part, by customer load growth, thereby allowing 

the utility to weather the regulatory lag.  In the current situation, not only are the costs 

involved much greater than normal plant investment but customer load growth is 

basically nonexistent.  If the depreciation expense and finance costs are not captured in a 

regulatory asset with the opportunity for future recovery, then KCP&L will lose the 

ability to recover this depreciation expense and finance costs.  Under the construct of the 

1025 S&A, this negative financial impact was avoided because KCP&L was to include 

all Iatan Unit 1 costs in rate base in this case.  The Joint Motion now applies a different 

 9



 

methodology to this particular case, so that KCP&L will include only actual costs paid or 

approved for payment through April 30, 2009, instead of including Control Budget costs.  

Thus, the amount of investment that will be in-service but not included in rates set in this 

case now must be recovered through a different mechanism.  That mechanism is the 

regulatory asset now being proposed by KCP&L, which is similar to the manner of 

treatment for these costs recommended by Staff Witness, Mr. Jeff McClanahan, in his 

February 27, 2009 Supplemental/Surrebuttal Testimony, pages 7-8. 
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Q: Is KCP&L’s regulatory asset proposal the same as that proposed by 

Mr. McClanahan in his Supplemental/Surrebuttal Testimony? 

A: It is similar; however, certain differences between KCP&L’s proposal and 

Mr. McClanahan’s proposal should be identified.   

Q: Please explain those differences. 

A: The basic differences are: (1) depreciation expense rather than actual costs incurred 

would be included in the regulatory asset; (2) actual costs paid or approved for payment 

as of April 30, 2009 for all Iatan common costs would be included in this case leaving 

only those costs incurred for Iatan common costs after April 30, 2009 subject to the 

regulatory asset; and (3) carrying costs included for Iatan common costs would be based 

upon whether the costs resided in the Unit 1 or Unit 2 Control Budget. 

Q: Please explain the first difference. 

A: In his second bullet point on page 7, Mr. McClanahan implies that the actual costs 

incurred for the Unit 1 AQC project over and above the amount included in this case, 

should be deferred in a regulatory asset account as they are incurred.  Using the figures 

presented by KCP&L, this would include all costs incurred over and above the actual 

 10



 

costs paid or approved for payment as of April 30, 2009, or those costs over and above 

the $307.9 million noted earlier in my testimony.  Similarly in his third bullet point, 

Mr. McClanahan notes that all Iatan common costs should be deferred in a separate 

regulatory asset account. 
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Q: How does KCP&L’s proposal differ from Mr. McClanahan’s on this process? 

A: Only the depreciation expense and carrying costs associated with the actual costs for 

Iatan Unit 1 AQC equipment and Iatan common costs would be placed in the regulatory 

asset account rather than the actual incurred costs. 

Q: Please explain the second difference. 

A: Mr. McClanahan suggests that all costs associated with the Iatan common plant be 

deferred to a regulatory asset for review in the next rate case.  KCP&L’s proposal would 

include an appropriate amount of the Iatan common costs in this rate case and defer only 

the depreciation expense and carrying costs associated with those Iatan common costs 

above that amount to the regulatory asset. 

Q: Please explain the third difference. 

A: While KCP&L agrees that it should be allowed to accrue finance costs (or carrying 

charges) on additional incurred costs to a regulatory asset, because of the manner in 

which these costs have been accounted for, KCP&L requests that any carrying charges 

associated with Iatan common costs set within the Iatan Unit 1 Control Budget be 

accrued at a rate equal to the allowance for funds used during construction (AFUDC) 

used by KCP&L for Iatan Unit 1 at the time the costs are incurred.  Any carrying charges 

associated with Iatan common costs set within the Iatan Unit 2 Control Budget would be 

 11



 

accrued at a rate equal to the AFUDC used by KCP&L for the Iatan Unit 2 plant as 

discounted per the 1025 S&A.    

1 

2 

3 

4 

5 

Q: Does this conclude your testimony? 

A: Yes, it does. 
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1

	

Q:

	

Are you the same Chris B. Giles who pre-filed Direct Testimony, Rebuttal

2

	

Testimony, Responsive Testimony to the Supplemental/Surrebuttal Testimony of

3

	

the KCC Staff and Additional Direct Testimony in this case on behalf of Kansas

4

	

City Power & Light Company ("KCP&L" or the "Company")?

5

	

A:

	

Yes, I am.

6 Q:

	

What is the purpose of your Additional Rebuttal Testimony?

7 A:

	

The purpose of my testimony is to (1) respond to certain points made by KCC Staff

8

	

witness Walt Drabinski of Vantage Consulting, Inc., regarding disallowance of costs,

9

	

(2) rebut arguments made by Citizens' Utility Ratepayer Board ("CURB") witness

10

	

Andrea Crane regarding allowance of a regulatory asset, (3) address arguments made by

1

Schedule CBG2010-5



	

1

	

Ms. Crane and Staff witness Jeff McClanahan regarding the amount of Contribution in

	

2

	

Aid of Construction ("CIAC") to grant KCP&L in this case, (4) address the determination

	

3

	

of what common plant costs to include in this case including the standards for

	

4

	

establishing that a facility is "in-service" as discussed by both KCC Staff witness Justin

	

5

	

Grady and Ms. Crane, as well as the appropriate in-service cut-off date in this case,

	

6

	

(5) rebut statements by Ms. Crane regarding the filing time frame, (6) address additional

	

7

	

points made by Midwest Utility Users Group ("MUUG") witness Donald Johnstone

	

8

	

regarding KCP&L implementation of a green power tariff, and (7) respond to arguments

	

9

	

on rate structure and rate design made by CURB witness Mr. Brian Kalcic. To the extent

	

10

	

that KCP&L has already provided arguments on issues including, but not limited to,

	

11

	

CIAC or a regulatory asset in prior testimony, such arguments will generally not be

	

12

	

repeated here but stand as previously provided.

	

13

	

DISALLOWANCE

	

14	Q:

	

Has Mr. Drabinski updated his position with respect to the disallowances previously

	

15

	

set forth in his Direct Testimony?

	16

	

A:

	

Yes. Mr. Drabinski has taken note of KCP&L's Rebuttal Testimony regarding these

	

17

	

items and has incorporated this information as well as his own additional audit

	

18

	

information into his Additional Direct Testimony. Of the nine Risk & Opportunity

	

19

	

Analysis Sheet ("R&O") items included in his original disallowance claim, he removed

	

20

	

two items from this case because no expenditures have been made against these R&O's

	

21

	

and he removed two additional items because they were directly and solely related to

	

22

	

latan Unit 2 and not to either the Unit I air quality control system ("AQCS") or the latan

	

23

	

common costs. One item, R&O 125, was reduced from approximately **-** to

2



1

	

about **-* * based upon actual expenditures to date, and one, R&O 367, related

2

	

to the Alstom settlement claim, was reduced from **-** to ** **

3

	

based upon his additional audit. The three remaining items are those that KCP&L chose

4

	

not to challenge in its rebuttal testimony although KCP&L maintained then as now that

5

	

its managements' actions were reasonable and do not support a finding of imprudence.

6 Q:

	

Does KCP&L agree with Mr. Drabinski's updated disallowance claim regarding

7

	

R&O 125?

8 A:

	

No, we do not. As explained in the Rebuttal Testimony of KCP&L witness Brent Davis,

9

	

the amounts spent in association with R&O 125 are valid costs that should be allowed

10

	

and recoverable in this case. KCP&L's position on this has not changed.

11 Q:

	

Does KCP&L agree with Mr. Drabinski's updated disallowance claim regarding

12

	

R&O 367?

13 A:

	

No, we continue to strongly disagree with the fundamental premise behind Vantage's

14

	

conclusion. As previously argued in detail in the Rebuttal Testimony of KCP&L

15

	

witnesses Mr. Davis, Carl Churchman, Bill Downey, Ken Roberts, Dr. Kris Nielsenl and

16

	

myself, the Alstom settlement was a reasonable and prudent management decision.

17

	

Mr. Drabinski's updated testimony still contains no basis for concluding that the Alstom

18

	

settlement was imprudent. In fact, Mr. Drabinski continues to apply an arbitrary 50%

19

	

disallowance factor (albeit to a slightly different base number this time) supported only

20

	

by the statement "After reviewing the specific change order summaries, Vantage

21

	

concluded that 50% of the claims for additional hours should be treated as avoidable."

22

	

No basis for the determination of the percentage disallowance is provided nor does he

23

	

link it in any way to imprudence.

' Although it is rebuttal testimony, Dr. Nielson's testimony was titled "Direct Testimony of Kris R. Nielson."

3



	

1

	

Q:

	

Do you have any other observations concerning Vantage's assessment of KCP&L's

	

2

	

management of the latan project?

	3

	

A:

	

In closing on this point, I would like to point out that KCP&L's overall management of

	

4

	

the latan project has been excellent, and as a result, we have saved money where a less

	

5

	

proactive management team might not have been able to identify and achieve such

	

6

	

savings. Mr. Kenneth Roberts of Schiff Hardin testified to this fact in more detail in his

	

7

	

Rebuttal Testimony filed on February 23, 2009 (beginning on page 26.) 1 do not think

	

8

	

the overall effective and efficient management by KCP&L should be ignored while

	

9

	

attempting to find imprudence by judging a single settlement agreement. The arguments

	

10

	

made in KCP&L's rebuttal testimony still stand. KCP&L witness Dr. Kris Nielsen

	

11

	

addresses the Alstom settlement disallowance argument in more detail in his Additional

	

12

	

Rebuttal Testimony.

	

13

	

Q:

	

Are there other issues related to Mr. Drabinski's testimony that you would like to

	

14

	

address?

	15

	

A:

	

Yes. Mr. Drabinski's Direct Testimony discusses what he believes is imprudent

	

16

	

management on the part of KCP&L. The statutory standard for disallowance of costs in

	

17

	

Kansas is whether or not they were prudently incurred. Mr. Drabinski's Additional

	

18

	

Direct Testimony no longer uses the term "imprudent" but instead refers to the costs he

	

19

	

recommends for disallowance as "avoidable costs." Dr. Nielsen addresses this concern in

	

20

	

more detail in his Additional Rebuttal Testimony.

4



1

	

REGULATORY ASSET

	

2

	

Q:

	

What arguments does Ms. Crane make to support her position that KCP&L should

	

3

	

not be allowed a regulatory asset for Unit 1 AQCS and latan Common costs that are

	

4

	

not included in this case?

