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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

SURREBUTTAL TESTIMONY OF
NANCY HELLER HUGHES

ON BEHALF OF AQUILA, INC.
D/B/A AQUILA NETWORKS-MPS AND AQUILA NETWORKS-L&P
CASE NO. ER-2005-0436

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.

My name is Nancy Heller Hughes. I am a Senior Director in the Seattle office of
R. W. Beck, Inc. My business address is 1001 Fourth Avenue, Suite 2500,
Seattle, Washington 98154-1004,

PLEASE OUTLINE YOUR EDUCATIONAL BACKGROUND.
I graduated from the University of Chicago with a Bachelor’s Degree in Business
and Statistics in 1977. I received a Master’s Degree in. Business Administration

at the University of Chicago in 1978.

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE.

I have worked in the utility industry since 1977 speci'alizi‘_n-g in uﬁlity rates and

- regulation, depreciation, and valuation, and have testified on these issues before

state regulatory commissions, the Federal Energy Rggﬂlatory Commission
(“FERC”) and courts of law. From 1977 to 1982, 1 worked for Emst and
Whinney (how Emst & Young) as a member of the firm’s utility consulting
group. In 1982, T joined the consulting and engineerimg firm of R. W. Beck where

1 am still employed. Since 1988, a substantial part of my work has involved

1
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appraisals and valuations. I have performed appraisal studies to determine the

value of a wide range of utility property including electric, water, wastewater,

natural gas, pipeline, telecommunications and solid waste property. These studies

have been performed in connection with the sale and acquisition of property,
eminent domain cases, property tax issues, and utility rate cases. A record of my

testimony experience is provided in Schedule NHH-1.

ARE YOU A MEMBER OF ANY PROFESSIONAL SOCIETIES?
Yes. I am an Accredited Senior Appraiser (“ASA”), in the Public Utility
Discipline, by the American Society of Appraisers. I am also a member of the

Society of Depreciation Professionals.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
I am testifying on behalf of Aquila, Inc. d/b/a/ Aquila Networks-MPS and Aquila

Networks-L&P (“Aquila™).

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to .support the appraisal performed by R. W. Beck

. of three Siemens Westinghouse Power Corporation (“SWPC”) 501D5A

Combustion Turbines and - Auxiliaries (the “Assets”) that is referred to in the
surrebuttal testimony of Dennis R. Williams. The Assets were originally
purchased by MEP Investments, LLC (MEP), a subsidiary of Aquila Merchant
Services (AMS), which is a subsidiary of Aquila. The Assets were transferred to

Aquila’s regulated subsidiary, Aquila Networks-MPS, in November 2004.
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IS A COPY OF THE R. W. BECK APPRAISAL REPORT ATTACHED TO
YOUR TESTIMONY?

Yes. A copy of the R. W. Beck, Inc., report “Limited Appraisal of Three SWPC
501 D5SA Combustion Turbines and Auxiliaries,” prepared for Aquila, Inc.,

November 22, 2004 is attached as Schedule NHH-2,

PLEASE DESCRIBE THE R. W. BECK APPRAISAL.

At the request of Aquila, R. W. Beck performed a limited appraisal to determine
the estimated fair market value of the Assets. The date of valuation used in the
appraisal was November 2004, the date that the transfer of Assets took place from

Aquila’s unregulated subsidiary to its regulated subsidiary.

DID YOU PARTICIPATE IN THE APPRAISAL?
Yes, I did. [ was the Accredited Senior Appraiser on the prbject and reviewed the

work that was performed.

WAS THE R. W. BECK APPRAISAL PERFORMED IN COMPLIANCE WITH
THE UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE
(“USPAP”)?

Yes, our appraisal was performed in accordance with USPAP. Since only the
Cost Approach and Market Approach methods to valuation were performed, the
appraisal was a limited, restricted use appraisal as defined by USPAP. As
discussed in our appraisal report, the Income Approach was not used because the .
combﬁstion turbine units were not yet installed and could be moved to almost any
location making it difficult to project revenues given the variation in electricity

prices throughout the United States.
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PLEASE SUMMARIZE THE RESULTS OF THE R. W, BECK APPRAISAL.
Based on the results of the analyses performed and described in our appraisal
report, we are of the opinion that the fair market value of the Assets at November

2004 is equal to $70,796,850.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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Section 1
PREMISE OF THE STUDY

1.1 Purpose and Intended Use

R. W. Beck, Inc. (Beck} was retained by Aquila, Inc. (Aquila) to perform a limited
appraisal study on three Siemens Westinghouse Power Corporation (SWPC) 501D5A
combustion turbines and auxiliary equipment (the Assets) that were onginally
purchased by MEP Investments, LLC (MEP), a subsidiary of Aquila Merchant
Services (AMS), which is a subsidiary of Aquila. The tifle to the Assets has been (in
the case of the combustion turbine equipment), or will be assigned and transferred to
Aquila Equipment, LLC (AEQ). MEP, AMS and AEQ are unregulated subsidiaries of
Aquila. It is our understanding that Aquila plans to transfer the Assets to Aquila’s
' regulated subsidiaries and build a new power plant near Peculiar, Missouri. Aquila
estimates that the new power plant utilizing the Assets will become commercially
available sometime during the summer of 2005,

This appraisal is confidential and proprietary information of Aquila and may be used
by Aquila as part of the filing necessary before the Missouri Public Service
Commission (MPSC) regarding the value of the Assets. The MPSC has set forth
specific rulings regarding transfer of assets between affiliated companies. As
specified in the scope of services agreed to between the Aquila and Beck, this
appraisal was prepared using only the Cost Approach and the Market Approach. As
such, this appraisal is a limited, restricted use appraisal as defined by the Uniform
Standards of Professional Appraisal Practice (USPAP). The conclusions contained in
this report are based solely on the mformation, data and assumptions discussed and
described herein.

