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Q.
Please state your name, title, and business address.

A.
Ryan Kind, Chief Public Utility Economist, Office of the Public Counsel, P.O. Box 2230, Jefferson City, Missouri 65102

Q.
Are you the same Ryan Kind that submitted rebuttal testimony in this case?

A.
Yes, I am.

Q.
What is the purpose of your testimony?

A.
I will respond to some of the statements that Aquila Inc. (Aquila or the Company) witness Vern Siemek made in his rebuttal testimony regarding the Company’s proposal for the indirect recovery of costs associated with the acquisition of St. Joseph Light & Power (SJLP). Some of the issues that Mr. Siemek raised in his rebuttal testimony have already been addressed in the rebuttal testimony that I filed in this case regarding Aquila’s proposal for indirect recovery of its SJLP merger costs.

Q.
At line 16 on page 2 of his rebuttal testimony, Mr. Siemek states that none of the concerns expressed by various witnesses in their direct testimony are “legitamate grounds for denying the shareholders of Aquila a share in the continuing synergies created by the merger.”  Do you believe that, in your rebuttal testimony, you presented legitimate grounds for denying Aquila’s request for the indirect recovery of merger costs through  its merger synergy retention proposal?

A.
Yes.

Q.
Please explain.

A.
My rebuttal testimony demonstrated that Aquila chose to acquire SJLP because it expected the acquisition to further its financial and strategic non-regulated business interests. Since my testimony clearly demonstrates that Aquila’s decision to acquire SJLP was motivated by the Company’s non-regulated business interests, Aquila has no legitimate grounds for seeking the indirect recovery of merger costs through  its merger synergy retention proposal in this case.

Q.
Does Mr. Siemek address the role of Aquila’s non-regulated business interests in the Company’s decision to acquire SJLP?

A.
Yes.  At line 13 on page 8 of his rebuttal testimony, Mr. Siemek asserts that “nonregulated businesses were either insignificant or the benefits from the value of generation are already reflected in the synergies created by joint dispatching which are proposed to be shared.”

Q.
Did Mr. Siemek provide any evidence to support his assertion that “nonregulated businesses were… insignificant?”

A.
No, he did not. I would note that my rebuttal testimony in this case included extensive evidence demonstrating that Aquila’s non-regulated business interests were the most significant motivating factor involved in the Company’s decision to acquire SJLP.  While I will not repeat my rebuttal testimony here, I do not see how an impartial person could reach the same conclusion that Mr. Siemek reached regarding the role of Aquila’s non-regulated business interests in the Company’s decision to merge with SJLP after reviewing the evidence in my rebuttal testimony.

Q.
What about the second part of Mr. Siemek’s assertion where he states “…or the benefits from the value of generation are already reflected in the synergies created by joint dispatching which are proposed to be shared.”

A.
My response to this is, what difference does it make if “the benefits from the value of generation are already reflected in the synergies created by joint dispatching which are proposed to be shared?”  Given that Aquila clearly chose to merge with SJLP due to the benefits that it expected its shareholders to receive because of the positive financial impact that the merger was expected to have on the Company’s non-regulated business interests, there is absolutely no justification for approving the proposal for the indirect recovery of SJLP merger costs in the rates charged to regulated customers. As my rebuttal testimony explained, requiring regulated customers to pay rates that exceed the utility’s cost of service in order to finance a portion of the merger costs would amount to a bailout of this utility by captive monopoly customers for a management decision that did not lead to the level of non-regulated earnings that were expected when the Company chose to merge with SJLP.

Q.
At line 18 on page 14 of his testimony, Mr. Siemek states that it “is clearly not equitable [to utilize 100% of the merger-related savings to reduce the costs of MPS and L & P] since the parties benefitting from the cost savings do not share the costs.” What is your response to this statement?

A.
My rebuttal testimony shows that Aquila’s management chose to merge with SJLP because it expected the non-regulated merger benefits to exceed the cost of the merger. Those non-regulated benefits have apparently not materialized for various reasons, but the fact that such anticipated benefits have not materialized is no justification for forcing ratepayers to absorb some of the costs of the merger by pretending that the cost of serving them is higher than the actual level of costs.

If I were to apply Mr. Siemek’s logic, I might try to get my neighbor to pay for a portion of the costs associated with painting the outside of my house because the neighbor is benefiting from having a nicer looking house across the street from him after the new paint job.  Assume that I decided to incur the expense of painting my house because I believed the improved appearance would be worth the cost of hiring someone to do the paint job. Then after the job was done, I noticed that I didn’t benefit from the improved appearance as much as I expected because I spend very little time outside of my house (perhaps due to an unanticipated decline in my health.)  Then I notice my neighbor across the street sitting on his front porch and think to myself  “he is receiving the greatest benefit from my new paint job since he no longer has to look at the peeling paint on my house when he is out on his front porch…I’m going to go tell him that he needs to pay for half of my house painting bill because that’s only equitable.”

As the above analogy demonstrates, just because the neighbor (utility customer) may benefit from my decision to paint my house (merge with SJLP) does not mean that it would be equitable to force him to pay for part of my paint job (merger cost recovery) since my decision to have my house painted was based on the assumption that the benefits that I expected to receive from the paint job would exceed the expected costs (non-regulated considerations).  It seems especially inequitable for a homeowner (Aquila) to present a bill to their neighbor across the street (regulated customer) for a portion of house painting expenses (merger costs) after the homeowner’s health has declined (Aquila’s non-regulated business plans and businesses abandoned) and the paint job did not provide the expected benefits (non-regulated financial and strategic benefits that Aquila anticipated did not materialize).

Q.
Does this conclude your surrebuttal testimony?

A.
Yes.
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