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DIRECT TESTIMONY 
OF 

WILLIAM ADDO 
 

KANSAS CITY POWER & LIGHT COMPANY 
 

CASE NO. ER-2014-0370 
 

I. INTRODUCTION. 1 

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 

A. William Addo, P.O. Box 2230, Jefferson City, Missouri 65102-2230. 3 

 4 

Q.        BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 5 

 A.       I am employed by the Missouri Office of the Public Counsel (“OPC” or “Public 6 

Counsel”) as a Public Utility Accountant II. 7 

 8 

Q.        WHAT IS THE NATURE OF YOUR CURRENT DUTIES AT THE OPC? 9 

 A.       My duties include performing audits and examinations of the books and records of public 10 

utility companies operating within the State of Missouri under the supervision of the 11 

Chief Public Utility Accountant, Mr. Ted Robertson. 12 

 13 

Q.        PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND OTHER 14 

QUALIFICATIONS. 15 

 A.       I graduated in May, 2004, from the University of Ghana with a Diploma in Accounting. 16 

In May 2007, I received a Bachelor of Science Degree in Business Administration 17 

(Accounting Major) from the same institution.  In May 2010, I received a Masters Degree 18 
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in Business Administration (Accounting Major) from Lincoln University in Jefferson 1 

City, Missouri. 2 

 3 

Q.        HAVE YOU RECEIVED SPECIALIZED TRAINING RELATED TO PUBLIC 4 

UTILITY ACCOUNTING? 5 

A.        Yes.  I have attended the National Association of Regulatory Utility Commissioners 6 

(“NARUC”) Annual Regulatory Studies Program.  7 

 8 

Q.        HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE MISSOURI PUBLIC 9 

SERVICE COMMISSION (“COMMISSION” OR “MPSC”)? 10 

A.        Yes.  Please refer to Schedule WA-1, which is attached to this Testimony, for a list of 11 

cases in which I have previously filed testimony.  12 

 13 

II.        PURPOSE OF TESTIMONY. 14 

Q.        WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY? 15 

A.        The purpose of my Direct Testimony is to sponsor Public Counsel’s position regarding 16 

Iatan Unit 1 and Iatan Common regulatory asset; Iatan Unit 2 regulatory asset; customer 17 

deposits; interest on customer deposits; customer advances; annualized vegetation 18 

management costs; Iatan Unit 2 and Iatan Common operations and maintenance 19 
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(“O&M”) tracker; excess margin regulatory liability; Missouri corporate franchise tax; 1 

and rate case expense. 2 

 3 

III.      IATAN UNIT 1 AND IATAN COMMON REGULATORY ASSET 4 

Q.        WHAT IS THE ISSUE?  5 

A. This issue concerns the appropriate unamortized balance for Iatan 1 and Iatan Common 6 

Regulatory Asset that should be reflected in KCP&L’s Missouri jurisdictional rate base at 7 

the end of the update period authorized in this case, December 31, 2014.  This issue also 8 

concerns the determination of the proper annualized amortization amount that should be 9 

included in the Company’s cost of service going-forward. 10 

 11 

Q.        WHAT IS IATAN UNIT 1 AND IATAN COMMON REGULATORY ASSET? 12 

A. Iatan Unit 1 and Iatan Common Regulatory Asset is a rate-adjustment mechanism that 13 

resulted from a range of agreements authorized by the Commission dating back to 14 

KCP&L’s Experimental Regulatory Plan in Case No. EO-2005-0329.  On June 10, 2009, 15 

in Case No. ER-2009-0089, KCP&L was authorized by the Commission to create a 16 

regulatory asset account and record in that account the depreciation and carrying costs for 17 

the Iatan Unit 1 Air Quality Control System (“AQCS”) and Iatan Common plants that 18 

were not included in the Company’s rate base in Case No ER-2009-0089. 19 
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The Non-Unanimous Stipulation and Agreement1 approved by the Commission on June 1 

10, 2009, respecting this issue states: 2 

6. Allocations of Common Plant for Iatan 1 and 2 3 
(a) The Non-Utility Signatories agree that the Company can record as a 4 
regulatory asset the depreciation and carrying costs associated with the 5 
Iatan 1 AQCS plant and identified Iatan common facilities costs 6 
appropriately recorded to Electric Plant in Service that are not included in 7 
rate base in the current rate case.  Depreciation and carrying costs will 8 
continue to be deferred to the regulatory asset until the date new rates 9 
become effective resulting from the Company’s next general rate case.  10 
Amortization of the accumulated deferred costs will begin at that time 11 
based on the depreciable life of the Iatan 1 AQCS plant. 12 

 13 
(b) The determination of the value of the owners of Iatan 1 due from other 14 
owners of Iatan 2 joining as additional owners of common plant already 15 
paid for by the Iatan 1 owners has not been calculated. 16 

 17 
(c) If Staff’s in-service criteria are met by May 30, 2009, the Signatory 18 
Parties agree to “construction accounting” for remaining Iatan 1 prudent 19 
costs incurred post true-up cut-off as “construction accounting” is defined 20 
in the 2005 Stipulation at page 43, Section III.3.d.vii., subject to the 21 
agreement of the Signatory Parties of the amount to include in rates in this 22 
case and the agreement of the Signatory Parties of the date by which 23 
invoices are timely booked or approved for payment.  Any deferred 24 
depreciation expense and carrying costs will be offset by accumulated 25 
deferred income taxes on this plant.  The deferred depreciation expense 26 
will be charged to the depreciation reserve as required by normal 27 
accounting.  The deferred expenses will receive rate base treatment, and 28 
consistent with the Commission treatment of these types of deferrals, the 29 

                                                 

1 The Non-Unanimous Stipulation and Agreement approved by the Commission on June 10, 
2009 was erroneously captioned as Case No. ER-2008-0089 instead of ER-2009-0089. 
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deferred income taxes will be included in rate base.  KCP&L agrees to 1 
calculate the amount due from the other Iatan 2 owners and reflect that 2 
amount as an offset to the common plant costs.  The carrying costs will be 3 
calculated at the rate used for Iatan 2. 4 

 5 
 6 
Q.        HOW IS THE IATAN UNIT 1 AND IATAN COMMON REGULATORY ASSET 7 

DEFERRAL ORGANIZED? 8 

A. The Iatan Unit 1 and Iatan Common Regulatory Asset capturing construction accounting 9 

from May 1, 2009 through December 31, 2010, the true-up cutoff date in Case No. ER-10 

2010-0355, is referred to as “Vintage 1.”  The Iatan Unit 1 and Common Regulatory 11 

Asset capturing construction accounting from January 1, 2011 through May 4, 2011, the 12 

effective date of rates in Case No. ER-2010-0355, is referred to as “Vintage 2.” 13 

 14 

Q.        WHAT IS THE COMMISSION-AUTHORIZED AMORTIZATION PERIOD FOR THE 15 

VINTAGES? 16 

A. As stipulated in Case No. ER-2009-0089, “Vintage 1” is currently being amortized over 17 

26 years whereas “Vintage 2” is being amortized over 24.25 years (26 years minus 1.75 18 

years -- the number of years that have elapsed between May 4, 2011, the effective date of 19 

rates in Case No. ER-2010-0355, and January 26, 2013, the effective date of rates in Case 20 

No. ER-2012-0174).   21 

  22 
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Q.        WHAT IS THE UNAMORTIZED BALANCE FOR THE IATAN UNIT 1 AND IATAN 1 

