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DI RECT TESTI MONY
OF
RUSSELL W TRI PPENSEE
KANSAS CI TY PONER & LI GHT COMPANY

CASE NO. EO- 2005-0329

PLEASE STATE YOUR NAME AND ADDRESS.

Russdl W. Trippensee My business addressis P.O. Box 2230, Jefferson City, Missouri 65102.

BY VWHOM ARE YOU EMPLOYED AND | N WHAT CAPACI TY?
I am the Chief Utility Accountant for the Missouri Office of the Public Counsd (OPC or Public

Counsd).

PLEASE DESCRI BE YOUR EDUCATI ONAL BACKGROUND.
| attended the University of Missouri at Columbia, from which | received a BSBA degres, mgjor in
Accounting, in December 1977. | attended the 1981 NARUC Annual Regulatory Studies Program at

Michigan State Universty.

DO YOU HOLD ANY PROFESSI ONAL CERTI FI CATI ONS OR DESI GNATI ONS?
Yes, | am a Certified Public Accountant and hold certificate/license number 2004012797 in the State of

Missouri.

PLEASE DESCRI BE YOUR WORK EXPERI ENCE.

From May through August, 1977, | was employed as an Accounting Intern by the Missouri Public
Service Commisson (MPSC or Commission). In January 1978, | was employed by the MPSC as a
Public Utility Accountant 1. | was employed as a Public Utility Accountant 111 in June 1984, when | |eft

the MPSC saff and assumed my present position with the Office of the Public Counsd.



Direct Testimony of 6/22/2005
Russdl W. Trippensee 8:53:02 AM
Case No. EO-2005-0329

1

2

10

11

12

13

14

15

16

17

18

19

20

Q

A.

PLEASE DESCRI BE YOUR PROFESSI ONAL AFFI LI ATl ONS.
| served as the chairman of the Accounting and Tax Committee for the National Association of State
Utility Consumer Advocates from 1990-1992 and am currently a member of the committee | am a

member of the Missouri Society of Certified Public Accountants.

PLEASE DESCRI BE YOUR WORK VH LE YQU WERE EMPLOYED BY THE MPSC
STAFF.

Under the direction of the Chief Accountant, | supervised and assisied with audits and examinations of
the books and records of public utility companies operating within the State of Missouri with regard to

proposed rate incresses.

VWHAT ARE YOUR DUTIES WTH THE OFFI CE OF THE PUBLI C COUNSEL?

I am respongble for the Accounting section of the Office of the Public Counsd. | coordinate this
section’s activities with the rest of the office and with the other parties in rate proceadings. | am aso
responsible for performing audits and examinations of public utilities and presenting the findings to the

MPSC on bendf of the Office of the Public Counsd and public of the State of Missouri.

HAVE YOU PREVI QUSLY FI LED TESTI MONY | N CASES BEFCRE THE MPSC?
Yes. | filed testimony on behalf of the Missouri Office of the Public Counsd or MPSC Staff in the cases

listed on Schedule RWT-1 of my testimony.

VWHAT IS THE PURPCSE OF YOUR DI RECT TESTI MONY?
The purpose of my testimony is to explain the reasons for the Public Counsd’ s support of the Stipulation

and Agreement (Agreament) regarding an Experimental Regulatory Plan (ERP) for Kansas City Power
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& Light Company (KCPL or Company). | will address the underlying regulatory policies that Public
Counsd believes support this Agreament and will demongrate how the ratepayers are protected under

this Agreament.

PLEASE EXPLAIN PUBLI C COUNSEL’ S PARTI Cl PATION I N THE PROCESS
THAT RESULTED IN THE STI PULATI ON AND AGREEMENT.

The events and cases that led up to this Agreament are set out in Paragraph 11., “ Procedural History” of
the Agreament and, therefore, for sake of brevity, | will not repeat that history in this direct testimony.
Public Counsdl was represented by one or more individuals at all workshops and team medtings
discussad in Paragraph 11. Public Counsel issued formal and informal data requests, reviewed responses,
conducted interviews, received training on the corporate financial modd, analyzed the corporate financial
modd and requested changes to it, participated in meetings with other parties, and participated in the
negotiation of the Agreament with all signatory parties and some of those entities that ultimately did not

sign the Agreement.

VWHAT WAS YOUR PERSONAL PARTI C PATION I N TH S CASE?