	5

	

A:

	

Ms. Crane makes several arguments against the allowance of such a regulatory asset,

	

6

	

some of which are addressed in the Additional Rebuttal Testimony of KCP&L witness

	

7

	

John Weisensee as well as in my May 5tt` Additional Direct Testimony. Specifically,

	

8

	

Ms. Crane addresses three arguments against provision of a regulatory asset: that

	

9

	

regulatory iag for cost recovery is routine and normal for utilities between rate cases; that

	

10

	

the authorized return on equity ("ROE") takes this risk into consideration; and that, if

	

11

	

these costs are not offset by increasing revenue between rate cases, the shareholders

	

12

	

simply need to absorb this cost.

	

13

	

Q:

	

Do you agree that regulatory lag for cost recovery is routine and normal for utilities

	

14

	

between rate cases?

	15

	

A:

	

As noted in my Additional Direct Testimony, some level of regulatory lag on cost

	

16

	

recovery is typical between rate cases and, in periods of growth, can be at least partially

	

17

	

offset by customer growth. However, the construction program that KCP&L has

	

18

	

undertaken pursuant to the Stipulation & Agreement in Docket No. 04-KCPE-1025-GIE

	

19

	

(the "1025 S&A") to provide environmental upgrades and new generation for its

	

20

	

customers is significant and certainly not routine. The associated costs are much greater

	

21

	

than in normal times and certainly greater than KCP&L experienced in the years

	

22

	

preceding the 1025 S&A. Additionally, customer growth is currently flat to negative,

	

23

	

essentially assuring little or no offset between this case and the latan Unit 2 case.

5



1

	

Q:

	

Do you agree that the authorized ROE takes this risk into consideration and that

	

2

	

shareholders should simply absorb any regulatory lag cost that is not offset?

	3

	

A:

	

No. The authorized ROE does not take into account regulatory lag, even when normal or

	

4

	

routine capital expenditures are made between rate cases. The only means a utility has of

	

5

	

earning its authorized rate of return between rate cases is to have growth in sales, reduced

	

6

	

expenses, or a reduction in rate base relative to sales, expenses, and rate base used to set

	

7

	

rates in the prior rate case. This is obviously a challenge under the best of circumstances,

	

8

	

but is clearly impossible when expenses are increasing, rate base is increasing

	

9

	

dramatically under the comprehensive energy plan, and sales are declining due to a

	

10

	

severe economic recession. The magnitude of the capital investment between this rate

	

11

	

case and the next rate case is unprecedented in the history of the Company. In addition,

	

12

	

this unprecedented capital investment is required during the most severe economic

	

13

	

recession since the Great Depression and with each dollar of capital raised between this

	

14

	

case and the next case at a higher incremental cost.

	

15

	

Q:

	

Does Staff support allowance of a regulatory asset for latan Unit 1 and latan

	

16

	

common costs not included in this case?

	17

	

A:

	

Yes. As discussed in the Additional Direct Testimony of Mr. McClanahan, Staff

	

18

	

supports a regulatory asset similar in structure to that proposed by KCP&L.

	

19

	

Mr. Weisensee discusses this further in his Additional Rebuttal Testimony.

	

20

	

CIAC

	

21

	

Q:

	

Did Staff raise any new issues in its Additional Direct Testimony regarding CIAC?

	

22

	

A:

	

No. Mr. McClanahan reiterates Staff's previous position that KCP&L should be allowed

	

23

	

only its original ask of $11.2 million in CIAC based upon its view that CIAC has become

6



	

1

	

a policy decision rather than a straight-forward calculation as originally intended by the

	

2

	

1025 S&A. Mr. McClanahan states that, as a policy question, KCP&L should make its

	

3

	

case to the Commission. KCP&L witness Michael Cline clearly articulated KCP&L's

	

4

	

position on CIAC in his Direct Testimony, Rebuttal Testimony and Responsive

	

5

	

Testimony to Supplemental/Surrebuttal Testimony of the KCC Staff. As outlined in

	

6

	

Mr. Cline's Rebuttal Testimony, KCP&L would need CIAC of approximately

	

7

	

**-** in addition to the $11.2 million originally requested to achieve the

	

8

	

same level of projected 2009 FFO / Debt assumed in the September 2008 filing. This

	

9

	

increase results from the combined effects of the recessionary economy on the

	

10

	

Company's earnings and cash flow and its access to and cost of capital during a period

	

11

	

that requires significant capital in order to fund major capital investments. KCP&L is

	

12

	

limited to the total amount of rate increase it requested, $71.6 million, as reflected in the

	

13

	

tariffs submitted with our Application. Thus, once the Commission determines the

	

14

	

traditional or earnings-related increase, the Commission is limited to approving an

	

15

	

amount of increase related to CIAC such that the total increase does not exceed

	

16

	

$71.6 million. This is consistent with the 1025 S&A. The Commission Staff's departure

	

17

	

from the 1025 S&A regarding the calculation of CIAC is based on the Company's

	

18

	

decision not to include the full amount of CIAC justified pursuant to the formula in the

	

19

	

1025 S&A when it determined its initial rate increase of $71.6 million. The Company

	

20

	

made this decision intentionally to minimize the amount of rate increase it would need

	

21

	

from customers. At the time of the Application, the Company believed that, on a

	

22

	

forward-looking basis, it needed less CIAC to achieve reasonable credit metrics than that

	

23

	

which would have resulted from the historic formulaic calculation of CIAC.

7



I

	

Unfortunately, the severe recessionary economy has adversely impacted the Company's

2

	

earnings and cash flow and made raising capital, particularly equity-related capital,

3

	

difficult and very costly. This has caused projected credit metrics to worsen, as

4

	

evidenced by the substantial amount of CIAC that would be needed to keep KCP&L in

5

	

the same place it thought it was last fall as described in Mr. Cline's Rebuttal Testimony.

6

	

KCP&L cannot receive more than its requested rate relief but the extent of the shortfall

7

	

described by Mr. Cline highlights the need for CIAC to bridge the full gap between the

8

	

traditional revenue requirement and the original ask. For the Commission to limit the

9

	

amount of CIAC approved in this case to less than the difference between the earnings-

10

	

related rate increase and the total amount reflected in the Company's tariffs, or

11

	

$71.6 million, punishes the Company for its efforts to minimize the impact on customers

12

	

of its initial request and places the Company's credit ratings at risk, when it must still

13

	

raise substantial amounts of capital to complete the investments contemplated under the

14

	

1025 S&A.

15 Q:

	

Did CURB raise any new issues regarding CIAC in its Additional Direct

16

	

Testimony?

17

	

A:

	

Yes. I would like to address Ms. Crane's suggestion that the Commission consider

18

	

shifting part of any approved increase from traditional revenue requirement to CIAC in

19

	

order to benefit ratepayers and apparently punish KCP&L for unfounded and

20

	

unsupported allegations of imprudent management.

21 Q:

	

What exactly does Ms. Crane suggest?

22

	

A:

	

Ms. Crane states that if

23

	

the KCC decides to approve some level of CIAC for KCP&L, then CURB notes
24

	

that it is in the best interest of ratepayers if the KCC assigns more of its approved

8



	

1

	

rate increase to CIAC than to the traditional ratemaking mechanism. This is

	

2

	

because the amounts paid via CIAC by ratepayers will ultimately be used as a

	

3

	

direct offset to the Iatan construction projects. Therefore, at the end of the

	

4

	

regulatory plan, ratepayers will receive a rate base deduction for amounts paid

	

5

	

through the CIAC mechanism. This will serve to reduce the investment on which

	

6

	

ratepayers must pay a return. (Additional Direct Testimony of Andrea Crane,

	

7

	

page 25.)

	8

	

Ms. Crane goes on to argue that such action could be justified by the fact that the costs

	

9

	

for the projects exceed the estimates for the projects at the time the 1025 S&A was

	

10

	

approved.

	

11

	

Q:

	

Does KCP&L believe such action is available to the Commission in this case?

	

12

	

A:

	

No. Although I am not an attorney, I have worked in the regulatory area for more than

	

13

	

thirty years and it is clear to me such an action would violate the Commission's

	

14

	

regulatory obligations under the law and arbitrarily, with no evidence to support such

	

15

	

action, deprive KCP&L of recovering prudently incurred costs. Ms. Crane does not

	

16

	

determine imprudence as a result of the audit conducted on the costs associated with latan

	

17

	

Unit 1 AQCS and latan Common costs. The mere fact that actual costs for a project are

	

18

	

greater than the original estimate does not imply imprudent management of the project.

	

19

	

The Commission is bound by statute to determine just and reasonable rates prior to any

	

20

	

determination of CIAC. In fact, the possible use of CIAC was contemplated in the 1025

	

21

	

S&A which was not signed by CURB. CURB does not support CIAC and has repeatedly

	

22

	

voiced its opposition to the concept of CIAC. On the other hand, CURB takes the

	

23

	

position that use of CIAC is appropriate in lieu of the Commission's obligation to follow

	

24

	

the statutory requirement to set just and reasonable rates, when CURB chooses to use it

	

25

	

as a means to reduce the Company's earnings-related rate increase with cash (no

	

26

	

earnings) CIAC. As I indicated, I am not an attorney, and I am sure this issue will be

	

27

	

addressed in briefs; however, anyone with any background in rate making would

9



I

	

understand the baseless, unsupported, and illegal proposition of CURB. I explained this

2

	

process in exactly this way at the hearing on the 1025 S&A, in response to questions

3

	

from CURB counsel when he suggested a similar "shifting" of revenue recovery from

4

	

traditional mechanisms (ROE) to CIAC. (Transcript of June 17, 2005 Hearing, pages 67-

5

	

76. See also pages 113-114.) As I stated at that time before the Commissioners, it is not

6

	

appropriate for CIAC to be used in the way Ms. Crane is now suggesting.

7

	

COMMON COSTS TO INCLUDE IN THIS CASE

8 Q:

	

What position does Ms. Crane take with regard to the amount of latan common

9

	

costs to include in this case?

10 A:

	

Ms. Crane contends that only a portion of the latan common costs should be considered

11

	

in this case. She seeks to include only an allocated portion based upon the capacity of

12

	

latan Unit 1 as a percent of the latan Station total capacity (once Unit 2 is completed) or

13

	

approximately 44% of the latan common costs. She contends that KCP&L is allocating

14

	

100% of the common costs to Unit 1. And she claims that only plant absolutely

15

	

necessary for the operation of Unit I should be considered in this case.