COMMON REGULATORY ASSET IN THIS CASE? 2 

A. Public Counsel’s analysis shows that as of December 31, 2014, the update period in this 3 

case, KCP&L’s unamortized balance for the Iatan Unit 1 and Iatan Common Regulatory 4 

Asset would amount to $11,522,861 ($9,915,198 for “Vintage 1” plus $1,607,663 for 5 

“Vintage 2”).  Public Counsel will update this amount in subsequent testimony to reflect 6 

the unamortized balance as of the end of the true-up date authorized by the Commission 7 

in this case. 8 

 9 

Q.        WHAT IS PUBLIC COUNSEL’S RECOMMENDED ANNUALIZED 10 

AMORTIZATION AMOUNT FOR IATAN UNIT 1 AND IATAN COMM ON 11 

REGULATORY ASSET THAT SHOULD BE INCLUDED IN KCP&L’S COST OF 12 

SERVICE GOING-FORWARD? 13 

A. By my calculations, KCP&L should be authorized by the Commission to recover in rates 14 

an amount of $515,949 ($443,964 for “Vintage 1” plus $71,985 for “Vintage 2”) 15 

annually.  16 

 17 

 18 
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Q.        HOW DID YOU CALCULATE THE UNAMORTIZED AND ANNUALIZED 1 

AMORTIZATION AMOUNTS FOR THE IATAN UNIT 1 AND IATAN COMMON 2 

REGULATORY ASSET AMOUNTS?   3 

A. My workpaper, Iatan 1 and Iatan Common Regulatory Asset-WP, shows a detailed 4 

calculation of these amounts.  This workpaper will be provided to all the parties in this 5 

case.  6 

 7 

IV.      IATAN UNIT 2 REGULATORY ASSET  8 

Q.        WHAT IS THE ISSUE?  9 

A. Similar to Iatan Unit 1 and Iatan Common Regulatory Asset, the Iatan Unit 2 Regulatory 10 

Asset is also the result of various agreements approved by the Commission during the 11 

course of KCP&L’s Experimental Regulatory Plan.  On July 28, 2005, pursuant to the 12 

terms of the Stipulation and Agreement in Case No. EO-2005-0329 (2005 Stipulation and 13 

Agreement), the Commission authorized KCP&L to create a regulatory asset and to 14 

record in that account the depreciation, carrying costs, and other operating expenses and 15 

credits for Iatan Unit 2 subsequent to its commercial in-service date.  Public Counsel’s 16 

testimony regarding this issue concerns the appropriate unamortized balance of the Iatan 17 

Unit 2 Regulatory Asset that should be reflected in KCP&L’s Missouri rate base as of the 18 

end of the update period authorized in this case; including the proper annualized 19 
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amortization amount that should be included in the Company’s cost of service going- 1 

forward. 2 

 3 

The applicable section of the 2005 Stipulation and Agreement2 regarding this issue states: 4 

(vii) Construction Accounting.  The Signatory Parties agree that KCPL 5 
should be allowed to treat the Iatan 2 project under “Construction 6 
Accounting” to the effective date of new rates in the 2009 Rate Case. 7 
Construction Accounting will be the same treatment for expenditures and 8 
credits consistent with the treatment for Iatan 2 prior to Iatan 2’s 9 
commercial in service operation date.  Construction Accounting will 10 
include treatment for test power and its valuation consistent with the 11 
treatment of such power prior to Iatan 2’s commercial in service operation 12 
date with the exception that such power valuation will include off-system 13 
sales.  The AFUDC rate that will be used during this period will be 14 
consistent with the AFUDC rate calculation in Paragraph III.B.1.g.  The 15 
amortization of the amounts deferred under this Construction Accounting 16 
method will be determined by the Commission in the 2009 Rate Case.  17 
The non-KCPL Signatory Parties reserve the right to challenge amounts 18 
deferred under this Paragraph in the event that they contend that the Iatan 19 
2 commercial in service operation date was delayed due to imprudence 20 
relating to its construction. 21 
 
 
 
 
 

                                                 

2 Pages 43 and 44 
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Q. IS THE IATAN UNIT 2 REGULATORY ASSET DEFERRAL ALSO CATEGORIZED 1 

INTO “VINTAGE 1” AND “VINTAGE 2”? 2 

A. Yes.  “Vintage 1” consists of regulatory asset capturing construction accounting from 3 

August 26, 2010 through December 31, 2010, the true-up cutoff in Case No. ER-2010-4 

0355, whereas regulatory asset capturing construction accounting from January 1, 2011 5 

through May 4, 2011, the effective date of rates in Case No. ER-2010-0355, constitutes 6 

“Vintage 2.” 7 

 8 

Q.        WHAT IS THE COMMISSION-AUTHORIZED AMORTIZATION PERIOD FOR THE 9 

IATAN UNIT 2 VINTAGES? 10 

A. “Vintage 1” is currently being amortized over 47.7 years, and  “Vintage 2” is currently 11 

being amortized over 45.95 years (47.7 years minus 1.75 years -- the number of years that 12 

have elapsed between May 4, 2011, the effective date of rates in Case No. ER-2010-13 

0355, and January 26, 2013, the effective date of rates in Case No. ER-2012-0174).   14 

 15 

Q.        WHAT IS THE UNAMORTIZED BALANCE FOR THE IATAN UNIT 2 16 

REGULATORY ASSET IN THIS CASE? 17 

A. Public Counsel’s analysis shows that as of December 31, 2014, the update period in this 18 

case, KCP&L’s unamortized balance for the Iatan Unit 2 Regulatory Asset would amount 19 

to $26,867,003 ($15,732,539 for “Vintage 1” plus $11,134,464 for “Vintage 2”).  Public 20 
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Counsel will update this amount in subsequent testimony to reflect the unamortized 1 

balance as of the end of the true-up date authorized by the Commission in this case. 2 

 3 

Q.        WHAT IS PUBLIC COUNSEL’S RECOMMENDED ANNUALIZED 4 

AMORTIZATION AMOUNT FOR THE IATAN UNIT 2 REGULATORY ASSET 5 

THAT KCP&L’S SHOULD BE AUTHORIZED TO INCLUDE IN COST OF SERVICE 6 

GOING-FORWARD? 7 

A. By my calculations, KCP&L should be authorized by the Commission to recover in rates 8 

an amount of $610,151 ($357,287 for “Vintage 1” plus $252,864 for “Vintage 2”) 9 

annually.  10 

 11 

Q.        HOW DID YOU CALCULATE THE UNAMORTIZED AND ANNUALIZED 12 

AMORTIZATION AMOUNTS FOR THE IATAN UNIT 2 REGULATORY ASSET?   13 

A. My workpaper, Iatan Unit 2 Regulatory Asset-WP, shows the calculation of these amounts.   14 

 15 

 16 

 17 

 18 

 19 

 20 
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V.        CUSTOMER DEPOSITS 1 

Q.        WHAT IS THE ISSUE?  2 

A. This issue concerns the customer deposits amount that the Commission should authorize 3 

KCP&L to include as a reduction to the Company’s Missouri rate base.  4 

 5 

Q. WHAT ARE CUSTOMER DEPOSITS? 6 

A. Customer deposits are funds required to be provided by certain customers of a utility 7 

company as a security deposit against potential non-payment for utility service.  8 