Ryan Kind and | served as the primary Public Counsd staff members on this project. | believeit would
be accurate to date that at least one of us, and often both of us, attended every major meeting or
presentation since the first workshop was hdd on June 21, 2004. The primary focus of my eforts was
to devdop the concepts for a financial plan that provides the Company with adequate cash flows while
also ensuring that ratepayers enjoy just and reasonable rates and, most importantly, that ratepayers
recave recognition for ratepayer monies paid to ensure cash flows. To that extent, | analyzed the

Company’s corporate financia modd that projects financial performance over a forward-looking 10-

3
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year period. | requested the Company to make modifications to its modd to better focus the results on
cash flows and then evauated thoseresults. Themodd included forecagts of the original cost of the new
condruction provided for in the Agreement and assumed rate changes condstent with Missouri law

regarding exclusion of Construction Work in Progress (CWIP) from the revenue requirement.

| evaluated the results of the MPSC Staff’s earnings review of the KCPL' s operations using traditional
revenue requirement procedures on a Missouri jurisdictional bads. It should be noted that the MPSC
Staff’s earnings review, while extensive, was not to the leve or the depth of a genera rate proceseding

audit.

WHAT IS THE PURPCSE OF THE EXPERI MENTAL REGULATORY PLAN?

The fundamental goal of the Experimental Regulatory Plan in this Agreement is to provide the customers
in the service territory of the Company with safe and rdiable service at just and reasonable rates. This
Agreament is premised on the unique circumstances of the Company and the financia and other
condderations crested by building a base load coal-fired dectric generating facility, adding
environmental control systems to existing generation flegt facilities, and taking other measures to address

existing load and load growth in a cogt effective manner.

DCES THE EXPERI MENTAL REGULATORY PLAN | N THE AGREEMENT CONTAI N
PROVI SI ONS THAT ARE | NTENDED TO ACH EVE THE GOAL OF PROVI DI NG
SAFE AND ADEQUATE SERVI CE AT JUST AND REASONABLE RATES?

Yes. The Agreement contains numerous provisons aimed at providing safe and adequate service at just
and reasonable rates. The plan provides a framework that should lead to reasonable rates during the
expected 5-year duration of the congtruction period for the projects included in the Regulatory Plan. The

4
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plan aso hdps provide for reasonable rates for the five years following the effective date of the tariffs
that include in rate base all investments set out in the Agreement that meet the in-service criteria set out

in the Agreemen.

IN YOUR CPINNON, WLL TH S AGREEMENT RESULT IN A LONER RATE
FOR CUSTOMVERS?

Yes. This Agreement contains provisons that facilitate lower rates for customers in the future than
would exist absent this Agreament.  Specifically, this Agreement provides for lower capitalized facilities
cods during the period of congruction and therefore will result in lower future rate base upon which
customers must pay a return of and on. This Agreement should have a positive impact on the credit
rating of the Company and thus KCPL should experience lower debt costs to be passed on to the
consumer in the form of lower future rates (the Company has aso made representations regarding

potential credit downgrades absent an agreament).

ARE THEIR ANY ANC LLARY BENEFITS RESULTING FROM TH S
AGREEMENT?

Yes. Oneancillary benefit of this Agreement is the structure of the future rate cases that arise during the
anticipated 5-year congtruction phase of the latan 2 unit. During the construction period, one mandatory
rate case will be filed and new tariffs become effective with the option for two additiond rate cases.
These cases, in conjunction with the Additiona Amortization (Agreement, Paragraph [11.B.i.) and the
treatment of SO, Allowances, will diminate much of what isreferred to as “rate shock” that traditionaly

is associated with the addition and inclusion of amajor dectric generating facility into rate base.
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Ancther ancillary bendfit is that the Company will make timely investments in new generation facilities,
in environmental control upgrades at existing facilities, and in enhancements to the transmission system
to ensure safe and rdiable service (See, Agreement, “Timdy Infragructure Investments’ p. 44, for a
liging of the investments). Appendix D-1 to the Agreement ligs the in-service dates for these various
projects. The Company has also committed to ingtitute programs to test the viability of rdiably meeting
future supply needs through demand response and efficiency programs. (See, Agreament, “Demand,

Response, Efficency, and Affordability Programs,” paragraph I11.B.5, for an outline of the programs).

DCES PUBLI C COUNSEL BELI EVE THE EXPERI MENTAL REGULATORY PLAN
WLL BENEFI T M SSCURI CONSUVERS?

Yes. Public Counsd believes this plan provides the consumer with sufficient bendfits and adequate
protections during the term of the Agreement such that Public Counsdl was willing to enter into the

Stipulation and Agreement and support its approval by the Commission.

PLEASE SUWARI ZE THE BENEFITS OF TH S PLAN THAT HAD DI RECT
QUANATI FI ABLE | MPACTS ON THE CONSUMER S BI LL.

In general terms, hereisalist that highlights the Experimental Regulatory Plan’ s bendfits:

1 Recognizes the need for and encourages the deve opment of a long-term source of base
load dectric supply for Missouri (based on current knowledge and data).

2. The cost to consumers for the new dectric generating facility is reduced over thelife of
the plant.

3. Provides for revenue requirement recognition of reduced depreciation expense due to
the longer sarvice life esimated for the Wolf Creek Nudear Generation facility for
depreciation rate determination.

4 Provides for the Company’s acknowledgement of the continued inclusion in revenue
requirement of net income from off-sysem sales and trangmission sarvice, which
resultsin lower cost of servicefor consumers.

