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Opening Statement

« 1) Give background on Crossroads; where 7t is located relative
1o MPS service area; ang how it was acquired,

= 2} Explain MPS’ historic need for capucity and Aquils’s refusal
0 duild regulated generation capacity,

* 3) Discuss what the Commission is being asked 1o decide in
this case; the legal standards and cases involved.

« 4} peference the Commission’s decision onthe last case where
the established a two pronged approach: ) proxy sale
valuation In¢luding recognition of atl deferred taxes and bj
exclusion of transmission costs.

= 5) Yaluastion including Great Plains Energy’s SEC fiting
regarding Crossroads valuation; the proxy sale approath
adopted by the Commission snd GMO's inflated value,

Opening Statement

* 6} Beferred taxes Including Commission’s inclusion of alt
deferrad taxes, why the Commission’s approach is logical, smd
why GM¥s approach is contrary to that degizion,

= 7) Transrpission Fxpense including the chalianges of
Crossroads fransmission, the reason transmission costs are so
high and why the Commission eliminated a¥ transmigsion
L0818,

Opening Statement

« 1} Give background on Crossroads; where it is located refative
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Background

* Crosstoads consists of 4 75 MW natursl gas-fired combugtion
1wirbines.

+ Comblned capacity of 300 MWs,

+ Constructed is 3002 by Aquils Merchant — ¢ deregulated
subsidisry of Agasiia,

+ Located I Clarksdale, Mississippt— 525 miles from MPS
service ared and approxiomately 200 miles from the agarest
SPP service ared,
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Background - Aquila Structure

Aguila, in

Background — Aquila Merchant

+ Assdls Mercham purchased 18 Mode! 7 £A combustien
turbines:

* 6 corstructed in 2003 ot Goose Creek [Piatt County, (llinols}: 546
MNs;
« Agr f it 3003 et R 1 Cresk {Clay County, Hingis): 340
M
* 4 constructad in 2002 st Crossromds {Clarksdsls, Misslssippd): 300
MWs; snd
= 4 never constructed.
» Marchant Power Market colispsedin 2002 after the Enron
bankruptey and Aquifa Merchant began 1o ¢itse operations.
Started marketing these generating units 1o third parties,




Background - Great Plains

= On February 5, 2007, Aguiia announced the sale af the
compeny, Acquisttion clesed in July 2008,

+ At this point in time, Aquila only consisted of:
< Colorado, lows, Kansas and Nabmsks gux and efectric mgulated

speratons: sold to Black Hills Corponstion - a Soith Dakot utilty

~ Mistaizzi wiactric o 15— d by Greet Flaing
* Crossrosds Energy Center — soquired by Great Plains.

= By this time, Aguila Merchant bad sold ail other dereguiated
assety, Despite repested efforts, Aguile Merchant coukd not
set Crossroads.

10/28/2012

Opening Statement

+ 13 Give beckground on Crossroads; where it Is located reiative
1o MPS service area; and how It was acouingd.

« 2} Explain MPS’ historks need for eapacity and Aguiia’s refussl
o build regulated gangration capacity.

* 3] Discuss what the Commission is heing asked to decide in
<ils case; the tegal standardy and cases involved.

+ 4) Reforence the Comsmission’s decision on the jast case wheee
the established a two pronged approach: a} proxy sale
valuation inctuding recognition of gii deferred taxes snd b)
exclushon of trénsmission costy.

+ S) Vaiywtion including Great fains Energy's 8¢ fing
regarding Crossromds valuation: the proxy sale approach
pdopted by tie Commission and GMO inflated value.

MPS’ Historic Need for Capacity

* Beginning in the late 985, Aquila had “a corporate policy not to
buikt generation atsets for by regulated utilgy operations”
Therefore, 8l canstruction was done by deregulated
subsidiary with desire to self power to reguisted operations,

* Constructed Aries {Dogwotd) in 2002 as deregutated plant
and kad purchased power agreement with MPS. Aries PPA
was an affiliate trangaction and Staf made adjustments to
raduce 1o market price,

* Aries PPA expired in May 2005, Prior to that, GMO conducted
an integrated resadate plan which showed that the least cost
pian was the construction of § combustien firhines with o
capacity of 525 MWs. St GMO did net build to i plani

MPS Historic Need for Capacity

+ instead of building 5 combustion turbines (525 MWws), GMO
aoly buift 3 combustion turbines (315 MWs}. 5o, SMO st
needed capacityl

» *The tragedy of Aquila’s decision ot to adrd the necessary
tapacity to teplace the Aries power agrzement is that Aquils
could have added significant capacity at significantly
diseaunted warbineg prices. Aguila simply missed a
tremendous opportunily 1o add low cost generation to 45
fleet.”