 9 

Q. WHAT IS THE RATEMAKING TREATMENT THAT IS AFFORDED TO CUSTOMER 10 

DEPOSITS? 11 

A. Traditionally, until refunded, customer deposits represent a source of cost-free funds 12 

available to a utility company, and are therefore included as a reduction to a utility 13 

company’s rate base investment.  The dollar amount of customer deposits to be included 14 

as a reduction to a company’s rate base investment is based on the trend exhibited by the 15 

monthly customer deposit account balances for a specified period of time, usually a 13-16 

month period ending in the update period authorized by the Commission in a rate case 17 

proceeding.  If the monthly customer deposit account balances exhibit a consistent trend 18 

— increasing or decreasing — the ending balance as of the update period is applied as the 19 

offset amount.  However, if the monthly customer deposit account balances exhibit an 20 



Direct Testimony of William Addo. 
Case No. ER-2014-0370 
 

12 

 

inconsistent trend, a 13-month average is applied as the offset amount.  Generally, 1 

interest is calculated on customer deposits and paid to customers for the use of their 2 

money.  The interest component is addressed separately in a different segment of this 3 

testimony. 4 

 5 

Q. WHAT IS PUBLIC COUNSEL’S RECOMMENDATION REGARDING THE 6 

CUSTOMER DEPOSITS AMOUNT THAT SHOULD BE INCLUDED AS A 7 

REDUCTION TO KCP&L’S RATE BASE? 8 

A. Public Counsel recommends that the Commission should authorize KCP&L to reduce its 9 

Missouri jurisdictional rate base investment by an amount of $3,730,309.  This amount 10 

was calculated based on a 13-month average of customer deposit account balances from 11 

December 2013 through December 2014.  12 

 13 

VI.       INTEREST ON CUSTOMER DEPOSITS 14 

Q.        WHAT IS THE ISSUE?  15 

A. As stated earlier in this testimony, interest is usually calculated on customer deposits and 16 

paid to customers for the use of their money.  This issue concerns the interest on 17 

customer deposits amount that KCP&L should be authorized to include in the Company’s 18 

cost of service going-forward.  19 
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Q. WHAT IS PUBLIC COUNSEL’S RECOMMENDATION FOR INTEREST ON 1 

CUSTOMER DEPOSITS AMOUNT THAT SHOULD BE INCLUDED IN KCP&L’S 2 

COST OF SERVICE?  3 

A. Public Counsel recommends that the Commission should authorize KCP&L to include an 4 

annual amount of $158,538 (Missouri jurisdictional) in the Company’s cost of service.  This 5 

amount was calculated based on Public Counsel’s recommended customer deposits offset 6 

amount, multiplied by 4.25% -- the prime interest rate published in the Wall Street Journal 7 

(3.25%) as of December 31, 2014, plus 1%.  My workpaper, Customer Deposits-WP, 8 

shows the calculation of both the customer deposits offset amount and the interest on 9 

customer deposits amount.  10 

 11 

VII.     CUSTOMER ADVANCES  12 

Q.        WHAT IS THE ISSUE?  13 

A. This issue concerns the customer advances amount that KCP&L should be authorized to 14 

include as a reduction to the Company’s rate base.  15 

 16 

Q. WHAT ARE CUSTOMER ADVANCES? 17 

A. Customer advances are funds provided by customers, typically by developers, to a utility 18 

company for the purpose of building infrastructure in the company’s jurisdictional areas 19 

that have the potential for future development.  As a result, customer advances enable a 20 
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utility company to establish utility service for potential future customers without 1 

investing a substantial amount of shareholder money.  Like any other customer 2 

contributed fund, customer advances are cost-free funds provided to a utility company, 3 

thus, are included as a reduction to a utility company’s rate base investment. 4 

 5 

Q. PLEASE CONTINUE. 6 

A. The dollar amount of customer advances to be included as a reduction to a company’s 7 

rate base investment is based on the trend exhibited by the monthly customer advances 8 

account balances for a specified period of time, usually a 13-month period ending in the 9 

update period authorized by the Commission in a rate case proceeding.  If the monthly 10 

account balances exhibit a consistent trend — increasing or decreasing — the ending 11 

balance as of the update period is applied as the offset amount.  However, if the monthly 12 

account balances exhibit an inconsistent trend, a 13-month average is applied as the offset 13 

amount.  Unlike customer deposits, no interest is paid to customers for the use of this 14 

money. 15 

 16 

 17 

 18 
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Q. WHAT IS PUBLIC COUNSEL’S RECOMMENDATION REGARDING THE 1 

CUSTOMER ADVANCES AMOUNT THAT SHOULD BE INCLUDED AS A 2 

REDUCTION TO KCP&L’S RATE BASE? 3 

A. Public Counsel recommends that the Commission should authorize KCP&L to reduce its 4 

Missouri jurisdictional rate base by an amount of $1,667,781.  This amount was calculated 5 

based on the ending customer advances account balance as of December 31, 2014 6 

because the monthly account balances from December 31, 2013 through December 31, 7 

2014 exhibit a consistent trend -- increasing.  My workpaper, Customer Advances-WP, 8 

shows the calculation of this amount.   9 

 10 

VIII.    ANNUALIZED VEGETATION MANAGEMENT COST  11 

Q.        WHAT IS THE ISSUE?  12 

A. This issue is in regard to the annualized amount of vegetation management (VM) cost to 13 

include in KCP&L’s base rate at the conclusion of this case. 14 

 15 

Q.        WHAT IS THE ANNUALIZED AMOUNT OF VEGETATION MANAGEMENT 16 

COST THAT YOU RECOMMEND BE INCLUDED IN KCP&L’S RATES? 17 

A. I recommend that the Commission should authorize KCP&L to include an annualized 18 

amount of $14,966,267 in rates. 19 
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Q.        HOW DID YOU DETERMINE YOUR RECOMMENDED ANNUALIZED AMOUNT 1 

FOR VEGETATION MANAGEMENT COST? 2 

A. I utilized the Company’s response to Public Counsel’s Data Request No.1204 to perform 3 

a trend analysis of vegetation management costs booked by KCP&L from January 2009 4 

through December 2014.  The trend shows that KCP&L’s booked vegetation 5 

management costs peaked in year 2012 and has since assumed a declining trend.  I, 6 

therefore, utilized the December 31, 2014 booked vegetation management costs.  The 7 

graph below (Figure 1) shows the trend exhibited by the Company’s vegetation 8 

management costs from January 2009 through December 2014.  My workpaper, 9 

Vegetation Management-WP, shows how this amount was determined. 10 

 11 

 12 

 13 
Figure 1 14 

 15 
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Q.        IS KCP&L ASKING FOR THE COMMISSION’S AUTHORITY TO IMPLEMENT A 1 

VEGETATION MANAGEMENT TRACKER IN THIS CASE? 2 

A. Yes.   3 

 4 

Q. DOES PUBLIC COUNSEL BELIEVE THAT KCP&L REQUIRES A VEGETATION 5 

MANAGEMENT TRACKER? 6 

A. No.  Public Counsel believes that a level of historical cost has occurred for KCP&L’s 7 

vegetation management program; as such, a tracking mechanism is not needed to 8 

determine an ongoing level of cost.  Ratemaking adjustments such as normalization and 9 

annualization would suffice for determining the appropriate level of ongoing cost to 10 

include in KCP&L’s rates.   11 

 12 

IX.       IATAN 2 AND IATAN COMMON OPERATIONS AND M AINTENANCE 13 

TRACKER  14 

Q.        WHAT IS THE ISSUE?  15 

A. This issue concerns KCP&L’s proposed ratemaking treatment regarding the recovery of 16 

Iatan 2 and Iatan Common operations and maintenance expenses that were in excess of 17 

the base amount established in Case No. ER-2010-0355.  18 

   19 
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Q.        WHAT COMMISSION ORDER ESTABLISHED THE IATAN 2 AND IATAN 1 