6
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4 || Q PLEASE QUTLI NE THE CONSUMER PROTECTI ONS THAT PUBLI C COUNSEL
5 BELI EVES ARE CRITI CAL IN TH S EXPERI EMENTAL REGULATCORY PLAN.

6| A Public Counsd believes the following highlights the major consumer protections included in the

Ensuresthat there are no rate increases until January 1, 2007.

Provides that the Company will implement affordability programs for those customers
requiring assistance.

7 Agreament. It should be noted that some of these highlighted bendfits and protections result from a
8 comparison of the Experimental Regulatory Plan outlined in the Stipulation and Agreament in this case
9 to the regulatory plan originally proposad by the Company in Case No. EO-2004-0577 and EW-2004-

10 0596. Herearethe magjor consumer protections included in the Agresment.

11 1 Ensures that there will be regulatory oversight at the time of al rate changes during the

12 regulatory plan.

13 2. Provides that if consumers provide cash flow to the Company via additional amortization

14 expense, customers will receive recognition of this “return of” investment through reduction of

15 rate base

16 3. Provides for continued recognition of SO, emission alowances sales in the

17 determination of revenue requirement thus properly using these revenues to benefit

18 customers who pay for the generating facilities and fuel expense from which these

19 allowances are derived.

20 4. Ensures future customer rates will be based on all rdevant factors and does not alow

21 any party to benefit from the use of single-issue rate mechanisms during the Regulatory

22 Plan.

23 5. Requires the Company to identify and assign to the Missouri jurisdiction funds

24 provided by Missouri retail customers, via depreciation or amortizations, that otherwise

25 could belost via changesin futurejurisdictional allocation procedures.

26 6. Provides that the Company will implement a cost control / monitoring process for the

27 condruction projects required under the regulatory plan.

28 7. Provides for regulatory oversight and review of the construction process and cost of the

29 new investments set out in the Agreement.
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DCES THE AGREEMENT PROVI DE OTHER BENEFI TS THAT MAY OR MAY NOT
HAVE AN EFFECT ON THE REVENUE REQUI REMENT?
Yes. The Regulatory Plan has other factors that a Signatory Party or Parties believed important to
include or to recognize when evauating the plan. These factors include:

1 Providing increased diversity of resources used to meat customer needs for dectric
sarviceby.

a. Providing for wind generation for thefirgt time on the KCPL system.

b. Providing for Demand Response and Efficiency programs to address future
resource needs.

¢. Addressing risk mitigation associated with single source or valatile price fuels.
2 Assigs in addressing the Kansas City metropolitan area clean air issues.

Provides both construction and permanent jobs in Missouri.

Increases capital investment in Missouri and resulting local tax base.

VWHY DCES PUBLIC COUNSEL BELIEVE TH S AGREEMENT WLL BENEFI T
M SSOURI  CONSUMERS?

It is Public Counsd’s belief that this Agreement as Structured will result in rates that ultimately will be
lower than would occur absent the Agreement while at the same time will maintain safe and adequate

savice,

The Company assarted that, absent adequate cash flow, it would be unable to make the necessary
investments to provide dectricity using a newly congtructed coa fired generating unit. Public Counsd
recognizes that cash flow is an important consideration during long-term, large-scale congtruction
projects. However, Public Counsdl was unable to independently verify the Company's assertion. But
Public Counsd recognizes that higtorically consumers provided cash flow during periods of major long-

term condruction projects via the regulatory process in addition to that which would have occurred

8
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under then existing regulatory practices. A critical festure of this Agreement is that the customers will
recave recognition of and credit for any additional cash flows provided through the regulatory process.
This recognition, albeit via a different mechanism than past practice, is condgstent with the procedures
used to provide recognition of ratepayer provison of cash flows during thelast major congruction phase

experienced by the dectric industry in Missouri from the mid-1970s to the mid-1980s.

The recognition of the customer contribution of cash flow isin gark contrast to the Company’s origina
regulatory plan, filed in Case No. EO-2004-1577, that requested increased (i.e inflated) earnings to
provide cash flow. Increasng theleve of earnings (i.e return on equity) during a construction period for
the purpose of providing cash flow results in the cusomer paying higher rates currently and
subsequently requires the customer to pay for the new plant whose congruction cycle created the
additional cash flow concerns.  Under the origina regulatory plan, there would not have been any
condderation or recognition of the monies paid by the customers for the inflated earnings to address the

cash flow concerns.

YOU REFERENCED PREVI QUS REGULATORY TREATMENT OF CASH FLOW
NEEDS. HAS CASH FLOW BEEN AN | SSUE DURI NG PREVI QUS PERI ODS OF
MAJOR CONSTRUCTI ON PRQJIECTS?

