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Q: Please state your name and business address. 1 

A: My name is Darrin R. Ives.  My business address is 1200 Main Street, Kansas City, 2 

Missouri 64105. 3 

Q: By whom and in what capacity are you employed? 4 

A: I am employed by Kansas City Power & Light Company (“KCP&L”) as Senior 5 

Director – Regulatory Affairs. 6 

Q: On whose behalf are you testifying? 7 

A: I am testifying on behalf of KCP&L and KCP&L Greater Missouri Operations 8 

Company (“GMO”) (collectively referred to as the “Applicants”).  KCP&L and GMO 9 

both are wholly-owned subsidiaries of Great Plains Energy Incorporated (“GPE”).1 10 

Q: What are your responsibilities? 11 

A: My responsibilities include oversight of KCP&L’s Regulatory Affairs Department, as 12 

well as all aspects of regulatory activities including cost of service, rate design, 13 

revenue requirements, and tariff administration. 14 

Q: Please describe your education, experience, and employment history. 15 

A: I graduated from Kansas State University in 1992 with a Bachelor of Science degree 16 

in Business Administration with majors in Accounting and Marketing.  I received my17 

                                            
 
1  GPE is a public utility holding company and does not own or operate any significant assets other than 
the stock of its operating subsidiaries KCP&L and GMO.  KCP&L, through its employees and resources, is 
currently taking steps to move forward on the Projects, addressed in this testimony, on behalf of itself, as well 
as on behalf of GMO, pursuant to the terms and conditions set forth in the October 10, 2008 Joint Operating 
Agreement between KCP&L and GMO.  Subsequent references in this testimony to GMO’s responsibilities 
with respect to the Projects are made in this context. 
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Master of Business Administration degree from the University of Missouri-Kansas 1 

City in 2001.  I am a Certified Public Accountant.  From 1992 to 1996, I performed 2 

audit services for the public accounting firm Coopers & Lybrand L.L.P.  I have been 3 

employed by KCP&L since 1996 and held positions of progressive responsibility in 4 

Accounting Services until named Assistant Controller in 2007.  I served as Assistant 5 

Controller until I was named Senior Director – Regulatory Affairs in April 2011. 6 

Q: Have you previously testified in a proceeding before the Missouri Public Service 7 

Commission (“Commission”)? 8 

A: Yes, I have testified before the Commission in the Applicants’ recent general rate 9 

cases:  Cases No. ER-2009-0089, ER-2009-0090, HR-2009-0092, ER-2010-0355 and 10 

ER-2010-0356.  Also, I have filed testimony in the Applicants’ current general rate 11 

cases:  Cases No. ER-2012-0174 and ER-2012-0175. 12 

Q: What is the purpose of your testimony? 13 

A: First, I will provide an overview explaining (i) why the Applicants and their parent 14 

corporation—GPE—adopted a new approach for building and owning regional 15 

transmission facilities by creating Transource Energy, LLC (“Transource”) with 16 

American Electric Power Company, Inc. (“AEP”); and (ii) why the Applicants seek to 17 

novate responsibility for constructing the Missouri portion of two regional, high-18 

voltage, wholesale transmission projects approved by the Southwest Power Pool, Inc. 19 

(“SPP”), the 345kV Iatan-Nashua Project and the 345kV Sibley-Nebraska City 20 

Project (collectively, the “Projects”), to a wholly-owned subsidiary of Transource 21 

known as Transource Missouri, LLC (“Transource Missouri”).  Additionally, in my 22 

overview I will summarize the regulatory filings being made to establish Transource 23 
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Missouri’s ability to construct, finance, own, operate, and maintain the Projects.  1 

Second, I will describe the contractual arrangements that allow KCP&L and 2 

American Electric Power Service Corporation (“AEPSC”) to provide staffing and 3 

services to Transource to carry out the business initiatives of Transource and 4 

Transource Missouri.  Third, I will explain why the Applicants’ proposal to transfer 5 

property to Transource Missouri is not detrimental to the public interest.  Fourth, I 6 

will provide an overview of the novation process as set forth in SPP’s business 7 

practices and as permitted under the SPP Open Access Transmission Tariff (“SPP 8 

Tariff”).  Finally, I will explain why the Commission should grant the Applicants a 9 

waiver of, or variance from, the Affiliate Transactions Rule, 4 C.S.R. 240-20.015. 10 

I. OVERVIEW 11 

Q: What is Transource? 12 

A: Transource is a joint venture of AEP and GPE.  Transource was established as a 13 

holding company to develop, acquire, construct, finance, own, operate, and maintain 14 

regional electric transmission projects through its subsidiary Transource Missouri and 15 

other future, state-specific utility subsidiaries.  Transource will initially focus its 16 

business in the SPP, Midwest Independent Transmission System Operator, Inc. 17 

(“MISO”), and PJM Interconnection, L.L.C. (“PJM”) regions.  Transource has two 18 

owners: (a) AEP Transmission Holding Company, LLC (“AEPHoldCo”), a wholly-19 

owned subsidiary of AEP, which owns 86.5% of Transource; and (b) GPE 20 

Transmission Holding Company, LLC (“GPEHoldCo”), a wholly-owned subsidiary 21 

of GPE, which owns 13.5% of Transource.  The corporate structure of Transource is 22 

shown in Figure 1. 23 
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Figure 1: Transource Corporate Structure 

 

Q: What is Transource Missouri? 1 

A: Transource Missouri is a wholly-owned subsidiary of Transource that has been 2 

established to construct, finance, own, operate, and maintain regional transmission 3 

facilities in Missouri.  Concurrent with this filing, Transource Missouri is filing with 4 

this Commission for a line certificate of convenience and necessity (“CCN”) and its 5 

wholesale transmission rates will be regulated by the Federal Energy Regulatory 6 

