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SURREBUTTAL TESTIMONY 

OF 

WILLIAM J. KEMP 

Case No. EM-2017-0226, et al. 

Are you the same William J. Kemp who submitted Direct Testimony in this 

proceeding? 

Yes, I am. 

1. INTRODUCTION AND PURPOSE 

What did you do to prepare your Surrebuttal Testimony? 

I reviewed the testimony of witnesses in this proceeding who addressed directly Great 

Plains Energy's ("GPE") estimates of efficiencies that would be produced from its 

acquisition of Westar Energy, Inc. ("Westar") (the "Transaction"), i.e., Missouri Energy 

Consumers Group ("MECG") witness Mike Gorman and City of Independence 

("Independence") witness Joe Herz. After considering the logic and evidence presented 

by these witnesses, I developed the surrebuttal points that are set forth below. 

What is the purpose of your Surrebuttal Testimony? 

This testimony responds to the referenced intervenor witnesses. It is intended to 

reinforce the basic message from my Direct Testimony, help focus on the most material 

issues, and assist the Commissioners in making a well-informed decision in promoting 

the public interest, including no detriment to Missouri customers in approving the 

Transaction. 

More specifically, this testimony responds to cettain ill-founded assettions 

contained in the testimony of witnesses Gorman and Herz. They each take issue with 

elements of my Direct Testimony. I will demonstrate through my Surrebuttal Testimony 
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Q. 

A. 

that their positions are factually incorrect, suffer from serious logical flaws, or advocate 

bad public policy. 

Finally, additional evidence will be provided on key points in response to witness 

Gorman and witness Herz's testimony. 

2. EXECUTIVE SUMMARY 

Please summarize the conclusions of your Surrebuttal Testimony. 

My major conclusions are as follows: 

• No witnesses have contradicted the fact the estimated total savings from the 

Transaction are generally consistent with the middle of the range of what has been 

achieved from similarly situated mergers. GPE's savings estimates are conservative 

and reasonable, and GPE is committed to achieve them. 

• The integration planning work since July 2016 has reinforced the reasonableness and 

achievability of the total estimated efficiencies from the Transaction. The initial 

savings estimates developed during the bid phase are reasonable and achievable. 

They have been reviewed and validated by the integration planning teams, who have 

also found opportunities for additional efficiencies. 

• GPE's estimates of efficiencies from the Transaction in the Generation and 

Supply Chain areas were not challenged by Mr. Gorman or Mr. Herz. It should 

be noted that GPE achieved significantly more than the targeted Supply Chain 

savings from the KCP&L-Aquila transaction. 

• GPE's estimates of Shared Services savings from the merger are conservative and 

robust. To argue that Shared Services savings are not core benefits from the 
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Transaction flies in the face of economic common sense, industry experience and 

regulatory precedent. 

• GPE's estimated total savings in the Transmission and Distribution ("T &D") and 

Customer Service areas are not large, and should be very achievable. GPE is 

taking a very conservative approach to any such cost reductions, so that reliability 

and customer satisfaction are not negatively affected. 

• GPE counted only operational and capital cost savings that were attributable to the 

Transaction, i.e., they were directly created or enabled by the Transaction, and could 

not reasonably be realized in the normal course of business as separate companies. 

The Commission has accepted this standard in the past, notably in the KCP&L-

Aquila transaction. 

• GPE has demonstrated that it can successfully execute and harvest substantial 

efficiency savings from merger transactions. Its achieved savings from the KCP&L-

Aquila transaction significantly exceeded the initial estimates. On a comparative 

basis, the operations and maintenance ("O&M") costs per customer for GPE's 

operating utilities improved from 124 percent of the industry median in 2008 to 110 

percent in 2015, 1 i.e., in the seven years following the close of than transaction. 

1 After adjustments to exclude O&M costs that vary very widely across utilities due to structural factors largely 
beyond management control, such as generation divestiture, ISO/RTO costs, energy efficiency program mandates 
and pension plans. 
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A. 

Q. 

A. 

Has the level of confidence by GPE's management around the reasonableness and 

achievability of the overall savings changed since the time of the initial savings 

analyses completed by GPE Management in conjunction with your team? 

Yes. Their level of confidence has grown higher due to the more detailed integration 

planning work performed by GPE and Westar since July 2016. See the surrebuttal 

testimony of Steven Busser for an overview of the status of the integration planning 

work. The achievability of the initially estimated levels of total Transaction savings has 

been confirmed, and specific plans are being readied for execution. 

3. CORRECTIONS 

Do you have any corrections that you wish to make to your Direct Testimony? 

Yes, I have one set of corrections that I would like to make. I do not believe these 

corrections are material. 

I would like to revise the Costs to Achieve by non-fuel operations and 

maintenance ("NFOM") category for 2017 only, to make my Schedule WJK-3 consistent 

with the numbers for costs to achieve that were used in the final GPE financial model run 

for the bid. The total NFOM Costs to Achieve for 2017 increases by $1.2 million: 

• Generation increases from $0.7 million to $1.4 million. 

• T&D and Customer Service increases from $0.6 million to $1.2 million. 

• Shared Services decreases from $5.5 million to $5.4 million. 

There are no changes to Costs to Achieve for 2018-2020. 