Yes. During the last large power plant congtruction period utilities experienced (from the mid- 1970s
until the Wolf Creek nuclear generating station was complete and operational in 1985), the revenue
requirement of utilities engaged in large plant projects was determined using a procedure referred to as
normalization of tax timing differences. The tax laws allowed utilities to take addition depreciation

expense for the computation of income taxes actually paid, thus reducing their current income tax paid,

9
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but increasing future income tax paid. However, the tax laws allowed the regulatory commissions to
incorporate the actual taxes paid into the revenue requirement and thus “flow-through” the bendfit of
lower current income taxes paid to the consumer in the regulatory process and thus not increase the cash
flow to the utility. This was the traditional practice of the Commission absent a showing that a utility
was experiencing cash flow issues. Regulatory commissions had the option to ignore the reduced current
income taxes actually paid and set rates as if the taxes were actually paid; this process, referred to asthe
normalization of tax timing differences requires cusomers to provide additional tax flow to the utility.
This created a deferred tax lighility to recognize that the utility would eventually have to pay the income
tax. The regulatory process also recognizes the deferred tax as a reduction to rate base because the

customer had provided these monies (additional cash flow) to the utility.

HOW WERE CASH FLOW CONCERNS ADDRESSED DURI NG THE PRI CR PERI GD
OF MAJOR ELECTRI C GENERATI NG FACI LI TI ES CONSTRUCTI ON?

During the previous dectric plant congtruction period, the Commission routingly utilized normalization
procedures in lieu of its traditional flow-through approach for setting rates. Dueto changes in the federal
income tax laws as a result of the Tax Reform Act of 1986, the flow-through option for tax timing
differences is esserttially no longer available. The significant tax timing differences; in terms of dollars,

are currently required to be normalized for regulated utilities.

PLEASE EXPLAIN VWHY | NFLATED EARNINGS TO PROVI DE CASH FLOW
WOULD RESULT IN H GHER CURRENT RATES THAN THE AMORTI ZATI ON

PROCESS | NCLUDED | N THE AGREEMENT.

10
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The reason for the higher rates would be the income taxes associated with receiving a dollar of earnings.
Simply put, utilities pay income taxes only on their earnings. Therefore, to receive a $1.00 of earnings,
a utility must receive approximatey $1.62 of revenue from the customer. The amortization procedure
included in this Agreement anticipates that amortization expense (the accelerated recovery of past capital
investments of the company) will be offset in the income tax calculation by the depreciation expense
associated with the new investment.  This will reduce or diminate the 62 cents that must be recovered

from the customer to provide a $1.00 of cash flow to the Company during the construction phase

PLEASE EXPLAIN WHY PROVIDING ADDITIONAL CASH FLON VIA
| NCREASED EARNI NGS WOULD REQUI RE THE CUSTOVER TO SUBSEQUENTLY
PAY MORE WHEN THE NEWY CONSTRUCTED PLANT 1S | NCLUDED I N RATE
BASE.

The incremental earnings for cash flow would be recorded on the financial records, first as a revenue
and, ultimately as an increase to stockholders equity. In turn, this supports the construction projects that,
upon being placed in-service, will be investments that are included in rate base. Once included in rate
base, the ratepayer would then be required to pay not only a return on the investment, but also a return of
the investment supported by earnings from a prior period. Effectivdy, the cusomer would pay for a
portion of the total investment twice plus pay a return on the total investment prior to it being fully
depreciated. In contragt, the Additional Amortization expenseincluded in the Agresment will result inan
increase in the Accumulated Reserve for Depreciation in the future. 1t will be used a reduction to rate
base to recognize that the customer has already paid for the past investment and no longer hasto pay a
return on these past invesments.  As a result of this Agreament, the total rate base and the resulting

future rates will be lower. Stockholders also recave an advantage of a reduced investment risk
11
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associated with loss of capital because they will have recaived a return of ther investment in a shorter

timeframe dueto the Additiond Amortization.

HAVE THE PARTIES AGREED TO PROVIDE ADD TIONAL CONSUMER
BENEFI TS UNDER TH S AGREEMENT WTH RESPECT TO THE TOTAL
ORIA@ NAL COST OF THE PRQJECT TO BEINCLUDED IN RATE BASE I N
RATE FILING #4, ASSUM NG PRUDENT CONSTRUCTI ON NMANAGEMENT OF
THE PRQJECT?

Yes. The parties have agred to reduce the equity component of the Allowance For Funds Used During
Congruction by 125 bad's points (1.25%) in Paragraph 111.B.1.g, Allowance For Funds Used During

Congruction (“AFUDC”) for thelatan 2 project.

A condruction project has both direct and indirect costs charged to the project during its congtruction
phase. Direct cogts include cash payments for sed, concrete, labor, and other tangible items or services
acquired to complete the project. Indirect costs include costs associated with management of the project,
property taxes during the congtruction phases, and numerous other items. AFUDC is an indirect cost
that recognizes the “ cogt of capital” associated with financing the project. These cods include interest

expense and return on equity invested by the stockholders.