Commission (“FERC”) upon receipt of the necessary regulatory approvals. 7 

Q: Why did AEP and GPE form Transource? 8 

A: Transource is a superior approach for immediate and long-term participation in the 9 

business of developing, constructing, owning, and operating regional transmission 10 

facilities for the following reasons: 11 

1) Flexibility to Manage Regional Scale and Scope.  Regional transmission 12 

projects are typically larger in scale and scope than traditional utility 13 

transmission investments made by local incumbent utilities for serving 14 
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individual retail service areas.  Regional projects are designed to address the 1 

needs of and to provide benefits to a broad regional set of transmission 2 

customers.  Accordingly, regional transmission projects tend to be larger in 3 

scope and scale, and require a much greater level of investment by the 4 

traditional integrated utility companies such as KCP&L and GMO.  Through 5 

Transource, GPE and its affiliates can more readily participate in these large-6 

scale regional transmission projects with shared financial, construction, and 7 

operating resources. 8 

2) Ability to Address/Manage Competing Capital Needs.  As previously noted, 9 

such large scale regional transmission projects typically require significant 10 

new capital investments.  For the Applicants, SPP’s directives to construct 11 

these Projects come at the same time when significant capital investments are 12 

required for environmental retrofits to existing generation facilities to meet 13 

new emission requirements as well as for new renewable resources needed to 14 

comply with state renewable mandates.  Constructing the Projects through 15 

Transource will help GPE levelize the episodic nature of capital investment in 16 

regional transmission projects, which will allow the Applicants to more 17 

effectively manage the significant investments in both the generation and 18 

delivery systems used to serve retail service territories. 19 

3) Attracting New and Different Sources of Capital.  By focusing solely on 20 

transmission, Transource will provide a separate and transparent business 21 

entity for investment in regional transmission projects.  When coupled with 22 

the large-scale nature of these types of projects, this should serve to attract 23 
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new and different sources of capital to the business—Transource and its 1 

operating subsidiaries—and ultimately bring new investment resources into 2 

the region at competitive rates that are expected to lower transmission costs 3 

for Missouri customers. 4 

4) Flexibility to Adapt to Changing Regulatory Environment.  New federal rules 5 

have altered who is eligible to build regional transmission projects.  6 

Specifically, FERC Order No. 1000 requires the removal of the federal right 7 

of first refusal (“ROFR”) from regional transmission organization (“RTO”) 8 

tariffs for certain projects.  Consequently, utilities are now required to 9 

compete to build new regionally funded transmission projects—even projects 10 

within their retail service territories.  New transmission entities will now be 11 

able to compete to construct, finance, own, operate, and maintain regional 12 

transmission projects within a retail utility’s service territory.  Transource 13 

creates a platform for the Applicants to compete for regional transmission 14 

projects, including an opportunity to compete to continue to construct, 15 

finance, own, operate, and maintain the transmission system within their 16 

service areas. 17 

5) Additional Resources and National Expertise.  Transource, through its owners, 18 

provides additional expertise in constructing, financing, owning, operating, 19 

and maintaining large-scale, high-voltage transmission projects.  AEP is 20 

considered one of the premier transmission owners and operators in the 21 

United States.  Through Transource, there will be synergies and efficiencies 22 

that will provide cost-effective transmission solutions.  For example, 23 
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Transource will be able to rely on AEP’s established relationships with critical 1 

suppliers of equipment and structures needed for constructing and operating 2 

high-voltage transmission projects.  AEP’s national transmission expertise 3 

combined with the Applicants’ local knowledge and strengths will provide 4 

Transource with enhanced abilities to design, procure, construct, finance, own, 5 

operate, and maintain new regional transmission projects that will provide 6 

cost-effective transmission solutions for the region and ultimately the 7 

Applicants’ retail customers. 8 

In sum, Transource provides the Applicants a solid platform for current and 9 

long-term participation in the construction of large-scale regional transmission 10 

facilities.  The regional nature of the Projects makes them a good fit to demonstrate 11 

the management and development capabilities of Transource, as well as to establish 12 

the framework in which Transource will develop regional transmission projects in the 13 

new paradigm established by FERC Order No. 1000.  Transource provides GPE an 14 

opportunity to participate in future regional transmission projects at a manageable 15 

level of investment with a partner that has a proven ability to construct, finance, own, 16 

operate, and maintain large regional high-voltage transmission facilities throughout 17 

the United States.  Additionally, allowing Transource Missouri to construct these 18 

Projects provides the Applicants the financial flexibility to (i) participate in these 19 

large-scale regional projects and (ii) continue their focus on generation, delivery, and 20 

local transmission investment to facilitate the continuation of reliable, low-cost 21 

service to customers. 22 
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Q: What are the regulatory changes in the industry that support the formation of a 1 

transmission-only company? 2 

A: Historically, vertically integrated utilities, such as KCP&L and GMO, planned their 3 

systems, including transmission facilities, primarily to serve local wholesale and retail 4 

load.  Thus, the Applicants’ transmission service was designed to serve local 5 

consumption of electricity, and the investment in transmission was made almost 6 

exclusively for wholesale and retail customers within the utility’s service territory.  7 

As a result, nearly all transmission investment and operating expenses were allocated 8 

to local retail customers.  The revenues and expenses related to limited interchanges 9 

with neighboring systems were treated as credits and debits to the overall cost of 10 

providing utility service. 11 

 Over time, however, there has been a national shift from local services 12 

provided by an incumbent utility to regional markets for the provision of independent 13 

transmission services.  This shift began when Congress enacted the Energy Policy 14 

