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Introduction

Q. Please state your name and business address.

A. Charles R. Hyneman, PO Box 2230, Jefferson Giigsouri 65102.

Q. By whom are you employed and in what capacity?

A. I am employed by the Missouri Office of the RalCounsel (“OPC”) as the Chief Public
Utility Accountant.

Q. Are you the same Charles R. Hyneman who filed idict and rebuttal testimony in this
case?

A. Yes, | am

Q. What is the purpose of your surrebuttal testimory?

A. The purpose of this testimony is to address sofnie statements made and positions

taken in rebuttal testimonies of certain Kansay €iwer & Light Company (“KCPL")
witnesses and the rebuttal testimony of Staff veisnielark Oligschlaeger. My testimony

is organized as follows:
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Section Witness Issue Party
1 Ron Klote KCPL Cost Allocation Manual KCPL
2 Kevin Bryant Capital Structure KCPL
3 Edward Blunk Fuel Adjustment Clause KCPL
4 Tim Rush Fuel Adjustment Clause KCPL
5 Tim Rush Rate Case Expense KCPL
6 Ron Klote KCPL Management Expenses KCPL
7 Steve Busser OPC Expense Account Recommendations KCPL
8 Kelly Murphy Supplemental Executive Retirement Plan KCPL
9 Ron Klote Supplemental Executive Retirement Plan KCPL
10 Mark Oligschlaeger Regulatory Lag Staff
11 Mark Oligschlaeger Expense Trackers in Rate Base Staff

KCPL Cost Allocation Manual (“CAM” )-Ron Klote

Q. What is a CAM?

A. As described in the Commission’s Affiliate Traston Rule for electric utilities, 4 CSR
240-20.015 (“affiliate rule”), a CAM is a documehat includes “the criteria, guidelines
and procedures” a Missouri electric utility will llmw to be in compliance with the

0o N o O

10
11
12

13
14
15

affiliate rule.

Q. At page 41 line 5 of his rebuttal testimony Mr.Klote states that KCPL's CAM
should be submitted for approval in Case No. EO-20%0189 at an unknown future

date. Does he provide a good reason why Commissiapproval of this CAM should

be delayed and not addressed in this rate case?

A. No. The only reason | can see why Mr. Klote tgato delay the implementation of
KCPL's CAM is that KCPL'’s parent company, GreatifdaEnergy (“GPE”"), is currently

in the process of seeking to acquire an out-oedansas utility company, Westar, Inc.
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Q.

Does Mr. Klote confirm that it is only KCPL's parent company’s proposed
acquisition of a Kansas utility company that is delying the implementation of the
new KCPL CAM?

Yes. He confirms this at 41 lines 9 throughoiis rebuttal testimony.

Does OPC believe that KCPL’s customers will bediter protected from actual or
potential affiliate company abuses when the Commigm approves this CAM and it

is implemented by KCPL?

Yes, it does. KCPL has never had a Commissppraved CAM as is required by the
affiliate rule. It is OPC’s position, based on egperience with KCPL’'s affiliate

transactions, that KCPL’s current non-Commissiopraped CAM is not sufficient.

OPC believes KCPL’s current non-Commission appro@&M does not include the
necessary criteria, guidelines and procedures dtegr KCPL's ratepayers from KCPL
subsidizing its affiliate and nonregulated opetagio

Does OPC believe that KCPL'’s customers are beingarmed by this OPC proposed

CAM not currently being in effect?

Yes, it does. To delay the implementation ofC3¥proposed CAM because of KCPL'’s

affiliate parent company’s acquisitions is not ceeble.

At page 43 line 1 through page 44 line 2 KCPL mposes certain changes to the draft
KCPL CAM attached to your direct testimony in this rate case. Does OPC take
issue with any of the changes to the draft CAM propsed by KCPL?

No. OPC is willing to accept the CAM that iseathed to Mr. Klote’s rebuttal testimony.

Have you been involved with and participated inall, or substantially all of the
meetings, discussions, and negotiations related tEKCPL’s draft CAM since
September 6, 20137
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A.

Yes. | was one of the primary participants ierdd meetings and discussions. The other
primary participants were Ron Klote and Darrin dKCPL and Steve Dottheim, and
Bob Schallenberg of the Commission’s Staff (“Staff”

Do you believe the fact that KCPL’s parent compay is seeking to acquire an out-of-
state utility company should be a basis to delay & implementation of a

Commission-approved KCPL CAM?

No. | would add KCPL’'s CAM should be approvegthe Commission in this rate case
as no party in this rate case has expressed aagrdemment with any of the provisions of
the CAM. | do not believe that GPE’s acquisitiohWestar will require significant
changes to the policies and procedures in KCPL'SMCAHowever, even if it does
require KCPL’s CAM to be modified, this CAM can beodified, if necessary, when the
issue of GPE’s proposed acquisition is resolved.

Please summarize OPC'’s position on this KCPL CAMssue.