In undertaking the studies and analyses required to provide an opinion with respect to
the value of the Assets, we have relied on generally accepted valuation methods and
procedures. This limited, restricted use appraisal report has been prepared in
accordance with USPAP.

1.2 Date of Valuation

The value of the Assets is estimated as of November 2004 using the Cost Approach
and the Market Approach methods of valuation.

R GECK

Schedule NHH-2
Page 6 of 30

HAD 81400201362 \ReporiiF inahRO778-1.doc 1722004



PREMISE OF THE STUDY

1.3 Definition of Value

In undertaking the studies and analyses required to provide an opinion with respect to
the value of the Assets, we have relied on generally accepted valuation methods and
procedures in accordance with USPAP. The definition of market value used in this
Report ts set forth in USPAP as follows:

Market value is the most probabie price which a property should bring in a
competitive and open market under all conditions requisite to a fair sale, the
buyer and seller each acting prudently and knowledgeably, and assuming the
price is not affected by undue stimulus. Implicit in this definition is the
consummation of a sale as of a specified date and the passing of title from
seller to buyer under conditions whereby:

1. Buyer and seller are typically motivated,

2. Both parties are well informed or well advised, and acting in what
they consider their best interests,

3. A reasonable time is allowed for exposure in the open market,

4. Payment is made in terms of cash m United States dollars or in terms
of financial arrangements comparable thereto, and

5. The price represents the normal consideration for the property sold
unaffected by special or creative financing of sales concessions
granted by anyone associated with the sale.'

1.4 Property Interest Appraised

The property interest being valued is the fee simple ownership rights of the Assets
with no restrictions, indebtedness or other encumbrances. A description of the Assets
can be found in Section 3 of this report.

1.5 Highest and Best Use

Highest and best use is defined as the reasonably probable and legal use of the
property being appraised “that is physically possible, appropnately supported,
financially feasible, and results in the highest value.” In our opinion, the highest and
best use of the Assets is their projected use: o produce electncal power and energy.

'Unifurm Standards of Professional Appraisal Practice (LUSPAP), Glassaty.
2 Ibid.

HAG 01 44\07-01 362\ e porFinalRO77E- | doc 17204 R. W.Beck 1-2
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PREMISE OF THE STUDY

1.6 Scope of Work

At the request of Aquila, Beck performed a limited appraisal to determine the
estimated market value of the Assets. In undertaking the studies and analyses required
to provide an opinion with respect to the market value of Assets, we have relied on
generally accepted vahiation methods and procedures in accordance with USPAP. In
performing the limited appraisal, Beck considered only the Cost Approach and the
Market Approach to valoation. The results of our indicators of value developed are
described in Section 4 of this report.

As will be discussed in Section 4 of this report, although we did not use the Income
Approach in the valuation of the Assets, we believe that the Income Approach would
not provide meaningful figures in developing the value of the Assets. Therefore, the
Income Approach was considered, however no analyses regarding the Income
Approach were performed.

1.7 Research Undertaken

Our opinions set forth, herein, are based on information provided to us by Aquila,
other information generally available to us, and studies and analyses undertaken by us,
all of which are basic to and in support of our opinion regarding the market value of
the Assets. The studies and analyses undertaken in preparation of the opinions
contained herein have been performed in accordance with standard engineering
practices and USPAP as promulgated by the Appraisal Standards Board of the
Appraisal Foundation. These studies and analyses included a site visit to the Assets
and investigations and review of certain documents relating to the Assets.

1.8 R. W. Beck, Inc.

Beck is an independent firm of engineers and consultants providing professional
services in the fields of operation, planning, organization, financial analyses,
- engineering design, construction management and other matters related to electric,
water, gas, wastewater and solid waste utilitics. The firm has extensive experience in
the utility industry including valuation and appraisal of utility and industrial property.
Beck has main offices in Austin, Texas; Boston, Massachusetts; Columbus, Nebraska;
Denver, Colorado; Houston, Texas; Indianapolis, Indiana; Madison, Wisconsin;
Minneapolis, Minnesota; Nashville, Tennessee; Orlando, Florida; Phoenix, Arizona,
Sacramento, California; San Diego California; Seattle, Washington; and Tampa,
Florida. Beck also has twelve satellite offices located throughout the United States.

Since it was founded in 1942, Beck has been involved in property valuation. Beck has
provided appraisal reports for a variety of utility property. With a staff having
significant experience in providing services related to appraisals of electrc, water,
natural gas, solid waste and telecommunications systems and in the desjgn,

H:AC 10144102-0 1362\ReportiFina R 0778~ . doc 11122008 R. W.Beck 1-3
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PREMISE OF THE STUDY

construction and operation of these systems, Beck is well qualified to prepare
appraisal reports.

Specifically, the appraisers and other personnel working on this assignment have the
knowledge and experience to complete the assignment competently. A list of
individuals contributing to the limited appraisal report and a summary of their
qualifications and experience are provided in Exhibit | to this report.