The 125 bads point reduction in the AFUDC rate will result in lower indirect costs being charged to this
project and thus reduce the total original cogt that the Company will seek to include in rate base in the
future Ratepayers will thus benefit from having alower original cost upon which they haveto providea

return®on” and “of” in the determination of revenue requiremen.

12
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WLL TH S REDUCTION IN THE EQUI TY COMPONENT OF THE AFUDC RATE
AFFECT CURRENT TAR FF RATES DURING THE TIME IATAN 2 IS
CLASSI FI ED AS CONSTRUCTI ON WORK | N PROGRESS?

No. AFUDC is smply an accounting entry to capitalize to plant cost the opportunity costs associated
with a sockholder’s equity funds and debt interest costs. Essentialy, the Company is agreaing that the
stockholders will accept a lower return during the congtruction period in exchangefor, or recognition of,
the obligations of the ratepayers under this Agresment. The treatment of AFUDC also does not affect

current cash flows during the congtruction period.

PLEASE EXPLAIN THE CUSTOMER BENEFIT ASSOCIATED WTH THE
REDUCTI ON I N DEPRECI ATI ON EXPENSE DUE TO LI FE EXTENTI ON FOR
THE WOLF CREEK NUCLEAR GENERATI NG PLANT.

A reduction in depreciation expense for a utility results in a dollar for dollar decrease in the revenue
requirement that is paid by the cusomers. This bendfit will be reflected in rates when tariffs from the
Company’s next general rate case become effective Missouri customers will continue to recelve credit

for the depreciation expense based on the shorter life expectancy until such time.

VWHY HAVE THE PARTI ES AGREED THAT THE DEPREC ATI ON RATE FOR THE
WOLF CREEK NUCLEAR GENERATI ON STATI ON SHOULD BE REDUCED?

The current depreciation rate is based on a 40-yegr license from the Nuclear Regulatory Commission for
the operation of the facility. It is expected that this license will be extended for another 20 years. This
results in lower depreciation rates and shifts some of the respongibility for paying for the facility to the

customers who will be recaiving servicefromit during the extended life period.

13
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If this Agreement is adopted, the depreciation rate based on a 60-year life will be condstent with
procedures already used in Kansas. | will address protections for Missouri customers later in my
testimony with regard to ensuring that Missouri customer's receive recognition for additional funds paid
during the time period in which Missouri and Kansas depreciation rates were different for the Wolf

Cregk Plant.

HON DOES THE CUSTOMER BENEFIT FROM THE RECOGNI TI ON OF NET
| NCOVE FROM OFF- SYSTEM SALES AND TRANSM SSION SERVI CE | N THE
DETERM NATI ON COF REVENUE REQUI REMENT BOTH HI STORI CALLY AND ON
A GO NG FORWARD BASI S?

The investments used to provide off-system sales of dectricity and transmission services are included in
rate base on which the customer pays a return on and of in ther rates Therefore, the revenue
requirement attributable to the customer should reflect prudent actions by Company management to fully
utilize these assets.  These actions would include taking advantage of opportunities to profitably sdl
power when excess capacity exists above that levd of capacity necessary to serve jurisdictional retail
sales and contractual requirements. Similarly, excess transmission system capacity should also be
utilized to its fullest potential. Upon completion, the latan 2 plant will provide a Sgnificant increase to
the Company’s base load generation capacity. To the extent opportunities for off-sysem sales are
created, the net margin on these sales should be used to reduce the revenue requirement as customers will
not only be paying a return on and of the investment in latan 2 (and the rest of the generation flegt for
that matter), but also will have paid the additional amortization necessary to obtain the financing during

the construction of the latan 2 unit and other investments.

14
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PLEASE EXPLAI N HON THE RATE MORATCORI UM BENEFI TS CUSTQOVERS.

The moratorium provides the customers with stable rates through December 31, 2006.

DOES THE AGREEMENT PROVI DE FOR REGQULATCORY OVERSI GAT OF ALL
RATE CHANGES DURI NG THE REGULATORY PLAN?

Yes.

IN YOUR CPINION, DD THE COMPANY' S ORI G NAL REGULATORY PLAN
PRESENTED IN CASE NUMBERS EO-2004-0577 AND EW 2004-0596
PROVI DE FOR REGULATCRY OVERSI GHT OF ALL RATE CHANGES?

No. The Company’'s proposal would have required a series of tariff increases to be approved for
implementation over a five-year period based on Company projections of expenses and investmerts.
There would nat have been an opportunity for review of actual data or market conditions prior to any of
the effective dates of thetariffs. Additionaly, thein-service status of the new investments included in the

Company forecasts would not have been determined prior to the effective date of the proposed tariffs.