The KCPL CAM attached to the rebuttal testimoofy KCPL witness Ron Klote is
acceptable to OPC and should be approved by thar@sion in this rate case. KCPL'’s
customers are harmed each day KCPL operates wighGommission-approved CAM.

There is no good reason to further delay the implaation of this CAM. OPC knows of
no party to this case that disagrees with any giattis CAM. If the CAM needs to be
modified at some point in the future as a resulGBE’s acquisitions, there is no reason
why it cannot be modified at some future date. Twmnmission should approve the
KCPL CAM attached to the rebuttal testimony of KCRIliness Ron Klote in this rate

case.

KCPL Capital Structure-Kevin Bryant

Q.

Please describe KCPL'’s parent company, GPE.

4
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A.

GPE is a Missouri corporation incorporated in 2@t headquartered in Kansas City,
Missouri. GPE is a public utility holding compamaynd does not own or operate any
significant assets other than the stock of its igidrtes. GPE's wholly owned direct
subsidiaries with significant operations are KCRICP&L Greater Missouri Operations
(“GMQ”) and GPE Transmission Holding Company, LLGPETHC”). GPETHC owns
13.5% of Transource Energy, LLC with the remaird®g5% owned by AEP Transmission
Holding Company, LLC, a subsidiary of American EtecPower Company, Inc.

Please summarize this issue.

KCPL and GMO have proposed setting utility ra#@sGPE’s consolidated capital structure
for many years. The Commission has ordered theofiSBPE’s consolidated capital
structure in KCPL and GMO rate cases for many yelhs Kevin Bryant, KCPL'’s capital
structure witness in this case has supported th@iUGPE’s consolidated capital structure
to set rates for KCPL as recently as 2014.Suddeitgr the announcement of GPE’s
proposed acquisition of Westar, everything chang&@PL now argues that the use of

GPE’s capital structure to set rates for KCPL aMidGs no longer appropriate.

OPC very strongly objects to KCPL allowing its grair company’s merger and acquisition
(“M&A") policy to determine the Commission’s ratekiag policies and options. Allowing

the result of a parent company acquisition to elateé a sound ratemaking policy that has
been widely accepted by all parties to KCPL's reses is the definition of a merger

detriment and should not be allowed by the Comunissi

What is OPC’'s recommended capital structure theCommission should use to

determine KCPL’s overall weighted cost of capital tate of return”) in this rate case?

In general, OPC’s recommendation is consistatit and supportive of the Commission’s
consistent long-term approach to setting the dapttacture for KCPL. That capital
structure is the actual capital structure for KGidid GMO’s parent company, GPE.

5
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Specifically OPC recommends GPE'’s actual consedlaapital structure at September 30,
2016 as adjusted to remove the amounts associdtedhe asset referred to as Goodwill.
Goodwill has historically not been considered asgulated utility rate base asset and, as

such, should not be included in a utility’s regethtapital structure.

In his rebuttal testimony KCPL witness Kevin Bryant takes issue with a Staff assertion
that GPE manages its utility finances on a consoladed basis. Does GPE, in fact,

manage its utility finances on a consolidated ba$ls
Yes, it certainly does and it has done so évesal years.

Is KCPL witness Kevin Bryant correct when he sttes that GPE has not managed its

utility finances on a consolidated basis?

No. KPCL has supported the financing of itditytioperations through the use of GPE’s
consolidated capital structure for several yed®VIO has supported the financing of its
utility operations through the use of GPE capitalcture for several years. It is very
difficult to understand how Mr. Bryant can assédtteither KCPL or GMO manages its
finances separately when KCPL and GMO’s whole fongnstructure is based on a

consolidated parent company capital structure.

Did Mr. Terry Bassham Chairman, President and CE), GPE and KCPL admit that
KCPL, GMO and GPE operate under a consolidated capal structure?

Yes. GPE filed a Form 425 document with the SECJune 2, 2016, which included a
transcript of GPE’s discussions with certain merslmdrthe financial community. In this

meeting Mr. Bassham explained how GPE maintairsapéal structure:

No. In the past, in the past we have basically tagiad a capital structure
at the holding company that looked like the opegattompanies because
that's the way it worked. That we were comfortabjeerating that way.

6
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That's not the requirement. Ultimately, the law Vebibe that it is the
capital structure at the holding company

At page 3 of his rebuttal testimony Mr. Bryant sid “The continued use of GPE’s
consolidated capital structure to establish reenue requirements for both KCP&L
and GMO limits their ability to manage their own credit ratings using their own

utility-specific capital structure and financing plans.” Please comment.

KCPL supported using a consolidated capitalcstime for the past ten years. It is just now,
when GPE has an opportunity to acquire a Kanséy wwompany, that KCPL and the
Commission’s 10-year practice of using a consatdatapital structure is detrimental to
KCPL and GMO operations. The argument of “limiting ability to manage a credit

rating” appears to be a red herring.

Why do you believe Mr. Bryant’'s “credit rating management limitation” argument is

a red herring?

Because with the exception of GPE’s announcerokits acquisition of Westar, nothing of
substance has occurred with KCPL or GMO that cqustfy a departure from a 10-year
Commission practice of using a parent company dmlaged capital structure.