The revised summary table of estimated savings, incorporating these changes, is 

attached as Schedule WJK-3R. 
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4. SAVINGS ESTIMATION APPROACH 

Q. Do you have any general comments about Mr. Gorman's reliance upon testimony of 

other witnesses in the merger approval proceeding before the Kansas Corporation 

Commission ("KCC")? 

A. Yes. In pages, 30-322 of his rebuttal testimony, where he develops his views on the 

savings estimation process used by GPE, Mr. Gorman cites and relies heavily on 

testimony and evidence presented before the KCC by other witnesses in that proceeding 

(Docket No. 16-KCPE-593-ACQ). He freely quotes their conclusions and echoes their 

concerns. 

However, Mr. Gorman has not brought into evidence in the instant case before the 

Missouri Public Service Commission ("MPSC" or "Commission") any of the data or 

analyses that these other witnesses relied upon in formulating their concerns and 

conclusions. As an expert in developing cost savings estimates attributable to merger 

transactions, I could not form an expert opinion on the validity of Mr. Gorman's positions 

on savings without such information. Mr. Gorman's conclusions on GPE's savings 

estimates deserve no credence because they are based on testimony and evidence that is 

not before this Commission, and are therefore unreliable. 

2 Note: All cites are to the March 23, 2017 Michael P. Gorman Rebuttal testimony filed in MPSC Docket No. EM-
2017-0226 eta/., based upon representations ofMECG counsel that this is the only Gorman Rebuttal that will be 
offered into evidence. 
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Mr. Gorman (at page 7, lines 6-7) and Mr. Herz (page 11, lines 1-12 and page 13, 

lines 12-21) both attempt to characterize the estimates of savings from the proposed 

Transaction that GPE developed during the bid process as uncertain, lacking 

sufficient detail or speculative. Do you agree with these characterizations? 

No. OPE developed its initial savings estimates in the context of an auction process. The 

time and data available for the initial savings analysis were limited by the bid process 

timeline, as they often are in transactions such as this one. OPE's team had to operate 

within the same constraints as the other bidders. The process was not unusually 

9 abbreviated from my experience in other transactions. As is typical for many major 

10 decisions in the business world, OPE made its decisions around the bid using the best 

11 data available at the time. 

12 After the bid process ended and the legal limitations on information sharing were 

13 lifted, information began to flow more freely between Westar and OPE. OPE and Westar 

14 have been developing since July 2016 successively more detailed integration plans, with 

15 quantified savings goals and executive accountability for achieving them. The leader of 

16 OPE's Integration Project (to plan and execute the integration of the OPE and Westar), 

17 Steve Busser, testifies that this substantial additional work has increased OPE's 

18 confidence in the savings estimates from the bid process. He further testifies that the 

19 total level of estimated savings increased during the course of the integration planning 

20 work. 
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Q. 

A. 

Q. 

A. 

Was the savings estimation team in the bid process charged with developing 

definitive, exhaustive estimates of savings? 

No. Our goal was not exhaustive quantification, but rather analysis adequate to answer 

the over-riding question: Are the reasonably achievable savings sufficient to meet the 

targets for making a competitive bid while maintaining GPE's financial and operational 

health and producing significant long-term benefits for customers and shareholders? We 

were conducting a sufficiency test. 

GPE fully expected the savings mix to shift, and likely expand, as it drilled down 

into further detail in the integration planning process. And that indeed has been the case. 

Mr. Herz asserts that the efforts of GPE's savings estimation team appeared to be 

biased or circular due to the savings targets that they were asked to assess (page 11, 

lines 12-14). Do yon agree? 

No. As explained in the preceding Question and Answer, the team was not trying to 

come up with a definitive estimate. We were analyzing whether the reasonably 

achievable savings (singles and doubles, not home runs) were sufficient to make the deal 

work for the benefit of both customers and shareholders. 

The guidance from GPE management to keep the estimates conservative, as well 

as the responsibility placed on GPE executives to achieve the savings, effectively 

prevented the team from pursuing overly aggressive savings estimates. The need to 

answer the sufficiency question in a parallel but opposing way encouraged the team not 

to get too conservative. The team had to find the right balance. 

Assuring that the conservatively estimated savings are sufficient to generate 

benefits and preserve GPE's financial health is the same right balance for assessing 
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Q. 

A. 

whether the Transaction is in the public interest. Any savings beyond that are "icing on 

the cake," since GPE is proposing to pass all savings through to customers as they are 

flowed through the normal ratemaking process. 

Mr. Herz's concern about what is sometimes called "confirmation bias" is 

misplaced. As I state in my direct testimony at page 9, line 17 through page I 0, line 7, 

Enovation provided the initial set of broad savings expectations to GPE in the analysis of 

utility industry experience with merger savings that was delivered to GPE in March 2016, 

before the start of the bid process and before Enovation was aware that GPE had opened 

discussions with Westar. Enovation had no role in defining the minimum target savings, 

and was not given any initial merger-related savings estimates, so the team's estimates 

could hardly be subject to confirmation bias. 

Mr. Gorman (page 7, lines 7-10 and page 31, lines 6 through 9) proposes a standard 

that wonld require GPE to show that the savings projections can only be achieved 

through the Transaction, and cannot be achieved absent the Transaction. Is such a 

standard consistent with Missouri Public Service Commission ("MPSC" or 

"Commission") precedents on merger approvals? 