Act of 1992 and FERC issued its landmark Order No. 888 in 1996, which mandated 15 

non-discriminatory, open access transmission service.  Over time, FERC issued 16 

Orders No. 2000, 890, and 1000, all of which have moved the transmission function 17 

from individual utility planning for local needs to regional and inter-regional 18 

planning.  The Direct Testimony of Todd E. Fridley describes in greater detail this 19 

evolution in the provision of transmission service, the need to build regional 20 

transmission infrastructure, and the establishment of RTOs like SPP, MISO, and 21 

PJM. 22 
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  Transource and Transource Missouri are the logical next step in the 1 

progression of the Applicants’ ability to continue to participate in the construction 2 

and provision of regional transmission services.  The estimated $450M total cost of 3 

the Projects represents a transmission investment that is unprecedented for the 4 

Applicants, who continue to face substantial near-term capital expenditures for 5 

generation and distribution investments.  Because the scope and scale of such 6 

regional transmission projects can be large for a local utility, an entity with access to 7 

wider resources and financing opportunities dedicated solely to providing regional 8 

transmission service can provide advantages over a purely local effort.  Indicative of 9 

the regional nature of these Projects, approximately 92% of the cost will be allocated 10 

to load outside of the Applicants’ Missouri retail service territory. 11 

Q: What are the Applicants requesting in this proceeding? 12 

A: KCP&L and GMO are requesting that the Commission take the following actions: 13 

(1) Authorize the transfer of certain electric transmission property from 14 

the Applicants to Transource Missouri under Section 393.190.1;   15 

(2) Find that no approval is required under Missouri law to novate the 16 

Notifications to Construct (“NTC”) received from SPP regarding the two regionally-17 

funded, high-voltage transmission Projects, or otherwise to express no objection to or 18 

approve the Applicants’ plans in this regard; and   19 

(3) Grant a waiver of or variance from the Commission’s Affiliate 20 

Transactions Rule, 4 CSR 240-20.015. 21 
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Q: Are other regulatory filings being made that are part of the Applicants’ plan to 1 

novate the Projects to Transource Missouri? 2 

A: Yes.  Concurrent with this filing, Transource Missouri is filing with this Commission 3 

for a line CCN authorizing Transource Missouri to construct, finance, own, operate, 4 

and maintain the Projects.  Once Transource Missouri has received the line CCN, the 5 

Applicants intend to seek approval from the SPP Board of Directors to enter into a 6 

Designee Qualification and Novation Agreement, whereby Transource Missouri will 7 

become the alternate Designated Transmission Owner (“DTO”) responsible for 8 

constructing the Projects.  Once approved by the SPP Board of Directors, SPP will 9 

then file the Designee Qualification and Novation Agreement with FERC. 10 

  Additionally, contemporaneous with this Application, Transource Missouri is 11 

seeking FERC approval of a formula rate for recovery of its costs through wholesale 12 

transmission rates. 13 

Q: Is this overall plan driven by regulatory changes? 14 

A: Yes.  As described above, the Applicants’ plan is driven by changes in regulatory 15 

policies for constructing, financing, owning, operating, and maintaining regional 16 

transmission facilities.  While the Applicants’ current regional Projects are not the 17 

result of a competitive developer selection process as envisioned in FERC Order No. 18 

1000, they do share certain attributes.  Specifically, the Projects are driven by 19 

regional needs and are cost-allocated to the region.  Because of FERC Order No. 20 

1000, the Applicants will not have the federal ROFR to build such regional 21 

transmission projects in the future even if such projects were to be located or 22 

interconnected with the local utility’s service area.  In order to maintain an 23 
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opportunity to construct, finance, own, operate, and maintain new regional 1 

transmission projects being built in its service territory, as well as the opportunity to 2 

participate in regional transmission projects outside of its service territory, GPE has 3 

entered into a joint venture with AEP to be in an optimal position to compete for the 4 

right to build those projects. 5 

II. SUPPORT AND SERVICE AGREEMENTS 6 

Q: Please describe how Transource is staffed and receives services. 7 

A: Transource will leverage the strengths of its respective owners and their affiliates to 8 

fulfill its business initiatives.  Although Transource will not have any direct 9 

employees, Transource will be operated by a full-time dedicated staff consisting of 10 

AEP and GPE affiliate employees.  For the ongoing management of Transource, AEP 11 

will provide the majority of the support staff and services through its service 12 

company, AEPSC, and GPE, through its subsidiaries, will also provide services to 13 

Transource.  To that end, Transource has executed Services Agreements with both 14 

KCP&L and AEPSC to provide staffing and to perform other services for Transource.  15 

The Services Agreement between Transource and AEPSC is attached hereto as 16 

Schedule DRI-1, and the Services Agreement between Transource and KCP&L is 17 

attached hereto as Schedule DRI-2.  Both Agreements are identical in all material 18 

respects. 19 

  KCP&L and AEPSC will perform services with respect to Transource’s 20 

business, as requested by Transource, pursuant to the terms of the Services 21 

Agreements.  The services provided by KCP&L and AEPSC under the Services 22 

Agreements are described in Schedule 2.1 to the Agreements and include a wide array 23 
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of services in the areas of business, tax compliance, risk management, siting and land 1 

acquisition, regulatory, procurement, engineering and design, construction, operation 2 

and maintenance, web hosting and other services.  The Services Agreements require 3 

