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CASE NO. ER-2014-0370 

 

 

 

SURREBUTTAL TESTIMONY OF LANE KOLLEN 

 

 

Q. Please state your name and business address. 1 

A. My name is Lane Kollen.  My business address is J. Kennedy and Associates, Inc. 2 

("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell, Georgia 3 

30075. 4 

 5 

Q. Did you previously file Direct Testimony in this proceeding? 6 

A. Yes. 7 

 8 

Q. What is the purpose of your Surrebuttal Testimony? 9 

A. The purpose of my testimony is to respond to Kansas City Power & Light Company 10 

(“KCP&L”or “Company”) witness: (1) Mr. Ronald A. Klote’s Rebuttal Testimony 11 

opposing two of the adjustments to the Company’s Corporate General Allocator that 12 

I proposed; (2) Mr. Ryan A Bresette’s Rebuttal Testimony criticizing the 13 

administrative and general expense (“A&G”) comparisons that I presented, 14 

presenting various expense comparisons performed by PA Consulting, and opposing 15 

the management audit that I proposed; and (3) Mr. Darrin R. Ives’ Rebuttal 16 

Testimony opposing the management audit that I proposed. 17 
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 1 

Q. Please summarize your Surrebuttal Testimony. 2 

A. In Mr. Klote’s Rebuttal Testimony, the Company agreed to accept two of my 3 

recommendations: to adopt the Corporate General Allocator for the test year and to 4 

modify income tax expense inputs to the Corporate General Allocator so that 5 

negative income tax expense for any affiliate is set to zero.  However, the Company 6 

opposes two of my recommendations: (1) to modify the Corporate General Allocator 7 

so that 5% of the Company’s A&G expenses are allocated to Great Plains Energy, 8 

Incorporated (“GPE”),  KCP&L’s parent company, and (2) to modify the interest 9 

expense and income tax expense inputs to the Corporate General Allocator to reflect 10 

the Company’s cost of capital.   11 

I continue to recommend that the Commission modify the Corporate General 12 

Allocator so that 5% of the Company’s A&G expenses are allocated to GPE.  This is 13 

necessary to ensure that KCP&L and its customers do not subsidize GPE for the 14 

costs that KCP&L incurs on behalf of GPE to manage its diversified portfolio of 15 

regulated and unregulated businesses.  The 5% allocation is a modest charge for 16 

providing these services.  I also continue to recommend that the Commission modify 17 

KCP&L’s interest and income tax expense inputs to the Corporate General Allocator 18 

to reflect KCP&L’s cost of capital and income tax expense on investments incurred 19 

to provide services to the other GPE affiliates.  Again, this is necessary to ensure that 20 

KCP&L and its customers do not subsidize other GPE affiliates. 21 
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 1 

In Mr. Bresette’s Rebuttal Testimony, the Company criticized the A&G 2 

metrics that both Staff and I used to compare the Company’s performance to GMO 3 

and other utilities in the region and provided other metrics in the form of a 4 

“benchmarking study” prepared by PA Consulting.  Mr. Bresette, along with Mr. 5 

Ives, opposed my recommendation that the Commission direct the Company to 6 

undergo a detailed management audit.   7 

As I stated in my Direct Testimony, the A&G metrics that I presented are not 8 

determinative, but indicative and they indicate that the Company’s A&G expenses 9 

may be excessive.  There may be many reasons for this, which is why the 10 

Commission should investigate the Company’s cost structure through a detailed 11 

management audit.  The Company’s “benchmarking study” does not demonstrate 12 

that the Company’s A&G expenses are less than other utilities in the region, let alone 13 

that there are no opportunities to improve efficiencies and reduce costs.   14 

I continue to recommend that the Commission order the Company to undergo 15 

a management audit for the purpose of increasing efficiencies and reducing costs.  16 