At page 5 of his rebuttal testimony Mr. Bryant sid using GPE’s cost of debt and its
capital structure would contradict your direct testimony at pages 14 and 15 related to

the Commission’s affiliate rule. Please comment.

Mr. Bryant quoted from this section of my dir¢estimony related to a separate rate case
issue, which is the issue of KCPL operating withau€Commission-approved CAM as

required by the affiliate rule.

Q. Do you believe the CAM attached as CRH-D-1 t® th
testimony is a significant improvement over the Calthat are
currently used by Missouri’s regulated gas andtedegtilities?

7
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Q.

A. Yes, | do. OPC’s proposed CAM includes the negl
policies, procedures and internal controls thatreeessary, given
KCPL's organizational structure discussed aboveyettuce the
opportunity and risk for KCPL to subsidize its kdiie transactions
and non-regulated operations. This CAM, if approveg the
Commission, will go a long way to assist KCPL ia éfforts to
comply with the Commission’s Affiliate TransactidRule. This
OPC proposed CAM for KCPL will also provide the palwith
greater assurance that the regulated utility is suddsidizing the
operations its affiliates.

From this testimony Mr. Bryant said that he “carscwith me that the maintenance of
separate transactions among affiliates is bothgmtudnd appropriate.” However, | never
said anything related to “maintenance of separatesactions among affiliates” anywhere in
my testimony. In addition, the concept of “mairsteoe of separate transactions among

affiliates” is not even a concept addressed baffigate rule.

Even though you never made the point in your tésnony, Mr. Bryant stated that he in
fact believes the maintenance of separate transamtis among affiliates is both prudent
and appropriate. Based on this belief, he concled that “it is inconsistent for Mr.
Hyneman to argue that it is acceptable for KCP&L tobenefit from lower cost debt
issued by its affiliate GMO.” Do you understand tlis conclusion?

No. It is not clear if Mr. Bryant is assertinige historical rate case consolidated capital
structure recommendations made by KCPL, GMO, S@RC and other parties and
adopted by the Commission over the past 10 yeamsairconsistent with the Commission’s
affiliate transaction rule. If that is his poihg should make that point and provide evidence

in support of that point. He does not.

Mr. Bryant states that GMO issues debt. Does GR issue debt?
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A.

Q.

No. GMOQO'’s parent company GPE issues debt fdranbehalf GMO. GMO, unlike KCPL,

is not a separate and distinct financial entityraftam GPE. GPE and GMO'’s financial
results are combined in GPE’s SEC financial statgsneGiven that GMO itself does not
iIssue debt, it certainly is not clear that GMO altythas a lower cost of debt than KCPL.

Why do you say that GMO does not issue debt?

One significant piece of evidence that GMO doesisgie debt as a standalone entity is
found in GPE and KCPL’'s Annual Reports. At pagef XCPL's and GPE’s combined
2015 Annual Report to the Securities and Exchangmrfission (“SEC”), Form 10-K,
includes the following disclaimers about the infation provided in the Form 10-K.

These disclaimers show th@aMO does not issue an annual report as KCPL dogtD’'&
financial statements are embedded in GPE’s finarsteements, including its balance
sheet. Further, GPE and KCPL's combined 2015 Xf@idkes it clear there are only two
distinct entities when it relates to debt secigiti®©ne entity is KCPL and the other entity is
GPE and its subsidiaries. Unlike KCPL, GMO is mantioned as having debt securities.

Neither Great Plains Energy nor its other subsgbBahave any
obligation in respect of KCP&L's debt securitiesl &iolders of such
securities should not consider Great Plains Erergy'its other
subsidiaries' financial resources or results ofatpEns in making a
decision with respect to KCP&L's debt securitiesSimilarly,
KCP&L has no obligation in respect of securitiesGreat Plains
Energy or its other subsidiaries. (KCPL and GPEYFSEC For 10-
K for the year ended December 2015)

Even if you were to assume hypothetically that MO does issue debt securities for its
utility operations, it is possible to attribute a pecific cost rate for GMO as Mr. Bryant

indicates?
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A.

No. GPE acquired GMO in 2008. Since 2008 GPE has dentlis guaranteed GMO’s
debt. In its SEC Form 425 filed by GPE on Augu&036, GPE stated that it guarantees
45% of GMO'’s debt. Therefore, any debt cost rétéoated to GMO has to be viewed with
the understanding that this rate is affected, pbsg a material degree, by the fact that it is
guaranteed by GPE.

With this understanding, it is doubtful that Mr.yBnt knows the true and actual cost of debt
rate for GMO as a standalone utility and therefogecannot make any comparisons with
KCPL'’s actual cost of debt ratelt is very possible that, without GPE’s guaraimgeof
GMO'’s debt, GMO'’s cost of debt rate would be higtiamn KCPL's cost of debt rate.