OPERATIONS AND MAINTENANCE COMMON TRACKER?  2 

A. On April 12, 2011, in Case No. ER-2010-0355, the Commission issued a Report and 3 

Order, to be effective April 22, 2011, that approved seven Non-Unanimous Stipulations 4 

and Agreements.  Included in the seven Non-Unanimous Stipulations and Agreements is 5 

a Non-Unanimous Stipulation and Agreement As To Miscellaneous Issues agreed to by 6 

KCP&L and other signatory parties to allow KCP&L to use a tracking mechanism for 7 

Iatan 2 and Iatan Common operations and maintenance expenses.  On page 7 of the Non-8 

Unanimous Stipulation and Agreement As To Miscellaneous Issues, it states “The 9 

signatories do not oppose the use of a tracker for the Iatan 2 and Iatan Common 10 

operations and maintenance expenses in the accounts shown on Attachment A.” 11 

Attachment A is attached to this testimony as Schedule WA-2. 12 

 13 

Q.        HAS KCP&L BEEN TRACKING THE IATAN 2 AND IATAN COMMON 14 

OPERATIONS AND MAINTENANCE EXPENSES?  15 

A. Yes.  KCP&L started tracking the Iatan 2 and Iatan Common operations and maintenance 16 

expenses on May 4, 2011, the effective date of rates in Case No. ER-2010-0355.  Since that 17 

time there have been three completed vintages of operations and maintenance expenses that 18 

have been tracked.   It is my understanding that vintage 4 period of operations and 19 

maintenance expense is being tracked through January of 2015; and vintage 5 period of 20 
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operations and maintenance will be tracked from February to May 2015.  It must be noted 1 

that the deferred amount for “Vintage 1” of Iatan 2 and Iatan Common operations and 2 

maintenance expenses is included in KCP&L’s current rates as a result of Case No. ER-3 

2012-0174, and is being amortized over a 3-year period. 4 

 5 

Q.        WHAT IS THE DEFERRED AMOUNT FOR “VINTAGE 1” IATAN 2 AND IATAN 6 

COMMON OPERATIONS AND MAINTENANCE EXPENSES THAT WAS 7 

ESTABLISHED IN CASE NO. ER-2012-0174?  8 

A. KCP&L’s response to the MPSC Staff’s Data Request No. 0108 quantified the deferred 9 

amount as $1,085,916.  Amortization of this amount started on January 26, 2013, the 10 

effective date of rates in Case No. ER-2012-0174. 11 

 12 

Q.        WHAT ARE THE DEFERRED AMOUNTS FOR THE TWO ADDITIONAL IATAN 2 13 

AND IATAN COMMON OPERATIONS AND MAINTENANCE EXPENSES 14 

VINTAGES THAT ARE NOT YET INCORPORATED IN RATES? 15 

A. Company’s response to MPSC Staff’s Data request No. 0108 quantified the deferred 16 

amounts as $1,054,983 and $(241,898) for “Vintage 2” and “Vintage 3,” respectively.  17 

 18 

 19 

 20 
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Q.        WHAT IS PUBLIC COUNSEL’S RECOMMENDATION REGARDING THIS ISSUE?  1 

A. Public Counsel’s recommends that the Commission should authorize KCP&L to aggregate 2 

any and/or all unamortized balance for Iatan 2 and Iatan Common operations and 3 

maintenance expenses so as to maintain only one tracker balance going-forward.  Public 4 

Counsel, therefore, recommends that the Commission authorize KCP&L to include an 5 

amount of $401,740 in the Company’s cost of service.  6 

 7 

Q.        HOW WAS THIS AMOUNT DETERMINED?   8 

A. I aggregated all the unamortized balances for Vintages 1, 2, and 3 as of the update period in 9 

this case, and divided by a 3-year amortization period ($392,136.33 + $1,054,983 + 10 

$(241,898)/3).  The 3-year amortization period I utilized is consistent with the period of 11 

amortization authorized by the Commission for this tracker in Case No. ER-2012-0174.  My 12 

workpaper, Iatan 2 and Iatan Common Tracker-WP, shows a detailed calculation of this 13 

amount.  14 

 15 

Q.        IS THIS AMOUNT SUBJECT TO CHANGE?   16 

A. Yes.  It is my understanding that the Company is currently accumulating “Vintage 4” and 17 

“Vintage 5” Iatan 2 and Iatan Common operations and maintenance expenses.  Public 18 

Counsel will provide updates in subsequent testimony, as appropriate.  Furthermore, Public 19 

Counsel’s analysis of the Company’s financial records, specifically Uniform System of 20 
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Account (USOA) account 182.512, shows that for the test year ending March 31, 2014, the 1 

Company amortized an amount of $603,870 instead $361,972.  Public Counsel continues to 2 

investigate this issue, and may address this issue in subsequent testimony. 3 

 4 

Q.        IS KCP&L REQUESTING THE CONTINUATION OF THIS TRACKER?  5 

A. No.  Company witness, Mr. Ronald A. Klote, states on page 43, lines 13 through 17, of his 6 

Direct Testimony that “The Company is requesting that this tracker be discontinued since 7 

a level of historical operation and maintenance expenses has occurred for the Iatan 2 and 8 

Iatan common operations.  As such, at the true-up date in this case the Company is 9 

requesting that the tracker mechanism be discontinued and a base level of operation and 10 

maintenance expenses be included in cost of service.” 11 

 12 

Q.        DOES PUBLIC COUNSEL HAVE ANY CONCERNS REGARDING THE 13 

COMPANY’S REQUEST TO DISCONTINUE THIS TRACKER?  14 

A. No.  Public Counsel concurs with the Company that a historical level of operation and 15 

maintenance expenses for the Iatan Unit 2 and Common has occurred; thus, it is just and 16 

reasonable to discontinue the tracking mechanism. 17 

 18 

 19 

 20 
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X.        EXCESS MARGIN REGULATORY LIABILITY  1 

Q.        WHAT IS THE ISSUE?  2 

A.        This issue relates to the amortization of KCP&L’s excess margins realized on off-system 3 

energy and capacity sales revenues, and related costs resulting from the Company’s 2006, 4 

2007, and 2009 rate cases. 5 

 6 

Q.        PLEASE PROVIDE A BRIEF BACKGROUND TO THIS ISSUE. 7 

 A.        Pursuant to KCPL’s Experimental Regulatory Plan, KCP&L agreed that off-system 8 

energy and capacity sales revenues, and related costs, will continue to be treated “above 9 

the line” for ratemaking purposes.  The Report and Order issued by the Commission on 10 

July 28, 2005, in Case No. EO-2005-0329, states: 11 

 12 

OFF-SYSTEM SALES  13 
Under the terms of the Stipulation, KCPL agrees that off-system energy 14 
and capacity sales revenues and related costs will continue to be treated 15 
“above the line” for ratemaking purposes.  KCPL will not propose any 16 
adjustment that would remove any portion of its off-system sales from its 17 
revenue requirement determination in any rate case.  KCPL agrees that it 18 
will not argue that these revenues and associated expenses should be 19 
excluded from the ratemaking process.  During the hearing, KCPL also 20 
stipulated that it would agree to this ratemaking treatment for off system 21 
sales as long as the Iatan 2 costs were included in KCPL's rate base.3 22 

                                                 

3 Page 18, and continuing on page 19 of the Report and Order 
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The terms of the July 28, 2005 Report and Order contemplated four rate case filings 1 

during the course of KCP&L’s Experimental Regulatory Plan.  The first, described as the 2 