No. First of all, Mr. Gorman appears to have fabricated a quote from my direct 

testimony. He states on page 31, line 8 that my direct testimony contains the phrase 

"absent the proposed Transaction." It does not. Neither that phrase nor the word 

"absent" appear anywhere in my testimony in this case. 

Second, Mr. Gorman's logic equates to requiring a strict "but for" test, wherein 

only savings that could not be achieved in any way without the merger are allowed to be 

counted. This was not the standard used during the proceeding which resulted in MPSC 
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approval of GPE's acquisition of Aquila, Inc. in 2008. I know this personally because I 

was a witness on the topic of transaction savings in that proceeding. The Commission 

used the same standard in that case as the one I applied in my Direct Testimony in the 

instant case. 3 

Q. Why is a strict "but for" standard impractical to implement? 

A. It is impractical because it invites parties to deny the reality of benefits from the merger 

by creating unrealistic and unproven hypotheticals of how similar benefits could be 

achieved without the merger. 

For example, Boris Steffen4
, who testified on behalf of Kansas City, Kansas 

Board of Public Utilities ("BPU") in the KCC merger approval case, suggested a number 

of ill-advised ideas on how GPE could help Westar achieve greater efficiencies without 

merging. These include GPE renting out patt of its new customer information system 

("CIS") to provide CIS services for Westar's customers (a recipe for information 

technology ("IT") and legal disaster), outsourcing back office and suppott services (more 

expensive and not as effective as merger consolidation), and selling its supply chain 

advanced analytics capabilities to Westar (ignores violation of vendor contract 

confidentiality and required IT capabilities at Westar). 

Reducing GPE's estimated savings on account of such hypothetical alternative 

paths to savings, as has been suggested by Mr. Gorman, would create an illusory standard 

that is not grounded in reality. It is not realistic to require that GPE and Westar should 

operate as though they have merged, when in fact they have not. If such a practice was 

3 See MPSC Docket No. EM-2007-0374, Report and Order, p. 80, paragraphs I 77-180 (July I, 2008). 
4 Mr. Gorman cites Mr. Steffen approvingly on page 32. 
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A. 

practical and effective, we would see numerous of examples of such "pretend mergers." 

But we do not. 

The end result of the standard suppmted by Mr. Gorman would be to deny that 

mergers can produce cost savings. In fact, when pressed on this point in hearing before 

the KCC, Mr. Steffen admitted that under his standard, none of the estimated savings 

from the GPE-Westar combination would be counted as merger-related: not the 

consolidation of management structures and corporate programs; not the consolidation of 

central shared services; not the increased bargaining power and economies of scale in the 

supply chain function; nothing. 

Departing from MPSC precedents to apply such an mtificial standard would 

discourage transactions that will clearly produce significant efficiency benefits for 

customers and the state. Regulation of utility mergers would become more complex and 

less predictable, and economic growth would suffer. 

What standard did you apply for counting savings as merger-related? 

GPE counted only operational and capital cost savings that were attributable to the 

Transaction, i.e., they were directly created or enabled by the Transaction, and could not 

reasonably be realized in the normal course of business as separate companies. 

The phrase "in the normal course of business as separate companies" could count 

benefits as merger-related if they demonstrably can be achieved at significantly greater 

speed or lower risk through the merger, even if those benefits may hypothetically be 

possible to achieve as separate companies after normal business practices have been set 

aside. Acceleration of cost savings by 3-5 years or more will reduce revenue 
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A: 

requirements and produce rate benefits. Such savings are certainly not detrimental to the 

public interest. 

Is it true, as concluded by Mr. Gorman at page 32, lines 17-20 of his rebuttal 

testimony that "it is at very best uncertain whether or not the savings are caused 

only due to the merger or rather the savings could be achieved without the proposed 

Transaction?" 

Absolutely not. Mr. Gorman attempts to paint the whole range of estimated savings with 

a broad brush of uncertainly about their relationship to the merger. In fact, the record 

before this Commission is replete with examples of savings that could only be achieved 

with the Transaction. These include the core (or "created") merger savings mentioned 

above, around consolidation of management structures, corporate programs, central 

shared services, etc. A merger is the fastest, most effective and often the only practical 

way to access these savings. 

For a more extended example, in the Supply Chain area: 

• OPE's savings estimates include benefits from applying OPE's better 

practices in data analytics and contract management to Westar, and from 

extending the terms of the most favorable GPE or Westar contracts for similar 

services to the combined company. 

• Westar does not have the internal data bases or IT capabilities to implement 

advanced analytics in Supply Chain, and has not succeeded in recent years in 

its attempts to implement such analytics. OPE's better practices in data 

analytics and contract management cannot be "sold" to Westar. 
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Q. 

A. 

• Very substantial amounts of Supply Chain savings also depend on leveraging 

the much larger size of the combined company to negotiating more favorable 

pricing and terms on procurement 

None of these benefits would be accessible in the near term without the merger. 

5. SAVINGS ESTIMATE ISSUES 

Mr. Gorman cites a concern raised by KCC Staff witness Ann Diggs on the 

estimated vs. actual savings from the KCP&L-Aquila transaction. Could you please 

clarify what was achieved? 