In addition, GPE’s significant financial support@MO in the form of debt guarantees is
disclosed in GPE’s 2015 SEC Form 10-K:

Great Plains Energy has issued guarantees cov&@ing million

of GMO's long-term debt. Great Plains Energy alsargntees
GMO's commercial paper program. At December 3152@GMO

had $43.7 million of commercial paper outstandinghe

guarantees obligate Great Plains Energy to pay ateawed by
GMO directly to the holders of the guaranteed dehbthe event
GMO defaults on its payment obligations. Great i®lakEnergy
may also guarantee debt that GMO may issue inuhed. Any
guarantee payments could adversely affect GreansPEnergy's
liquidity. (GPE and KCPL SEC Form 10-K 2015 pagé 16

Does the fact that GPE guarantees GMO'’s debt pxade further evidence that GPE

operates its utility subsidiaries on a consolidatetasis?

Yes. As noted in the GPE description above, GRE no significant assets of its own.
Since it has no significant assets, it has no sogmt revenue or income on which to
guarantee GMOQO’s debt. In substance, it is KCPlil#yuassets, revenues and income that
provide the ability for GPE to guarantee GMO’s d&suances. This is just further

10
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evidence of how GPE operates its utility subsid&onn a consolidated basis, as confirmed
by Mr. Bassham, GPE’s Chairman and Chief Execuifieer.

Did KCPL management previously state that KCPL ad GMO operate on a
combined basis?

Yes. In response to Staff Data Request No. (38R 385”) in Case No. ER-2016-0156,
KCPL management stated that GMQO’s utility operatiare “combined” with KCPL
electric utility operations and KCPL and GMO'’s it§ilgeneration plant are interdependent

and the generation assets are grouped together.

KCPL management made the following assertions tat@u“one utility” nature of KCPL
and GMO in DR 385:

* Great Plains Energy has one reportable segmewtriEldtility.

* GMO'’s electric utility operations in GPE’s segmeligclosure
are combined with GPE’s KCP&L electric utility opéions.

* The electric utility segment is comprised of mudijurisdictions
subject to traditional, cost-based rate regulation.

* The utility is comprised of a generation fleet wattdiverse fuel
mix consisting primarily of nuclear and various dgpof fossil
fuels providing peaking and base load generation.

e This group/collection of assets combined meet theetrc
utility’s service obligation and produce joint cdkiws.

* These plants are interdependent and necessaryptopaiately
meet the needs of the Company's customers; theretbe
generation assets are grouped. (QO0385 2011 2Qr&kene
Assets Impairment Test.docx)

What are your conclusions based on KCPL managemgs response to DR 3857

KCPL management asserts that utility generapant assets of KCPL and GMO are
interdependent and must be grouped as one ublitfirfancial reporting purposes and for
utility operations purposes. However, when it cente the capital cost structure that

11
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financed these same generation assets, KCPL maeag&mw asserts that they are not
interdependent at all and must be separated i@séparate utilities — “GMO specific” and
“KCPL specific”.

The Commission should conclude that this “new” K@Bpital structure position supported
by Mr. Bryant is not consistent with KCPL's pastspmns and the Commission’s past
positions on KCPL and GMO'’s capital structure. Twammission should determine that it
will not change a longstanding and reasonable agggilutility ratemaking practice just

because KCPL's parent company engages in mergeacguasition activities.

KCPL FAC — Edward Blunk

Q.

At page 15 of his rebuttal testimony KCPL witnes Wm. Edward Blunk discusses fuel
additives KCPL books to account 501, Fuel. He indates that because additives are
booked to account 501, they should be included in®PL’'s FAC. Are fuel additives
actually fuel?

No. Fuel additives are not fuel and therefavendt belong in a FAC. It is not only OPC
that understands fuel additives are not fuel andaldelong in a FAC, the Federal Energy
Regulatory Commission (“FERC”) understands thisvadl. It does not appear that Mr.

Blunk and KCPL are willing to recognize that fueldeives are not fuel. Therefore, they

continue to attempt to include this non-fuel casatm FAC where it does not belong.
Are fuel costs defined by FERC?

Yes. FERC has its own FAC. FERC defines “fuelits Uniform System of Accounts
(“USOA") account 151, Fuel Stock. Mr. Blunk shoudd very familiar with this account.
As will be more fully discussed in the surrebutedtimony of OPC witness John Riley,

FERC’s FAC allows only fossil fuel expenses eligibd be charged to USOA account 151,

12
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Fuel Stock, to be included in the FERC FAC. It adlows nuclear fuel charges to USOA

account 518, Nuclear Fuel to be charged to its FAC.

In its FAC (18 CFR Section 35.14 paragraph 6) FER@lains that only the fuel items
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Q.

A.

Q.

listed in Account 151, Fuel Stock, and Account 5@, to be included in a FAC.

(6) The cost of fossil fuel shall include no itewiher than those
listed in Account 151 of the Commission's Uniforngs@m of
Accounts for Public Utilities and Licensees. Thetaaf nuclear fuel
shall be that as shown in Account 518, exceptithdtcount 518
also contains any expense for fossil fuel which almsady been
included in the cost of fossil fuel, it shall beddeted from this
account. (Paragraph C of Account 518 includes tist of other
fuels used for ancillary steam facilities.) (18 C&85.14).