2006 Rate Case, and the last, to be filed on October 1, 2009, ("2009 Rate Case"), were 3 

mandatory.  The other two rate cases were optional.  In KCP&L’s 2006 rate case, Case 4 

No. ER-2006-0314, the Commission ruled that KCP&L should book all non-firm off-5 

system sales margin amounts above the 25th percentile as a regulatory liability, but no 6 

corresponding regulatory asset would be booked should sales fall short of the 25th 7 

percentile.  8 

 9 

In Case No. ER-2009-0089, the parties agreed, and the Commission approved, the Non-10 

Unanimous Stipulation and Agreement (“2009 Stipulation”) that established off-system 11 

energy and capacity sales revenues excess margins for years 2006 and 2007.  The Non-12 

Unanimous Stipulation and Agreement, page 8, item No. 13 states:  13 

 14 

Off-System Sales (“OSS”) Margins—Excess Over 25th Percentile for 15 
2007 and 2008. 16 
The Signatory Parties agree that the $1,082,974 (Missouri jurisdictional) 17 
excess of 2007 OSS margins over the amount included in rates in Case 18 
No. ER-2006-0314 and the $2,947,332 (Missouri jurisdictional) excess of 19 
2008 OSS margins over the amount included in rates in Case No. ER-20 
2007-0291, together with interest (Missouri jurisdictional), will be 21 
deferred in regulatory liability account and amortized over ten years 22 
beginning with the date new rates become effective in this rate case, with 23 
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one year’s amortization included in cost of service in this case.  The 1 
unamortized balance will not be included in rate base. 2 

 3 

Q.        PLEASE CONTINUE.  4 

A.        The 2009 Stipulation also states that “KCP&L’s OSS margins at the 25th percentile shall 5 

be set at $30 million, and shall be used for tracking purposes. Such tracker will reflect a 6 

pro-ration, on a monthly basis, of this amount for any partial years consistent with the 7 

percent of actual OSS realized in each month of 2008.  All OSS margins will be tracked 8 

against the $30 million baseline.  The Signatory Parties reserve the right to assert a 9 

position regarding the appropriate definition of OSS in the Company’s next general rate 10 

case.” 11 

 12 

Q.        HAS KCP&L REALIZED ADDITIONAL OFF-SYSTEM ENERGY AND CAPACITY 13 

SALES REVENUES, AND RELATED COSTS AS A RESULT OF THE TRACKING 14 

MECHANISM CONTEMPLATED BY THE 2009 STIPULATION? 15 

A.        Yes.  KCP&L realized an additional amount of $3,684,939.  It is also worth mentioning 16 

that in Case No. ER-2010-0355, the Commission ruled on page 141 of its Report and 17 

Order that “The Commission finds this issue partially in favor of KCP&L and partially in 18 

favor of the Industrials and Staff.  KCP&L‘s rates shall be set at the 40th percentile of 19 

non-firm off-system sales margin as projected by KCP&L, as listed in KCP&L witness 20 

Schnitzer‘s Direct Testimony.  Margins above the 40th percentile shall be returned to 21 
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ratepayers in a subsequent rate case or cases.  The adjustments to the projection as 1 

recommended by KCP&L witness Crawford shall be included as components of the off 2 

system sales margins.”  However, KCP&L did not realize any excess margins on off-3 

system energy and capacity sales revenues in line with this provision.  4 

 5 

Q.        HAVE YOU CALCULATED THE ANNUALIZED AMORTIZATION AMOUNT FOR 6 

EXCESS MARGINS OFF-SYSTEM ENERGY AND CAPACITY SALES 7 

REVENUES?  8 

A.        Yes.  By my calculations, the annual amortization amount for excess margins off-system 9 

energy and capacity sales revenues as of December 31, 2014, the update period 10 

authorized in this case, amounts to $757,964.  Public Counsel recommends that the 11 

Commission authorize KCP&L to reduce it retail revenues by an amount of $757,964. 12 

My workpaper, Excess Margins Off-system Sales WP, shows a detailed calculation of 13 

this amount.  14 

 15 

XI.      MISSOURI CORPORATE FRANCHISE TAX  16 

Q.        WHAT IS THE ISSUE? 17 

A.        This issue concerns the annualized Missouri corporate franchise tax expense amount that 18 

KCP&L should be authorized by the Commission to include in rates.   19 

 20 
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Q.        WHAT IS CORPORATE FRANCHISE TAX? 1 

A.        Corporate franchise tax is a tax that is paid by corporations for doing business within the 2 

State of Missouri.  The Missouri Revised Statutes (RSMO), Chapter 147, states “For the 3 

transitional year defined in subsection 4 of this section and each taxable year beginning 4 

on or after January 1, 1980, but before January 1, 2000, every corporation organized 5 

pursuant to or subject to chapter 351 or pursuant to any other law of this state shall, in 6 

addition to all other fees and taxes now required or paid, pay an annual franchise tax to 7 

the State of Missouri…”    8 

 9 

For the purpose of administering the Missouri corporate franchise tax, the Missouri 10 

Department of Revenue states:  11 

Chapter 147, RSMO: Corporations pay Franchise tax for doing business 12 
within the state.  It is not a tax on franchisees.  Franchise tax is based on 13 
the “par value of the corporation’s outstanding shares and surplus”.  This 14 
is defined as the “total assets or the par value of issued and outstanding 15 
capital stock, whichever is greater”.  For capital stock with no par value, 16 
the value is $5.00 per share or actual value, whichever is higher.  The 17 
franchise tax basis (Schedule MO-FT, Line 6) is the basis of the assets as 18 
of the first day of the taxable year.  For taxable years beginning on or after 19 
January 1, 2000, all domestic and foreign corporations under Chapter 351 20 
or engaged in business must file the franchise tax return.  However, only 21 
those corporations whose assets in or apportioned to Missouri that exceed 22 
one million dollars for taxable years 2000 through 2009 or $10 million for 23 
taxable years 2010 through 2015, are liable to pay the tax.  The due date of 24 
the franchise tax return is the 15th day of the fourth month from the 25 
beginning of the taxable period.  The franchise tax rate is 1/30 of 1% 26 
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(.000333) for tax years 2011 and prior; 1/37 of 1% (.000270) for tax year 1 
2012; 1/50 of 1% (.000200) for tax year 2013; 1/75 of 1% (.000133) for 2 
tax year 2014; 1/150 of 1% (.000067) for tax year 2015; and 0% for tax  3 
year 2016 and thereafter.4 4 

  5 

Q.        THE MISSOURI CORPORATE FRANCHISE TAX RATE HAS DECLINED FROM 6 

1/30 OF1% IN TAX YEAR 2011 TO 1/150 OF 1% IN TAX YEAR 2015, AND WILL 7 

DECLINE FURTHER TO 0% IN TAX YEAR 2016; WHAT HAS ACCOUNTED FOR 8 

THE DECLINE?  9 

A.        On April 26, 2011, Governor Jay Nixon signed Senate Bill 19, which requires a gradual 10 

phase out of Missouri's corporate franchise tax over five years.  Prior to signing Senate 11 

Bill 19, Governor Jay Nixon signed House Bill 191 in year 2009, which eliminated the 12 

corporate franchise tax for approximately 16,000 small businesses across Missouri.  The 13 

newer legislation, Senate Bill 19, gradually phases out the corporate franchise tax for the 14 

remaining Missouri businesses; that is, those businesses with assets of more than $10 15 

million located in the State.  Under Senate Bill 19, the corporate franchise tax liability for 16 

companies is capped at the level they paid in Tax Year 2010, and gradually reduced each 17 

year until Tax Year 2016, when the Missouri corporate franchise tax rate is reduced to 18 

zero and eliminated. 19 

 20 

                                                 