HADLD144\02-D13 62\ReportEinahRUTTA-1.doc 1112204 R.W.Beck 1-4

Schedule NHH-2
Page 9 of 30



Section 2
ASSUMPTIONS AND LIMITING CONDITIONS

In the preparation of this limited, restricted use appraisal report and the opinions that
follow, we have made certain assumptions with respect to conditions that may occur in
the futare. In addition, we have used and relied upon certain information and
assumptions provided to us by sources that we believe to be reliable, We believe the
use of such mformation and assumptions is reasonable for the purposes of this report.
However, some assumptions will invariably not materialize as stated herein or may
vary significantly due to unanticipated events and circumstances. Therefore, the
actual results can be expectied to vary from those forecasted to the extent that actual
future conditions differ from those assumed by us or provided to us by others.

The conclusions and opinions found in this report are made expressly subject to the
following conditions and stipulations:

®m  No responsibility is assumed by Beck for matters that are legal in nature, nor do
we rtender any opinion as to the title, which is assumed to be good and
marketable. No opinion is intended o be expressed for matters that would require
specialized investigation or knowledge beyond that normally used by an appraiser
engaged in valuing the type of assets described in this report.

®  We made no determination as to the validity, enforceability, or interpretation of
any law, contract, rule, or regulation applicable to the Assets and their proposed
operation. However, for the purposes of this report, we assumed that all such
laws, contracts, rules, and regulations will be filly enforceable in accordance with
their terms as we understand them and that the operators of the Assets will operate
the Assets in accordance with all applicable laws, contracts, rules, and
regulations.

m  All existing liens and encumbrances have been disregarded and the value of the
Assets was appraised as though free and clear and under responsible ownership.

B Beck personne!l conducted field reviews of the Assets on November 3, 2004, A
description of the field review is provided in Section 3. We have assumed that
there are no hidden or unapparent conditions that would make the Assets more or
less valuable.

B  We assume the Assets will be operated in a reasonable and prudent manner
consistent with industry practices.

®  We assume that the Assets will be placed into commercial operation and operated
in compliance with all federal, state, and local environmental laws and regulations
at the date of valuation.

HA01014402-01 362\R ep ot Final\RO778-2.doc L2204
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ASSUMPTIONS AND LIMITING CONDITIONS

®m  Substances such as asbestos, chemicals, toxic wastes, or other potentially
hazardous materials could, if present, adversely affect the value of the Assets.
Unless otherwise stated in this report, we did not consider the existence of
hazardous substance, which may or may not be present in or on the Assets. The
stated value estimates are predicated on the assumption that there is no material in
or on the Assets that would cause such a loss in value and as such are likely to
represent the highest reasonable value of the Assets.

m  For the purpose of performing the valuation, we assumed that a typical purchaser
of the Assets would be able to operate the Assets in accordance with contractual
terms and conditions of the existing contracts, and that the agreements, rights, and
easerments would be assigned (o a typical purchaser,

®  No one outside Beck has provided significant assistance in the preparation of this
report. Individuals affiliated with Beck and contributing to this report are
Neal D. Suess, P.E., Senior Appraiser; Nancy Heller Hughes, Accredited Senior
Appraiser; Rob Brune, Technical Assistant. A description of the qualifications
and experience of the individuals contributing to the appraisal report is provided
in Exhibit 1.

w  The studies and analyses undertaken in the preparation of the opinions contained
herein have been performed in accordance with standard engineering practices
and USPAP,

HAO10144102-01362ReporFina\R0778-2.doc 11722004 R. W.Beck 2-2
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Section 3
DESCRIPTION OF THE ASSETS

3.1 Background

As discussed earlier, the Assets were originally procured for Aquila’s unregulated
business and are now being contemplated for use by Aquila’s regulated entities. The
Assets, as defined herein, include three 501D5A combustion turbines with generators
and auxiliaries, three generator step-up (GSU) transformers, three auxiliary
transformers, and three generator breakers. MEP originally procured the combustion
turbines, generators, and auxiliaries in 2001 directly from SWPC. The GSU
transformers and auxiliary transformers were procured in early 2002 by
Burns & McDonnell (B&M) for MEP from HICO America, Inc. (HICO). The
generator breakers were also procured by B&M for MEP in early 2002 from Alstom
T&D Inc. (Alstom). The combustion turbines, generators and auxiliaries were
received in the fourth quarter of 2002 and placed directly in storage at two locations in
the greater Kansas City area. The transformers and generator breakers were received
in August 2004 and September 2004, respectively, and also placed directly in storage.
The Assets remain in storage and are currently being preserved and maintained by
Aquila personnel. The equipment is described in more detail below along with the
preservation and maintenance recommendations of the manufacturers, the
maintenance records, and the condition of the equipment as observed by Beck as of
November 3, 2004.

3.2 Description of the Assets

3.2.1 Combustion Turbines, Generators, and Auxiliaries

Beck has reviewed the Equipment Supply Agreement between MEP and SWPC, dated
September 2001 and Change Order 001 to the Contract, dated September 26, 2001
(collectively, the “ESA™), which describes the terms and conditions of the purchase of
three 501D5A combustion turbine Econopacs. The ESA scope of supply includes the
following equipment for each of three combustion turbine units unless specified
otherwise below.