How does FERC define fossil fuel?

FERC defines fossil “fuel” as follows:

USOA Account 151, Fuel stock This account shall include the
book cost of fuel on hand. Items 1. Invoice prtduel less any
cash or other discounts. 2. Freight, switchingnuieage and other
transportation charges, not including, however, ahgarges for
unloading from the shipping medium. 3. Excise saprchasing
agents’ commissions, insurance and other expensestyd
assignable to cost of fuel. 4. Operating, maimeaa and
depreciation expenses and ad valorem taxes orty-atiined
transportation equipment used to transport fuenfithe point of
acquisition to the unloading point. 5. Lease amtak costs of
transportation equipment used to transport fuenfithe point of
acquisition to the unloading point.

At page 16 Mr. Blunk accuses OPC witness Mantlef “cherry picking” fuel items to

include in a FAC.

testimony?

Is Mr. Blunk’s accusation a fair representation of Ms. Mantle’s

13
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A.

Not at all. Ms Mantle clearly laid out what fussts are appropriate to include in an FAC
in her direct testimony. She proposes to incluag direct costs of fuel, which is the exact
approach taken by the FERC when it defined ther@atiithe fuel costs that are eligible to
be included in its FAC.

KCPL is not entitled to a FAC. It is clear in 8en 386.266 RSMo that a FAC is a
privilege, not a right. It is the Commission tlagiproves a FAC. It is also clear in this

statute that the only costs allowed are fuel amdhi@ased power, including transportation.

KCPL's FAC, if approved by the Commission, showoitdly be allowed to include actual fuel
costs. Mr. Blunk’s proposal to include all codtsittcan possibly be charged to a fuel
account coupled with his suggestion that KCPL benpited the “flexibility” to add or
remove costs at will, and without Commission ogsin the FAC, would be detrimental

to KCPL'’s customers if approved by the Commission.
How would you characterize Mr. Blunk’s request or including fuel costs in its FAC?

It can be most accurately described as theltkitcsink” approach. KCPL is attempting to
include costs only tenuously tied to fuel, everthi® point of inserting vague language to

give itself “flexibility” to add additional costsithout Commission approval.

Mr. Blunk’s suggestion that KCPL be allowed toetetine what costs should be included
in the FAC ordered by the Commission is contrarshe®s Commission’s ruling in KCPL'’s

last rate case when the Commission decided:

[A]llowing a new cost or revenue to flow through BAC is a modification
to that FAC, which under Section 386.266, RSMoy ¢tiéé Commission has
the authority to modify. It is the Commission thsthould make the
determination as to what costs or revenues shtmydthrough the FAC, not
the electric utility. (Report and Order, ER-2014£03p. 39).

The Commission should reject the KCPL's approactl mstead adopt OPC’s clearly
defined approach offered by OPC Witness Mantle.
14
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As the Commission has noted in recent utility saB&RC’s policy is not mandatory on the
Commission but it provides the Commission with vgopd guidance. As it relates to fuel
costs, OPC recommends the Commission adopt OP@ieaxgh, which is consistent with
the FERC, and only allow direct fuel costs that eppropriately be charged to Account
151, as well as direct nuclear fuel costs apprtgdyiaharged to Account 518 in KCPL'’s
FAC.

In her testimony OPC witness Mantle recommendsot the Commission the specific
types of costs that OPC believes should be includéd a FAC. How does Mr. Blunk
mischaracterize the action taken by Ms Mantle?

Beginning at page 16 line 9 Mr. Blunk accuses Mantle of “micro-managing” KCPL'’s
operations. He also equates policy testimony witbramanaging in other parts of his
testimony. He even refers to Ms. Mantle’s recomtiagions to the Commission as a
“micromanaging edict”. Mr. Blunk’s testimony issabyd on its face.

OPC witness Mantle is doing nothing more than mgkrecommendations to the
Commission tadopt &~AC that would be designed to significantly redtsk to KCPL but
still provide at least some protection to KCPL'sepmyers from unjust and unreasonable
rates.

OPC recommends the Commission disregard Mr. Bua#’hominem attacks and focus on
the lack of real substance in Mr. Blunk’s testima®yated to the FAC. Mr. Blunk’s
testimony focuses on the minutia of a fuel additather than to address the point that fuel
additives should not be included in the FAC.

KCPL, as most reflective in Mr. Blunk’s rebuttastimony, has appeared to have developed
an “entittement mentality” as it related to the Goission’s FAC. First, Mr. Blunk’s
testimony suggests that any recommendation that watepermit KCPL the “flexibility” to
add costs as it see fit amounts to “micro-managéimen
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As mentioned above, OPC’s recommendation in n@esen penalty but is actually a
recommendation to the Commission to approve a FAeL is subject to clearly defined
reasonable terms in order to both reduce riskdatimpany and provide some protection to

ratepayers from unreasonable rate increases.
Please continue.