There is no downside to this recommendation and there may be significant savings 17 

available that could mitigate future rate increases. 18 

  19 

Q. Mr. Klote opposes your recommendation to modify the Corporate General 20 

Allocator to charge GPE a 5% management fee for managing its portfolio of 21 
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regulated and unregulated companies.  Did Mr. Klote address the fact that the 1 

Corporate General Allocator presently allocates a mere 0.49%, or $175,000, of 2 

KCP&L’s indirect costs to GPE? 3 

A. No.  It is one thing to discuss the allocation methodology in the abstract; it is another 4 

matter altogether to consider the result.  The result, an allocation of only $175,000, is 5 

inconsistent with managing a multi-billion investment portfolio for GPE.  This result 6 

could only be achieved by locating the centralized service functions within the utility 7 

so that the utility and its customers, rather than the parent company, retains all costs 8 

that are not assigned or allocated to other affiliates.   The Commission should decide 9 

if this result is reasonable or whether GPE would incur a greater allocation of the 10 

service company costs if the centralized service functions were not located within 11 

and the costs retained by the utility and its customers.  Ameren Services Company 12 

allocates 6.9% of its indirect costs to Ameren Corporation and Southern Company 13 

Services allocates 3.8% of its indirect costs to Southern Company.  In contrast, 14 

KCP&L’s allocation to GPE is a mere fraction of the charges from these other 15 

service companies to their parent companies. 16 

 17 

Q. Did the Company dispute that its allocations to GPE were a mere fraction of the 18 

allocations by Ameren Services Company and Southern Company Services to 19 

their parent companies? 20 
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A. No.   1 

 2 

Q. Mr. Klote claims that you did not perform a comparison of the similarities and 3 

differences between KCP&L operations and the operations of Ameren Services 4 

Company and Southern Company Services.  Is such a comparison necessary? 5 

A. No.  It isn’t necessary because KCP&L performs all of the functions for GPE that 6 

Ameren Services Company and Southern Company Services perform for their parent 7 

companies.  The only distinction is that KCP&L is not a centralized service company 8 

separate from the utility, but rather is a centralized service provider located within 9 

the utility; however, that is more of a legal distinction without a substantive 10 

difference.  It does not justify allocating less cost to the parent company and 11 

retaining more cost for the utility and its customers. 12 

 13 

Q. Mr. Klote claims that the 5% allocation that you propose is “arbitrary.”  Do 14 

you agree? 15 

A. No.  First, the 5% is less than the average for indirect costs allocated to Ameren and 16 

Southern Company by their respective service companies.  Second, even with the 17 

increase to GPE on a dollar basis, the charge to GPE still is far less than Ameren 18 

Services and Southern Company Services charge their parent companies to manage 19 

their multi-billion portfolios of regulated and unregulated businesses.  The increase 20 

to GPE on a total Company basis is only $1.031 million, or $0.571 million on a 21 
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jurisdictional basis.  Third, the Company offered no evidence that 5% was not 1 

reasonable.  I offered evidence not only that the present 0.49% is unreasonable, but 2 

also that the 5% is reasonable based on comparisons to charges from other service 3 

companies to their parent companies.  As I previously noted, the Company did not 4 

dispute the evidence that I provided for Ameren and Southern Company in support 5 

of my recommendation. 6 

 7 

Q. Mr. Klote claims that your recommendation is disproportionate to GPE’s net 8 

income in 2014.  Is that a relevant comparison? 9 

A. No.  The allocation of direct and indirect costs, except for income taxes, generally is 10 

independent of net income.  It is based on the cost to provide the services to the 11 

parent company and other affiliates.  In any event, a more appropriate size-based 12 

comparison would be to revenues, assets, or operating expenses before income taxes.  13 

For example, on a total Company basis, my recommendation is a mere 0.04% of 14 

revenues, 0.01% of assets, and 0.06% of operating expenses before income taxes.
1
   15 

 16 

Q. Did Mr. Klote address or disagree with any of your substantive reasons for 17 

modifying the Corporate General Allocator to reflect the Company’s actual cost 18 