Transource to reimburse KCP&L and AEPSC for the services provided at cost.  More 4 

specifically, pursuant to Section 6.1, services provided by KCP&L and AEPSC will 5 

be provided “on the same basis as such charges are determined for equivalent services 6 

that the Provider provides to its Corporate Affiliates and shall include allocations for 7 

overhead (including employee benefits, payroll taxes and charges for the use of 8 

infrastructure) and reimbursement of all out-of-pocket costs and expenses. . . .” 9 

  Additionally, AEPSC, through Transource, may provide certain support 10 

services to KCP&L and GMO in connection with the Projects, prior to their novation 11 

under separate Support Agreements.  Specifically, Transource and KCP&L have 12 

executed a Support Agreement that allows KCP&L to request services related to the 13 

development of the Iatan-Nashua Project from AEPSC, through Transource, prior to 14 

the novation of the Project.  A copy of the Support Agreement between Transource 15 

and KCP&L is attached hereto as Schedule DRI-3.  Likewise, Transource has 16 

executed a Support Agreement with GMO that allows GMO to request services 17 

related to the development of the Sibley-Nebraska City Project from AEPSC, through 18 

Transource, prior to the novation of the Project.  A copy of the Support Agreement is 19 

attached hereto as Schedule DRI-4.   20 

After the novation of the Projects, services will be provided pursuant to the 21 

Services Agreements (Schedules DRI-1 and DRI-2).  Notably, KCP&L will remain 22 

the utility on the ground operating and maintaining the Missouri projects under the 23 
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Service Agreements even after they are owned by Transource Missouri.  In other 1 

words, KCP&L will be a part of the Projects from the cradle to the grave.  Figure 2 2 

illustrates the Support Agreements and the Service Agreements among Transource 3 

and its affiliates. 4 

Figure 2:  Transource Services and Support Agreements 

 

Q: How is Transource Missouri provided services? 5 

A: Through an Intercompany Support Agreement, attached hereto as Schedule DRI-5, 6 

Transource will provide to Transource Missouri the services that are made available 7 

to Transource pursuant to the Services Agreements with KCP&L and AEPSC.   8 

III. PUBLIC INTEREST 9 

Q: Will Transource and/or Transource Missouri assume responsibility for all 10 

transmission construction in the KCP&L and GMO service territories? 11 

A: No.  Transource and Transource Missouri will focus on regional transmission projects 12 

that require large-scale construction and procurement expertise and funding.  Subject 13 

to development of SPP-specific rules for compliance with FERC Order No. 1000, 14 

KCP&L and GMO will continue to be responsible for local transmission reliability 15 

KCP&L AEPSC

Services Agreement Services Agreement

KCP&L (Iatan Project) Support Agreement

GMO (Sibley Project) Support Agreement

Support Agreement Support Agreement

Transource Missouri Future StateCos

Transource 
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projects, which include the construction and maintenance of projects that are designed 1 

to ensure reliable transmission necessary to serve local needs. 2 

Q: Do KCP&L and GMO currently have wholesale transmission rates under the 3 

SPP Tariff? 4 

A: Yes.  Both KCP&L and GMO have FERC-approved formula rates that have been 5 

incorporated into the SPP Tariff.2  These wholesale transmission rates are often 6 

referred to as formula rates because they use formulaic rate structures to determine 7 

the Annual Transmission Revenue Requirement (“ATRR”) for the applicable 8 

transmission owner through an agreed-upon formula that maintains annual true-up 9 

processes to actual costs. 10 

Q: Has Transource Missouri made a filing to establish wholesale rates for the 11 

Projects? 12 

A: Yes.  As described above, concurrently with the filing of this Application, Transource 13 

Missouri is filing at FERC for approval of a wholesale transmission formula rate.  14 

Once approved by FERC, this formula rate will determine the ATRR of Transource 15 

Missouri that would be collected under the SPP Tariff. 16 

Q: Is the formula rate being requested by Transource Missouri similar to the 17 

formula rates currently in place for KCP&L and GMO? 18 

A: Yes.  The formula rate being requested by Transource Missouri is structured in a 19 

similar manner to the formula rates currently in place for KCP&L and GMO.  20 

Therefore, the mechanics of annual updates and true-ups to actual costs for 21 

Transource Missouri should be very similar to that of KCP&L and GMO.  22 
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Additionally, Transource Missouri is requesting from FERC the same base Return on 1 

Equity (“ROE”) of 10.6% that FERC approved for KCP&L and GMO. 2 

Q: Is Transource Missouri requesting that FERC approve incentives for the 3 

Projects? 4 

A: Yes.  Transource Missouri is requesting the following incentives: 5 

 100 basis point ROE Risk Adder for the Sibley-Nebraska City Project to 6 

address the financial risks and regional benefits associated with the project; 7 

 inclusion of 100% of construction work in progress (“CWIP”) in rate base 8 

during the development and construction periods for each of the Projects; 9 

 deferral of all prudently-incurred costs that are not capitalized prior to the 10 

rates going into effect for recovery in future rates; 11 

 use of a hypothetical capital structure consisting of 40% debt and 60% equity 12 

during construction until long-term financing is in place for both Projects; and 13 

 recovery of prudently-incurred costs in the event either of the Projects must be 14 

abandoned for reasons outside the reasonable control of Transource Missouri. 15 

Q: Will the ATRR for Transource Missouri be similar to the ATRR that would be 16 

calculated for KCP&L and GMO? 17 

A: Yes.  KCP&L’s and GMO’s wholesale transmission rates include a 50 basis point 18 

ROE adder for RTO participation, identical to that being requested by Transource 19 