A second aspect of Mr. Blunk’s rebuttal testimevhich should concern the Commission is

his statement at page 16 line 19 that:

Given the very clear incentive to minimize all costtained in fixed
rates, if the utility were to follow Ms. Mantle’sgentive to the next
logical step, it could avoid using PAC or trona lsing a more
expensive fuel such as natural gas or purchasgigehpriced power
neither of which require additives such as PAC tmtol for
mercury emitted from coal combustion.

First of all it should be noted that Mr. Blunk'mt&ment acknowledges that including costs
in fixed rates gives the utility the “very cleaccentive to minimize all costs”. This is the
inventive that regulatory lag places on utility mmgament that is eliminated when a utility
cost is included in the Commission’s FAC. The Cassion well recognizes that
management efficiency incentives are eliminatedatahe very least minimized, for each
and every cost KCPL is allowed to include in a Cassion FAC. It is refreshing to see

this fact recognized by Mr. Blunk.

The rest of his statement goes on to suggesttdinecosts are not included in the FAC then
the utility would purchase only the kinds of fudist could be recovered through the FAC
even if it was more expensive. In other words, Mlunk suggests that he would

recommend KCP purchase more expensive fuel andrpogeause these costs would be

recovered directly through the FAC. The Commissioould take note of this testimony and
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possibly explore with  KCPL the apparently impruidend ratepayer detrimental actions it

will take if it does not get its way with the FAC.

Mr. Blunk’'s statement is also apparent attemptd&monstrate that Ms. Mantle’s
recommendation would somehow increase costs toroess. Mr. Blunk’s scenario might
increase costs, but it would be clearly imprudentiim to manage KCPL'’s fuel costs in
that way. Rather than demonstrate his point th&’® RRcommended FAC would increase
costs for ratepayers, this testimony illustrates mleed for the Commission to carefully
determine what goes into an FAC and then to sazetithe utility's compliance. These
comments give me grave concern about how KCPL nesniag) fuel costs under the FAC

and complies with the Commission’s existing FACK&PL.

KCPL must be made to realize it is the Commissiod nobody except the Commission,
that determines whether a utility gets an FAC ahat costs should be included in that
FAC. OPC and other parties to rate cases have dgétyto make recommendations to the
Commission without being accused of “cherry pickiagd “micro-managing” the utility.
Ms. Mantle is one of the top experts on the FACMissouri. She has served the
Commission well with FAC recommendations for margang including years in a
leadership position with the Commission Staff. kestimony is reasonable, prudent and
well supported by the facts. In comparison, Murii's testimony is devoid of substantive

facts and is just full of false and unwarrantedspeal attacks.

At page 18 line 23 continuing through page 19ne 2 Mr. Blunk suggests non-KCPL
witnesses cannot make FAC recommendations statingAttempting to incent the
Company through micro-management edicts advocatedvery few years by parties
without fuel, power, transportation, or transmissicn market and operational

experience will likely have unintended results.” Réase respond.

The Company’s statement about “micro-manageradmats” implies that OPC’s testimony

on the FAC is not sincere or is otherwise in bathfdt also suggests that it is only
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appropriate to consider utility withesses’ FACitasiny. The Commission should reject this

tactic by KCPL just as the Kansas Corporation Cossion (“KCC”) did recently.

Its September 13, 2016 ORDER DENYING KCP&L'S ARPATION FOR APPROVAL
OF ITS CLEAN CHARGE NETWORK PROJECT AND ELECTRIC VECLE
CHARGING STATION TARIFF issued in Docket No. 16-KERA60-MIS (“KCC EV
Order”) at paragraph 20, the KCC called out KCRatgics and scolded the utility:

20. In evaluating the credibility of the withessesthe question of
the necessity of the CCN program, the CommissiondsfiKCP&L
sorely lacking. _KCP&L resorts to character assasigin,
questioning the seriousness of Glass's analysischwCP&L
alleges arises to a lack of sincerity; and questgpthe expertise of
both Frantz and Crane.

Mr. Blunk’s testimony in this case questions thecerity and seriousness of Ms. Mantle
with phrases like “cherry-picking” and “micro-marag’ without offering substantive
evidence to support the company’s request to ball@iie to determine what costs it passes
though the FAC.

It is time for KCPL to look at itself. Only onegt of the KCC’s EV Order scolds KCPL for
engaging in character assassination and questiarningss sincerity and seriousness as Mr.
Blunk does here. The other part of the KCC EV omterides overwhelming evidence to
support the KCC’s conclusion that KCPL witnesseshait case provided no evidentiary
support for its positions, again as Mr. Blunk fadslo in his rebuttal testimony on the FAC.
KCPL has duplicated that tactic in its rebuttatitesny in this case. Mr. Blunk provides no
evidentiary support for his position and simplyegelon KCPL'’s sense of entitlement and ad
hominem attacks without any foundation to suppsriposition on the FAC in this case.
Like the KCC, | hope the Commission sees throughdistortion and grasps on to the facts
of this issue. If the Commission ignores the peabattacks and focuses on the facts and

the evidence, OPC’s recommendations will be adopted
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Q.