16 Q:

	

Ms. Crane testified:

17

	

since much of the common plant is not yet complete, I believe that there is a
18

	

good argument to be made that not all of the plant identified by the
19

	

Company as common plant is, in fact, common plant required by both units.
20

	

For example, I understand that many of the common plant elements are
21

	

items that will provide redundancy and back-up to latan Unit 1 systems, but
22

	

are not necessarily vital to the operation of Iatan Unit 1. If all common plant
23

	

was necessary for the operation of latan Unit 1, then Unit 1 could not, by
24

	

definition, be placed into service until after all the common plant was
25

	

completed and placed in-service. (Crane Additional Direct, pages 14-15.)

26

	

Do you agree with this statement?

27 A:

	

No, I do not. As Mr. Brent Davis stated in his Direct Testimony filed on September 5,

28

	

2008,

10
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Common Facilities are facilities that latan 1 and Iatan 2 will ultimately share once
2

	

latan 2 goes into service. However, those facilities are necessary now for the
3

	

operation of latan I with the new AQC equipment. (Page 13.)
4
5

	

He went on to explain that the common facilities are essentral for the operation of

6

	

latan 12. Ms. Crane is incorrect in her assertion that these assets would only be

7

	

considered "vital" or "necessary" for the operation of latan 1 if Tatan I could not operate

8

	

at all without them. Redundancy is essential in the plant's structure to ensure continued

9

	

service to customers in the event that a primary facility malfunctions. Just because a

10

	

particular facility serves as back-up for a Unit 1 primary facility does not mean that it is

11

	

not essential to the operation of Unit 1.

12 Q:

	

Do you agree with Ms. Crane's position that only an allocated portion (44%) of

13

	

common costs should be included in rate base in this case?

14 A:

	

No. First, I must clarify that KCP&L is not allocating any portion of latan common costs

15

	

to Unit I or Unit 2. Common costs are just that - they are common and useful to both

16

	

generating units. These costs will reside in a separate account when booked to plant. As

17

	

Ms. Crane correctly points out, KCP&L's ownership interest in the latan common plant

18

	

(61.45%) is different than its ownership interest in either Unit 1(74%) or Unit 2

19

	

(54.71%). Therefore, latan common plant will reside in a separate account from either

20

	

Unit I or Unit 2 plant. The issue at hand is how much of the latan common costs will be

21

	

included in rate base as a result of this case.

22 Q:

	

What drives the decision on how much common plant to include in this case?

23

	

A:

	

Three things: the definition of common plant, the actual amount paid or approved for

2 Mr. Davis recommended at that time that only a portion of the costs of the common facilities be put into rates in
this case based upon an allocation of the common costs between Unit 1 and Unit 2, but has since been made aware
of the FERC accounting rule that rejects this reasoning by requiring all common costs be placed in-service at the
time the first Unit goes into service.

11



1

	

payment against common plant as of April 30, 2009, and the definition of the term "in-

2

	

service" as used within the framework of the 1025 S&A.

3 Q:

	

Please provide the definition of common plant.

4

	

A:

	

Common plant in this situation is defined as structures or facilities that are used by one or

5

	

more generating units. KCP&L specifically identified common assets shared by both

6

	

latan Unit 1 and Unit 2, common assets providing operational redundancy, and common

7

	

assets consisting of a common structure housing equipment for both Unit 1 and Unit 2.

8

	

This is the definition used by KCP&L to identify common plant. Ms. Crane questions

9

	

whether plant that is not absolutely necessary for the operation of latan Unit I is truly

10

	

common plant. In fact, she questions whether any plant "not necessarily vital to the

11

	

operation" of latan Unit 1"meets the common plant definition pursuant to the FERC

12

	

regulation." Such Federal Energy Regulatory Commission ("FERC") regulation

13

	

effectively defines common plant as "any expenditures which are common to and which

14

	

will be used in the operation of the project as a whole." KCP&L believes that its

15

	

definition of common plant is reasonable and appropriate. Redundancy is a critical

16

	

component of power plants. The fact that a system is capable of being used by more than

17

	

one unit but does not operate at all times to support a specific unit does not make it less

18

	

critical or less of a common asset.

19 Q:

	

Please describe the second driver for determining the amount of common plant to

20

	

include in this case.

21

	

A:

	

The 1025 S&A allowed for all plant in-service as of the day before rates became effective

22

	

to be included in rate base; however, the Stipulation & Agreement jointly filed by the

23

	

parties to this case on March 6, 2009 and approved by Commission Order on March 13,

12



1

	

2009, set out April 30, 2009 as the cut-off for actual costs paid or approved for payment

2

	

to be included in this case. Costs for either latan Unit 1 AQCS or latan common costs

3

	

incurred or approved for payment after that date will be considered in the next case. As

4

	

noted above, allowance of a regulatory asset to defer the depreciation expense and

5

	

carrying charges of these later costs is under consideration in this case.

6 Q:

	

Please provide the definition of the term "in-service" as it is used within the context

7

	

of the 1025 S&A.

8

	

A:

	

That is a more difficult question to answer.

9 Q:

	

Why is that?

10

	

A:

	

The term "in-service" is used within the context of the 1025 S&A but is not specifically

11

	

defined with regard to common plant and the term is not used in the Kansas statute that is

12

	

most closely aligned with the term "in-service," K.S.A. 66-128. To further complicate

13

	

the matter, that statute has been significantly modified since the time the 1025 S&A was

14

	

approved.

15 Q:

	

What definitions of "in-service" have been used in this case?

16

	

A:

	

In the 1025 S&A, the parties defined "in-service" differently for new generation and

17

	

environmental control equipment. As concerns the environmental control equipment, the

18

	

parties indicated they would agree to such standards at some later point in time, which

19

	

they did in this docket. (See February 3, 2009 Direct Testimony of Staff witness

20

	

Larry Holloway and the Additional Direct Testimony of Staff witness Kevin Scherich.)

21

	

As for [atan Unit 2, the parties agreed to use the in-service criteria as set out by the

22

	

Southwest Power Pool ("SPP"). Specific criteria regarding latan common plant was not

23

	

addressed in the 1025 S&A, making K.S.A. 66-128 the applicable standard. For

13



1

	

accounting purposes, the Company must also look to FERC.

2 Q:

	

How have the other parties defined "in-service" as it relates to the Iatan common

3

	

plant?

4 A:

	

CURB and Staff have each set forth definitions for Iatan common plant, none of which

5

	

specifically address the standards of K.S.A. 66-128 or FERC. As noted on page 7 of the

6

	

Additional Direct Testimony of Staff witness Justin Grady, he defines "in-service" for

7

	

latan common plant as "performing their full intended function of supporting latan

8

	

Unit l's commercial operation." He does not cite to the source of this definition. CURB

9

	

witness Andrea Crane simply testifies that CURB has determined that not all of the

10

	

common plant included in the Company's updated claim will be in-service by July 4,

11

	

2009. (Crane Additional Direct, page 19.) It is unclear what definition of "in-service"

12

	

she is relying upon in making this assessment.

13 Q:

	

Did KCP&L discuss the in-service issue with Staff and CURB during their audit?

14 A:

	

Yes. As a result of those discussions, KCP&L provided Staff with a spreadsheet which,

15

	

using Staff s definition of "in-service," identified the various percentages applicable to

16

	

latan Unit 1 common plant. That spreadsheet was attached to Mr. Grady's Additional

17

	

Direct Testimony as JTG-Rl.

	

Staff used those percentages to arrive at its

18

	

recommendation for the amount of common plant to be included in rate base in this case.

19 Q:

	

Does KCP&L believe Staff's method of defining "in-service" is the only method

20

	

available to the Commission in this proceeding for determining the amount of

21

	

common plant to be included in this case?

22

	

A:

	

No, it is not the only method. K.S.A. 66-128 states that public utility property is deemed

23

	

to be completed and dedicated to commercial service if the property is an electric

14



1

	

generation facility or addition to an electric generationfacility. Under this statute, 100%

2

	

of the latan common plant would be considered presently "completed and dedicated to

3

	

commercial service." However, as the parties to the 1025 S&A agreed to different

4

	

standards for the environmental control equipment and new generation, and as common

5

	

plant was not considered as a separate category at the time of the 1025 S&A, it is

6

	

reasonable to assume that the parties intended for one of these separate standards to apply

7

	

to common plant. Based upon that premise, KCP&L is willing to accept Staff's

8

	

methodology for determining the in-service status of the latan common plant as set forth

9

	

in Mr. Grady's Additional Direct Testimony for the limited purpose of this case.

10 Q:

	

Is there any other issue related to the "in-service" testimony of Staff or CURB you

11

	

would like to address?

12

	

A:

	

Yes. Prior to the last change in the procedural schedule of this case which was agreed to

13

	

as a compromise by the parties at the March 4, 2009 prehearing conference and motion

14

	

hearing, the cut-off date by which plant had to be "in-service" in order to be included in

15

	

rates set as a result of this case was July 4, 2009. Both CURB and Staff testify that this

16

	

"in-service" date was not shifted back correspondingly when the hearing and order date

17

	

were shifted back because the agreement between the parties did not indicate a change in

18

	

this date. Staff also states that moving the date back would not be practical because the

19

	

actual in-service dates may well slip beyond August 14'', and the Commission's order

20

	

(due August 14th) must indicate values for plant in-service and a revenue requirement.

21

	

(McClanahan Additional Direct, page 7.) CURB indicates that the date should not be

22

	

moved backed as a kind of punishment of KCP&L for having delays in the construction

23

	

schedule. (Crane Additional Direct, page 21.)

15



1

	

Q:

	

Do you agree that these reasons require the Commission to leave July 4th as the cut-

2

	

off date?

3 A:

	

I do not see any legitimacy to punishing the Company for construction delays, as CURB

4

	

recommends. If the delays were not the result of imprudent management decisions, then

5

	

it is inappropriate to punish the Company for them. Neither Ms. Crane nor any other

6

	

witness has provided sufficient evidence that the delays fall into this category.

7

	

KCP&L understands Staffls concern about the practical implications of issuing an

8

	

order on rates which include facilities in rate base that are not required to be in-service

9

	

until the date the order issues. However, KCP&L reminds the Staff and the Commission

10

	

that this was a situation existing as part of the 1025 S&A - it did not arise as a result of

11

	

the March 4th delay in the proceeding. Under the 1025 S&A, KCP&L was permitted to

12

	

put into rate base all plant scheduled to be in-service by the date the rates were to go into

13

	

effect. This in-service date is after the Commission's order would have been issued.