MPS Historic Need for Capacity

+ Chalrman Davis dissent:

* "There are smple grounds for quentioning the prudence of
Aquila’s management, pist and pregent. These include:
mianagement decision 16 pursue unregulated business
verdyres that eventuaily caused Aquils to hemorrhage money,
fose its imvestrent grade status and sone would say neglect
its customers for years.” "There is no question Aquila’s
decisions have been detrimentsl o 3 ratepayers.” “These
issues will continue to haum Aquils management for years o
come regardiess of who's in charge”

» Loncurring Gpinion of thairmon {avis, Lase No. ER-Z067T.3004,
pages 11 and 13 {issumd July 9, 20075,
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Perfect Marriage??
Not Quite

+ So, you have two situations colliding:

* Firer, Grest Malns had & deregdama Raciity that B couldn's selt
with capacity of M0 MWws.

* Second, MPS had & 32 vear need for eapesity,

+ Since it zouldn’t selt Crossroads {0 anyona else, Great Plaing
oved this dereguiated unit to MPS’s regutated books in

August 2008,
* Two probless
= First, GMO did rt want o reflact the true marioet sslus of
e is. GMD rep iy hert v write-off vadue for other
deregulaied TTx thet 5ok, Nevertheless, it wankt book valua
tor Crossronds.

» Gecond, thare ware significant problems and axpense associsted
with tmnsmitting wnergy from Crazareads [Mlssissippt) to
custsimers {Miasourl}.

Opening Statement

+ 1) Give background on Crassroads; whers it Is located refative
0 MPS service ares; snd Btw 1t was soguirest

= 2} Explain MPS” historic need for capacity and Aquila’s refugal
to bulld regutated generation capacity.

= 3] Discuss whart the Cormisission is being asked to decide in
{his case; th legal standards s cases involved,

« 4} Reference the Comemissions decision on the last case where
the established 3 two pronged approach: aj proxy sale
valuwtion including recogpition of all defeered taxes and b)
extlusion of transmission costs.

* 5 Valyation including Grest Plains Energy’s SEC filing
regarding Crossroads valuation; the proxy sale epproach
adoptad by the Commission and GMO's inflated value,

Scope of Crossroads Issues ~
Legal Standards

* Igsue ill.3: What shouwld be the valye of Crossroads included in
rate base?

Lepal Standard: “The corporation may ot be required 1o use
its property for the benefit of the public without recebving fust
compensation for the servites rendered by ft. . . . We hold,
however, that the basis of af calculations as to the
reasonableness of rates to be charged by » corporstion |, .
must be the folr sk the property Being wsed by it for th
. What the company is entitled 1o
ask is 2 fair return upon the value of that which Tt emgloys for
the public convenignce, On the other hand, what the sasblic is
entitled to demand is that no mare he extracted from e than
the services rendered by It are reasonably worth.”

« Spwpth v Ames, 165 U5, 466, 546-547 (1895) {smphasis added).




Scope of Crossroads Issues -
Statutes and Rules

» Section 353.238.1: "The commission shiall have the power 1o
ascertais the value of the property of every elegrical
corporation in this state and every fact which in iis Judgment
iy OF does have any besring on such value *

« Affiliate Transaction Rule {4 CSR 240-20.015): *This rule is
intended 1 prevent ragulated ulilities from subsidizing their
non-seguinted opertions. . . . The rule snd its effective
enforcement will provide the public the assurance that their
rates are not adversely impacted by the utilities’ non-
reguited activities”

* When a utifity purchises goods from 8 ron-regulatd subsidinry,
compeansation is imited to the leaser of: [1) falr merket prics or
{2} fuily distribwted cost
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Opening Statement

+ 3} Give background on Crossroads; whers i s focated relative
1 MPS service areas; and how it was acguired,

+ 1] Explain MPS’ historic need for capacity and Aquila’s refusal
e build regulated genemmtion capacity.

+ 3} Discuss what the Comnission is being ssked to dedide In
this case; the legal standards and casesinvoived.

+ 4} Reference the Commission's decision on the Tast case where
the established 3 two pronged approach: aj praxy sale
valuation inclading recognition of g deferred taxes and b}
exclusion of transmission costs,

+ 5} Wluation inckuding Great Plaing Encrgy’s SEC filing
regarding Crossroads valuation; the proxy sale approach
adopted by the Compeaission and GMU's inflated value.

Prior Commission Decision ~
Value to Include in Rate Base
Exact Same Issue as Last Case!

0 Case 2032 <aso

+ I the declsinn & add + What should be the value
Crossroads was prudent, of Crosseeads included in
wihat 12 the appeopdiste ratw base?
yahuaation of Crozsronds? « What smount of

+ {f Crassronds iineludesd n acsurmlated deferred
rate base, should the taxes sxsocisted with
Betsnulated deferred Crossrosds should offset
sy axsocieted with thee walue of Crossrossts in
Crossroads be used s en ratn base?

et v rate base?