Yes. GPE's initial estimates of the savings from the potential KCP&L-Aquila 

transaction were developed in February 2007. The level of information sharing and 

savings analysis at that point in the merger discussions was roughly equivalent to that 

during the bid process in the GPE-Westar discussions. Estimated non-fuel operations and 

maintenance expense savings (''NFOM") in the first five years after close were $264 

million. 

The estimated synergy savings finally filed with the MPSC in November 2007 

were considerably higher. Projected NFOM savings for the first five years had risen 16 

percent, to $312 million. See my Schedule WJK-6, which is Schedule RTZ-6 from the 

testimony ofGPE witness Robe1t Zabors in MPSC Docket No. 07-KCPE-1064-ACQ. 

In her recent testimony before the KCC, Ms. Diggs raised a question about why 

the NFOM cost reductions achieved by three years after the KCP&L-Aquila transaction 

(9.3% of total NFOM)5 were slightly smaller than the 10.1% that had been estimated in 

5 See Exhibit WJK-5, page 2, and supporting workpapers. 
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A. 

the November 2007 surrebuttal testimony in the KCP&L-Aquila case. 6 My response to 

Ms. Diggs was that GPE had absorbed larger than expected costs in rebuilding Aquila's 

customer service function. And the Great Recession had caused operational 

complications and significantly increased costs such as uncollectible accounts, which are 

booked as a NFOM expense item but are clearly not merger-related. But GPE still came 

close to meeting its final synergy savings estimates, as reflected in changes in total 

NFOM expenses. 

At a more merger-specific level, the regulated operating synergy savings for the 

first five years after close of the Aquila transaction, as tracked and repmied to the MPSC, 

came in well above the final estimates ($367 .5 million vs. $312 million), and thus 

extended above the initial estimate of $264 million from early 2007 by an even greater 

amount. Corporate savings outside of regulated operating savings added another large 

pool of realized savings. 

It is clear from the record that the KCP&L-Aquila transaction achieved actual 

savings that were substantially higher than initially estimated. GPE executed well, even 

in trying economic circumstances. 

Mr. Herz discusses a concern on page 12, lines 6-14 of his rebuttal testimony that 

GPE's "integration plans will be results driven," and that may result in pressure to 

generate targeted savings that could adversely impact security and reliability. Do 

you share his concerns? 

No. While I certainly do hope and expect that the integration plans will be results driven 

in the sense of achieving at least the estimated total savings, GPE has adopted a highly 

6 See Exhibit \VJK-3 in Kemp Supplemental Direct testimony in MPSC Docket No. EM-2007-0374 
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conservative approach to pursuing savings in the operational areas that affect security, 

reliability and customer satisfaction. As explained above and on pages 19 and 24-25 of 

my direct testimony, overly aggressive savings measures that would carry higher 

execution risk were screened out, as were any significant reductions in resources for 

T &D field work and customer service. GPE is pursuing efficiency improvements in 

T &D and Customer Service only to the extent that they could be achieved with minimal 

or no risk of negative service impacts on customers. 

Q. Mr. Herz goes on to assert that GPE is pursuing estimated savings of nearly five 

percent (5%) in Distribution O&M expense and capital expenditures. Is his concern 

justified? 

A. No. Mr. Herz appears to have pulled the five percent figure from my Schedule WJK-4, 

which shows an estimated savings for Distribution O&M expense of 4.9% vs. a 2016 

baseline. First, this figure did not address capital expenditure reductions. It was only for 

O&M. Second, two-thirds of the estimated Distribution O&M savings by 2020 are an 

allocated pmtion of savings from the Supply Chain function, as shown on that same 

schedule. Reducing the cost of the conductor, poles, transformers, etc. through 

procurement efficiencies will not have any negative impact on reliability, security or 

customer services. The estimated reduction by 2020 in real O&M expense for the core 

Distribution function (before allocated Supply Chain savings) is only 1.8 percent, and 

almost all of that is from centralized engineering and planning, not Distribution field 

operations. 7 

7 See Schedule WJK-7, which is an excerpt from KCP&L's response to Staff data request 230 in MPSC Docket No. 
ER-2014-0370. 
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Q. 

A. 

6. BENCHMARKING DATA IMPLICATIONS 

The final section of Mr. Gorman's rebuttal testimony on the topic of savings (pages 

35-38) presents two sets of benchmarking data, making the argument that these 

data show that GPE and Westar should not be allowed to combine. Do yon agree 

with his logic and conclusions? 

No. First, Mr. Gorman again mischaracterizes my standard for counting cost reductions 

as merger-related. That standard is stated in my direct testimony (page 18, lines 2-4) and 

above in this surrebuttal testimony. It is the same basic standard that I used m my 

testimony before this Commission in the KCP&L-Aquila merger case. 

Second, the logical nexus between achieving specific merger-related savings and 

rankings in a set of cost and rate benchmarking results is tenuous at best. The argument 

that the latter determines the former is specious. It ignores actual merger management 

performance (see above), which is a more directly relevant consideration. It also ignores 

drivers of costs and rates that are not merger-related, but can greatly influence 

benchmarking positions. I explain some of these drivers below, as they apply to KCP&L, 

GMO, and Westar. 