14

	

So, although the in-service cut-off date was not included as part of the March 6 th

15

	

S&A, that does not mean that the intent was to leave the cut-off at July 4th when other

16

	

dates in the procedural schedule were being postponed. Silence in the S&A on this point

17

	

is more a reflection of the time constraints under which the agreement was forged. It also

18

	

reflects that the agreement was focused on what costs would be used and on revising the

19

	

procedural schedule existing at that time which did not include the in-service cut-off date.

20

	

(See Revised Scheduling Order dated March 13, 2009, paragraph 4.) Thus, shifting the

21

	

in-service date back correspondingly with the shift back in the date of the hearing and

22

	

order would be more consistent with the 1025 S&A than leaving the date at July 4th , as

23

	

Staff and CURB propose.

16



1

	

Q:

	

Will the practical implications that Staff expressed regarding the in-service date for

2

	

latan Unit I continue to be an issue in KCP&L's next rate case on latan Unit 2?

3

	

A:

	

Yes. This case has highlighted the timing problems caused by the dates agreed to by the

4

	

parties in the 1025 S&A regarding in-service dates when there was not also some

5

	

agreement as to how a true-up would occur. Hopefully, KCP&L and the parties will be

6

	

able to revisit the timelines established in the 1025 S&A prior to KCP&L filing its next

7

	

rate case and work out an alternative or a process that will help us to avoid this problem

8

	

next time around.

9

	

FILING TIME FRAME

10 Q:

	

Are there any other items in Ms. Crane's testimony that you want to address?

11

	

A:

	

Yes. On page 28 of her Additional Direct Testimony, Ms. Crane states that the

12

	

1025 S&A required KCP&L to file this current case in March 2008 and complete it by

13

	

December 2008 and that because KCP&L filed in September 2008, the Commission has

14

	

not required KCP&L to meet the provisions of the 1025 S&A. As noted in Appendix C,

15

	

Rate Plan, Paragraph A(6) of the 1025 S&A, the parties recognized that because of the

16

	

magnitude of the investments the Company was undertaking and the length of time

17

	

covered by the 1025 S&A, the timing of the proposed rate cases might need to be

18

	

adjusted. In order to adjust a filing date, the 1025 S&A requires the Company receive

19

	

Commission approval. As evidenced by KCP&L's February 6, 2008 filing in the 1025

20

	

Docket and the resulting Commission Orders, KCP&L fully complied with the filing

21

	

provisions of the 1025 S&A. As for the more recent shift in schedule, that occurred by

22

	

agreement of the parties as approved by the Commission and has not been without

23

	

substantial financial impact to the Company.

17
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GREEN POWER TARIFF 1 

Q: Has Mr. Johnstone updated his position regarding KCP&L implementation of a 2 

green power tariff? 3 

A: Only to the extent that he included additional details for a proposed green power tariff 4 

and noted that the national economic stimulus package and Kansas H.B. 2369 include an 5 

emphasis on renewable energy resources and have been passed recently. 6 

Q: Does KCP&L believe that Mr. Johnstone’s proposals for construction of a green 7 

power tariff are appropriate? 8 

A: KCP&L has not had sufficient time to fully review Mr. Johnstone’s proposals; however, 9 

it should be recognized that all KCP&L customers currently benefit from “green 10 

resources”.  Wind energy is currently included in the Company’s cost of service 11 

consistent with normal average embedded cost rate design.  The Company is willing to 12 

develop a “green tariff”; however, it should also be recognized such tariff would be 13 

designed consistent with existing tariffs, generation and delivery resources such that non-14 

participating customers in the green tariff are not harmed by providing subsidies to 15 

“green power” participants.  Mr. Johnstone’s proposed concepts are not sufficiently 16 

developed at this time to determine whether subsidies between participating and non-17 

participating customers would occur.    18 

Q: In your Rebuttal Testimony and that of KCP&L witness Mr. Tim Rush, KCP&L 19 

noted that it was pursuing some green tariff options.  Has KCP&L made progress 20 

regarding those options? 21 

A: Yes, we have.  As further described in the Additional Rebuttal Testimony of Mr. Rush, 22 

KCP&L has continued its work on a tariff to make Renewable Energy Credits (“REC’s”) 23 
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available to its customers through the Company.  These REC’s are already available to 1 

our customers in the marketplace but a tariff where KCP&L coordinates the purchase 2 

process will make it less daunting and more accessible to our customers.  KCP&L hopes 3 

to file this tariff later this year. 4 

Q: Mr. Johnstone reiterates other positions that MUUG held in its Direct Testimony.  5 

Does KCP&L have any additional response to these positions? 6 

A: I believe that KCP&L effectively presented its position on these issues in the Rebuttal 7 

Testimony of Mr. Rush as well as my own Rebuttal Testimony. 8 

RATE DESIGN 9 

Q: Mr. Kalcic has provided supplemental testimony regarding rate structure and rate 10 

design.  Do you agree with his new alternative proposal? 11 

A: The arguments Tim Rush and I made in Rebuttal Testimony still effectively address 12 

Mr. Kalcic’s testimony, both his Direct and Additional Direct testimony. 13 

Q: Does that conclude your testimony? 14 

A: Yes, it does. 15 
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1 Q: Please state your name and business address.

2 A: My name is Chris B. Giles. My business address is 1201 Walnut, Kansas City, Missouri

3 64106-2124.

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

5 A: I am employed by Kansas City Power & Light Company ("KCP&L" or "Company") as

6 Vice President, Regulatory Affairs.

7 Q: Are you the same Chris B. Giles who pre-filed Direct Testimony, Rebuttal

8 Testimony, Responsive Testimony to the Supplemental/Surrebuttal Testimony of

9 the Kansas Corporation Commission ("Commission" or "KCC") Staff ("Staff'),

10 Additional Direct Testimony and Additional Rebuttal Testimony in this case on

11 behalf of KCP&L?

12 A: Yes, I am.
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I 	 Q: 	 What is the purpose of your Testimony in Support of Joint Stipulation and

2 	 Agreement?

3 A:	 The purpose of my testimony is to provide support on behalf of KCP&L of the Joint

	4	 Stipulation and Agreement submitted for approval to the Commission on June 18, 2009

	5	 in this docket ("Joint Stipulation"). I will do so by:

	

6	 • describing the background leading up to the Stipulation and Agreement

	

7	 concerning KCP&L's Regulatory Plan, which the Commission approved in

	8	 Docket No. 04-KCPE-1025-GIE ("Regulatory Plan" or "1025 Stipulation");

	9	 • identifying planned investments under the Regulatory Plan;

	10	 • providing a description of rate cases associated with implementation of and

11 	 completion of the investments set out in the Regulatory Plan;

	12	 • describing the current rate case, including the rate increase, key issues and why

	13	 KCP&L believes the Joint Stipulation resulting in a $59 million increase in rates

	14	 in this docket is just, reasonable and in the public interest, balancing the interests

	15	 of customers, creditors and investors;

	16	 • addressing the five factors and transparency issues from the Atmos case;

	17	 • clarifying KCP&L's current position regarding its original request for an

	18	 Economic Relief Pilot Program (ERPP) tariff; and

	19	 • explaining the application of certain provisions of the Regulatory Plan to

	20	 KCP&L's fourth rate case under the Plan.

21

22

23

2



1 	 I. REGULATORY PLAN BACKGROUND

2 Q: 	 Please provide background leading up to the Regulatory Plan?

3 A:	 On May 18, 2004, KCP&L filed in the 1025 Docket its Application To Establish

4 	 Investigatory Docket And Informal Panel Discussion Process ("Application"). In its

5 	 Application, the Company requested that the Commission open an investigatory docket

6	 regarding the future supply and pricing of electric service provided by KCP&L, and

7	 establish a forum in which to discuss constructive regulatory responses to emerging

8 	 issues that affect the supply, delivery and pricing of electric service provided by KCP&L.

9 Q:	 Did the Company file a similar application in Missouri?

10 A:	 Yes, KCP&L filed a similar application in Missouri on May 6, 2004. The Missouri

11 	 Public Service Commission ("MPSC") conducted workshops in that case concurrent with

12 	 the investigation occurring in the Kansas docket. In order to avoid as much duplication

13 	 of effort and resources as possible, the KCC staff and other Kansas parties were invited to

14 	 attend and participate in the Missouri workshops. The Staffs of both Commissions were

15 	 helpful in working with KCP&L to coordinate the proceedings.

16 Q: 	 Did other parties file applications for intervention in the Kansas docket?

17 A:	 Yes. The Citizens' Utility Ratepayer Board ("CURB"), Sprint, the Kansas Hospital

18 	 Association, Aquila, Inc., and The Empire District Electric Company filed to intervene at

19 	 the inception of the docket. Subsequently, the Kansas Sierra Club also filed for and was

20 	 granted intervention in the docket.

21 	 Q: 	 How did the investigation proceed?

22 A:	 In conjunction with the Missouri docket, a series of presentations and workshops were

23	 held on fourteen (14) separate dates between June and October 2004. During this period

3



	

1 	 KCP&L conducted numerous informal meetings with interested groups and individuals to

	

2	 discuss the many issues raised by this proceeding.

3 Q:	 Why was this collaborative workshop process necessary?

4 A:	 The issues presented by KCP&L in this proceeding included the following:

5	 1.	 The future need for additional generating capacity in the Company's service

6	 territory;

7	 2.	 The mix of new generation that would result in reliable and cost efficient service

	

8	 for Kansas customers;

9	 3.	 The desirability of proactively addressing environmental concerns relating to new

10	 generation and existing generating facilities;

	

11	 4.	 Investment in highly reliable transmission and distribution infrastructure;

	

12	 5.	 Establishment of customer efficiency and affordability programs and development

	

13	 of new technologies and applications for demand response programs; and

	

14	 6.	 Adoption of a regulatory plan that would adequately address the comprehensive

	

15	 undertakings being considered by KCP&L, including the timeliness of the

	

16	 recovery of the costs and the financial considerations of such significant

	

17	 investments.

	

18	 The Company believed that the panel discussion process utilized by the KCC in the past

	

19	 would be well-suited to the consideration of the wide range of issues necessary for the

	

20	 development of KCP&L's Regulatory Plan. KCP&L also believed that the process of

	

21	 continuing these discussions in the context of informal KCC and MPSC workshops

	

22	 would enable all stakeholders to identify and seek agreement on a regulatory plan that

4



	

1 	 addressed these dynamic issues on a prospective basis for the Company. That plan would

	

2	 then be presented to the KCC for its consideration and approval.