DOES THE EXPERI MENTAL REGULATCORY PLAN SET QUT A STRUCTURE TO
REVI EW ACTUAL DATA AND ENSURE | N SERVICE STATUS OF NBEWY
CONSTRUCTED PLANT PRI OR TO THE | NCLUSI ON OF SUCH PLANT | N RATE
BASE?

Yes. Paragraph [11.B.3., Expected Rate Cases During Regulatory Plan, addresses the regulatory process
and certain procedures to change rates during the Regulatory Plan and through the in-service date of the

latan 2 generating facility. The Company agreed to not sesk changes in any rates outside of the two
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required general rate cases (Rate Filings #1 & #4) identified in Paragraph 111.B.3 and the two anticipated

geneal rate cases (Rate Filings #2 & #3).

The Agreament sets out the expected timing of these ratefilings. The Agreement also addresses several
aress of each case induding case schedules, known and measurable update periods, true-up dates,
intervention status, new infragtructure investments, amortization expense, revenue imputations, and class
cost-of-servicerate design.  Congtruction Accounting (Paragraph 111.B.3.d.(vii), at p. 43) sets out the
procedures to address the earnings impact of a new large base load dectric generating facility on therate
base of the Company. It isanticipated that the latan 2 facility will increase rate base by over 20% at the

timeit reaches in-sarvice gatus.

In-Service Criteria (Paragraph 111.B.1.(1) ) sets out the criteria for the various proposad investments that

each investment must meet prior to being declared in-service and then digible for inclusion in rate base.

PLEASE EXPLAI N VWHY PUBLI C COUNSEL BELI EVES THAT AMORTI ZATI ONS:
TEN (10) YEAR RECOGNI TION OF FUTURE BENEFI TS (PARAGRAPH
[11.B.2.P) CONTAI N ESSENTI AL RATEPAYER PROTECTI ONS.

The Additional Amortizations to Maintain Financial Ratios (Paragraph 111,B.1.i., p. 18) will raise
current rates to provide adeguate cash flows to the Company subject to certain conditions as st out in
this Agreement.  As previoudly discussed, this amortization represents a return of the investment made
by the Company in plant-in-servicethat isincluded in rate base. Once paid, the ratepayers will no longer
have to pay areturn on these assets in rate base. In order for the customers to recaive the benefits of the
payment of the amortization expense, future rates must reflect the resulting lowering of rate base and

also ultimately the reduction in total payments remaining in order to provide the Company a return “ of”
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its investment. The purpose of Paragraph 111,B.1.p is to recognize that customers are entitled to this
bendfit and give the customers some assurance that at a minimum, some of this bendfit will in fact be

recognized and not altered by some unknown future event.

This paragraph aso requires the Company to recognize the bendfits to ratepayers associated with the
continued amortization of $3.5 million initially authorized in Case No. EO-94-199. In addition,
Appendix G of this Agreement, sets out the depreciation and amortization rates for Missouri

jurisdictional plant in service

Ancther amortization affected by this paragraph is the deferral of SO, revenues. These revenues are to
be deferred for recognition in the revenue requirement until Rate Filing #4. This deferral recognizes that
these monies are due the customers and as such are customer supplied funds to the Company and
therefore are to be used as an offset to rate base not only during the congtruction period, but also in the

period following the in-service date of latan 2.

Finaly, Appendix G, Depreciation and Amortization Rates, sets out the rates (i.e time periods) over
which the original cost of KCPL'’s plant is alocated to the income statement and the cost of service for
rate making purposes. The resulting accumulated reserves represent customer-supplied funds and serve

as an offset to the origina cost of the plant in the determination of rate base.

THE AGREEMENT SETS QUT RECOMVENDATI ONS FOR THE TREATMENT OF
THE SALES OF SO, EMM SSI ON ALLOMNCES DURI NG THE CONSTRUCTI ON
PER GD. HOW DCES THE SALE OF SO, EMM SSI ON ALLOMNCES | MPACT

REVENUE REQUI REMENTS?
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A.

The recognition of SO, emission allowances transactions would normally be included in the revenue
requirement determination after review of al associated factors. Operating revenue from sources other
than revenue recaived via tariffs allows for lower rates charged under tariffs. The customers pay the cost
(expense and investment costs) associated with the provison of normal on-going utility services and thus

revenues resulting from utility operations should be recognized in the ratemaking process.

VWHY DOES TH S AGREEMENT ADDRESS THE SALE OF SO, EMM SSI ON
ALLOMNCES?

The process set out in the Agresment recognizes two distinct circumstances that Public Counsd believes
warrant a change in the normal ratemaking trestment. Providing a favorable method of generating cash
flow during the congtruction period is a primary driver of this Agreement. The sale of SO, emission
allowances without current recognition in the revenue reguirement will provide additional cash flow to
the Company during the condrruction period of the environmental upgrades contemplated under this

Agreaman.