At page 16 line 3 and 19 Mr. Blunk uses the terrmmcentives as it related to the FAC.

Please comment.

Each time the Commission decides to includeexifip cost in a FAC for KCPL, it must
make this decision knowing that there will be miainmor no incentive for KCPL
management, to act efficiently and minimize thatc@®nce KCPL gets a particular type of
cost in an FAC, since it knows that it will likehot face any prudence challenges, and any
prudence challenges that are levied will not becessful, it will move on to focus

efficiency measures on utility expenses that atéman FAC.

Including a specific cost in an FAC comes withradé off. The Commission must decide
that it is absolutely necessary for the utilityinolude a specific FAC cost in the FAC in

order for it to have a reasonable opportunity toneafair rate of return on its rate base.
Once it decides this, the Commission must undetstad be comfortable with the fact that
this cost item will no longer be subject to any petitive price pressures that other non-

FAC or non-tracked expenses experience throughategy lag.

At page 17 line 3 of his rebuttal testimony Mr.Rush refers to OPC's FAC
recommendation to the Commission as a “micro-manageent edict” and suggests
OPC’s recommendations will result in untimely recoery of fuel costs. Please

comment.

Aside from the gross mischaracterization anacitof Ms. Mantle’s testimony, Mr. Blunk’s
testimony here is just factually wrong. OPC ispsfing including fuel costs in KCPL’'s
FAC in this rate case. Mr. Blunk, however, is ngito mislead the Commission into
believing that fuel additives and other non-fuettscare actually fuel costs. They are not
fuel costs and that is a fact that is even receghipy the FERC.
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If a cost is not eligible to be included in FER&@unt 151, it is not a fuel cost and it is not
eligible to be included in a FAC. None of thespety of items addressed in Mr. Blunk’s
testimony are eligible to be included in FERC Aatiol61, and thus, are not fuel costs.

At page 17 line 12 Mr. Blunk references FAC prudnce audits. Do you consider
prudence audits to be effective in protecting KCPLS customers against KCPL'’s

imprudent fuel purchasing practices?

No. Even the Commission recognized the inheliemtations of FAC prudence audits.
Based the Commission’s prudence standards and pgyierce with FAC prudence audits
in Missouri | believe prudence audits are not difecand, at best, only provide a very small

level of ratepayer protection.
Is Mr. Blunk and accountant or an auditor?

No. | have known Mr. Blunk for several yeaBased on my knowledge and the fact that
he is neither an accountant nor an auditor, | ddateve Mr. Blunk is qualified to discuss
prudence audits. | do not believe that Mr. Bluak lany education or training as an auditor
and | do not believe that he has ever conductegadicipated in a prudence audit. |

recommend the Commission not assign any crediltdityis testimony on prudence audits.
Do you have an example of the limitations of aRAC prudence audit?

Yes. OPC witness Mantle provided an examplpamye 20 of her direct testimony. Briefly,
Staff prudence audits of KPCL's sister company GM® not find $4.6 million in costs
that were included in GMQO’s FAC rates, even thotlglhh Commission had ordered these
costs not be included in GMO'’s FAC.

Could the Commission take actions that would mak a FAC prudence audit easier,
more transparent and more effective in protecting atepayers against the actions of a

monopoly utility?
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A.

Yes, there are several actions the Commissioiddake. In addition to adopting OPC'’s
recommended 90-10 sharing mechanism, other adtwehsle making mandatory certain
utility employees’ compensation contingent on ngetapecific fuel and purchased power

cost criteria as their sole incentive compensatrdaria.

The Commission could also set up a working dodketreview its unnecessarily
burdensome, and what | would characterize as almwstainable prudence standards for

non-rate case prudence cost dockets.

Finally, and what is most important in this ra#se, is to adopt the FAC recommendations
of OPC witness Mantle and reject outright KCPL'sit¢tken sink” approach to the

Commission’s FAC.

Does Mr. Blunk’s rebuttal testimony statements @apage 16 lines 19-23 give you

particular concern?

Yes. | am not sure if Mr. Blunk is sincere, g testimony here indicates that if KCPL
cannot include a particular fuel additive in theG~then it will intentionally increase its cost

of service by replacing the fuel additive with gher cost fuel.

This along with Mr. Blunk’s response to OPC’s de¢quest 8015 (“"DR 8015”). In DR
8015 Mr. Blunk stated that, if the Commission dad imclude a cost in the FAC, it signifies
the Commission is making a policy statement thatattivity is “to be minimized, are not

justified, or are not to be employed”. This stad@trgives me great concern.

If the Commission ever found a utility engagingsimch an imprudent manner, either by
employing a more expensive alternative becauskesiser cost alternative is not in the FAC,
or through the discontinuation of an activity tiaduld have resulted in lower fuel costs
because the cost of the activity is not in the FA@puld easily have grounds for imposing

significant penalties on the utility. OPC wouldteely take every possible action to ensure
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that this grossly imprudent management behavigoa@mtly threatened by Mr. Blunk) is
properly stopped and punished, so that it nevepdrapagain.