*  Combustion turbine with DLN combustors for firing natural gas
s Combustion turbine enclosure

s [nlet filter house with silencers

R GECK
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DESCRIPTION OF THE ASSETS

» Inlet evaporative cooler

* Exhaust expansion joint

*  Exbaust stack (deleted in CO No. 1 and not included in this appraisal)
»  Fuel gas skid

= Starting packags

= Fire protection skid

= Mechanical Package, including lubricating oil equipment

= Rotor air cooler

» Control oil skid

=  Water wash skid

* Pipe Rack and Piping

»  Open air cooled generator Totor and stator assembly for 60 Hz 13.8 kV service
= Generator Enclosure

= Electrical package, including switchgear, motor contrel centers, uninterruptible
power supply system, and TXP control system (excluding on unit control
station)

* FErection manuals, commissioning manuals, operating and mainienance
manuals, and drawings.

= Transportation of the equipment to the project site in the greater Kansas City,
Missouri area.

The equipment was purchased with Technical Field Assistance included for
construction and commissioning (approximately 160 man weeks), training services,
warranty, performance guarantees, and emissions guarantees. However, it is our
upderstanding that the warranty is no longer valid. Additionally, SWPC has issued
several minor production modifications to the 501DS5SA model combustion turbines
since the subject assets were purchased, which have not yet been incorporated into the
Assets as they currently exist.

3.2.2 Transformers

Beck has reviewed the Purchase Order between B&M and HICO, dated
February 6, 2002 and Change Orders 1, 2, and 3 (collectively, the “HICO PO”), which
describes the terms and conditions of the purchase of three GSU transformers and
three auxiliary transformers. The HICO PO scope of supply includes the following
equipment.

*  Three 13.8 to 161 kV GSU transformers rated at 78/104/130 MVA, including
all special tools, and initial fill of oil.
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DESCRIPTION OF THE ASSETS

» Three 4.16 to 13.8 kV auxiliary transformers rated at 5000 kVA, including all
special tools, and initial fill of oil.

» FErection manuals, commissioning manuals, operating and maintenance
manuals, and drawings.

» Transportation of the equipment to the project site in the greater Kansas City,
Missouri area.

Additionally, the equipment was purchased with a warranty for one year after the
equipment is placed in service.

3.2.3 Generator Breakers

Beck has reviewed the Purchase Order between B&M and Alstom, dated
February 7,2002 and Change Order 1 ({collectively, the “Alstom PO™), which
describes the terms and conditions of the purchase of three generator breakers, The
Alstom PO scope of supply includes the following equipment.

* Three 13.8 kV, 63 A, 60 Hz generator breakers, including all special tools, and
a performance bond.

» FErection manuals, commissioning manuals, operating and maintenance
manuals, and drawings.

Additionally, the equipment was purchased with a warranty for one year after the
equipment is placed in service.

3.3 Condition of the Assefs

3.3.1 Combustion Turbines, Generators, and Auxiliaries

The combustion turbines and generators are being stored at the Ralph Green Plant site,
in Pleasant Hill, Missouri, in temporary enclosures without climate control. The
combustion turbines are wrapped as shipped and dehumidifiers have been installed to
minimize storage impacts. The generators are also wrapped as shipped in hermetically
sealed packaging and in shipping crates. The combustion turbine and generator
auxiliaries, including enclosures, skids, piping, coolers, and auxiliaries are being
stored at the Richards Gebaur Air Force base in Kansas City, Missouri, in two
warehouses without climate control. Aquila has coordinated with SWPC since
delivery of the equipment and has arranged for preservation and maintenance of the
combustion turbines, generators, and auxiliaries to be performed by Aquila personnel
in accordance with the recommendations of the manual titled, “Storage and
Preservation Mannal for Econopac Systems,” SWPC Document No. SPM-2000,
Revision 5. Pursuant to SWPC recommendations, temporary power has been installed
to epergize Space heaters on motors and climate control equipment on the electrical
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DESCRIPTION OF THE ASSETS

packages. Other storage and preservation techniques have been employed, including
the pse of hurmidity momtonng, rotation of equipment, and the like. 3Storage and
preservation records are in good order and Aquila has indicated that the records are
being submitted to SWPC on a frequent and reguliar basis.

3.3.2 Transformers

The transformers are being stored at the Ralph Green Plant site, in Pleasant Hill,
Missouri. The cores have been placed on concrete pads and are being maintained in
an outside, open air environment. The GSU auxiliary equipment and the auxiliary
transformers are also being stored in an outside, open air environment, but are in the
original shipping crates, which have been wrapped in plastic. The transformers are not
assembled and were not filled with oil at the time of our observation. However,
Aquila has indicated that vacuum oil filling of all transformers in situ, in order to
preserve the manufacturers’ warranty, was initiated on November 16, 2004 under
supervision of factory service. Aquila has coordinated with HICO since delivery of
the equipment and has arranged for preservation and maintenance of the transformers
to be performed by Aguila personnel in accordance with the recommendations of the
manual titled, “Instruction & Maintenance Manual,” HICO Spec No. HSM-6155.
Pursuant to HICO recomumendations, temporary power has been installed to energize
space heaters and inert gas and dessicant are been utilized for humidity control.
Storage and preservation records are in good order and Aquila has indicated that the
records are being submitted to HICO on a frequent and regular basis.

3.3.3 Generator Breakers

The generator breakers are being stored at the Richards Gebaur Air Force base in
Kansas City, Missouri, in one of the two warchouses along with combustion turbine
auxiliaries. The generator breakers remain in original shipping crates. Aquila has
coordinated with Alstom since delivery of the equipment and has arranged for
preservation and maintenance of the generator breakers to be performed by Aquila
personnel in accordance with the recommendations of the manual titled, “Instruction
Manual,” Alstom Document No, $22-001EN/03. Pursuant to Alstom
recommendations, the use of inert gas and dessicant are being used for humidity
control. Storage and preservation records are in good order.