Missouri.  In addition, with the exception of the hypothetical capital structure during 20 

construction, KCP&L and GMO would request similar incentives to those described 21 

                                                                                                                                       
 
2  Kansas City Power & Light Co. and KCP&L Greater Missouri Operations Co., FERC Docket No. 
ER10-230-000 and -001, Letter Order Approving Formula Rate Settlement (issued Dec. 3, 2010).   
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above that are being requested by Transource Missouri if they were to maintain 1 

ownership of the Projects.  FERC determines the appropriateness of incentives like 2 

the ROE risk incentive adders primarily on the individual characteristics of each 3 

project, so ownership of the Projects does not change project eligibility for the 4 

incentives. 5 

Q: Are there other benefits to ownership of the Projects by Transource Missouri 6 

that will reduce the costs to wholesale transmission customers? 7 

A: Yes.  The project execution and procurement expertise of AEP, as well as the 8 

financial flexibility available to a transmission-only entity like Transource, are 9 

expected to cause the Projects to be constructed in a cost-effective manner.  Any 10 

benefits associated with savings on the capital cost or financing of the Projects will 11 

flow directly to wholesale transmission customers through the formula rate.  Given 12 

the total estimated cost of the Projects of approximately $450M, even small 13 

efficiencies gained by AEP’s participation in the execution of the Projects will pay 14 

off in the form of savings to wholesale transmission customers. 15 

Q: Why is the Applicants’ proposal to transfer certain transmission property to 16 

Transource Missouri not detrimental to the public interest? 17 

A: Transferring the transmission property being used for the construction of the Iatan-18 

Nashua Project will not harm the public interest, but rather will produce economic 19 

efficiencies and other results that benefit the public interest that are explained further 20 

in the answer to the next question.   21 

First, no detriment to the public is created by using existing rights-of-way for 22 

constructing portions of the new Iatan-Nashua line; rather avoiding the need to pay 23 
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for new rights-of-way and limiting additional property encroachments is a benefit.  1 

Moreover, using existing rights-of-way is preferred by the public.  As shown on the 2 

Applicants’ website at http://www.kcpl.com/iatannashua/ and in the quarterly reports 3 

submitted by the Applicants in Case No. EO-2012-0271, the Company spent more 4 

than a year evaluating routing options and listening to interested parties’ concerns to 5 

aid in the planning and identification of the best construction route for the Iatan-6 

Nashua Project.  The project team collected more than 300 resident surveys, 7 

conducted five public meetings with more than 400 attendees, met and spoke with 8 

hundreds of residents and business owners personally and mailed almost 2,000 letters 9 

soliciting additional input and feedback.  Based on the information that was gathered, 10 

there was a strong preference for utilizing existing lines, easements and rights-of-way 11 

as a first course of action to minimize the disturbance to landowners and wildlife 12 

habitats.     13 

  Second, the transfer of the property will have no detrimental impact on the 14 

continuation of adequate service to the public.  The southern portion of the 161kV 15 

Alabama-Nashua line and related easements and rights-of-way will no longer be 16 

needed for the provision of electric services upon completion of the 345kV Iatan-17 

Nashua Project.  Additionally utilizing their local expertise, Transource Missouri will 18 

rely on KCP&L and GMO to operate and maintain the new 345kV transmission 19 

facilities.  KCP&L and GMO have a long history of delivering reliable electric 20 

service to their customers, which serves as a foundation of the Applicants’ operating 21 

strategies.  For the fifth year in a row, the PA Consulting Group recognized KCP&L 22 
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as the recipient of the 2011 ReliabilityOneTM Award in the Plains Region.  A copy of 1 

the press release is attached hereto as Schedule DRI-6.   2 

  Third, the property being transferred, at cost, is de minimis in value—3 

estimated to be under $1M net book value depending upon the construction 4 

completed at the time Commission authorization is received and the property is 5 

transferred.  Transferring these costs to Transource Missouri should result in a 6 

savings for Missouri customers.  Transource Missouri will use the transferred 7 

property to build more robust transmission facilities that will improve regional 8 

reliability, including the KCP&L and GMO service areas, the cost of which will be 9 

shared by the entire region.   10 

  Fourth, as described earlier in this testimony, the formula rate and resulting 11 

ATRR requested by Transource Missouri in its FERC filing are similar in design to 12 

those in place and available for KCP&L and GMO.   13 

Finally, the Commission’s approval of the transfer will assist the Applicants 14 

in implementing the Projects to achieve the benefits to the public that SPP identified 15 

as supporting the construction of the Projects.  After the property is transferred and 16 

responsibility for the Projects is novated to Transource Missouri, the property will 17 

continue to be used to provide service to the region as it would have been if the 18 

Applicants continued to construct, own and operate the Projects.  Accordingly, the 19 

public interest that would be served by continued ownership of the property by the 20 

Applicants will also be served by the transfer and by Transource Missouri’s 21 

ownership without any detriment to Missouri customers. 22 
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Q: Is the public interest benefited in other ways? 1 

A: Yes, there are many benefits to transferring certain transmission property to 2 

Transource Missouri to facilitate Transource Missouri’s ability to construct the Iatan-3 

Nashua Project.   4 

First, Pursuant to the Services and Support Agreements described above, any 5 

services provided to Transource Missouri by KCP&L or AEPSC will be at cost and 6 

will be reflected as such in rates. 7 

  Second, Transource Missouri’s ownership of the Projects will relieve the 8 

financial obligations currently residing with KCP&L and GMO.  These financial 9 

obligations will be reduced because Transource Missouri will assume responsibility 10 

for the cost of the Projects, which is currently estimated to be approximately $450M.   11 