                                                 
 

1
 I used the revenues, operating expenses, and assets reported by GPE in its 2014 10-K.  I have 

replicated the relevant pages from this 10-K as my Exhibit___(LK-22). 
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of capital and the related income tax expense on investments incurred to 1 

provide services to other GPE affiliates? 2 

A. No.  Mr. Klote simply opposed these modifications because they were not included 3 

in the Staff recommendation in KCP&L’s Cost Allocation Manual (“CAM”) docket 4 

in File No. EO-2014-0189.  With all due respect, the Staff recommendation in the 5 

CAM docket also did not include my recommendation in this proceeding to remove 6 

all negative income tax expense data inputs, yet the Company agrees with that 7 

recommendation. 8 

  Regardless of the Staff recommendation in File No. EO-2014-0189, the 9 

Commission’s primary concern in this proceeding should be to ensure that the 10 

resulting costs retained by KCP&L are just and reasonable and that there is no 11 

subsidization of other GPE affiliates.  Without the modifications that I recommend, 12 

the Company and its customers will subsidize the carrying costs on investments 13 

incurred by the Company to provide services to other GPE affiliates.  That is not a 14 

just and reasonable result. 15 

 16 

Q. Mr. Bresette claims that it is inappropriate to compare A&G expenses among 17 

utilities by FERC account.  Do you agree? 18 

A. No.  However, as I stated in my Direct Testimony, the results are indicative, not 19 

determinative, and that there are differences in accounting among utilities that affect 20 

the results.  Nevertheless, the comparisons provide sufficient evidence that the 21 
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Company’s costs may be excessive and that the Company and its customers could 1 

benefit from a management audit to identify efficiencies in operations and cost 2 

reductions. 3 

 4 

Q. Mr. Bresette presents a summary comparison of the costs to perform certain 5 

functions/activities prepared by PA Consulting.  Please comment. 6 

A. First, I would note that such a summary comparison is indicative at best, not 7 

determinative, and does not demonstrate, conclusively or otherwise, that the 8 

Company is a poor or good performer in all areas of its operations and activities, let 9 

alone in all A&G activities and expenses.  Second, it does not demonstrate that there 10 

are no opportunities to achieve additional efficiencies in operations and cost 11 

reductions.   12 

 13 

Q. Is the benchmarking study performed by PA Consulting useful in a rate case 14 

context? 15 

A. No.  First, the comparisons are function/activity based and are not structured by 16 

FERC account in the same manner that test year costs are developed and presented.
2
  17 

Second, the Company refused to provide the cost data in response to Staff Question 18 

0553 in this proceeding, so the results could not be verified or evaluated.  I have 19 

                                                 
 

2
 The Company provided a copy of the benchmarking study results provided by PA Consulting in 

response to Staff Question 0553. 
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attached a copy of the Company’s response to Staff Question 0553, without 1 

attachments, as my Exhibit___(LK-23).  Third, the comparisons were not 2 

comprehensive, but were limited to specific functions/activities. 3 

 4 

Q. Is the data you relied upon reliable? 5 

A. Yes.  The data provided in an electric utility FERC Form 1 is compiled, segregated 6 

and assigned to specific accounts pursuant to detailed account definitions and 7 

instructions.  These accounts, definitions and instructions are known as the FERC 8 