3.3.4 Conclusions on Condition of the Assets

Based on our observation all equipment and materials discussed in Section 3.2 have
been received, have not been damaged, and are in storage as described herein. Based
on our review of the storage and preservation manuals, the related records provided to
us for our review by Aquila, and our observations, it appears that the equipment has
been stored and preserved in accordance with the manufacturet’s recommendations
and the equipment is in good condition. However, due to the storage duration it is
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likely that some rehabilitation of the equipment, such as replacement of seals and
gaskets, will be necessary prior to placing the equipment in service,
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Section 4
FAIR MARKET VALUE ANALYSES

4.1 Introduction

There are three generally accepted valuation approaches that can be used to estimate
the value of property: the Cost Approach, the Income Approach and the Market
Approach. The Cost Approach analyzes various cost methods, such as the Original
Cost Method, the Reproduction Cost Method and the Replacement Cost Method. For
the purposes of valuing the Assets, the Replacement Cost Method, which is an
estimate of the cost of new assets similar o the existing Assets and the Original Cost
Method, which is the original cost of the Assets, best represent the methods of
determining value under the Cost Approach. The Income Approach values the
property by determining the present worth of prospective net earnings using a
discounted cash flow analysis. The Market Approach assesses value based on recent
fair market sales of similar assets under similar circumstances.

We believe that all applicable approaches to valuation should be considered.
However, our scope of work with Aquila was limited to performing only the Cost
Approach and the Market Approach. Although this is considered a limited appraisal,
since only the Cost Approach and the Market Approach methods to valuation were
performed, we believe that these two approaches, especially in this case, are the most
appropriate method for valuing the Assets. For example, the Income Approach would
be difficult to use for valuation of the Assets since the Assets could be moved to
almost any location to maximize the revenue potential of the Assets given the variety
in electricity prices throughout the United States.

In valuing the Assets for this limited appraisal, the Assets are considered 1o be three
individual units, each considered a single, fully integrated system, of which each of
the major components is interrelated in terms of structure, design, and function. None
of the individual components are designed for, or intended for use in, commercial
cperation independent of the other components during normal operation of the Assets.
In the event certain major componenis are independently operated, the operating
efficiency, reliability, and intended purpose of the Assets would decline.
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4.2 Cost Approach
4,2.1 Original Cost

The Original Cost Method for the Assets involves determining the original cost of the
Assets. This method includes adjusting the book vahie for any physical depreciation
associated with the Assets due to wear and tear, for the value lost relating to such
issues as warranty expiration, and for certain costs specific to the Assets which
currently carry no inherent value, such as storage costs. Based on information
provided by Aguila, the book value of the Assets is described in Table 4-1,

Table 4-1
Book Yalue of the Aquila Assets
ltem Book Value
Combustion Turbines $76,137,869
Transformers & Breakers $2,578,364
Book Value $78,716,233

Based on documents provided by Aquila, the book value of the combustion turbines
(excluding the transformers and generator breakers) is $76,137,869. The book value
has been adjusted for option payments made to retain manufacturing siots, lost value
associated with the expiration of the warranty, costs associated with the incorporation
of production modifications released by SWPC since the equipment was purchased,
the costs associated with rehabilitation of the Assets necessary prior to the equipment
being ready for operation, which is required due to the duration the Assets have been
in storage, and internal labor costs associated with the equipment purchase and
storage. The adjustment values were developed based upon documents provided by
Aquila, discussions with SWPC, and our experience with similar costs. These
deductions represent the depreciation of the Assets from their original costs.

Based on documents provided by Aquila, the book value of the transformers and
generator breakers is $2,578,364. The book value has been adjusted for costs
associated with manufacturer’s performance bonds, storage, additional factory testing,
and procurement services. The adjustment values were developed based upon
documents provided by Aquila and discussions with SWPC, These deductions
represent the depreciation of the Assets from their original costs.

Table 4-2 provides the value of the Assets using the Original Cost Method.
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Table 4-2
Value of the Aquila Agsets
Under the Original Cost Method

ltem Original Cost
Combustion Turbines
Book Value $76,137,869
Adjustments
Option Payment {$3,712,500)
Warranty (52,240,000
Prodyction Modifications ($300,000}
Rehabilitation {$600,000)
Internal Lakor ($39,399)
Combustion Turbines Subtotal $69,245,970
Transformers & Breakers
Book Value $2,578,364
Adjustments
Performance Bond ($7,500)
Storage ($28,820)
Re-test . ($28,305)
Procurement Services ($126,644)
Additional Retainage {$1,045)
Transformers & Breakers Subtotal $2,386,050
Value - Original Cost Method - $71,632,020

4.2.2 Replacement Cost

The Replacement Cost Method generally involves determining the estimated current
cost of similar assets that could be manufactured and purchased under present market
conditions to produce an equivalent net functionality to that of the Assets being
valued. This method indicates the cost of building comparable equipment at present
market prices. In addition, since the manufacturers still produce the Assets, the
technical features of the Assets should be comparable to similar Assets being
contemnplated in today’s market for the same basic use.