Prior Commission Decision -
Value to Include in Rate Base

v+ After considering the deprissed market for combustion
turbines (see the sale of Raccoon Creek / Goose Creek), the
Commission found:

= “it is ipcomprehensibla that GPE would pay book value for
genarating faciiitios In Mississinpi to serve retail customers in
snd about Kansas City, Missourl, Ang, Zis a
thiat GPE management was able to negotiate » prive for Agquifa
that considered the distrossed nature of Crossvaads as 2
merchant piart which Aguits Merchant was unalie to seil
despite trying for several yaars, Furthey, it is equally likely that
GRE was i as gond & pasition 1 negotiate a price for
Crossroads as AmersnlE was whan it negotisted the
purchases of Raccoon Creek and Goose Creek, both tocated in
tEnols, From Atuila Merchant in 20067
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Prior Commission Decision -~
Value to Include in Rate Base

+ The Gooss Creek / Raccoon (reek turbines were exactly the
same 15 the Crossroads combustion turbines,
* Ceossroads, built in 2000, acpdred by Great Plains in 2007,
*+ Raccoon Creek / Goose Creek, built in 2003, acquired by
AmerentiE (third party frensaction) In 2006.
» Perfect proxy transaction, excluding location, to determine fair
rrinrket value of Crossroads,
+ Raccoon Cresk: 340,000 kW seld for §71 million
* Gooe Cresk: 510,000 kW soid Tor $104 eillien
* TOAL F50,000 kW for 175 miffion (320588 / kW)
* Therefore, Crossroads (300,000 kW) {$205.88 / kW) =
= 61764000 - falr mwrkat valve

Prior Commission Decision ~
Value to Include in Rate Base

* The $61.8 million fair market valve must be reduced by
aczumuisted deferred taxes. “The accumulated deferred taxes
associsted with Crossroads should be npplied as an offset io
MPS's rate base”

= Cn rehearing, GME sxked the Commissizn to adjust deferred
taxes. In its Wy 27, 2011 Crder, the Commisslon stated that
deferred taxes was part of its valuation and not 2
mathematicel calculation from its valuation.

* “The Commission set the value of Crostroads considaring all
relevant factors presented [including defarrad taxes] and found
that GFE had conductad duw difigence i the purchase of Agulis,
ing, Therefore, the Commirstion nead not clarify this point in the
Report wesd Onder

Prior Commission Decision -
Transmission Costs

+ {rossroads Is bocated in Clarksdale, Missisippl surrounded by
Emergy service area. Entergy has applied for membership in
Midwest independent Systers Operator {MIS0)

« MPS servite area is located in Missouri and located in
Southwest Power Pool {SPP].

* Given that the sevvice ares is in a differem Regional
Transmisston Dpeestor {RTO) service area, there are significont
transmission costs associated with transmitting energy from
Mississippi to Missouri,

* Glver: the Tact that Entergy is joining MBSO, there is
considerable yncertainty associated wii GMO's transmission
agreemert with Entergy. MiSD transmission costs are twice as
high 25 Entergy transmission cosis.




Prior Commission Decision -
Transmission Costs

* "Paying the additional transmission costs required to bring
energy all the way from Crossrontls and including Crossroads
at net book valug with no disellowances, is not just and
reasonable.”

“it is not just and reasonable to require ratepayers to gay for

the added transission costs of efeetrivity genersted so for

away in & transmiasion constricted Ecsdion, Thus, the

Commission will exclude the excessive transmission costs from

recovery in rates.”

* “In addition to the valustion, the Commission concludes that
but for the location of Crossroads, customers would not have
to pay the excassive cast of transmission. Thersdore,
transmission costs from the Crossroads facility ., . shallbe
disaliowed from expenses in rates wed therefors siso not
recoversbie through GMO's Tuel adjustment clause FAC)”
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Opening Statement

» 1} Give background on Crossroads; where it is located relative
to MPS service area; and how it was scquired.

* 2} Explain MPS’ historic need for capacity and Aquila’s refusal
ta build regulated generation capatity.

> 3} Discuss what the Cormmission is being asked 1o decide in
this case; the legal standards and Cases |nvaived,

= A} Heference the Commission’s decision on the jast case where
the extablished & two pronged approach: ) proxy sale
waluation including recognition of ail deferred taxes and b
exclusion of transmission costs.

+ 5} Valuation including Great Plains Energy’s SEC Bling
regarding Crosgroads valuation; the proxy sale approach
adopted by the Conmuosion sng GMU's inflated value,

Proper Valuation

* GMG:; Just Bke last case, GMO proposes net ook value ($82.7
mittion]. GMO position is Taulty because it faiie (1} 20
recognize that Crossroads is In 2 Sifforent RI0; (21 50
TECOgnize, at the time of transfey, the market for tombustion
turbines was depressed; {3110 recognize that GMO could not
find any pther purchasers; and {4110 compdy with the directive
in the afflliste transaction rule 1o prics »t the lesser of cost of
fair market value.