	3	 Q: 	 How did this collaborative approach compare to the traditional process used by

4 	 utilities to undertake major initiatives?

	

5 	 A:	 Traditionally, utilities conduct their planning and project work in a "near vacuum." The

	

6	 utility conducts its studies, determines the best alternative, secures financing, seeks

	7	 approvals for financing and certificates as needed, and at the end of the project seeks

	8	 approval to adjust rates as necessary to recognize major investments.

	9	 Q: 	 Why did KCP&L choose not to use the traditional model?

	

10 	 A:	 The traditional model often focuses upon historic information rather than looking forward

	11	 five to ten years--something a utility must do to plan and develop a strategy to continue to

	12	 provide reliable, reasonably priced service for its customers. In addition, the traditional

	13	 model does not facilitate a convenient method of informally discussing different

	14	 perspectives on public utility issues, and as a result, does not take advantage of the

	15	 "collective wisdom" of other parties. KCP&L believed that the traditional model was

	

16	 therefore not the best approach for developing and implementing a regulatory plan when

	17	 a more collaborative, informal approach was available.

	18	 Q: 	 Please explain.

	

19 	 A:	 In the traditional model, the utility does not spend much, if any, effort to gain acceptance

	

20	 from the interested parties for its plan. While this can save time at the beginning of the

	21	 process, it can lead to contentious and time-consuming disputes concerning the prudence

	

22	 of its decisions after the investments are made. The public utility must defend its actions

	

23	 and runs the risk that it will not be awarded full recovery of its investments.

5



1 Q: 	 Why were these issues of particular concern to KCP&L?

2 A: 	 The Company recognized that during the planning horizon it would require additional

3	 generation to meet the needs of its customers. KCP&L also believed that the

4 	 construction of a base load coal plant was necessary. At the same time, environmental

5 	 concerns needed to be addressed, along with distribution investments to maintain

6 	 reliability and customer programs for managing electricity use. In order to meet these

7	 needs, the Company needed a plan that would facilitate attracting capital at a low cost.

8 	 Investors needed some assurance that KCP&L would be allowed to recover its

9 	 investment, and continue to be an attractive component of the investors' portfolio. The

10 	 Company needed a plan that the parties could agree to in order to reduce risk and move

11 	 ahead with implementation of the collaboratively developed strategy. For these reasons,

12 	 KCP&L chose to pursue this collaborative approach.

13 	 II. PLANNED INVESTMENTS 

14 Q: 	 Please describe the key investments set out in the Regulatory Plan.

15 A:	 The Company committed to investing over one billion dollars over the course of the

16 	 Regulatory Plan. This investment includes the completion or substantial progress on the

17 	 following projects:

18 	 • 	 100 MWs of new wind generation facilities in 2006. An additional 100 MWs of

19 	 new wind generation facilities is currently being evaluated for installation in the

20 	 2009/2010 timeframe.

21 	 • 	 Environmental investments related to Iatan Unit 1 (located near Weston,

22	 Missouri) and La Cygne Unit 1 (located at La Cygne, Kansas) for accelerated

23	 compliance with environmental regulations. The Iatan Unit 1 and La Cygne

6



	

1	 Unit 1 environmental equipment will provide significant reductions in site

	

2	 emissions of sulfur dioxide ("SO2"), nitrous oxides ("NOx"), particulate matter

	

3	 and mercury, and will position the units to meet compliance requirements set

	4	 forth in the Clean Air Interstate Rule, which was promulgated by the U.S.

	5	 Environmental Protection Agency ("EPA"). Compliance on Iatan Unit 1 will

	6	 ensure that total Iatan site emissions after completion of Iatan Unit 2 will be less

	

7	 than the site emissions from Iatan Unit 1 prior to the addition of the Unit 1

	8	 environmental equipment and will help address the environmental concerns of

	9	 citizens living in the area around the Iatan plant site.

	

10	 In addition, the early installation of a selective catalytic reduction ("SCR")

	

11	 facility at La Cygne Unit 1 was designed to help maintain attainment of the

	12	 8-Hour Ozone standard within the metropolitan Kansas City region. Installation

	

13	 of this SCR before the 2007 Ozone season was considered a significant

	14	 component of the region's proposed Ozone mitigation plan by the Mid-America

	15	 Regional Council, regional EPA officials, Kansas Department of Health &

	16	 Environment and the Missouri Department of Natural Resources. With respect to

	

17	 the expenditures anticipated for environmental compliance, KCP&L continues to

	18	 assess the environmental laws to ensure that its expenditures will comply with

	19	 existing or expected environmental regulations.

	20	 •	 1850 megawatts ("MWs") of new coal-fired generation capacity, Iatan Unit 2, to

	21	 be regulated capacity (excepting that interest that may be owned by a municipality

	

22	 or joint municipal utility commission), located at the Iatan site near Weston,

	

23	 Missouri, of which KCP&L will own 465 MWs.

7



1	 •	 Implementation of a number of customer programs including demand response,

2	 efficiency and affordability programs following Commission review and

3	 approval.

4	 •	 Investments in KCP&L's transmission and distribution infrastructure to ensure a

5	 highly reliable transmission and distribution system.

6	 III. RATE CASE PLAN

7 Q:	 Please describe the rate cases contemplated to be filed in the Regulatory Plan.

8 A:	 The Regulatory Plan provided for four rate cases as described in Appendix C to the Plan.

9	 Each planned rate case was related to completion of a major component of plant included

10	 in the Regulatory Plan. The first rate case included 100 MWs of wind generation

11	 completed in September 2006. KCP&L filed rate schedules on February 1, 2006 with an

12	 effective date of January 1, 2007. That case, Kansas Docket No. 06-KCPE-828-RTS

13	 ("828 Docket"), was decided by the Commission on December 4, 2006. The second

14	 case, Kansas Docket No. 07-KCPE-905-RTS, was associated with the completion of the

15	 SCR at the La Cygne 1 generating unit and was decided by the Commission on

16	 November 20, 2007. The third case (the "current case") is associated with completion of

17	 a baghouse, scrubber, and SCR at the Iatan 1 generating unit. The fourth case included in

18	 the Regulatory Plan is associated with the completion of Iatan Unit 2. The Regulatory

19	 Plan also contemplated inclusion of additional environmental upgrades to La Cygne

20	 Unit 1 in the fourth case; however, that investment has been delayed beyond the original

21	 anticipated time frame of the Regulatory Plan due to equipment availability, changes in

22	 federal environmental laws, significantly increased costs for environmental equipment,

8



1 	 and the potential of combining the investment with environmental upgrades to La Cygne

2 	 Unit 2. As a result, the status of this particular project is uncertain at this time.

	

3	 Q: 	 When will KCP&L file the fourth rate case associated with the Regulatory Plan?

	

4 	 A:	 The Regulatory Plan contemplated that rate schedules with an effective date of June 1,

	5	 2010, would be filed with the Commission on or before August 15, 2009, approximately

	6	 nine to ten months prior to the commercial in-service operation date of Iatan Unit 2.

	

7	 Because of the complexities in process and timing encountered in the current case, and as

	8	 originally contemplated in paragraph A(6) of Appendix C of the 1025 Stipulation, the

	9	 Signatory Parties to the Joint Stipulation recognize that the filing date set forth in the

	10	 1025 Stipulation is no longer appropriate for the next rate case. As was done in the

11 	 current case, KCP&L will file a request with the Commission to move the August 15,

	12	 2009 filing date for the fourth case to some date further in the future. Additionally, the

	13	 Signatory Parties agree to collaborate in advance of the filing of KCP&L's next rate case

	14	 in order to establish a procedure for the next rate case that addresses the in-service,

	15	 process and timing problems realized with this current proceeding.

	16	 IV. CURRENT RATE CASE 

	17	 Q: 	 How was the test year data and resultant rate increase amount requested by the

	

18 	 Company determined?

	

19 	 A:	 Pursuant to the Regulatory Plan, the base test year period is the 2007 calendar year. The

	20	 data were restated to a Kansas jurisdictional basis, annualized, and normalized, as

21 	 appropriate. Known and measurable adjustments were then applied. The rate case data

	22	 were then allocated between Kansas, Missouri and Federal Energy Regulatory
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1 	 Commission jurisdictions. The production and transmission jurisdictional allocations

	

2	 were made on the basis of twelve coincident monthly peaks (12 CP).

	3	 Q: 	 What was the amount of rate increase requested in this case?

	

4 	 A:	 KCP&L requested a 17.5% rate increase, or $71.6 million, which included $11.2 million

	5	 of additional Contribution in Aid of Construction.

	6	 Q: 	 What were the key issues of this case?

	

7 	 A:	 There were the normal issues in this case, including various expenses, revenues, rate base

	8	 and rate of return. However, the key issue in this case related to Iatan Unit 1

	9	 environmental upgrade and Iatan common plant costs.

	10	 Q: 	 Please explain further.

	

11 	 A:	 As I explained earlier in this testimony, KCP&L, in accordance with the Regulatory Plan,

	12	 has undertaken a comprehensive five-year investment program. Throughout the program,

	13	 it is critical that the Company be allowed to begin recovery of its investment dollars as

	14	 soon as possible after the associated plant is placed in service. While timely inclusion of

	15	 major investments has always been critical, the importance is magnified given the current

	16	 economic conditions. The parties had differing views as to the amount of Iatan costs to

	17	 include in rate base in this case. The Revised Scheduling Order Granting Parties' Joint

	18	 Motion Filed March 6, 2009, issued on March 13, 2009, required that rate base in this

	19	 case include Iatan environmental and Iatan common costs paid or approved for payment

	20	 as of April 30, 2009. An issue arose as to how to address costs paid after that date.

	21	 Another issue arose as to how much of the costs that are common between Iatan Units 1

	

22	 and 2 should be included in rate base in this case. Both of those issues were resolved in

	

23	 the Joint Stipulation.

10



I	 V. THE TERMS OF THE STIPULATION

2 Q: 	 Would you please provide an overview of the Joint Stipulation and explain the

3 	 essential terms?