Since the replacement cost is recognized o be a test of the reasonableness of actual
expenditure rather than a repetition of the actual expenditure, our estimated
replacement cost represents an expected cost of a "generic" unit for the Assets. The
generic unit utilizes current technology that will meet all the present requirements for
environmental protection and can produce essentially the same output as the Assets.
We believe that this is a reasonable assumption. A typical purchaser would not be
willing to buy the Assets at a cost inclusive of any additional costs associated with the
existing Assets if the market may offer similar facilities without the costs based on a
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FAIR MARKET VALUE ANALYSES

specific design. Our cost estimation follows professional valuation procedures. Asset
costs are defined based on considerations of physical characteristics and other criteria
such as materiality, identifiability, and process function. Cost estimates of labor and
materials pertaining to individual property units are developed from construction
specifications and other contracts and accounting information. Properties are also
priced using recognized cost estimating manuals, direct quotes, or our judgment when
no other price information is available.

We have had discussions with SWPC regarding current costs associated with the
501D5A technology combustion turbines. Based upon these discussions we have
determined that the cost to purchase a new combustion turbine in today’s market
would be $24,500,000. This would include all existing production modifications that
have been issued since the Assets were purchased. It would also include a warranty
and all guarantees associated with a new unit. This pricing also includes exhaust
stacks for the combustion turbines, which are not included on the Assets.

In order to produce 2 replacement cost that would be comparable to the original cost,
adjustments would need to be included to remove the costs/value of the warranty and
the exhaust stack. In addition, since the Assets include three (3) combustion turbines,
there may be a price reduction for a multi-unit purchase of combustion turbines as
compared to purchasing a single combustion turbine package.

We have adjusted the replacement cost estirnate to take into account the reduction in

_replacement cost for the value of the warranty, the value of the exhaust stacks and the
reduced costs associated with the purchase of multiple units from the manufacturer.
These values were developed based upon discussions with SWPC and other
combustion turbine manufacturers.

The transformers and generator breakers were recently delivered and were observed to
be in good condition. Therefore, similar costs, and adjustments, used for the
transformer and generator breakers included in the Original Cost Method valuation
above have been utilized for the Replacement Cost Method.

Table 4-3 provides the value of the Assets using the Replacement Cost Method.

HAR10144402.0 [362\RepartFinahRO77B-3.doc 1112204 R. W. Beck 4-4

Schedule NHH-2
Page 20 of 30
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Table 4-3
Value of the Aquila Assets
Under the Replacement Cost Method

ltem Replacement Cost

Comhustion Turbines

Replacement Cost $73,500,000
Adjustments
Warranty {$2,240,000)
Exhaust Stacks ($1,849,200)
Multi-Unit Purchase {$1,000,000)
Combustion Turhines Subtotal $68,410,800
Transformers & Breakers $2,386,050
value ~ Replacement Cost Method $70,795,850

4.3 Income Approach

The Earnings Stream Method under the Income Approach involves a determination of
an estimated value, which based upon an assumed level of revenues and expenses,
would result in a typical purchaser receiving a return on its investment of an assumed
amount, if that typical purchaser paid the estimated value.

As stated previously, since the Assets are not installed, performing an analysis under
the Income Approach is not reasonable for developing the value of the Assets. The
Assets could technically be moved to different locations that would produce a variety
of revenue levels, depending upon the current forecast of market prices for a particular
location. This could produce any number of results under the Eamings Stream
Method of valuation. It would be reasonable to assume that if a third-party were
tooking to purchase the Assets, they would move these turbines to maximize the level
of revenue from the operation of the Assets, thereby increasing their value.

For the above reasons, we have not performed an analysis under the Income Approach
for the valuation of the Assets.

4.4 Market Approach

The Comparable Sales Method under the Market Approach involves a review of
recent sales and offers of similar facilities between a willing buyer and a willing seller,
who are unrelated, as an indication of the general market price for such facilities.

In reviewing sales of combustion turbines to determnine if a sufficient basis exists for
comparison to the Assets, consideration must be given to factors related to the
particular units being sold and the circumstances related to the sale which may have an
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effect on the sales price of such facility. For instance the relationship between the
purchasing and selling parties and other transactions between such parties at
essentially the same time as the sale may affect the sales price. Also, technical
features of the equipment being sold, such as the location, competing facilities,
resource needs of other utilities in the area and the potential output of the equipment
will affect the value.

The Comparable Sales Method is primarily applicable to property-which is readily
substitutable and where a number of similar type properties have recently been traded.
A number of factors must be weighed when making comparisons to facilities for the
purpose of the Market Approach. These include but are not limited to the following:

®  The capacity and size of the facility/equipment being reviewed.

B Location and potential limitations associated with the equipment at that particular
location.

™ Age and remaining life of the equipment.
®  Prior uses of the equipment.
m  Variety of technical features associated with the equipment being reviewed.

We have found or are aware of six different offers to sell equipment similar (i.e.,
501D5A equipment) to the Assets. (One of the offers was for the Assets being valued).
In order to produce a comparable sales method analysis that would be comparable to
the figures developed in the Cost Approach, adjustments need to be included for the
costs/value of the warranty, the value of technical field assistance, the value of the
exhaust stack, the value of modifications to make the comparable facilities dry, low
NO, burners, and the costs associated with transportation to the current location of the
Assefs.

We have adjusted the market prices to take into account the above referenced items.
These adjustments were developed based upon discussions with SWPC and other
combustion turbine manufactirers.