The second circumstance is that the condruction projects, which include environmental upgrades of
existing plants, will result in lower emissions and thus make available more SO, emission allowances
currently available for sdle. The Agreament provides for the deferral of the net income recognition of
SO, emission allowance transactions that will occur in thefirst two years and the subseguent recognition

in revenue requirement via an amortization of the deferral to operating revenuesin the future periods.

PLEASE EXPLAI N PUBLI C COUNSEL’ S PCSI TI ON ON THE PROVI SI ON FOR

A SPECI FI C PERI GD OVER VH CH THE AMORTI ZATI ON W LL OCCUR
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A.

The availability of SO, emission alowances for current sale result in part, from future investments in
environmental upgrades. It is therefore anticipated that the Internal Revenue Service will treat this
transaction as a like-kind exchange IRS treatment as a like-kind exchange will diminate potential
current income tax consaquences.  If that occurs, the appropriate treatment of the resulting deferred

revenues would be to recognize the revenues over thelife of the property that created the revenues.

VWHAT HAPPENS | F THE | NTERNAL REVENUE SERVI CE DCES NOTI' TREAT
THE TRANSACTI ON AS A LI KE- KI ND EXCHANGE?

Such a finding would mean that the IRS, would find that, in fact, the reationship between the SO,
emission alowances sold currently and the investment in environmental controls is not directly linked.
Absence such linkage, Public Counsd believes it appropriate to return the deferred monies to the
ratepayers over the shortest period possible that takes into consderation the cash flow effects on the
Company and impact on rate changes. This recommendation would occur in Rate Filing #4. The
deferral of SO, emission allowances would be continued until that time in order to provide cash flow.

Thedeferral in ather instancewill be recorded as aregulatory liability (i.e monies dueto customers).

ARE THERE CUSTOVER PROCTECTI ONS RELATED TO RATE CHANGES THAT
DO NOT' CONSI DER ALL RELEVANT FACTORS OF THE COST OF SERVICE I N
THE AGREEMENT?

Yes. Thecurrent regulatory process looks at al rdevant factors when determining rates. The resulting
meatching of all components of the total cost of service precludes any party from gaming the system to
achieve @ther lower or higher earnings than would be just and reasonable had all rdevant components of

the total cost of service (revenue requirement) been reviewed. KCPL has agreed in Single-lssue Rate
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Mechanisms (Paragraph 111.B.1.c,) to not seek to utilize any mechanism that would allow rate changes
outsde of a general rate case unless all rdevant factors are consdered. Public Counsd believes this

paragraph provides an essantia protection to ensurethat customers pay just and reasonable rates.

The paragraph also alows the Company to address potentially volatile fud costs in a manner that sets
rates with due consderation to all rdevant factors. The Interim Energy Charge allowed under the
Agreement will be st in the context of a general rate procesding and will not be subject to change

outside of ageneral rate case.

KCPL IS A COWANY THAT HAS RETAI L OPERATI ONS | N BOTH M SSOURI

AND KANSAS. DCES TH S AGREEMENT PROVI DE PROTECTI ONS TO ENSURE
THAT FUNDS PROVI DED BY M SSOURI ANS DO NOT SUBSEQUENTLY BENEFI T
KANSAS CUSTOMVERS?

Yes. Several paragraphs of the Agreament require the Company to develop and maintain records that
identify payments made by Missouri retail customers. These payments by Missouri customers will
reduce the determination of rate base in future rate cases. Absent this Agreement, the identification of
these funds would be lost amid the jurisdictional allocation process in future cases. The Kansas service
territory of the Company is its fastest growing business segment and as such the allocation factors will
continue to assign more of the cogt of service to Kansas. To the extent Missouri customers have paid
monies that would serve to offset this cost of services, the jurisdictional allocation process should not
inadvertently assign these cogt reductions to Kansas. The following paragraphs address specific
indances where such an occurrence would happen absent the prohibitive language induded in the

Agreaman.
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Paragraph 111.B.1.d. - SO, Emission Allowances

Paragraph 111.B.1.h. - Current Amortizations

Paragraph 111.B.1.i. - Additiond Amortizationsto Maintain Financia Ratios
Paragraph 111.B.1.m. —Wolf Creek Depreciation Reserve

WLL THE REQUI REMENT TO | MPLEMENT A CONSTRUCTI ON PRQIECT COST
MONI TORI NG SYSTEM BENEFI T CUSTOVERS AND STOCKHOLDERS?

Yes. The sysemwill provide the Commission, the signatory parties, and the Company with a procedure
to review the cogt incurred. During the congtruction period, a properly designed system will identify
aress for potential cost overruns and other circumstances that would have detrimental impacts to the

customer and stockholder and the economics of the project itsdf.

PLEASE EXPLAIN THE REGULATORY OVERSI GHT AND REVIEW OF THE
CONSTRUCTI ON PRQJIECTS ADDRESSED I N TH S AGREEMENT.