Having Transource Missouri become responsible for the Projects is expected to 12 

reduce the Applicants’ intermediate-term capital requirements, which potentially can 13 

have a positive effect on their financing costs for other projects, including generation 14 

upgrades necessary to meet renewable energy standards and other environmental 15 

mandates.  The Applicants are forecasting approximately $2.1B in capital 16 

expenditures during 2012-14, including approximately $500M for environmental 17 

projects.  The average annual level of projected capital expenditures over this three-18 

year period is substantial – more than twice the 2011 level of depreciation and 19 

amortization even if Transource Missouri takes over the Projects. 20 

  Third, customers will also benefit from the project execution and procurement 21 

expertise of AEP, as well as the financial flexibility available to a transmission-only 22 

entity like Transource.  As the owner of the largest transmission network in the 23 
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country, AEP brings broad experience in transmission project development, extensive 1 

engineering expertise, and an ability to procure equipment and other materials at 2 

competitive prices.  These capabilities enabled by the Transource joint venture should 3 

directly result in benefits to Missouri customers. 4 

Q: Will wholesale transmission customers be responsible for the same load share of 5 

the ATRR of the Projects if Transource Missouri owns the Projects versus 6 

KCP&L and GMO owning the Projects? 7 

A: Yes.  Regardless of which entity owns the Projects, SPP will allocate the ATRR 8 

associated with the Projects to network customers of the transmission system, based 9 

on the same load ratio share cost allocation methodology per the SPP Tariff.  In the 10 

case of both of the Projects, SPP will allocate 100% of the ATRR regionally to all 11 

network customers within SPP based on load ratio share.  As a result, KCP&L and 12 

GMO will only incur roughly 8% on a combined Missouri basis, and this percentage 13 

will be no different whether Transource Missouri, KCP&L, GMO, or any other entity 14 

were to own the Projects. 15 

Q: Have the Applicants provided pro forma financial data in this case? 16 

A: Yes.  Pursuant to 4 CSR 240-3.110(1)(E) and 4 CSR 240-3.110(2), the Applicants 17 

have provided financial statements of the transferee, Transource Missouri, as of July 18 

31, 2012, as Schedule DRI-7.  In addition, we have provided the pro forma effects of 19 

the proposed transfer as of July 31, 2012.  These financial statements and pro forma 20 

data are not necessarily reflective of likely impacts at the time of transfer for a couple 21 

of reasons.  First, Transource Missouri is a newly created transmission company for 22 

which the Projects proposed to be novated will be the first business activity.  23 
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Therefore, the financial statements at July 31, 2012, do not reflect permanent 1 

financing or continuing operations at this stage.  Amounts reflected are primarily 2 

start-up costs incurred up to July 31, 2012.  Second, the assets to be transferred, 3 

comprising the pro forma adjustments at July 31, 2012, do not reflect costs associated 4 

with the Projects, such as transmission structures on the West Segment of the Iatan-5 

Nashua project, that may be constructed and placed in-service prior to transfer 6 

approval from the Commission and completion of the transfer. 7 

Q: Have the Companies incurred any costs associated with the Projects? 8 

A: Yes.  Separate from the cost of the existing Alabama-Nashua Line and rights-of-way 9 

to be transferred, the Companies have incurred costs on both of the Projects to date, 10 

but they have not been charged to customers.  The pro forma financial data provided 11 

in Schedule DRI-7 includes CWIP amounts recorded on the Projects at July 31, 2012. 12 

IV. NOVATION OF THE NOTIFICATIONS TO CONSTRUCT 13 

Q: Describe the SPP novation process that allows KCP&L and GMO to designate 14 

an alternate transmission owner to build regional transmission projects 15 

identified under existing NTCs. 16 

A: As described in the Direct Testimony of Todd E. Fridley, Section VI of Attachment O 17 

to the SPP Tariff governs the NTC process for the construction of regional 18 

transmission facilities in SPP.  Pursuant to Section VI, the Applicants have been 19 

identified as the DTO by SPP for the Projects.  The NTCs for the Projects are 20 

provided as schedules to the Direct Testimony of Brent C. Davis.  It is my 21 

understanding that Section VI.6 of Attachment O allows the Applicants to arrange for 22 
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another entity to build the projects identified in the NTCs subject to certain 1 

qualifications described below. 2 

Q: What are the qualifications an entity must meet to assume the obligations set 3 

forth in an NTC? 4 

A: As set forth in Attachment O, to assume responsibility for a transmission project 5 

identified in an NTC already assigned to a DTO, an alternate DTO must demonstrate:  6 

(i) it has obtained all state regulatory authority necessary to construct, own, and 7 

operate transmission facilities within the state where the project is located; (ii) it 8 

meets the creditworthiness requirements of SPP; (iii) it has executed or is capable and 9 

willing to sign the SPP Membership Agreement as a Transmission Owner upon the 10 

selection of its proposal to construct and own the project; and (iv) it meets the 11 

technical, financial, and managerial qualifications specified in SPP’s business 12 

practices. 13 

  SPP will consider the above factors when evaluating the Applicants’ request 14 

for SPP approval to novate the NTCs.  A novation request is submitted to the SPP 15 

Board of Directors, as well as the SPP Regional State Committee and other 16 

stakeholders, during the review process.  The SPP Board of Directors will make a 17 

determination regarding the proposal for another entity to become the alternate DTO, 18 

after which SPP will file the Designee Qualification and Novation Agreement with 19 

FERC.  Further details of the novation process, governed by Attachment O to the SPP 20 

Tariff and SPP’s other business practices, are contained in the Direct Testimony of 21 