The offers that were reviewed are as follows:

m  Offer 1 was an offer from Aquila to Kansas City Power and Light Company
for the Assets. The price included transportation and the transformers and
breakers.

» Offer 2 was an offer from Rolls Royce to Agquila for two combustion
turbines. The price was adjusted to reflect three combustion turbines and
other adjustments as noted.

w  Offer 3 was an offer of a single combustion turbine from a private party
through SWPC. The price was adjusted to reflect three combustion turbines
and other adjustments as noted.
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‘m Offer 4 was an Intemet offer for a single combustion turbine. The price was
adjusted to reflect three combustion turbines and other adjustments as noted.

m  Offer 5 was an Internet offer for a single combustion turbine. The price was
adjusted to reflect three combustion turbines and other adjustiments as noted.

m  Offer 6 was an Internet offer for a single combustion turbine. The price was
adjusted to reflect three combustion turbines and other adjustments as noted.

As described previously Offer 4, 5 and 6 are Internet offers. It is difficult to fully
evaluate these Internet offers since a variety of factors could influence additional
adjustments to these offers. These additional adjustments include the date of the offer,
the scope of supply, the division of responsibility, location, options included on the
combustion turbines and the equipment preservation techniques. It would require a
significant effort to explore each of these aspects for each internet offer. Although we
have made adjustments to the offer price based on factors that were known, other
adjustments may be necessary.

Table 4-4 provides a summary of the comparable sales method for the Assets.
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Table 4-4
Value of the Aquila Assets
Under the Market Approach

item Offer 1 Offer 2 Offer 3 Offer 4 Offer § Offer §
Combustion Turbines
Ofter $69,000,000 $64,500,000  $57,000,000  $78,000,000  $99,000,000  $45,000,000
Adjustments
Warranty {$2,240,000) $0  ($2,240,600) $0 $0 $0
Technical Field Assistance $0 $2,350,000 $2,350,000 $0 %0 $2,350,000
Exhaust Stacks $0 ($1,849200) ($1,849,200) ($1,849,200) ($1,849.200) $0
Dry Low NO; $0  .$5,000,000 $5,000,000 $0 ‘ $0 $5,000,000
Transpertation 30 $1.200.000 $1.200,000 $1,200.000 $1,200,000 $1,200,000
Combustion Turbines Subtotal  $66,760,000  $71,200800  $61.460,800  $77.350,800  §98,350,800  $53,550,000
Transformers & Breakers $0 $2,386,050 $2,386,050 $2,386,050 $2,386,050 $2.386,050

Comparable Sales $66,760,000 $73,586,850 963,846,850  $79,736,850 $100,736,850  $55936,050
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Section 5
CONCLUSIONS

5.1 Fair Market Value

The resuits of our analyses of the esttmated Fair Market Value of the Assets are
summarized in Table 5-1.

Table 5-1
Summary of Vaiue Indicators
~ Indicator Value
Cost Appraach
Original Cost Approach $71,632,020

~ Replacement Cost Approach $70,796,850

Income Approach Mot Applicable

Market Approach $55,936,050 to $100,736,850

As stated previously, this is a limited appraisal in that only the Cost Approach and the
Market Approach were used at the direction of Aquila. However, due to the relevance
of the Cost Approach and the Market Approach as discussed in Section 4, as compared
to the Income Approach, we believe that the Cost Approach and the Market Approach
produce the best indications of value for the Assets.

Generally, a potential purchaser of a property shouid be willing to pay the lesser of the
value indicated by the Cost Approach (specifically the Replacement Cost Method) and
the value indicated by the Income Approach. If the prospective purchaser were to pay
an amount greater than that indicated by the Income Approach, the purchaser would
be unable to eamn its desired retum on equity.

Similarly, the purchaser should be unwilling to pay more than the value indicated by
the Cost Approach (the Replacement Cost Method) because the pnrchaser could
construct ot putchase similar project assets at the indicated replacement cost.
However, the purchaser might be willing to pay more than the replacement cost for
certain income producing assets if the eamnings stream valuation clearly supports a
higher price because the potential cost of the risks associated with the design,
development, and construction of a project or any special technical or other features of
a project are generally not precisely measured in the Replacement Cost Method.

In addition, if the Market Approach clearly indicated a value that was supported by the
Income Approach, a potential purchaser may be willing to pay more than the value
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indicated by the Cost Approach. The reason for this increased value under the Market
Approach could include the intrinsic value associated with the value of acquired
contractual nghts, the ability to expand production at a facility site, or a number of
other reasons.

As stated previously, we have not performed an analysis of the value of the Assets
under the Income Approach. However, the value of the Assets under the Cost
Approach (specifically the Replacement Cost Method) is supported by the value of the
Assets under the Market Approach.

Therefore, based on the analyses performed within this Report and our knowledge in
valuation of similar facilities, we are of the opinion that the limited fair market value
of the Assets is $70,796,850.
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Section 6
APPRAISAL CERTIFICATION

We, the undersigned, certify that, to the best of our knowledge and belief:

The statements of fact contained in this report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and the unbiased professional analyses,
opinions, and conclusions of Beck.

Beck has no present or prospective intexest in the properties that are the subject of
this report, and has no petsonal interest or bias with respect to the parties
involved.

Compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the chent, the amount of the value
opinion, the attainment of a stipulated result, or the occurrence of a subsequent
event directly related to the intended use of the limited appraisal.

The repott is not based on a requested minimum valuation, a specific valuation, or
the approval of a loan.