Paragraph 111.B.3. of the Agreament contains four sub-paragraphs (one per Rate Filing section) entitled
“Infragtructureé’ which specifically sets out the rights of the parties to address the question of prudence
with respect to the management of the congtruction projects, congtruction expenditures, and thetotal cost
of the projects to be included in rate base. It is Public Counsd’s bdief that the Sgnatory parties have
reached agreament with respect to what has been termed “ decisona” prudence regarding the need for the
projects and the initial decison to move forward with the planning, design, and congtruction of the

projects based on information and data provided by KCPL.

The Agreement does not contemplate that the signatory parties have given up ther right to review the
prudence of continuing the projects under changed circumstances. The Agreement does not contemplate

that the signatory parties have given up ther right to challenge the management of the congruction
21
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projects or the resulting cogs.  Further, Public Counsd would not recommend that this Commission
abandon its ahility to do s0 as Public Counsd believes that in so doing, the Commission would not be
able to fulfill its obligation to ensure safe and adequate service to the customers at just and reasonable

rates.

The Agreament specifically requires KCPL to activdy monitor the mgjor factors and circumstances of
its resource plan and take steps to inform the Signatory Parties and ultimately the Commission if changes
occur that would warrant a change in investment strategy from that determined in the initial decision to
begin the planning and congruction of the investments listed on Appendix D-1 and D-2. It is Public
Counsdl’s belief that the Agreament anticipates that some or al non-KCPL Signatory Parties also will
continue to monitor the circumstances and data that support theinitia decison to proceed. If changesin
these factors occur, the Signatory Parties have the ability to inform the other Signatory Parties and
ultimately the Commission and make a recommendation on whether to continue with construction
without changes or to identify neaded changes will be addressed and brought to the Commission. Findly
it is Public Counsdl’s belief that the Agreement anticipates that the Sgnatory parties, or at least some of
them, will perform congtruction audits in the various anticipated rate cases, to review the performance of

the management of the projects and the rd ated cods.

DOES THE REGULATORY PLAN CONTAINED I N THE AGREEMENT PROVI DE
FOR THE | NCORPCRATI ON CF CONSTRUCTI ON WORK | N PROPGRESS (CW P)
I N THE DETERM NATI ON OF REVENUE REQUI REMENT FOR CURRENT RATES

OR | N THE ALTERNATI VE, ESTABLI SH A PROCESS THAT | NCORPORATES
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CWP IN THE DETERM NATION OF REVENUE REQU REMENT APPROVED
DURI NG THE REGULATORY PLAN?

No. The Agresment does not providefor any changein current tariff rates. Furthermore, the process set
out in Paragraph 3, “Expected Rate Cases During the Regulatory Plan” provides for regulatory
procedures (including the use of true-up mechanisms) that ensure investment in plant must be used and
useful and in-service prior to its incdusion in the determination of revenue requirement. Paragraph
111.B.3. sets out the procedures for each of the expected rate cases and includes a sub-paragraph entitled
“Infragructure’ that specifically gates the congruction projects (identified in Appendix D to the
Agreament) must be “in-service prior to the agresd upon true-up date’. In addition, Appendix H, “In-
Searvice Criterid’ sets out the criteria for evaluating and testing the performance of the various projects so

that they can be declared to bein-service for regulatory purposes.

| S THE AGREEMENT SUBJECT TO MODI FI CATI ON BASED UPON A CERTAI N
ACTI ONS TAKEN BY STAKEHOLDERS | N KANSAS AND APPROVED BY THE
KANSAS CORPCRATI ON COW SSI ON REGARDI NG KCPL AND THE | ATAN 2
PLANT?

Yes. Agreement Conditioned on Regulatory Plan Approva By Kansas Corporation Commission,
(Paragraph 111.B.6., p. 49) specifically provides for this contingency. The Agreement dates” If theterms
of the Regulatory Plan agread upon in Kansas and/or required by the KCC are not comparable to the
terms agreed to in Missouri and reguired by this Commission, KCPL agrees that it will offer to the other
Signatory Parties in Missouri and accept comparable terms to those terms agreed upon in Kansas and/or
required by the KCC”. Public Counsel asks the Commission to leave this case open to incorporate any

conditions approved by the KCC tha the Signatory Parties wish to incorporate into the Missouri
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Agresment. Public Counsdl anticipates that there will we some changes the Signatory Parties will want

to makein the Missouri Agreament to reflect provisonsin the Kansas agreement.

PLEASE SUMVARI ZE YOUR TESTI MONY ON BEHALF OF THE OFFI CE OF
PUBLI C COUNSEL.

Public Counsd bdlieves this Agreement fairly balances the interests of consumers and sockholders. The
Agreament contains provisons to protect consumers and provide them with tangible bendfits. The
stockholders also recaive benefits such as congtruction accounting addressad in Paragraph 111.B.3.d.(vii)

Condruction Accounting and protections such as decisional prudence

DOES TH S CONCLUDE YOUR DI RECT TESTI MONY?

Yes.
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