4 A:	 The Signatory Parties have agreed that KCP&L should be granted an overall annual

5	 revenue increase of $59,000,000, consisting of $41,000,000 traditional revenue

6 	 requirement and $18,000,000 pre-tax payment on plant on behalf of customers. The

7 	 Signatory Parties also agreed that KCP&L may create and utilize a regulatory asset for

8 	 depreciation expense and carrying costs of Iatan Unit 1 air quality control system

9 	 ("AQCS") and Iatan common costs included in plant-in-service but not included in rate

10 	 base in this case, consistent with that set forth on pp. 8-10 of the May 29, 2009

11 	 Additional Direct testimony of Staff witness Jeff McClanahan. The regulatory asset will

12 	 include depreciation expense and carrying costs for the Iatan Unit 1 AQCS and Iatan

13 	 common plant not included in the current case. The regulatory asset will be accounted

14 	 for as specified in the Joint Stipulation.

15 Q: 	 Why is a regulatory asset appropriate when KCP&L did not include one in its

16 	 initial application?

17 A:	 Under the 1025 Stipulation, KCP&L was allowed to include budgeted numbers in its

18 	 application for all plant expected to be in-service by the time rates from the case were to

19 	 go into effect. As such, no plant in-service as of the date the rates became effective

20	 would have been excluded from those rates and, therefore, no regulatory asset for that

21 	 investment was needed.

22	 As the Commission is aware from the Motion Hearing held last March, the use of

23	 budgeted costs and the use of an in-service date occurring after an Order would have
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1 	 been issued in this docket, caused problems among the parties. To resolve those

	2	 problems, it was agreed that KCP&L would only include in rate base costs for Iatan

	

3	 Unit 1 AQCS and common costs that were actually "paid or approved for payment" as of

	4	 April 30, 2009. In addition, only plant expected to be in-service as of July 4, 2009 was

	5	 considered. By paring back what could be included in rates in this case, the Company

	

6	 believes it triggered the need for a regulatory asset to account for the additional amount

	

7	 excluded from this case and deferred to the next case for inclusion in rate base.

	

8	 Q: 	 Please continue with your discussion of the Joint Stipulation.

	

9 	 A:	 The Signatory Parties agree that the Joint Stipulation resolves all issues in this case

	10	 concerning disallowances related to costs for Iatan Unit 1 AQCS and Iatan common costs

	11	 that are included in rate base. There will be no write-off of costs included in rate base in

	12	 this case for plant-in-service as of July 4, 2009.

	13	 The disallowance review related to Iatan Unit 1 AQCS and Iatan common costs

	14	 paid or approved for payment as of April 30, 2009 and in-service as of July 4, 2009, is

	15	 deferred to the next rate case and capped at $4.7 million (Kansas jurisdictional, including

	16	 Allowance for Funds Used During Construction ("AFUDC")), as set forth in the

	17	 testimony of Staff witness Walter Drabinski.

	18	 It is important to note that KCP&L is not agreeing to any disallowance, but the

	19	 Signatory Parties are limited to recommending this amount as it relates to these Iatan

	20	 Unit 1 AQCS and Iatan common costs in KCP&L's next rate case. In the next rate case

	21	 there will be no additional testimony by any Signatory Party and no modifications to the

	22	 existing testimony related to the Iatan Unit 1 AQCS and Iatan common costs included in
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1	 rate base in this case ($178,017,515 Kansas jurisdictional), or concerning the $4.7 million

	

2	 disallowance recommended by Staff in this case.

	

3	 The remaining $56 million (Kansas jurisdictional, excluding AFUDC) of potential

	

4	 costs for Iatan Unit 1 AQCS and Iatan common not paid or approved for payment as of

	

5	 April 30, 2009 and not included in rate base in this case, will be subject to a prudence

	

6	 review and the Signatory Parties may recommend an associated disallowance of no more

	

7	 than $2.8 million (Kansas jurisdictional) in the next case. Additionally, any costs in this

	

8	 category in excess of the noted $56 million will not be capped as to the level of

	

9	 disallowance that may be recommended by Staff.

	

10	 Q:	 Why is it reasonable to include a cap of potential recommended disallowance in this

	

11	 case?

	

12	 A:	 Investors and creditors react negatively to uncertainty. It is always better from the

	

13	 Company's perspective to resolve uncertainty within a settlement or as a result of hearing

	

14	 and order of the Commission. However, in this case, the Company did not believe a

	

15	 disallowance was justified and the Staff could not accept the Company's position. When

	

16	 issues cannot be resolved and must be heard by the Commission at a later date (the next

	

17	 rate case), it is best to summarize and cap exposure to the Company of any potential

	

18	 disallowance so that any risk to investors and creditors related to the postponed issues are

	

19	 known. In this case, the Staffs proposed disallowance for the plant included in rate base

	

20	 in this case is known -- $4.7 million -- on a Kansas jurisdictional basis. Any potential

	

21	 disallowance related to the $56 million (Kansas jurisdictional) in potential invoices not

	

22	 paid or approved for payment as of April 30, 2009 is related to verification of invoices,

	

23	 not necessarily prudence, and any additional dollars spent against the Risk & Opportunity
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1	 Packages ("R/Os") previously identified by Staff witness Drabinski. The Company and

	

2	 the other parties agreed that a cap of $2.8 million, Kansas jurisdictional basis was

	

3	 adequate to cover any potential disallowance proposed by Staff in the next case related to

	

4	 these additional invoices.

	

5	 Q:	 Since some of the parties have already filed testimony on the issue of prudence

	

6	 regarding Iatan Unit 1 AQCS and Iatan common plant investment, why did the

	

7	 parties choose to defer this issue to the next case?

	

8	 A:	 There are two primary reasons. First, if a settlement could be reached in this case, it was

	

9	 the Company's intent to settle the total revenue increase. An important component of

	

10	 this settlement is for rates to become effective on August 1, 2009. Although the parties

	

11	 could have conceivably agreed to carve out the proposed disallowance of $4.7 million

	

12	 and gone to hearing on that issue alone, it would have resulted in rates going into effect

	

13	 later than August 1. In addition, the Company would have gone to hearing on all issues

	

14	 before it would have gone to hearing on just the Staffs proposed disallowance, thus no

	

15	 settlement would have been possible. By the terms of the agreement, the parties are not

	

16	 allowed to revise or otherwise supplement their testimony on the Iatan Unit 1 and

	

1 7	 common costs of Iatan unit 1 and 2 related to the proposed $4.7 million disallowance.

	

18	 That issue will be presented to the Commission based only upon the testimony already in

	

19	 the record in this case, just as if there had been no settlement and the matter had been

	

20	 taken before the Commission at the hearing scheduled to begin June 22, 2009. In other

	

21	 words, in the next case, the parties are not allowed a "second bite at the apple" as regards

	

22	 prudency on Iatan Unit 1 AQCS and Iatan common costs paid or approved for payment
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1 	 as of April 30, 2009. The intent is to take a "snapshot" of the record on this plant

	

2	 investment review in this case and impose it into the record of the next case.

	

3	 Second, the dollars associated with invoices not paid or approved for payment as

4	 of April 30, 2009 and/or not in service as of July 4 th 2009 -- $56 million -- could not have

	

5	 been audited in this case because some of these invoices may not be paid until the end of

	

6	 the year. Thus, since a portion of the Iatan Unit 1 AQCS and Iatan common costs must

	

7	 be reviewed in the next case, the Company believed it would be more efficient to defer

	8	 both the current proposed disallowance along with any other potential disallowance

	9	 proposals to the next case so that all proposed disallowances associated with Iatan Unit 1

	

10 	 AQCS and Iatan common costs may be heard at one time.

	11	 Q: Was any agreement reached with respect to the timing and process for KCP&L's

	

12 	 next rate case?

	

13 	 A:	 Yes. The Signatory Parties recognize that the filing date set forth in the 1025 Stipulation

	14	 for KCP&L's next rate case is no longer appropriate. KCP&L plans to file for an

	

15	 extension of time to file consistent with Paragraph A(6) of Appendix C of the Regulatory

	16	 Plan just as it did for the current case. Additionally, the Signatory Parties agree to

	17	 collaborate in advance of the filing of KCP&L's next rate case in order to establish a

	18	 procedure for the next rate case that addresses the in-service, process and timing

	19	 problems realized with this current proceeding. If the Signatory Parties are unable to

	20	 agree on the timing and procedures in advance of the next rate filing, the matter will be

	21	 taken to the Commission for determination prior to the filing of KCP&L's next rate case.

	22	 If the Commission has not ruled on the matter by October 1, 2009, all Signatory Parties

	

23	 agree that KCP&L may proceed with the filing of its next rate case.
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1	 Q:	 Was any agreement reached with respect to the submission of a class cost of service

	

2	 study in KCP&L's next rate case?

	

3	 A:	 Yes. KCP&L has agreed to perform and submit in its next rate case, a class cost of

4	 service study that includes: (1) a breakout of each residential water heating and space

	

5	 heating subclass from the aggregate Residential Service class; and (2) a breakout of

	

6	 KCP&L's total allocated cost of service, by rate class, into separate summer- and winter-

	

7	 related revenue requirement components. KCP&L has also agreed to work with Staff,

	

8	 CURB, and any other Party to this case as it prepares its class cost of service study to

	

9	 ensure that the agreed-upon cost-of-service modifications are properly modeled. KCP&L

	

10	 further agreed to accommodate any reasonable request by a party for alternative scenario

	

11	 runs under its model.

	

12	 Q:	 Are there any timing considerations with respect to the effective date for new rates

	

13	 that the Signatory Parties have discussed and agreed upon?

	

14	 A:	 Yes. The Signatory Parties agree that the intent is for rates resulting from this case to go

	

15	 into effect on August 1, 2009. As I stated earlier, this was significant in the Company's

	

16	 decision to settle this case. The Signatory Parties have requested that the Commission

	

17	 issue an Order approving the Joint Stipulation on or before July 24, 2009 in order to

	

18	 facilitate the requested effective date of rates by August 1, 2009.

	

19	 Q:	 Please summarize your thoughts regarding the Joint Stipulation.

	

20	 A:	 Given the complexity of the issues and the disparate interests of the various parties in this

	

21	 case, KCP&L was hopeful that a settlement could be reached that balanced the risks to

	

22	 the Company and the interests of the other parties. I believe this Joint Stipulation does

	

23	 so. The combination of the increase in rates that generates cash earnings ($41 million)
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I	 and the increase in rates that generates cash but no earnings ($18 million) will provide

	2	 KCP&L with a reasonable opportunity to 1) achieve cash flow to maintain its current

	

3	 investment grade credit rating; and 2) achieve sufficient earnings to support Great Plains

4 	 Energy Incorporated's stock price during 2009-2010, the timeframe that the increased

	5	 rates resulting from this case will be in effect. On behalf of KCP&L, I am appreciative of

	6	 the thoroughness and objective evaluation of this case by the Commission's Staff, CURB,

7	 and the other signatory parties, without which we would not have been able to settle this

	8	 case.