4 http://dor.mo.gov/business/franchise/ 
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Q. WILL THE COMPANY'S TAX YEAR 2015 TAX LIABILITY BE BASED ON A 1 

DIFFERENT RATE? 2 

A.        Yes.  As I described above, the Company's tax year 2015 tax liability will be based on a 3 

tax rate of 1/150 of 1% which is approximately 50% less than the tax year 2014 tax rate.  4 

Furthermore, the Company's Missouri corporate franchise tax liability in tax year 2016 5 

will be zero because in 2016 the corporate franchise tax will be completely phased out. 6 

The Company’s response to Public Counsel’s Data Request No. 1209 to provide copies 7 

of Missouri Corporate Franchise Tax Schedule MO-FT for tax year 2015 was that “the 8 

2015 Missouri Franchise Tax Return has not been filed yet and is therefore not 9 

available.”  Public Counsel believes that the Missouri corporate franchise tax liability is 10 

based upon financial data as of the end of calendar year 2014 which is available to the 11 

Company.  The Company should, therefore, be able to provide OPC with the expected 12 

2015 Missouri corporate franchise liability amount.  13 

 14 

Q. WHAT IS PUBLIC COUNSEL'S POSITION ON THIS ISSUE? 15 

A.        Public Counsel continues to analyze the Company's Missouri corporate franchise tax 16 

liability and will further address this issue in subsequent testimony.  It is clear that the 17 

Company's going-forward Missouri tax liability for tax year 2015 corporate franchise tax 18 

will drop by approximately 50%, and for tax year 2016 the corporate franchise tax 19 

liability will be eliminated completely; however, there are a number of variables (e.g., par 20 
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value of stock, assets as of the end of the true-up period, credits, etc.) that will determine 1 

what the exact Missouri corporate franchise tax liability will be for tax year 2015.   2 

 3 

The Missouri franchise tax amount booked by the Company as of December 31, 2014 4 

was **  **, but the actual Missouri corporate franchise tax liability per the 5 

Company’s 2014 Corporate Franchise Tax Schedule MO-FT was **  **  If all 6 

other factors are held constant, KCP&L’s Missouri corporate franchise tax liability in tax 7 

year 2015 would amount to approximately **  ** 8 

 9 

Q. HOW DID YOU DETERMINE THIS AMOUNT? 10 

A. I utilized the Company’s actual Missouri corporate franchise tax liability amount for tax 11 

year 2014 (**  **) and allocated 54.2867% (Company’s PTD allocation factor) 12 

of that amount to Missouri jurisdictional area.  I then multiplied the Missouri 13 

jurisdictional amount totaling **  ** by 50% to derive **  **  This 14 

adjustment reflects the reduction in Missouri corporate franchise tax rate for tax year 15 

2015 as described above.  I further normalized the **  ** amount over 2 years to 16 

derive **  **  Since Senate Bill 19 eliminated any future corporate franchise tax 17 

subsequent to tax year 2015, there is absolutely no reason to include the entire  18 

**  ** amount as the expected level of annual ongoing expense.  My workpaper, 19 

MO franchise Tax-WP, shows a detailed calculation of this amount. 20 

NP
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XII.     RATE CASE EXPENSE.  1 

Q. WHAT IS THE ISSUE? 2 

A. This issue concerns the normalized amount of rate case expense to include in KCP&L’s 3 

cost of service. 4 

 5 

Q. WHAT IS THE PUBLIC COUNSEL’S POSITION? 6 

A. Invoices made available to Public Counsel by the Company show that as of 7 

October 20, 2014, the Company has expended an amount of **  ** for 8 

rate case expense.  The breakdown of this amount is as follows: 9 

 10 

Vendor Description of Service  Amount  
Siemens Industry, Inc. Loss Study for KCP&L ** $       **  
Gannett Fleming Valuation and 
Rate Case Consultants, LLC 

Missouri Depreciation 
Study ** $       **  

Management Application 
Consulting, LLC Cost of service study ** $         **  
Sussex Economic Advisors, LLC Missouri ROE ** $       **  
Denton US LLP, Kansas City Attorney- rate case ** $         **  
Fischer & Dority, PC Attorney-rate case ** $            **  

** $       **  
 

Public Counsel’s position is that prudently incurred rate case expenses in this case 11 

should be shared equally between the Company’s shareholders and ratepayers; 12 

and that the ratepayers’ portion be normalized over 2 years.  Public Counsel 13 

continues to evaluate the prudence of these costs since costs utilized in the 14 

NP
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development of a normalized rate case expense would continue to be updated as 1 

this case progress.  Public Counsel will update its position in subsequent 2 

testimony.   3 

 4 

Q. WHY IS PUBLIC COUNSEL ADVOCATING THAT RATE CASE EXPENSE BE 5 

SHARED EQUALLY BETWEEN THE COMPANY’S SHAREHOLDERS AND 6 

RATEPAYERS? 7 

A. Public Counsel believes that it is just and reasonable to share rate case expense 8 

equally between shareholders and ratepayers because the outcome of a rate case 9 

proceeding benefits both shareholders and ratepayers—shareholders in the form of 10 

allowed return on equity, and ratepayers in the form of safe, adequate, and reliable 11 

service.  12 

 13 

From the perspective of who initiates a rate case proceeding, it is evidently clear that 14 

shareholders initiate the process.  It is therefore unfair, unjust, and unreasonable for 15 

ratepayers to solely bear all the costs that result from shareholders’ decision seeking 16 

to raise ratepayers’ rates.  Another factual issue is that shareholders benefit 17 

immensely from hiring the very best attorneys, advocates, consultants, etc., to 18 

present their case before the Commission so that they can argue for a higher return 19 

on equity as well as the recovery of a greater percentage of costs.  Although no 20 
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Commission rule bars ratepayers from hiring the very best of these same experts, 1 

the undisputable fact is that ratepayers solely pay for the services of these experts 2 

without shareholders being asked to bear a portion of the costs; yet, ratepayers 3 

bear the entire costs that shareholders expend on hiring experts to present their 4 

case before the Commission.  This is not reasonable.     5 

 6 

Q.        PLEASE CONTINUE. 7 

A. Public Counsel believes that “shifting” the entire rate case expense incurred by utility 8 

companies to ratepayers will not incentivize utility companies to control cost.  For 9 

example, although a utility company may have a pool of qualified personnel that can 10 

equally and successfully execute a rate case proceeding before the Commission, the 11 

utility company may choose to employ the services of outside personnel because the 12 

utility company is oblivious of the exorbitant fees that outside personnel charge.  This 13 

particular issue was a source of concern to the Commission in Case No. GR-2009-0355.  14 

 15 

The Commission’s Report and Order in Case No. GR-2009-0355, page 79, states: “In 16 

conclusion, this Commission wants to make clear to MGE and other utilities that rate 17 

case expense is not simply a blank check and if certain rate case duties can be performed 18 

"in-house" by existing personnel more cheaply, we expect the utility to do so.  On the 19 

issue of rate case expense, we urge MGE and other utilities to recognize that rate case 20 
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expense may not be reflexively and automatically passed on to the ratepayers in the 1 

future.  This Commission disallowed certain rate case expenses (attorney fees) in the 2 