Uniform System of Accounts.
3 

 Furthermore, the utility is required to attest that the 9 

data conforms to the Uniform System of Accounts.  Finally, the FERC Form 1 is 10 

required to be signed by an independent auditor.  As such, there is a heightened level 11 

of reliability underlying this data and, as a result of common accounts and 12 

definitions, an increased level of comparability between different utilities.  It is 13 

uncertain whether the same level of reliability and comparability applied to the PA 14 

consulting study. 15 

 16 

Q. Mr. Bresette and Mr. Ives both cite to a Commission Order in Missouri Gas 17 

Energy Case No. GR-2004-0209 wherein the Commission describes the 18 

                                                 
3
 See, FERC Uniform System of Accounts for Electric Utilities, 18 CFR, Chapter I, Subchapter C, 

Part 101. 
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difficulty of assessing the “management efficiency” of that utility through a 1 

simple comparison of “operating and maintenance expense.”  Please comment. 2 

A. Context in any case is important, particularly when a party attempts to export and 3 

impose the determination in one case to support an argument in another case.  Mr. 4 

Bresette claims that the Commission recognized that using FERC Form 1 data to 5 

make comparisons between utilities was inappropriate.  That conclusion is not 6 

correct and ignores the context and application of the comparisons in that case 7 

compared to this proceeding. 8 

  In Case GR-2004-0209, Missouri Gas Energy sought an additional return on 9 

equity for its alleged “management efficiency.”  It provided a comparison of 10 

financial metrics based on FERC cost data in support of its request.   11 

  The Commission denied Missouri Gas Energy’s request based on its 12 

precedent in several recent cases.  The Commission stated that it had “moved away 13 

from the idea of adjusting a company’s rate of return for perceived management 14 

efficiency or inefficiency.”  The Commission determined that “a rate of return adder 15 

is inappropriate in concept and unworkable in practice.”  The Commission also 16 

determined that “[a]s a practical matter, an adder is nearly impossible to support by 17 

any objective evidence” and then proceeded with the discussion cited by Mr. 18 

Bresette and Mr. Ives.  Mr. Bresette and Mr. Ives failed to provide this context and 19 

failed to provide the first sentence in the paragraph from the Order that they 20 

replicated.  21 
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  In the Missouri Gas Energy case, the Commission did not find that such 1 

comparisons are inappropriate in any and all circumstances; it found only that they 2 

did not provide sufficient objective evidence of that utility’s “management 3 

efficiency” to justify overturning precedent and authorizing an increase in the return 4 

on equity.  To ensure that the Commission’s actual findings in that case are easily 5 

accessible, I have attached a copy of the relevant pages from the Commission’s 6 

Order in the Missouri Gas Energy case as my Exhibit___(LK-24). 7 

  In this case, the comparisons that I and the Staff presented are indicative and 8 

provide evidence that the Company’s A&G expenses may be excessive.  I do not 9 

recommend that the Commission find that the comparisons that I performed of the 10 

Company’s A&G expenses are determinative, that the Company’s A&G expenses 11 

are excessive, or that there should be any disallowance based on the comparisons.  12 

However, I do recommend that the Commission direct the Company to undergo a 13 

management audit to identify efficiencies in operations and cost reductions.  This is a 14 

constructive recommendation, not a punitive recommendation, with the perspective 15 

of benefiting the Company and its customers, and one that also would benefit the 16 

other GPE affiliates, including GMO. 17 

 18 

Q. Both Mr. Bresette and Mr. Ives oppose your recommendation to direct the 19 

Company to undergo a management audit.  Do either of them cite any 20 

substantive reason why the Commission should not do so? 21 
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A. No.  Both claim that the A&G comparisons that I presented do not demonstrate that 1 

the Company’s A&G expenses are excessive, but neither offer any substantive 2 

reason not to undertake a management audit and neither make the claim that a 3 

management audit would not identify efficiencies in operations or cost reductions. 4 

 5 

Q. Is there any downside to the Company and its customers if the Commission 6 

directs the Company to undergo a management audit? 7 

A. No.  While there is an initial cost involved to implement such an audit, customers 8 

should benefit on an order of magnitude greater, particularly when you compare the 9 

one-time cost of an audit to the sum of annual savings over a number of years.  There 10 

is significant upside if the management audit is focused on identifying and achieving 11 

efficiencies and cost reductions rather than simply justifying the present cost 12 

structure.  While KCP&L witnesses attempt to portray regulatory lag as a negative 13 

aspect of the current Missouri regulatory paradigm, there is no question that it can 14 

work to the benefit of utility shareholders.  Specifically, in those situations where 15 

costs decrease between rate cases, those savings completely inure to the benefit of 16 

the utility shareholders until such time as another rate case is initiated and rates are 17 

rebased.  Similarly, to the extent that a management audit identifies cost savings, 18 