Third and most fundamentally, Mr. Gorman's logic and conclusions would make 

for bad public policy. He would bar utilities that - for whatever reason - have higher cost 

structures from pursuing major actions (e.g., M&A transactions) that are intended to 

reduce their costs. Apparently only utilities whose cost benchmarks are low would be 

allowed to pursue mergers or acquisitions, even if their reliability, customer satisfaction, 

corporate citizenship and other performance metrics were very bad. It is difficult to tell 

from Mr. Gorman's testimony what he recommends as the path forward for utilities with 
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higher cost metrics. It is also difficult to tell how a non-utility buyer would be able to 

pass his test. There are better uses for benchmarking data. 

Do GPE's merger savings estimates make the assumption that GPE and Westar are 

"low cost providers," as asserted by Mr. Gorman on page 35, lines 14-15? 

No. The baseline costs, against which the estimated savings were estimated, were the 

O&M and capital expenditure budgets of GPE and Westar. There was no assumption 

that either company was a low cost provider, or a high cost provider for that matter. 

The goal was to identifY reasonably achievable cost savings and improve cost 

performance. 

Is Mr. Gorman's characterization of KCP&L and KCPL Greater Missouri 

Operations ('GMO") as "relatively high cost providers" fair and accnrate? 

Not based on his analysis. Mr. Gorman's "comparison" of O&M costs (summarized in 

MPG-2) is misleading. His conclusions, therefore, are erroneous and unreliable. 

To illustrate these flaws, using solely Gorman's MPG-2, one clearly sees the 

following examples: 

• Illustration I. Consider the total range of NFOM costs presented in MPG-2. As 

summarized in Table I below, the NFOM per customer for the highest cost utility 

(line 2) in any given year is 12.2 to 60.6 times (line 3) the low NFOM utility (line I). 

Simply stated, it implies that to consider Mr. Gorman's conclusion relevant, the 

Commission must accept that some utilities operate at l-2 orders for magnitude 

higher costs, that these cost variations are largely due to management performance, 

and the other Commissions are satisfied with this cost performance. Even by 

applying a more conservative comparative view, say, comparing the #70 ranked 
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1 
2 
3 

4 
5 
6 

utility NFOM costs versus the #20 ranked utility in any given year (2012 -2015) 

suggests that these (relatively) "high" NFOM cost utility are 1.9-2.0 times the unit 

cost (line 6) times the cost of the (relatively) "low" NFOM cost systems. Again, to 

accept Mr. Gorman 's assertion, the Commission \vould need to accept that these 

extreme comparisons are meaningful. Alternatively, the Commission could allow 

that there is more to this topic (see below). 

Table 1 
Ranges ofNFOM per Customer 

Total NFOM from Gorman 
2012 2013 2014 2015 Notes 

Low 75 28 132 150 From MPG-1 
High 1640 1696 1857 1824 From MPG-1 
Multiple (H/L) (#2/#1) 21.9 60.6 14.1 12.2 Calculated Value 
Rank #20 448 447 469 490 From MPG-1 
Rank #70 829 815 918 915 From MPG-1 
Multiple (H/L) (#5/#4) 1.9 

l 
1.8 2.0 1.9 Calculated Value 

10 • Illustration 2. Reviewing any one utility - say, Cleveland Electric, as an example -

11 reveals that NFOM costs are not necessarily stable and often vary widely from year to 

12 year from a variety of factors (lines 7 and 8), from $212 to $364 per customer in 

13 2012-2015. Even within a utility, these are wide variances (again, in a very mature, 

14 stable business). 

15 Table2 
16 NFOM per Customer for Comparable Utilities 

Total NFOM from Gorman 

Line 2012 2013 2014 2015 Notes 
7 Cleveland Electric Ilium Co. 289 212 310 364 From MPG-1 
8 Y/Y Change of #7 (%) -27% 46% 17% Calculated Value 
9 Dayton Power & Light 1092 1354 1610 1519 From MPG-1 
10 Toledo Edison 533 448 598 634 From MPG-1 

17 11 Multiple (Day/Tol) (#9/#10) 2.0 3.0 2.7 2.4 Calculated Value 
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Q. 

A. 

• Illustration 3. Reviewing two reasonably comparable systems will likewise often 

reveal enormous - and unexpected (to a layman) - variations in NFOM costs as 

presented by Mr. Gorman. Consider, for example, Dayton P&L and Toledo Edison. 

Both are Ohio utilities (a common regulator), serving similar communities (similar 

work force/labor rates, similar topography, similar weather, similar 

economic/demographic markets, etc.). They are located about I 00 miles apatt. 

Nevertheless, Dayton P&L has NFOM cost per customer (as presented by Gorman) 

that are 2-3 times higher than Toledo Edison. See Table 2, line II above. 

• Illustration 4. Mr. Gorman totally relies on NFOM costs for comparison, although he 

does not define it. For example, are supply NFOM costs included in power 

production NFOM? Is purchased power expense in NFOM? 

What are the implications of these wide differences in reported NFOM expense? 

Accepting Mr. Gorman's conclusion that, "GPE's existing utility subsidiaries are 

relatively high cost utility providers rather than low cost providers" without definition, 

qualification, explanation, or understanding of the local cost drivers is misleading at best 

and suggests that these apparently very large NFOM cost differences are: I) the result of 

management action or carelessness, and 2) are perfectly acceptable to their common 

Commissions and the diligent work of decades of public utility regulation. That is not 

plausible. 