9 VI. COMMISSION STANDARDS FOR REVIEW OF SETTLEMENT AGREEMENTS 

10 Q: 	 Are you familiar with the factors the Commission considers when reviewing a

	

11 	 proposed settlement agreement?

	

12 	 A:	 Yes, I am. It is my understanding that the five factors the Commission will review and

	13	 has requested the parties to address are as follows: (1) whether there was an opportunity

	14	 for the opposing party to be heard on their reasons for opposition to the stipulation and

	15	 agreement [contested settlements only]; (2) whether the stipulation and agreement is

	16	 supported by substantial competent evidence; (3) whether the stipulation and agreement

	17	 conforms with applicable law; (4) whether the stipulation and agreement results in just

	18	 and reasonable rates; and (5) whether the results of the stipulation and agreement are in

	19	 the public interest, including the interest of the customers represented by the party not

	20	 consenting to the agreement [contested settlement only].'

21

22

Order issued May 12, 2008, at para. 11, Docket No. 08-ATMG-280-RTS.
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1 FACTOR (1) - THERE WAS AN OPPORTUNITY FOR OPPOSING PARTIES TO BE HEARD ON THEIR
2 REASONS FOR OPPOSITION TO THE STIPULATION AND AGREEMENT [CONTESTED SETTLEMENTS
3 ONLY].
4

	

5	 Q:	 Who are the parties to this docket?

	

6	 A:	 In addition to the Commission Staff, CURB, and KCP&L, the parties are: the

	

7	 International Brotherhood of Electrical Workers, Local Unions No. 412, 1464, and 1613

	8	 ("IBEW"); Danisco USA, Inc. ("Danisco"), Amcor Pet Packaging USA, Inc., ("Amcor"),

	

9	 Shawnee Mission School District No. 512 ("USD 512"), the City of Mission, Kansas

	10	 ("Mission"), and Wal-Mart Stores, Inc. ("Wal-Mart") (collectively, the Midwest Utilities

11	 Users Group ("MUUG")); Children's Mercy South, Menorah Medical Center, Overland

	12	 Park Regional Medical Center/HCA Midwest Health System, Shawnee Mission Medical

	13	 Center, and St. Luke's South Hospital/St. Luke's Health System (collectively, the

	14	 "Hospital Interveners"); The Empire District Electric Company ("Empire"); Kansas

	15	 Electric Power Cooperative, Inc. ("KEPCo"); Kansas Gas Service ("KGS"); and the City

	16	 of Overland Park, Kansas ("Overland Park"). The City of Mission Hills petitioned for

	17	 intervention on June 12, 2009 and was granted intervening status on the record at the

	18	 Prehearing Conference on June 18, 2009. There are no other parties to this proceeding.

	19	 Q:	 Given that not all parties to the docket signed the Joint Stipulation, is the Joint

	

20	 Stipulation unanimous?

21	 A:	 Yes, it is. Under K.A.R. 82-1-230a, this is classified as a "Unanimous Settlement

	22	 Agreement" because all parties who did not sign have stated on the record that they do

	23	 not oppose the Joint Stipulation. As such, the Commission should consider the

	24	 unopposed Joint Stipulation under the same standards as it would a unanimous

	25	 agreement.
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I 	 Q:	 Who participated in the settlement negotiations in this docket?

	

2	 A:	 Representatives of all parties to the proceeding were provided notice of settlement

	

3	 discussions and each participated in varying degrees in settlement negotiations in this

	

4	 docket. The parties met at the Commission on June 11, 2009 to collectively discuss the

	

5	 issues in this case and the possibility for settlement of some or all of the issues.

	

6	 Subsequent to that date, the parties had additional discussions by telephone and e-mail, as

	

7	 well as in person on June 17, 2009. Ultimately a settlement of all issues was reached,

	

8	 culminating in the Joint Stipulation filed with the Commission on June 18, 2009.

	

9	 KCP&L submits that all interested parties were afforded an adequate opportunity to

	

10	 participate in settlement discussions and had a full and fair opportunity to be heard.

11 FACTOR (2) - THE STIPULATION AND AGREEMENT IS SUPPORTED BY SUBSTANTIAL
12 COMPETENT EVIDENCE.
13

	

14	 Q: 	Is there substantial competent evidence in the record of this docket to support the

	

15	 compromise agreement reached by the parties?

	

16	 A:	 Most assuredly. Nineteen (19) KCP&L witnesses have filed Direct Testimony, Rebuttal,

	

17	 Testimony in Response to Surrebuttal/Supplemental Testimony, Additional Direct,

	

18	 Additional Rebuttal and/or now this Testimony in Support of the Joint Stipulation and

	

19	 Agreement. Staff and interveners have filed the testimony of eighteen (18) witnesses,

	

20	 comprising Direct, Cross-Answering, Surrebuttal/Supplemental, Additional Direct and

	

21	 Testimony in Support of the Joint Stipulation and Agreement.

	

22	 Q:	 Are the terms of the Joint Stipulation consistent with the testimony filed in the

	

23	 docket?

	

24	 A:	 Yes. Of course, it reflects a compromise of the positions taken by the various parties in

	

25	 their prefiled testimony.
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I FACTOR (3) - THE STIPULATION AND AGREEMENT CONFORMS WITH APPLICABLE KANSAS
2 LAW.
3

	

4 	 Q: 	 Does the Joint Stipulation conform to applicable Kansas law?

	

5 	 A:	 Yes. I am not an attorney, but the Joint Stipulation was fully and fairly negotiated,

	

6	 represents a reasonable compromise based on all parties' prefiled positions, is based upon

	

7	 substantial competent evidence, and will result in just and reasonable rates for KCP&L's

	8	 customers. Kansas law recognizes a strong policy favoring and encouraging settlements. 2

	

9	 It appears that this Commission has acknowledged that the settlement standards set forth

	10	 in the Farmland Industries3 and CURB4 cases regarding non-unanimous settlements

11 	 apply equally to every other settlement agreement placed before it for consideration.

	12	 This Commission has recently stated, "no settlement proposal, unanimous or contested;

	

13	 black-box or transparent, relieves the three-member Commission of its responsibility to

	14	 make an independent judgment as to whether the settlement constitutes a reasonable

	15	 remedy or resolution of the issues." 5 As such, it appears that the applicable legal

	16	 standard for reviewing the reasonableness of settlement agreements requires the

	17	 Commission to make a finding, supported by substantial competent evidence from a

	18	 review of the record as a whole, that the settlement will establish just and reasonable

	19	 rates. I believe that standard will be met.

20

21

22

2 Bright v. LSI Corp., 254 Kan. 853, 858, 869 P.2d 686. (1994).
3 Farmland Industries, Inc. v. Kansas Corporation Comm 'n, 24 Kan.App.2d 172, 186-88, 943 P.2d 470 (1997).
4 Citizens' Utility Ratepayer Bd. v. State Corp. Comm 'n of the State of Kansas, 28 Kan.App.2d 313, 316-317, 16
P.3d 319 (Kan.App.2000); Farmland Industries, 24 Kan.App.2d at 186-87.
5 Order issued May 12, 2008, at para. 11, Docket No. 08-ATMG-280-RTS.
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1 FACTOR (4) - THE STIPULATION AND AGREEMENT RESULTS IN JUST AND REASONABLE RATES.
2

	

3 	 Q: 	 Does the Joint Stipulation result in just and reasonable rates for KCP&L's

	

4 	 customers?

	5	 A:	 Yes. In accordance with K.S.A. 66-101b, every electric public utility is required to

	6	 furnish reasonably efficient and sufficient service at just and reasonable rates. Case law

	7	 indicates that the "just and reasonable" standard coincides with the "zone of

	8	 reasonableness" test as adopted by Kansas courts. The "just and reasonable" standard

	

9	 was first outlined by the United States Supreme Court. 6 The Court emphasized that when

	10	 evaluating whether rates are just and reasonable, the focus of inquiry is properly on the

11 	 end result or "total effect" of the rate order, rather than on the specific rate-setting method

	12	 employed. In addition, the Hope case was followed by another Supreme Court case 7 ,

	13	 which found that the Natural Gas Act's articulated "just and reasonable" standard

	14	 coincides with the applicable constitutional standards and that any rate selected by a

	15	 regulatory commission within the "broad zone of reasonableness" cannot properly be

	16	 attacked as confiscatory.

	17	 Applying these standards to the Joint Stipulation, the agreed-upon revenue

	18	 increase of $59 million, consisting of $41 million traditional revenue requirement and

	

19	 $18 million pre-tax payment on plant on behalf of customers falls within the range of

	

20	 increases proposed by Staff, KCP&L and CURB. Although this by itself is not

21 	 conclusive evidence of the reasonableness of the stipulated revenue increase, Kansas law

	

22	 does indicate that the Commission's goal in a ratemaking case should be to determine a

	

23	 rate that falls within a "zone of reasonableness" after applying a balancing test in which

6 Power Comm 'n v. Hope Gas Co., 320 U.S. 591, 64 S.Ct.281, 88 L.Ed 333 (1944).
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1	 the interests of all concerned parties are concerned. 8 In addition, the Kansas Supreme

	

2	 Court has discussed the "zone of reasonableness" as it applies to the Commission's

	

3	 ratemaking function as follow:

	

4	 There is an elusive range of reasonableness in calculating a fair rate of

	

5	 return. A court can only concern itself with the question as to whether a

	

6	 rate is so unreasonably low or so unreasonably high as to be unlawful.

	

7	 The in-between point, where the rate is most fair to the utility and its

	

8	 customers, is a matter for the State Corporation Commission's

	

9	 determination.9
10

	

11	 The schedules filed with KCP&L's Application established a gross revenue deficiency of

	12	 approximately $71.6 million, based upon normalized operating results for the 12 months

	13	 ending December 31, 2007, adjusted for known and measurable changes in revenues,

	14	 operating and maintenance expenses, cost of capital and taxes, and other adjustments.

	

15	 Pursuant to the Contribution In Aid of Construction ("CIAC") mechanism established in

	16	 the 1025 Stipulation, KCP&L included in this $71.6 million deficiency an additional

	17	 $11.2 million of CIAC. Staff recommended a $53.9 million increase for KCP&L

	

18	 customers that included $11.2 million of CIAC. CURB recommended a rate increase of

	

19	 $46.8 million that included $23.9 million of pre-tax payment on plant on behalf of

	

20	 customers.