KCP&L shareholders will retain the entirety of those cost savings until a subsequent 19 

rate case.  As such, my recommended management audit may be beneficial to 20 

KCP&L shareholders. 21 
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 1 

Q. Are there firms that specialize in advising utilities on achieving efficiencies and 2 

cost savings as well as perform utility management audits ordered by the 3 

utility’s regulators? 4 

A. Yes.  There are many well known firms that perform such services, such as 5 

Accenture (http://www.accenture.com/us-en/industry/utilities/Pages/utilities-6 

index.aspx), Energy & Resource Consulting Group, LLC (“ERG Consulting”) 7 

(http://www.ergconsulting.com/), and Liberty Consulting Group 8 

(http://libertyconsultinggroup.com/index.html), among others.  For example, Liberty 9 

Consulting Group lists on its website the following utilities that it has audited on 10 

behalf of public utility commissions: 11 

 Baltimore Gas & Electric Company 12 
 Central Hudson Gas & Electric Company 13 
 Cincinnati Gas & Electric Company 14 
 Cleveland Electric Illuminating Company 15 
 Columbus Southern Power Company 16 
 Commonwealth Edison Company 17 
 East Kentucky Power Cooperative, Inc. 18 
 Hawaiian Electric Company 19 
 Illinois Power Company 20 
 Kentucky Utilities Company 21 
 Louisville Gas and Electric Company 22 
 Metropolitan Edison Company 23 
 Monongahela Power Company 24 
 New York Power Authority 25 
 New York State Electric & Gas Corp. 26 
 Ohio Edison Company 27 
 Ohio Power Company 28 
 Pennsylvania Electric Company 29 
 Potomac Electric Power Company 30 
 Public Service Company of New Hampshire  31 

http://www.accenture.com/us-en/industry/utilities/Pages/utilities-index.aspx
http://www.accenture.com/us-en/industry/utilities/Pages/utilities-index.aspx
http://www.ergconsulting.com/
http://libertyconsultinggroup.com/index.html
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 Public Service Electric & Gas Company 1 
 Toledo Edison Company 2 
 Virginia Power Company 3 
 West Penn Power  4 

Accenture claims on its website that “[u]sing our proprietary assets combined 5 

with utilities services, Accenture has helped utilities achieve step-change reduction 6 

in cost to serve, drive digital interaction and enhance the customer experience.”  7 

Altogether, these auditors have identified hundreds of millions of dollars in savings 8 

for the utilities and their customers. 9 

 10 

Q. Has a public utilities commission recently ordered a management audit based 11 

on your recommendation to do so?   12 

A. Yes.  The Kentucky Public Service Commission (“KPSC”) ordered Big Rivers 13 

Electric Corporation on April 25, 2014 to undergo a management and operations 14 

audit in Case No 2013-0199.  After a Request for Proposal (“RFP”) was issued, the 15 

KPSC selected Concentric Energy Advisors to perform the audit.  A description of 16 

the audit and a copy of the RFP utilized can be found on the homepage of the KPSC 17 

website at the following link:   http://psc.ky.gov/.  I have attached a copy of the RFP 18 

cover letter issued by the KPSC as my Exhibit___(LK-25). 19 

 20 

Q. Have you been involved in management audits related to other public utilities?  21 

A. Yes.  I was one of three members of the Centerior Audit Advisory Committee, along 22 

http://psc.ky.gov/
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with representatives from Centerior Energy Corporation and the Ohio Office of 1 