Therefore, a useful comparative NFOM assessment must, at a minimum, consider 

and adjust for: I) major structural differences among utility systems, 2) some of the most 

obvious, material, and discernable (through FERC accounts) historic regulatory choices 

that often drive variances in NFOM cost levels, and 3) workforce choices made in by 
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Q. 

A. 

management and observed by the Commission over many decades. Mr. Gorman's 

assessment (MPG-2 and testimony) lacks this understanding and discernment. 

Did you conduct an analysis of the reported costs of utilities that are comparable to 

GPE and Westar, to illustrate the impacts of these local cost drivers? 

Yes. 178 U.S. electric utilities report FERC Form I data on a comparable basis and are 

included in the publicly available data base of the SNL data service. SNL is the same 

data service referenced by Mr. Gorman. Our comparative sample, or peer group, 

included the 75 electric systems with greater than 300,000 customers and less than 1.5 

million customers. 

This comparative subset was designed to address the following Issues around 

comparability: 

• Experienced industry analysts recogmze that very large U.S. utilities (say, 

Consolidated Edison of New York, Pacific Gas and Electric, Southern California 

Edison, etc.) often have very distinct system design, customer usage, and other 

operating characteristics that are radically different from systems like GPE and 

Westar. These differences significantly distort typical "per customer" or "per kWh" 

comparative measures. For example, these large, densely-urban systems may have 

millions of customers who have very low average usage (e.g. in multifamily housing) 

and underground (rather than overhead), networked (rather than radial) systems that 

have plant investment, operating cost, and reliability characteristics very different 

from smaller, less urban systems. 

• Relatively small systems (say, less than 300,000 customers) are also eliminated to 

avoid their often unusual characteristics that, likewise, distort comparative 
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Q. 

assessments. Even a cursory review of Mr. Gorman's Exhibit MPG-2 quickly affirms 

this view and the potential for misinterpretation. Mr. Gorman's lauded "low cost" 

systems (e.g. Kingsport, Emera) may well not have achieved their low costs from 

management or regulatory innovation but rather because they lack the responsibility 

for (and/or the related costs) for major system elements (e.g. no production or 

transmission system, separate accounts, etc.). 

The 75 systems included in the comparative dataset that I analyzed are 

sufficiently large and diverse to offer meaningful comparisons within a range of 

reasonableness. 

What are some of the types of structural differences that can have major impacts on 

reported NFOM expense? 

• First, regarding only the most obvious structural differences, utility systems vary 

widely in their level of purchased power vs. in-system generation. Thus, the 

appropriate comparison NFOM should be based solely on the Transmission, 

Distribution, Customer Accounting & Service ("Customer Service"), Sales, 

Administrative and General ("A&G") expenses. Moreover, delivery of off-system 

purchases requires transmission fees paid to other systems, which are recorded m 

FERC account 565. 

In reviewing investor-owned electric utilities reporting their costs to FERC, 

we note OPE's subsidiaries have relatively high expenses for net transmission fees 

paid to others to satisfy power supply needs of customers. These NFOM costs add 

approximately $70 (vs. median) to $90 (vs. low quartile) per customer for OPE's 

systems, relative to the peer group for this account. 
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Figure 1 

Transmission by Others Expense (#565) Per Customer 
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Similarly, we note that some utilities have relatively high expenses for 

miscellaneous transmission operations expense (FERC account 566). In Westar's 

case, these costs include the network transmission charges paid to the Southwest 

Power Pool ("SPP"). Such SPP-related NFOM costs add over $300 per customer for 

Westar's systems, relative to the peer group median or first quartile costs for this 

account. This is a very substantial local cost driver. 
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1 Figure 2 

Transmission Ops Misc. (#566) Per Customer 
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3 • Second, the scope and cost of Energy Efficiency and Demand Response (EE&DR) 

4 programs implemented at various utilities varies: a) widely among states, b) widely 

5 among utilities within states (i.e. a common regulator), c) significantly from year-to-

6 year for the same utility, and d) in accounting treatment (i.e. the booking to FERC 

7 accounts). 

8 Although accounting methods for these EE&DR programs vary widely among 

9 utilities, most are presented in the FERC Customer Service and Customer Information 

10 Expense accounts (various 900-series FERC accounts). In reviewing FERC-repot1ing 

11 IOUs, we note GPE's GMO subsidiary has relatively high Customer Service and 

12 Information expenses related to these EE&DR programs in recent years. These 
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NFOM costs add approximately $80 (vs. median) to $105 (vs. low quartile) per 

customer relative to the industry for the total NFOM costs. As shown below: 

Figure 3 

Customer Service/Info Expense Per Customer 
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• Third, over the past two decades utilities have varied widely in their approach to 

employee and retiree pension and benefits programs. Specifically, some systems 

have transitioned employees to Defined Contribution plans, while others have 

maintained historic Defined Benefit plans to the maximum degree possible. Among 

those systems with Defined Benefit programs, various plan assumptions (discount 

rates, employee contributions, etc.) affect Pension and Benefit costs (FERC account 

926). Often, more conservative systems have higher costs. These decisions have 

been made by management with the active patticipation and oversight of regulators 
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1 and other stakeholders. Consequently, Pension and Benefit costs (account 926) vary 

2 enormously among utility systems as illustrated below in Figure 3. 