	

21	 Accordingly, the stipulated revenue increase amount of $59 million appears to fall

	

22	 with the zone of reasonableness when one considers that the stipulated revenue increase

	

23	 does take into account the interests of all parties involved, because the stipulated amount

	24	 is well within the original positions of the parties. The stipulated amount also satisfies

Permian Basin Area Rate Cases, 390 U.S. 747, 770, 88 S. Ct. 1344,20 L.Ed 2d 312, reh. denied 392 U.S. 917, 88
S.Ct 2050 (1968).
8 Kansas Gas and Elec. Co., v. State Corp. Corn 'n, 239 Kan 483, 488-92, 720 P.2d 1063 (Kan.1986).
9 Southwestern Bell Tel. Co. v. State Corporation Commission, 192 Kan. 39, 41, 386 P.2d 515 (1963).
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I	 the balancing test aspect of the zone of reasonableness evaluation because the stipulated

	

2	 amount necessarily represents the parties' recognition of the litigation risk that a party

	

3	 will not prevail on every element of its pre-filed case.

	4	 Q: 	 Apart from the stipulated revenue increase, do the effects of the other aspects of the

	

5 	 Joint Stipulation result in just and reasonable rates?

	

6 	 A:	 Yes. As with the dollar amount of the stipulated overall revenue increase, the other

	7	 specific provisions of the Joint Stipulation were fully and fairly negotiated by the parties

	8	 in conjunction with the acknowledgement that it is unlikely the Commission would

	9	 accept wholesale any party's pre-filed position. KCP&L carefully considered the issues

	10	 before the Commission and used its best judgment and knowledge of Commission

	11	 precedent to determine where it might be successful and where compromise was

	12	 warranted and appropriate. For example, KCP&L worked closely with Staff and CURB

	13	 to jointly negotiate and develop the Joint Stipulation, using elements of each parties'

	14	 original positions. In addition, where appropriate, both Staff and KCP&L acknowledged

	15	 that certain corrections to a party's testimony or pre-filed position needed to be made.

	16	 KCP&L therefore submits that evidence in the record in this docket clearly demonstrates

	17	 that the provisions of the Joint Stipulation will establish just and reasonable rates.

18 FACTOR (5) - THE RESULTS OF THE STIPULATION AND AGREEMENT ARE IN THE PUBLIC
	19	 INTEREST, INCLUDING THE INTEREST OF THE CUSTOMERS REPRESENTED BY ANY PARTY
	20	 NOT CONSENTING TO THE AGREEMENT [CONTESTED SETTLEMENT ONLY].

21

	

22 	 Q: 	 Is the Joint Stipulation in the public interest?

	23	 A:	 Yes. Each party to this proceeding has a duty to protect the interests of the party it

	24	 represents. KCP&L has a duty to both its customers and its shareholders. CURB

	

25	 represents the interests of residential and small commercial customers. The Staff and the
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1
	

Commission are in the unique position of being required to weigh and balance the

	

2
	

interests of the Company, the ratepayers, and any other party to a proceeding. It can be

	

3
	

argued, consistent with the Court's statements in Kansas Gas & Electric, as discussed

	

4
	

above, that "the focus of the inquiry (in setting "just and reasonable rates") is properly on

	

5
	

the end result or "total effect" of the rate order, rather than upon the rate-setting method

	

6
	

employed. 10 It is KCP&L's position that the "total effect" of the terms of the Joint

	

7
	

Stipulation will result in just and reasonable rates and that it represents an equitable

	

8	 balancing of the interests of all parties. Thus, the Joint Stipulation is in the public

	

9	 interest, and should be adopted by the Commission in its entirety.

	10	 Q:	 Does the Joint Stipulation allow KCP&L the opportunity to meet its obligations to

	

11	 its shareholders and creditors?

	12	 A:	 Management can never guarantee how actions such as this will impact investors and the

	

13	 market. However, I believe the settlement is positive in this regard in a number of ways.

	14	 For one thing, shareholders and creditors place a value on certainty, and settlement

	

15	 provides far more certainty than proceeding to litigation.

	

16	 Another very important aspect of the agreement from KCP&L's perspective is

	

17	 that it moves the effective date of the new rates forward from sometime after August 14,

	

18	 2009 to August 1, 2009. There are real dollars associated with this term of the stipulation

	

19	 which allowed KCP&L to agree to other concessions important to the other parties.

	

20	 Finally, the Joint Stipulation increases KCP&L's earnings at a level that

	

21	 management believes should be reasonably acceptable to shareholders and it grants

	

22	 KCP&L additional cash flow through the pre-tax payment on plant mechanism that

	

23	 should provide some reassurance to KCP&L's creditors.

1° Kansas Gas & Electric, 239 Kan at 489.
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1	 Q:	 Are there other provisions of the Joint Stipulation that you wish to address?

	

2	 A:	 The Joint Stipulation provides for a number of accounting agreements that will provide a

	

3	 means to accomplish either 1) continuation or clarification of existing accounting

	4	 authority; or 2) new accounting authority to implement certain provisions of Staff's

	

5	 recommendations regarding treatment of expenses in this case. Additionally, provisions

	6	 are included for the Company to 1) perform and submit a class cost of service study in its

	

7	 next rate case, including alternative scenarios recommended by other parties; and 2) work

	8	 with the Signatory Parties prior to filing KCP&L's next rate case to assess whether the

	9	 development of a Green Tariff is appropriate. KCP&L supports each of the items

	10	 contained in the Joint Stipulation and I will be glad to answer any questions pertaining to

	11	 these topics.

	12	 VII. ECONOMIC RELIEF PILOT PROGRAM

	

13	 Q:	 Is KCP&L still requesting approval of its proposed Economic Relief Pilot Program

	

14	 (ERPP) tariff?

	

15	 A:	 No. KCP&L withdraws its request for this program. KCP&L is continuing to pursue

	16	 implementation of this program outside of the rate case in Missouri. If KCP&L

	17	 determines to re-engage this pursuit in Kansas, we will work collaboratively with Staff

	18	 and CURB to find an appropriate program format and then file separately for

	19	 Commission approval.

	20	 VIII. EXPLANATION OF PRE-TAX PAYMENT ON PLANT PROVISION

	

21	 Q:	 You stated that you would explain the application of certain provisions of the

	

22	 Regulatory Plan to KCP&L's fourth rate case under the Plan. What provisions are

	

23	 you referring to?
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I	 A:	 The parties to this case discussed at length how the pre-tax payments on plant on behalf

2	 of customers would affect KCP&L's next rate case. As part of that discussion, KCP&L

3	 was asked to prepare an explanation of how the Regulatory Plan provisions regarding this

4	 process would work. The parties requested that KCP&L include this explanation in my

5	 testimony.

6 Q:	 Have you prepared such an explanation?

7 A:	 Yes. It is attached to my testimony as Schedule CBG-2.

8 Q:	 Do the other parties to this case concur with your explanation of how the pre-tax

9	 payments on plant on behalf of customers would affect KCP&L's next rate case?

10 A:	 I cannot speak for the other parties; however, we did confer with Staff and get Staff's

11	 input on the explanation in Schedule CBG-2. My understanding is that Staff concurs

12	 with the explanation.

13 Q:	 Does that conclude your testimony?

14	 A:	 Yes, it does. Thank you.
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Schedule CBG-2

Explanation and Example of Application of Pre-Tax Payment on Plant Amounts
in the Context of KCP&L's Next Rate Case

The parties to this case, Kansas Docket No. 09-KCPE-246-RTS, requested a
description of how KCP&L believes the pre-tax payment on plant on behalf of customers
which has been identified in each of the first three cases under the Stipulation &
Agreement in Docket No. 04-KCPE-1025-GIE ("1025 Stipulation") will affect rate base
and overall revenue requirements within the context of KCP&L's fourth rate case under
the 1025 Stipulation. This process was also explained in the 1025 Docket. Following is
a general narrative and example of KCP&L's understanding of how the 1025 Stipulation
envisioned this process to work.

First, the pre-tax payments authorized in the first three rate cases under the 1025
Stipulation are as follows:

• 06-KCPE-828-RTS $ 4 million
• 07-KCPE-905-RTS $11 million
• 09-KCPE-246-RTS $18 million (pending Commission approval)

Total $33 million in annual revenue requirement

Cumulative impact for this example will be as follows:

• January 1, 2007 — December 31, 2007 $ 4 million
• January 1, 2008 — December 31, 2008 $15 million'
• January 1, 2009— July 31, 2009 $ 8 million2
• August 1, 2009 —December 31, 2010 $47 million3

Cumulative impact up to January 1, 2011 $74 million

Pursuant to the 5 th paragraph of Section II(A)(5), Contributions in Aid of
Construction to Maintain Financial Ratios, on page 7 of the 1025 Stipulation, "The
accumulated CIAC amounts will be treated as increases to the depreciation reserve and
be deducted from rate base in any future KCPL rate proceedings, beginning with the
2009 rate case (Iatan 2 case)." In the estimated example above, the total cumulative
amount of pre-tax payment on plant on behalf of customers of $74 million would be
added to the accumulated depreciation reserve as of the date rates resulting from the
fourth rate case under the Regulatory Plan are effective (January 1, 2011 in this example).
The effect of this would be to lower rate base as if customers had already paid for this

Equal to $4 million plus $11 million.
2 Estimation of the annual amount of $15 million affecting the first 7 months of the year — approximately
half of the $15 million annually in rates for this period.
3 Equal to $4 million plus $11 million plus $18 million, or $33 million annually ($2.75 million/month);
assumed 1/1/2011 effective date for new rates for purposes of this example; calculated as 17 months X
$2.75 million per month).
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Schedule CBG-2

amount of plant investment, and therefore no return on this $74 million would be
forthcoming to the Company as part of rates going forward. In addition, there would be
no depreciation expense related to this customer-paid plant amount ($74 million in this
example) included in KCP&L's future revenue requirements. This is a permanent
addition to the depreciation reserve and so will have the impact of never allowing the
Company to earn a return on or a return of (depreciation expense) a portion of its rate
base equivalent to the amount of accumulated pre-tax payment on plant on behalf of
customers.

In addition to this rate base effect, revenue requirements in the next rate case will
be reduced by the removal of the annual level of pre-tax payment built into rates as of
August 1, 2009, or $33 million.

I hope this example and discussion clarifies how KCP&L interprets the applicable
provisions of the 1025 Stipulation. It is our understanding that this interpretation is
shared by KCC Staff.
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