Consumers Counsel, which oversaw the audit of Centerior in the late 1980s.  I 2 

represented the industrial customers on the Committee and was active in overseeing 3 

the audit and advocating additional savings.  Rate increases were tied to the 4 

achievement of savings.  Kennedy and Associates has also performed various 5 

management audits of Gulf States Utilities Company, South Central Bell, and 6 

various Louisiana cooperatives. 7 

   8 

Q. How should the Commission proceed with such a management audit? 9 

A. The Commission should direct the Company to undergo a management audit, subject 10 

to the oversight by the Commission and Staff.  The Commission should oversee the 11 

process from start to finish to ensure that the management audit is focused on 12 

achieving savings and cost reductions without compromising safety or customer 13 

service.  The first steps in the process will be to develop and issue a Request for 14 

Proposal and to develop a timeline for awarding the contract for the audit, 15 

completion of the audit, submission of a report, and implementation of the 16 

recommendations.   17 

  After proposals are received, the Company should rank the firms that 18 

submitted proposals and submit a short list to the Staff.  This should be followed by 19 

interviews by the Company and the Staff of the short list firms.  The Company 20 

should select the auditor, subject to review and agreement by the Staff.  The auditor 21 



 Lane Kollen 

   Page 16  
 

 
 

 
 

 

 

 J. Kennedy and Associates, Inc. 
 

should develop and submit a timeline and detailed audit workplan for review and 1 

approval by the Company and the Staff and then conduct the audit.  It should prepare 2 

and submit monthly progress reports to the Company and Staff and then a draft of 3 

the Report, including its findings and recommendations to the Company and Staff.  4 

The Report should include a timeline for implementation and quantification of the 5 

savings that may be achieved for each recommendation if the Company successfully 6 

implements the recommendation.   7 

  The Company should provide a detailed response to the Report indicating its 8 

agreement or disagreement with each recommendation along with detailed reasons 9 

for disagreeing with any recommendation.  The Staff should moderate any such 10 

disagreements.   11 

  Finally, the Company should implement the recommendations and provide 12 

the Staff monthly progress reports, including proof and quantification of the 13 

achieved savings. 14 

 15 

Q. Does this complete your Surrebuttal Testimony? 16 

A. Yes. 17 
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Steven L. Beshear David C. Armstrong
Governor Chairman

Leonard K. Peters Commonwealth of Kentucky James W. Gardner
Secretary Public Service Commission Vice Chairman
Energy and Environment Cabinet 211 Sower Blvd.

P.O. Box 615 Linda Breathitt
Frankfort, Kentucky 40602-0615 Commissioner

Telephone: (502) 564-3940
Fax: (502) 564-3460

psc.ky.gov

August 14, 2014

Dear Consultants:

The Kentucky Public Service Commission (‘Commission”) is seeking proposals for all
consulting services required to perform a focused management and operations audit of
Big Rivers Electric Corporation, (Big Rivers). Big Rivers’ headquarters are located in
Henderson, Kentucky. The business address is Big Rivers Electric Corporation, 201
Third Street, Henderson, KY 42420.

An electronic copy of the Request for Proposal (RFP) and the standard information
package can be found on the Commission’s website at hffp://psc.ky.qov. If your firm is
interested in responding to the REP, please do so by September 17, 2014.

Additional information beyond that provided in the standard information package should
not be requested from and will not be provided by the Commission.

Important dates to remember are as follows:

Proposals due to Commission - September 17, 2014
Begin audit on or about - November 19, 2014
Final Report will be due within approximately 5 months of start of audit

It should be noted that the cost of the audit will be borne by Big Rivers Electric
Corporation. Therefore, cost will be an important factor, although not the only
factor, in the selection of the consultant.

Should you have any questions concerning this Request for Proposal, please contact
Mr. Daryl E. Newby, Director, Financial Analysis Division, at Daryl.Newby@ky.gov or
502-782-2645 at the Commission’s offices.
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