3 In reviewing FERC-reporting IOUs, we note OPE subsidiaries have 

4 relatively high expenses for Pension and Benefit costs. These NFOM costs add 

5 approximately $110 (vs. median) to $130 (vs. low quartile) per customer relative to 

6 the industry for the total NFOM costs. 

7 Figure 4 

Pension & Benefit Cost Per Customer {#926) 
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Q. 

A. 

How do the operating utilities of GPE and Westar compare on costs per customer 

with their utility peers when adjustments are made for these major structural 

factors? 

The three structural cost drivers discussed above demonstrate the perils of a total NFOM 

analysis without definition, qualification, or consideration of (some) important and 

material variances among systems. 

Given the topics noted above, a more meaningful comparison of NFOM across 

utilities including GPE and Westar should consider and adjust for the most obvious 

structural differences among utilities. Specifically, generation NFOM should be 

excluded, and adjustments should be made for the impact of net transmission fees paid to 

others (FERC accounts 565 and 566), estimated costs of extensive EE&DR programs 

(Customer Services/Information account group), and Pension and Benefit Costs. The 

chmt below presents the GPE utilities' NFOM costs versus the industry on a comparable 

basis (i.e. these same costs have been removed from all data, and thus "normalized" from 

repmted values.) 

This is not a full normalization. Other factors such as customer density can affect 

NFOM cost levels per customer. Fewer customers per mile of distribution line increases 

the cost per customer. Westar's systems have relatively low customer densities. For the 

sake of simplicity, however, I have limited the adjustments for my normalized analysis to 

the structural cost drivers discussed above. 
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Figure 5 

Est. Delivery NFOM Cost Per Customer 
Trans+ Dist + CNCS/Sales + A&G 
(Excl. #565 & 566, EEIDR, #926) 

----------------------------
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As can be seen from Figure 5, when distortions from several localized cost drivers are 

removed, the NFOM costs per customer for GPE's operating utilities are close to the 

median of the 75-utility peer group. Westar's operating utilities are in the upper fom1h 

quartile for this metric. 

Figure 6 presents the same data as Figure 5, but in a relative form. It shows the 

Delivery NFOM cost per customer as a percentage of the median for the peer group, after 

excluding the FERC NFOM accounts that reflect the three structural cost drivers 

discussed above. 
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1 Figure 6 
Est. Delivery NFOM Cost Per Customer Versus MEDIAN 

Trans + Dis! + CAICS/Sales + A&G 
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3 Q. What insights do you draw from Figure 6, on the issue of whether the KCP&L-

4 Aquila merger allowed GPE to improve its relative cost performance? 

5 A. OPE's operating utilities improved their Delivery NFOM cost per customer from 124 

6 percent of the industry median (for the relevant peer group) in 2008, to 110 percent of the 

7 industry median in 2015. The merger enabled GPE to harvest successfully a substantial 

8 volume of efficiency savings, for the ultimate benefit of its customers. 

9 Q. In a similar vein, how do the operating utilities of GPE and Westar compare on 

10 NFOM costs per kWh with theit· utility peers when adjustments are made for these 

11 major structural factors? 

12 A. On page 38 of his rebuttal testimony, Mr. Gorman highlights the higher than average 

13 rates for GPE versus regional firms. While these comparisons may be true on their face, 
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they do not enable any direct or meaningful assessment of GPE's management for 

precisely the same reasons noted above. 

For example, Figure 7 below shows the Delivery NFOM cost per kWh, after 

adjusting for the three major structural cost drivers noted above. This metric includes all 

Transmission O&M, Distribution O&M, Customer Accounting/Service, Sales, and A&G 

costs, with the exceptions of external transmission expense (FERC accounts 565-566), 

DSM and energy efficiency program costs, and Pension & Benefits costs (FERC account 

926). As can be seen in Figure 7, all of the operating utilities of GPE and Westar are in 

the second or third quartile, i.e., their cost performance is close to the industry average, 

not high. KCP&L's cost per kWh comes very close to first quartile performance. 
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Mr. Gorman's benchmarking analysis is seriously flawed, he draws the wrong 

conclusions about GPE and Westar's cost performance, and his policy advice is 

counterproductive. His recommendations should be rejected. 

Mr. Gorman raises concerns about GPE's A&G costs, citing evidence presented by 

MPSC Staff in KCP&L's last rate case. What are some of the factors that tend to 

increase KCP&L's A&G costs? 

The discussion above points out the large impact of the Pension and Benefit costs (FERC 

account 926). KCP&L also records rent expense, due to the downtown GPE 

9 headquatters location, whereas cettain peer utilities that own their headquatters would 

10 reflect the asset on rate base and record depreciation expenses, thus creating an A&G cost 

11 disparity among peer utilities. 

12 Mr. Gorman certainly seems to pre-judge the results of the management audit to 

13 which GPE has agreed. He states on page 38, lines 20-22 that merely the need for 

14 (actually the agreement to conduct) a management audit should be enough to disqualify 

15 GPE from completing its Transaction with Westar. In fact, the repmt filed by Staff in 

16 Case No. E0-2016-0124 specifically acknowledged that "KCPL A&G expenses are high 

17 in numerous comparisons, driven primarily by Pension Expense. The Company has 

18 taken actions to better control pension expense and while the benefit of those actions will 

19 not be realized in the near term, they are anticipated to eventually lower A&G costs." 