Staff: consistent with Commission order from last case 15617
miliionj - value Crossroads using the valus of the proxy sales

from Aquila Merchant to AmerenUE of Raccoon Creek / Goose
Creek.

Proper Valuation

* MECG: in the evert that the Commission reconsiders any
component of s prior valugtion, MECG maintains that the
Cornmission should reduce the value of Crossroads 1o 3518
milion. I seversl SEC fifings made between May and August,
07, Great Plwing idicated that the fair market value for
Crossrosds s 515 mifion,

T adhzstment was determined based on Great Plalns
Energy’s eslienates of fair market velue based on estimates of
proceeds from sale of unkts to an wnrelsted party of similar
capacity in the current market place, The preliminary internal
analysis Indicates a fair value estimate of Aquile's non-
regulated Crossroads power generating facility of
approximately $51.6 million.”

« Great Plains Energy Jolm Praxy Statement, filed May 8, 2007, at

page 175




Opening Statement

+ 6} Deleprad faxes including Commissian’s inchusion of ll
deferred taxes, why the Commission’s approach is logicsl, snd
why GM0Ys approach is conteary {o that decision.

« 7} fransmdssion Fxpense including the challenges of
Lrosseonds transmission, the roason transmission costs are so
figh and why the Commission eliminated ol transmission
coss.
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Deferred Taxes

» Regardiess of the vaiuation used, the Sommission shouid
cordimze to recognize the full batence of accumuleted
deferred taes.

« Flpst Aquila Merchant, fike the rest of the deregulaied electric
exdustry following the colfapse of Envon, opersted o 2 joss.
Except for their affifiation to the profitable regulated
operations, Al would never have been allowed 1o take the
accelerated depreciation that created these deferred taxes.

* Setongd, Great Plains undertbuk due dillgence and would
undaubtediy have been aware of the accumulated deferred
taxey whies it valued Crossroads.

+ A3 the Commission said, sccumoimad deferved taves i part of
the “relpvant factors” previously considered by the
Cormmission,

Opening Statement

+ 6 Deferred taxes including Commission's inclusion of all
deferrad taces, why the Comevission’s approach is logical, and
wivy GM(s approach is contrary to that decision.

« 1} ¥ransmission Expense lacluding the chellenges of
Crossronds transmission, the reason trangrission Costs are so
high and why the Commission eliminated sl transmission
costs,

Transmission Costs

+ G800 incurs additions expenses becayse it must transesit
eneTgy across Entergy into the Southwest Powes Poul, if
Crossroads was lacsted in PP thay would not lncur the
Entergy transmission costs.
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Transmission Costs

* The Comrnissian’s proxy sele irmveived the sale of combustion
turbines thiat ware in the sarae ATO ag the UE service area.
IT osation” Trwyyan [ et

Foopy fale

Timgarraty
Ayt

* Therefore, in order to make an appies to apples comparison,
the Comumnission should elimingte ai transemission costs.

= If the Comenission allows any arsmission Losty, the fair
maarket vatue for Crossroads would have to be reduced,

Transmission Costs

+ {urrémt transmission costs are Hkely to escalate quickly.
Currently, Entergy s 2 stand-aione transmission operatorn
Current Entergy trénsmission charge is $1.55 / W — month.

« Entergy as applied for membership to MIS0, ‘Frersfore, any
transmission wit! lixely be st MISO rates, The currsnt MISO
transmission charge Is 53.10 / kW — month,

« When Entergy joins MISO, GMOYs transmission costs could
jmmediately double,

* [t beroming rapidly apparent why Aguifa could not sell
Crossroads. The cost of ransmitting energy owt of Clarksdale
is goast prohibitive. Crossroads needs 1o be moved and GMO
will never move it $o long as the Commission aliows ary
recovery of transmission costs,

Conclusion
= The {omimizsign must consider these issues under the
doctrine provised in Smyth « Arres, Thit retjuires the
Commission to gve & return on the "fair vale of the groperty

2R LoNven

P 25 i W

» The affiliate transsction rude also provides that compensation
for goods from an affilate must be at lesser of cost or fair
rmarket value,

+ Ins this case, fair enarket value was admitted 1o be $51.6 milfion
tess than 2 year before it was transfeered to regulsted
operations,

+ This fair vakue also reandmas inclusion of gil deferred taxes,

+ Finally, fair market value assumes that Crossroasis is in the
GMO service ares. I order 1o be consistent, the Commission
should continue to disallow alt transmission costs assoclated
with Crogsroads.