Representatives of Beck made on-site, above-ground, general field observations
of the properties that are the subject of this Report.

Beck staff, under the principal supervision of the undersigned, provided assistance
in the preparation of this report. A list of significant contrdbutors is included in
the report.

The analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with USPAP promulgated by the Appraisal Standards
Board of the Appraisal Foundation and the Principles of Appraisal Practice and
Code of Ethics of the American Society of Appraisers.

Respectfully submitted,

R. W. BECK, INC.

el Y

Neal D. Suess, PE, Project Manager
November 19, 2004
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INDIVIDUALS CONTRIBUTING TO THE REPORT

Neal D. Suess, P.E.

B.S. IN MECHANICAL ENGINEERING, lOWA STATE UNIVERSITY

Mr. Suess is experienced in developing economic feasibility analyses and independent
engineering appraisals for the purpose of utility property acquisitions. He has also
prepared appraisal studies of generation facilities in connection with leveraged lease
financings and property tax appraisals. In addition, Mr. Suess is experienced in contract
negotiations, power supply planning, and cost-of-service and rate design. His experience
includes preparing expert testimony before state and local regulatory agencies and the
Federal Energy Regulatory Commission.

Prior to joining R. W. Beck, Mr. Suess was the electric director for a Midwestern
municipal utility and was the planning engineer for a municipal joint-action agency. He
has experience directing the operations of a municipal electric utility, including hands-on
experience in opérating power generating facilities. This has included managing a crew
of thirty employees, developing and managing operating and capital improvements
budgets, and developing strategic plans.

Nancy Heller Hughes, ASA
B.A. IN BUSINESS AND STATISTICS, UNIVERSITY OF CHICAGO
1.B.A 1N FINANCE AND ACCOUNTING, UNIVERSITY OF CHICAGO

Ms. Hughes is an Accredited Senior Appraiser (ASA) of Public Utility property certified
by the American Society of Appraisers. She has worked in the public utility industry
since 1977 specializing in utility rates and regulation, depreciation, and valuation. She
has testified as an expert witness on these issues before federal and state regulatory
commissions, city councils and courts of law. In the area of utility rates and regulation,
Ms. Hughes is responsible for conducting and analyzing revenue requirement, cost-of-
service and rate design studies for electric, gas, telephone, and solid waste utilities. She
has also been active in utility merger and acquisition cases before federal and state
regulatory agencies.

Ms. Hughes has performed valuation and appraisal studies to determine the value of a
wide range of utility property including electric, water, wastewater, telecommunications,
railroad, and solid waste landfill property. These studies have been performed in
connection with the sale and acquisition of property, eminent domain cases, property tax
issues, and utility rate cases. In conjunction with her appraisal work, Ms. Hughes has
testified as an expert witness on the valuation of utility property in court proceedings and
utility rate cases.
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Robert A. Brune, P.E.

B.S. IN MecHANICAL ENGINEERING, UNIVERSITY OF COLORADO

Mr. Brune has 12 years of experience in thermal electric generating plant projects,
providing both on-site and off-site technical input, including feasibility studies, detailed
design, budget reviews, technical assessments, construction supervision, start-up, and
performance testing. Mr. Brune's experience has been with domestic and international
combustion turbine and coal-fired projects utilizing equipment from most major industry
manufacturers. His project work has been in support of developers, contractors, utilities,
municipalities, and financial institutions.

Mr. Brune has coordinated technical due diligence efforts for financial institutions and
developers including plant systems technical analysis and the review of financial model
and technical inputs to support project financing. His review and analysis of project
information identified fatal flaws and areas of risk relating to design, performance,
contractual obligations, comstruction costs, construction schedule, and operations.
Mr. Brune has been involved in consulting services related to acquisition and divestiture
analysis for power generation assets, as well the economic and financial analysis
pertaining to the dercgulation of the power market. Mr. Brune also has experience in
preparing conceptual design information to support project development, including
arrangement drawings, along with cost and performance estimates for various
combustion turbine and thermal unit altematives. Mr. Brune has been involved in all
facets of performance testing from procedure development, procedure review, test
coordination, test witnessing and results review. He is familiar with ASME Power Test
Codes, computer-modeling simulations and has both managed and worked on projects
utilizing combustion turbines manufactured by GE, SWPC, and ABB as well as steam
turbines manufactured by Siemens, Westinghouse and Toshiba.

r0778-exhibit 1.doc R eBats NHH-2
' Page 30 of 30



BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

State of Washington )
) S8
County of King )

AFFIDAVIT OF NANCY HELLER HUGHES

Nancy Heller Hughes, being first duly sworn, deposes and says that she is the witness
who sponsors the accompanying testimony entitled “Surrebuttal Testtmony of Nancy Heller
Hughes;” that said testimony was prepared by her and under her direction and supervision; that if
inquiries were made as to the facts in said testimony and schedules, she would respond as therein
set forth; and that the aforesaid testimony and schedules are true and correct to the best of her

knowledge, information, and belief.
Hlogsse, G i

lﬁﬁcy Heller Hugﬁés

B
Subscribed and sworn to before me this {7 dayof \J(/Q(; wilatr”™ 2005,

T
-

Zm @(@--”“;7 e
- { Notary Public

My Commission expires:
\ LINDA L. ROSS

W -5l STATE OF WASHINGTON
NOTARY --e-- PUBRLIC

INY COMMISSION EXPIRES 4-03-06
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