2006 MGE rate case and the Commission will not hesitate to do so again should the 3 

evidence support such a decision.”   4 

 5 

Q.        IS THERE A RULEMAKING DOCKET OPEN CONCERNING RATE CASE 6 

EXPENSES?  7 

A. Yes.  The Commission’s concern with rate case expense is also the subject of Case No. 8 

AW-2011-0330, In the Matter of a Working File to Consider Changes to Commission 9 

Rules and Practices Regarding Rate Case Expense.  The MPSC Staff issued its report 10 

regarding this issue on September 4, 2013.  11 

 12 

Q.        HAS THE MISSOURI PUBLIC SERVICE COMMISSION AUTHORIZED A RATE 13 

CASE SHARING MECHANISM BETWEEN SHAREHOLDERS AND RATEPAYERS 14 

IN THE PAST? 15 

A. Yes.  In Case No. ER-85-265, Arkansas Power & Light Company, the MPSC Staff and 16 

the company agreed that an amount of $99,495 was the proper amount of rate case 17 

expense to include as operating expense in that case.  Public Counsel recommended that 18 

rate case expense be shared between shareholders and ratepayers equally.  The Mining 19 

Intervenors argued that no rate case expense should be allowed.  In its Report and Order, 20 
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page 14, the Commission stated that “The Commission considers the sharing of rate case 1 

expense appropriate in this case since Company has increased its rate case activity to 2 

protect the shareholders.  It should be noted that the only shareholder of Company is 3 

Middle South Utilities.  The regulatory procedure was established to balance shareholder 4 

and ratepayer interests.”   5 

  6 

Q.        HAVE OTHER STATE COMMISSIONS UTILIZED A RATE CASE SHARING 7 

MECHANISM IN THEIR JURISDICTIONS?   8 

A. Yes.  The State of New Jersey Board of Public Utilities has utilized rate case sharing 9 

mechanism as evident in Schedules WA-3 and WA-4, attached to this testimony.  In BPU 10 

Docket No. WR11080472, In the Matter of the Petition of Aqua New Jersey. Inc., Maxim 11 

Wastewater Division, for Approval of a 2010 Purchased Wastewater Treatment 12 

Adjustment Clause True-Up and Other Required Approvals, the Parties in a Stipulation 13 

agreed to a 50/50 sharing mechanism.  Also, in BPU Docket No. WR11074060, In the 14 

Matter of the Petition of New Jersey American Water Company, Inc. for Approval of 15 

Increased Tariff Rates and Changes for Water and Sewer Service; Change in  16 

Depreciation Rates and Other Tariff Modifications, the Parties stipulated that: 17 

 18 
8. Normalization of Regulatory Commission Expense.  The parties 19 
stipulate that the Company incurred rate case expenses for this proceeding. 20 
Said rate case expense will be shared 50/50 between the Company and 21 
ratepayers, and normalized over two years. 22 
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Public Counsel believes that the Missouri Public Service Commission, by virtue of the 1 

authority vested in it to set just and reasonable rates, can also institute such a sharing 2 

mechanism in the State of Missouri. 3 

 4 

XIII.   MISCELLANEOUS OPERATIONS AND MAINTENANCE EX PENSE 5 

Q.        WHAT IS THE ISSUE? 6 

A. This issue concerns KCP&L’s proposed adjustment to include in cost of service 7 

an amount of $385,947 (total Company) that the Company only identified as 8 

miscellaneous expenses in its October 30, 2014 filing.  9 

 10 

Q.        DID THE COMPANY LATER IDENTIFY THIS COST PROPERLY? 11 

A. Yes.  The Company, in its Supplemental Direct Testimony filed on February 6, 2015, 12 

identified the cost as costs related to its Clean Charge Network initiative (electric vehicle 13 

charging stations).  The Company states in response to MPSC Staff’s Data Request No. 14 

0358 that “KCP&L included a budgeted amount for all capital additions in its RB-20 15 

Plant-in-Service adjustment.  Per MO Supplemental Direct testimony of Darrin R. Ives, 16 

approximately $7 to $9 million is expected to be in-service at the end of the true-up 17 

period May 31, 2015.  KCP&L included in Cost of Service $385,947 total company 18 

KCP&L or $213,079 MO jurisdictional for O&M costs in account 588.000.” 19 

 20 
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Q.        WHAT IS PUBLIC COUNSEL’S POSITION REGARDING THIS ISSUE? 1 

A. Public Counsel is opposed to KCP&L’s adjustment because the cost is based on a 2 

projection that is not supported by any justification.  The Company literally “concealed” 3 

this cost in its Direct filing.  Even though KCP&L provided description of the cost in its 4 

Supplemental Direct Testimony, the Company still did justify the cost, but referred to the 5 

cost as a “placeholder.”  Public Counsel continues to investigate this issue and will 6 

provide the Commission with its recommendation in subsequent testimony.    7 

 8 

Q.        DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 9 

A. Yes, it does.  10 

 11 

 12 
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Agenda Date: 12/14/11
Agenda Item: 5A

STATE OF NEW JERSEY
Board of Public Utilities

44 S. Clinton A venue, P. O. Box 350
Trenton, NJ 08625-0350

www.ni.qov/bouJ

IN THE MATTER OF THE PETITION OF AQUA )
NEW JERSEY. INC., MAXIM WASTEWATER DIVISION, )
FOR APPROVAL OF A 2010 PURCHASED )
WASTEWATER TREATMENT ADJUSTMENT CLAUSE)
TRUE-UP AND OTHER REQUIRED APPROVALS

WATER

ORDER ADOPTING
INITIAL DECISION/STIPULATION

BPU DOCKET NO. WR11080472
OAL DOCKET NO. PUC 10624-2011 N

Colleen A. Foley, Esq., Saul Ewing, LLP, on behalf of the Petitioner, Aqua New Jersey,
Inc., Maxim Wastewater Division

Stefanie Brand, Esq., Director on behalf of the Division of Rate Counsel

BY THE BOARD:

On August 8,2011, Aqua New Jersey Inc., Maxim Wastewater Division ("Maxim" or
"Petitioner"), a public utility of the State of New Jersey, pursuant to N.J.A.C. 14:9-7.1 §~,
filed a petition with the Board of Public Utilities ("Board") seeking approval of a Purchased
Sewerage Treatment Adjustment Clause ("PSTAC") true-up for calendar year 2010, and to set
prospective rates for calendar year 2012 (as required by N.J.A.C.14:9-7.7).

By this Order, the Board considers the Initial Decision recommending adoption of the Stipulation
of Settlement ("Stipulation") executed by the Petitioner, the Division of Rate Counsel ("Rate
Counsel") and Board Staff ("Staff') (collectively, the "Parties"), agreeing to an overall increase in
Maxim's PSTAC revenues totaling $63,414.

BACKGROUND/PROCEDURAL HISTORY

Maxim is a wastewater utility engaged in the collection and transmission of sewage. Maxim
serves approximately 2,571 customers within a portion of Howell Township, Monmouth County,
New Jersey. The Ocean County Utilities Authority ("OCUA") receives and treats all of the
sewage transmitted by Maxim.
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On August 18, 2011, this matter was transmitted to the Office of Administrative Law ("CAL") and
assigned to Administrative Law Judge ("ALJ") Mumtaz Bari-Brown. On September 29, 2011, a
telephone pre-hearing conference was conducted by ALJ Bari-Brown and a pre-hearing Order
was subsequently issued by ALJ Bari-Brown on October 4, 2011. On November 1, 2011, a
public hearing was held at the Howell Township Public Library. No members of the public were
in attendance to provide comments on the proposed PSTAC proceeding. There were no
Interveners in this matter.