20 Once again, Mr. Gorman's policy advice is to penalize GPE for trying to reduce 

21 its A&G costs (and other costs) through the proposed Transaction. 
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Q: 

A. 

7. CONCLUSIONS 

Could you please summarize the major conclusions of this Surrebuttal Testimony? 

My major conclusions are as follows: 

• GPE stands by its estimates of total savings from the Transaction. The initial savings 

estimates developed during the bid phase have been reviewed and validated by the 

work of the integration planning teams since July 2016, with some shifts among 

categories as more detailed analyses were completed. The integration teams have 

also found oppmtunities for additional efficiencies, which is to be expected as they 

deepen their understanding. GPE management is more, not less, confident that total 

estimated efficiencies from the Transaction will be achieved. 

- OPE's estimates of efficiencies from the Transaction in the Generation and 

Supply Chain areas were not challenged. It should be noted that GPE 

achieved Supply Chain savings from the KCP&L-Aquila transaction that were 

substantially higher than initially estimated, using an approach similar to that 

assumed in the GPE-Westar savings analysis. 

- OPE's estimates of Shared Services savings from the merger are conservative 

and robust. Scale economies in Shared Services are a core element of merger 

savings. To argue that Shared Services savings are not benefits fi·om the 

Transaction flies in the face of economic common sense, industry experience 

and regulatory precedent. 

- OPE's estimated savings in the T&D and Customer Service areas are not 

large, because GPE is taking a very conservative approach to any such cost 

30 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

reductions, so that reliability and customer satisfaction are not negatively 

affected. 

• Messrs. Gorman and Herz argue for very narrow, artificial criteria for counting 

customer benefits. The "but for" test may sound plausible, but it would be very 

difficult to apply, would require acceptance of unproven hypotheticals on alternative 

paths to savings, and can easily lead toward an unproductive defense of the status 

quo. 

• OPE counted only operational and capital cost savings that were attributable to the 

Transaction, i.e., they were directly created or enabled by the Transaction, and could 

not reasonably be realized in the normal course of business as separate companies. 

• No witnesses have contradicted the fact the estimated total savings from the 

Transaction are generally consistent with the middle of the range of what has been 

achieved from similarly situated mergers. This squares with the broad, real world 

experience of other utility mergers, and with OPE's track record in the Aquila 

acquisition. OPE's savings estimates are conservative and reasonable, and OPE is 

committed to achieve them. 

• OPE has demonstrated that it can successfully execute and harvest substantial 

efficiency savings from merger transactions. Its achieved savings from the KCP&L­

Aquila transaction significantly exceeded the initial estimates. On a comparative 

basis, the Delivery O&M costs per customer for OPE's operating utilities improved 

from 124 percent of the industry median in 2008 to 110 percent in 2015, i.e., in the 

seven years following the close of that transaction. 

31 



1 Q: 

2 A: 

Does that conclude your surrebuttal testimony? 

Yes, it does. 
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SCHEDULE WJK-3R 

ESTIMATED TRANSACTION SAVINGS 

(based on analyses perfo rmed in support of GPE's bid) 

Gross Savings Costs to Achieve Net Savings 

2017 (1) 2018 2019 2020 2017 (1) 2018 2019 2020 2017 (1) 2018 2019 2020 2021+{3) 

- -
3 6 61 79 1 28 9 1 6 33 70 80 

- -
2 5 5 5 1 1 5 5 5 5 - -

10 23 24 24 5 2 2 1 5 21 22 23 25 -
12 22 66 66 8 2 2 2 5 20 64 64 65 

28 55 155 174 16 3 31 12 12 52 124 162 176 
- -

3 11 25 36 - - - - 3 11 25 36 

30 66 180 210 16 3 31 ___g_ 15 63 149 199 176 
-- -- ---·- · - - -- '---

(1) Assumed Jui-Dec 2017 

(2) Revenue requirement impact of capita l expenditure reduction 

(3) Annual savings after 2020 were not projected for GPE's bid, but minimal add it ional costs to achieve would be expected, 
and gross annual NFOM savings would be expected to increase at roughly the rate of inflation. Capital-related savings would decl ine 
after 2020 and have not been quantified. 

Source: GPE savings estimates 
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Schedule RTZ-6: Summary of Synergies* 
*Originally submitted in MPSC Docket No. EM-2007-0374 with Supplemental Direct Testimony of Robert Zabors 

Five Year Cumulative Synergies ($mm) 

Emissions Credits 

Operational Synergies 
(No differentiation 

between 'corporate' 
and 'regulated') 

Note: 

Due diligence (GPE 
Team) 02/07/07 

Proxy filing 

607 

Current Total 
(GPE & Aquila teams) 

'Corporate' 
Operational 

savings - not 
allocated to 

regulated 
utilities 

'Regulated' 
Operating 
Synergies 

• Emissions are not in current synergy total as Aquila is taking steps to capture emissions credit savings prior to deal close 
• Synergy numbers are based on Aquila's actual 2006 costs 
• Aquila states that corporate costs have now been reduced to a level that would imply $221 million in corporate savings rather than $302 

million if 2007 was used as a basis instead of 2006 
Page 5 
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