Todd E. Fridley.  As I understand the process, once all the conditions outlined by Mr. 22 

Fridley are met, the novation would be complete. 23 
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Q: Under these requirements, is Transource Missouri qualified to be the alternate 1 

DTO for the Projects? 2 

A: Yes.  Once the Commission approves this Application and issues a line CCN to 3 

Transource Missouri, requirement (1) will be met.  The Direct Testimony of Antonio 4 

P. Smyth filed in the line CCN case addresses how Transource Missouri will be able 5 

to fulfill the other three requirements and sign the SPP Membership Agreement.  6 

Once that occurs, Transource Missouri, the Applicants, and SPP will enter into a 7 

Designee Qualification and Novation Agreement, whereby Transource Missouri will 8 

become the alternate DTO, and will submit such agreement to FERC for acceptance, 9 

as has been done by other entities in the past.  Transource Missouri will then be 10 

responsible for constructing the Iatan-Nashua and Sibley-Nebraska City Projects. 11 

V. AFFILIATE TRANSACTIONS RULE 12 

Q: Please explain the Applicants request for a waiver of or variance from the 13 

Commission’s Affiliate Transactions Rule, 4 CSR 240-20.015. 14 

A: The Applicants are seeking a waiver of or variance from the Commission’s Affiliate 15 

Transactions Rule (“Rule”) because transactions between the Applicants and 16 

Transource and its regulated utility subsidiaries, concern their regulated operations, 17 

and these entities provide services at cost under certain services agreements and 18 

intercompany support agreements described above.   19 

  The preamble to the Rule states it is “intended to prevent regulated utilities 20 

from subsidizing their non-regulated operations.”  The Applicants, Transource, and 21 

its regulated utility subsidiaries such as Transource Missouri will be engaged in 22 

regulated operations.  KCP&L and GMO are regulated by this Commission.  23 
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Transource was established to develop, acquire, construct, finance, own, operate, and 1 

maintain regulated regional electric transmission projects through its regulated utility 2 

subsidiaries.  Transource Missouri is requesting a line CCN from the Commission 3 

and will be regulated by FERC.  The Commission, therefore, should grant a waiver of 4 

or variance from the Affiliate Transactions Rule, as its purpose is not served by 5 

applying it to transactions between the Applicants, on the one hand, and Transource 6 

and its regulated utility subsidiaries such as Transource Missouri, on the other. 7 

  Furthermore, the Applicants have agreed to provide Transource and its 8 

regulated utility subsidiaries services at cost without mark-up for profit.  AEPSC will 9 

do the same.  As previously discussed, pursuant to Section 6.1 of the Services 10 

Agreements, charges for services “shall be determined on the same cost basis as such 11 

charges are determined from time to time for equivalent services that the Provider 12 

provides to its utility Corporate Affiliates and shall include allocations for overhead 13 

(including employee benefits, payroll taxes and charges for the use of infrastructure) 14 

and reimbursement of all out-of-pocket costs and expenses . . . shall exclude any 15 

markup for profit.” 16 

  If the Rule is applied to transactions between Applicants and Transource or its 17 

regulated utility subsidiaries such as Transource Missouri, the asymmetrical pricing 18 

requirements of the Rule would actually prevent the entities from exchanging goods 19 

and services at cost.  This would be a detriment to utility customers who pay for the 20 

transmission services through Transource Missouri’s FERC-approved formula rate 21 

because services that are provided “at cost” are generally lower than services 22 

provided at market rates, which typically include a profit component.  Because the 23 
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objective of Transource and its members is to develop, construct, finance, own, and 1 

operate regulated electric transmission projects on a cost basis, the Rule would 2 

prevent such advantages from accruing to those parties, including end-use customers 3 

in Missouri. 4 

Q: Please describe the transactions for which the Applicants are requesting a 5 

waiver of or variance from the Rule. 6 

A: The Applicants are requesting to transfer at cost certain transmission property from 7 

GMO necessary to construct the Projects.  Primarily, this property is a segment of the 8 

161kV Alabama-Nashua Line, including associated rights-of-way and easements.  9 

The Applicants also request that the balance accumulated in Construction Work in 10 

Progress (“CWIP”) (FERC account 107000) related to the Projects at the time of the 11 

transfer be transferred to Transource Missouri, at cost. 12 

  Additionally, as described earlier in this testimony, KCP&L has entered into a 13 

Services Agreement with Transource for operating and maintaining the transmission 14 

facilities that are the subject of the Projects, as well as other services requested by 15 

Transource.  The Applicants have also entered into Support Agreements with 16 

Transource for services from Transource associated with the Projects prior to the 17 

transfer of property and novation of the Projects.  Through an Intercompany Support 18 

Agreement, attached hereto as Schedule DRI-5, Transource may provide to 19 

Transource Missouri the services that are made available to Transource pursuant to 20 

the Services Agreements with KCP&L and AEPSC.  The Applicants are requesting a 21 

waiver of or variance from the Affiliate Transaction Rule such that all services 22 

provided to the Applicants from Transource and its regulated utility subsidiaries or 23 
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from the Applicants to Transource and its regulated utility subsidiaries may be 1 

provided and received by the Applicants at cost. 2 

Q: Have the Applicants provided detail in their Application in this case regarding 3 

the Project costs accumulated in CWIP that they are requesting to transfer at 4 

costs? 5 

A: The Applicants have not provided detailed schedules of accumulated CWIP 6 

associated with the Projects in this application; however, amounts accumulated in 7 

CWIP at July 31, 2012 have been provided in the pro forma financial data included in 8 