In this proceeding, the Parties, examined the Petitioner's revenues and OCUA expenses for
calendar year 2010, Maxim's projected 2012 OCUA expenses, as well as a review of the costs
associated with the filing of this proceeding. Based on that review, and subsequent settlement
negotiations, the Parties reached a settlement on all issues and entered into a Stipulation that,
among other things, provides for an overall increase in Maxim's PST AC revenues totaling
$63,414, and is calculated based on the following components:

An under-recovery of actual PSTAC charges of approximately $78,553
for the calendar year ending December 31, 2010 (Exhibit A, pages 1 to

3);

a.

b. An estimated PST AC revenue shortfall for 2012 of $13,788 as a result of
increased OCUA rates effective January 1, 2012 (Exhibit A, page 5); and

c. Total rate case costs for this proceeding of $18,947 (Exhibit A, page 4).
These costs will be shared 50/50 between ratepayers and shareholders,
resulting in a cost to customers of $9,474 (Exhibit A, page 6).

As required in N.J.A.C.14:9-7.7 and the Board's Order in Docket No. WR10070464, the
Petitioner has included in its filing an estimate of OCUA costs for calendar year 2012, which
estimate has been used to determine the applicable PSTAC rate for 2012.

Based on the estimated rates for 2012, the under-recovery for 2010, and the rate case costs of
this proceeding, the Parties have agreed that Petitioner's current PSTAC rates on file with the
Board should be revised pursuant to the rates indicated on Exhibit A, attached hereto. For the
average residential customer, the annual flat PSTAC rate will increase from $364.10 to $388.06,
an annual increase of $23.96 or approximately 6.58%. With respect to the total annual rate for
wastewater services, the total annual rate for the average residential customer will increase
from $668.10 to $692.06, an increase of $23.96 or approximately 3.59% annually.

On December 5, 2011, ALJ Bari-Brown issued her Initial Decision recommending adoption of
the Stipulation executed by the Parties, finding that the Parties had voluntarily agreed to the
Stipulation and that the Stipulation fully disposes of all issues and was consistent with the law.

2 BPU Docket No. WR11080472
GAL Docket No. PUG 10624-2011N
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DISCUSSIONS AND FINDINGS

Having reviewed the record in this matter, including ALJ Bari-Brown's Initial Decision, as well as
the Stipulation among the Parties to this proceeding, the Board HEREBY FINDS that the
Stipulation is reasonable, in the public interest and is in accordance with the law.

Therefore, the Board HEREBY ADOPTS ALJ Bari-Brown's Initial Decision adopting the
Stipulation of the Parties attached hereto, including all attachments and schedules, as its own,
incorporating the terms and conditions as if fully set forth at length herein subject to the

following:

a. In accordance with the provisions of N.J.A.C. 14:9-7.1 and 14:9-7.7, the
Petitioner shall file with the Board, no later than 45 days after the adjustment
clause has been in effect for one year, or by February 28, 2012, whichever is
earlier, a PSTAC true-up filing in connection with this proceeding. This filing shall
include an estimate of the OCUA costs for calendar year 2013. Copies of the
true-up filing shall be served upon all parties to the present proceeding.

b. Petitioner shall increase its PST AC rates at the stipulated level as shown on
Exhibit A (Rate Design), attached to the Stipulation.

The Board HEREBY DIRECTS the Company to fite tariff pages conforming to the terms and

3 BPU Docket No. WR11080472
OAL Docket No. PUG 10624-2011 N

conditions of the Stipulation and this Order within ten (10) days from the effective date of this
Order.
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This Order shall be effective on December 24, 2011

DATED: BOARD OF PUBLIC UTILITIES
BY:

ATTEST:

4J4?1-v
KRISTI IZZO
SECRETARY

4 BPU Docket No. WR11080472
GAL Docket No. PUC 10624-2011 N
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IN THE MATTER OF THE PETITION OF THE AQUA
NEW JERSEY, INC., MAXIM WASTEWATER DIVISION,

FOR APPROVAL OF A 2010 PURCHASED WASTEWATER
TREATMENT ADJUSTMENT CLAUSE TRUE-UP AND

OTHER REQUIRED APPROVALS

BPU DOCKET NO. WR11080472
OAL DOCKET NO. PUC 10624-2011 N

SERVICE LIST
Colleen A. Foley, Esq.
Saul Ewing, LLP
One Riverfront Plaza
Suite 1520
Newark, NJ 07102-5426

Kimberly A. Joyce, Esq.
William C. Packer, Manager-Rates
Aqua America, Inc.
762 W. Lancaster Avenue
Bryn Mawr, PA 19010

Stefanie Brand, Esq., Director
Susan McClure, Esq.
Division of Rate Counsel
31 Clinton Street, 11th floor
P. O. Box 46005
Newark, NJ 07101

Alex Moreau, Esq., DAG
Geoffrey Gersten, Esq., DAG
Caroline Vachier, Esq., DAG
Department of Law and Public Safety
Division of Law
124 Halsey Street
P. O. Box 45029
Newark, NJ 07102

Maria L. Moran, Director
Michael Kammer
Matthew Koczur
Board of Public Utilities
44 S. Clinton Ave
P.O. Box 350
Trenton, NJ 08625

5 BPU Docket No. WR11080472
GAL Docket No. PUG 10624-2011 N
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State of New Jersey
OFFICE OF ADMINISTRATIVE LAW

INITIAL DECISION

SETTLEMENT

OAL DKT. NO. PUG 10624-1

AGENCY DKT. NO. WR110080472

APPROV ALSo

Colleen A. Foley, Esq., for petitioner (Saul Ewing, LLP, attorneys)

Susan E. McClure, Esq., for the Division of Rate Counsel (Stefanie A. Brand,

Director)

Alex Moreau, Deputy Attorney General, for the staff of the New Jersey Board of

Public Utilities (Paula T. Dow, Attorney General of the State of New

Jersey, attorney)

Record Closed: November 30,2011 Decided: December 5,2011

BEFORE MUMTAZ BARI-BROWN, ALJ
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OAL DKT. NO. PUG 10624-11

This matter was filed by the Petitioner, Aqua New Jersey, Inc. (and its Maxim

Wastewater Division), on August 8, 2011. On August 26, 2011, the matter was

transmitted to the Office of Administrative Law as a contested case. A prehearing

conference (via telephone) was convened by the undersigned on September 29,2011.

After proper notice, a public hearing in the service territory was held in Howell, New

Jersey on the evening of November 1, 2011. No members of the public appeared or

sought to be heard on the Company's request.

The Company provided responses to discovery requests and updates to its

original filing. Thereafter, settlement discussions were held among the parties, and the

parties reached an agreement on the issues in this matter. On November 30, 2011, the

OAL received the fully executed Stipulation indicating the terms of the settlement. A

copy of the Stipulation of Settlement is attached and is made a part hereof.

After reviewing the record and the Stipulation of Settlement, I FIND:

1

2.

The parties have voluntarily agreed to the settlement as evidenced by the

signatures of the parties or the signatures of their representatives.

The settlement fully disposes of the issues in controversy and is consistent

with the law and is in the public interest.

The Stipulation of Settlement has been signed by all parties.3.

Therefore, I CONCLUDE that this agreement meets the requirements of N.J.A.C.

1: 1-19.1 and should be approved. It is further ORDERED that the parties comply with

the settlement terms and the proceedings be CONCLUDED.

hereby FILE my initial decision with the BOARD OF PUBLIC UTILITIES for

consideration
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