Schedule DRI-7.  At this stage of the Projects, construction has not yet begun but 9 

certain development, siting, and routing costs have been incurred.  At the time of 10 

transfer between the Applicants and Transource Missouri, the Applicants intend to 11 

provide a copy of the final purchase agreement, detail of costs included in CWIP, and 12 

detail of the property to be transferred. 13 

Q: Why should the Commission grant the Applicant’s request for a waiver of or 14 

variance from the Rule? 15 

A: The Commission should grant the Applicants’ request because it is in the public 16 

interest.  First, the transactions between the Applicants and Transource Missouri or 17 

future regulated utility subsidiaries of Transource will be between regulated 18 

companies, not between a regulated utility and a non-regulated affiliate, so the 19 

Commission can exercise oversight.  Second, using a cost basis for such transactions, 20 

as well as for transactions between the Applicants and Transource, will eliminate the 21 

need to compare or analyze market prices and thus will produce administrative 22 

efficiencies. Third, the waiver or variance will allow Transource Missouri or future 23 
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regulated utility subsidiaries of Transource to operate on a cost basis that is 1 

comparable to KCP&L or GMO, which will allow Transource Missouri or future 2 

regulated utility subsidiaries of Transource to better manage the cost to serve 3 

transmission customers, and ultimately, Missouri customers.  Finally, it would 4 

facilitate the entrance of Transource Missouri or future regulated utility subsidiaries 5 

of Transource to the competitive transmission marketplace as a low-cost builder and 6 

operator of electric transmission facilities that will promote the reliability of the grid, 7 

efficiency in the power markets, and the attainment of environmental policy 8 

objectives. 9 

  In short, the synergies contemplated by transactions between the Applicants, 10 

Transource Missouri, future regulated Transource subsidiaries, and Transource are in 11 

part premised on the ability of these entities to exchange goods and services at cost.  12 

The public interest would suffer no detriment from a waiver of or variance from the 13 

Rule.  14 

Q: Does this conclude your testimony? 15 

A: Yes, it does. 16 
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KCP&L NAMED MOST RELIABLE UTILITY IN PLAINS REGION 
PA Consulting Group honors utility with ReliabilityOne™ Award for fifth consecutive year 

 
 

 
NEW YORK, NY (Nov. 21, 2011) – For the fifth year in a row the PA Consulting Group 
recognized KCP&L as the recipient of the 2011 ReliabilityOne™ Award in the Plains Region.  
 
“ReliabilityOne™ Award winners represent the very best our industry has to offer in terms of 
service quality,” said Jeff Lewis, PA Consulting Group’s ReliabilityOne™ Program Director. 
“KCP&L has once again demonstrated its unwavering commitment to customers by achieving 
the highest levels of reliability.” 
 
Delivering award-winning, reliable electric service is a foundation of KCP&L’s operating 
strategy. KCP&L takes numerous measures to keep infrastructure in good working order, 
including identifying and replacing aging infrastructure. The company also constantly monitors 
its transmission and distribution system. This allows for potential issues to be identified and 
addressed quickly, resulting in fewer outages and reduced response time when outages may 
occur. 
 
 “Winning this award for the fifth consecutive year is a testament to the hard work and 
dedication of our employees,” said Bill Herdegen, KCP&L vice president of transmission and 
distribution operations. “The men and women at our company brave extreme temperatures year 
round in order to maintain a high level of reliability for our customers.” 
 
In addition to keeping the lights on for KCP&L customers, the company’s employees assist 
utilities throughout the country when they experience severe damage to their system. In the past 
five years, KCP&L has been called upon to help various utilities more than 20 times. Most 
recently, KCP&L crews returned from a 10-day trip helping a Massachusetts utility restore 
power after a nor’easter hit the east coast and caused millions of people to lose power. 
 
Each year, the ReliabilityOne™ Award is given to utilities that have achieved outstanding 
reliability performance and have excelled in delivering reliable electric service to their 
customers. All utilities operating electric delivery networks in North America are eligible for 
consideration for the ReliabilityOneTM Award.  Five regional awards are distributed annually: 
Northeast, Mid-Atlantic, Midwest, Plains and West.  
 

-more- 
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The selection of provisional recipients is based primarily on system reliability statistics that 
measure the frequency and duration of customer outages. After provisional recipients are 
selected, each company undergoes an on-site certification process, which provides an 
independent review and confirmation of the policies, processes and systems used to collect, 
analyze and report a company's reliability results.  
 
 
 

#### 
 
 
About KCP&L: 
Headquartered in Kansas City, Mo., Great Plains Energy Incorporated (NYSE: GXP) is the holding 
company of Kansas City Power & Light Company and KCP&L Greater Missouri Operations Company, 
two of the leading regulated providers of electricity in the Midwest. Kansas City Power & Light and 
KCP&L Greater Missouri Operations use KCP&L as a brand name. More information about the 
companies is available on the Internet at www.greatplainsenergy.com or www.kcpl.com.  
 
About PA Consulting Group: 
PA Consulting Group is a leading management and IT consulting and technology firm. Independent and 
employee-owned, PA Consulting operates globally in more than 30 countries and transforms the 
performance of major organizations in both private and public sectors. From initial idea generation and 
strategy development through to detailed implementation, PA Consulting delivers significant and tangible 
results. PA Consulting has outstanding technology development capability; a unique breadth of skills from 
strategy to performance improvement, HR to IT; and strong expertise in communications, defense, 
energy, financial services, government and public services, healthcare, international development, 
manufacturing and water. For more information about PA Consulting Group, please visit 
www.paconsulting.com. 
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