At page 18 line 21 Mr. Blunk describes KCPL's FA as a “complex interrelated

conglomeration of trade-off”. Do you agree that KPL's FAC is way too complex?

There is little disagreement that KCPL's FAG:@nplex. That is one major problem with
KCPL's FAC. The Commission did not make it thatywCPL management, including
Mr. Blunk and Mr. Rush did.

KCPL designed its FAC to be complex by includingny costs that are in no way
appropriate to include in a FAC, such as fuel adelit administrative costs, and KCPL

employees’ cell phone costs.

OPC has solutions that make major improvementsGRL's FAC. These solutions add

transparency, increases management incentivesosircontrol, provide some ratepayer
protection through easier and more transparent &4dits, and reduce the number of KCPL
errors in operating the FAC. KCPL rejects all simprovements and only supports its very

narrowly-focused goal of including everything irgilog the kitchen sink in the FAC.

There are many benefits to both ratepayers an®LKBy making KCPL's FAC less
complex and consistent with the original intenttef FAC. FACs are supposed to include
“fuel” costs. FERC understands this, but KCPLgdoet. | understand that FERC may be
the only regulatory body that has defined fuel £d§CPL must comply with this definition
both for its Missouri jurisdictional utility accoting and for its FERC accounting and

ratemaking requirements.

OPC'’s recommended FAC fuel costs are consisteit RERC’s definition. Therefore,
OPC urges the Commission to require KCPL to adoptRERC definition of fuel costs
(cost that are eligible to be booked to FERC Actdifii, Fuel Stock and nuclear fuel) if

KCPL is allowed to continue with a FAC in Missouri.
22
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KCPL FAC — Tim Rush

Q.

Below I list some statements made by Mr. Rush ihis rebuttal testimony. These
statements reflect KCPL’s position that OPC shouldlefine fuel costs in the same

manner as how the FERC defines fuel costs. Does ORgree with Mr. Rush?

Yes, very much so. While OPC'’s position on dippropriate level types of fuel costs to
include in a FAC was similar to the FERC’s defimitiof the types of fuel costs it allows
in an FAC, it was not exactly the same. For thepses of KCPL's FAC in this rate
case, OPC will adopt Mr. Rush’s recommendatiorapiay the FERC standard
definition for FAC fuel costs. That standard iattthe only fuel costs that are allowed to
be in a FERC FAC are the types of fuel costs thegtrthe FERC USOA Account 151

definition of fuel costs.
Mr. Rush’s testimony on the issue is below:

... The statute does not define the terms Fuel, PaechRower,
Transportation or Off-system Sales. However, thédfal Energy
Regulatory Commission (“FERC”) Uniform System ofclcints
(“USoA”) does provide definitions for these ternisaisportation
includes transmission expense according to a Mis€nurt of
Appeals decision) and provides guidance for whertam costs
should be recorded. KCP&L follows the USoOA inateatining
where costs should be charged. Therefore, there meed for Ms.
Mantle to re-establish what fuel, including trangaton,
purchased power costs and revenues are.

Q. Do you disagree with Ms. Mantle’s contention o page 6
of her Direct Testimony that costs for the fuel “conmodity”
itself, transporting that commodity to KCP&L's generating
facilities, and the purchased power to serve nativiead are the
“purest” definitions of fuel, transmission and purchased power
costs?

A. Yes, | do. The definition Ms. Mantle argues how seeks
to exclude a large number of fuel and purchasecepoast
components recognized as the cost of fuel and psechpower by
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the FERC USO0A, industry practice and this Commissiown
definition of fuel, transmission and purchased pogasts, as

evidenced by its treatment of these cost compormmismany
years.

Q. Do you agree with Ms. Mantle’s view that her dfinition
of fuel, transmission and purchased power costs ®nsistent
with Section 386.266.17?

A. No. FERC and the industry use the terms fuel,
transmission, and purchased power much more broaahyOPC
recommends.

Q: Has Ms. Mantle proposed to limit components of @sts
properly included in the fuel, purchased power, traasmission
and off-system sales accounts found in the USoA u=sl by
FERC in the Code of Federal Regulations?

A: Yes. As indicated above Ms. Mantle is propgsio

significantly limit the components of costs to beluded in the

FAC. She is not, however, proposing to limit arffysystem sales

revenues from flowing through the FAC.
At page 27 of his rebuttal testimony Mr. Rush, ddressing the direct testimony of
OPC witness Lena Mantle states “She goes on to simat including these costs in the
FAC removes the incentive to take action to decreasion-fuel and non-purchased
power costs. This claim has been consistently refed by the Commission.” Do you

agree with this statement?

No, in fact, just the opposite is true. BEvbe drafters of Section 386.266.1, RSMo
(Supp. 2008), the statute that allows the Comnmms&icestablish a fuel adjustment clause
recognized the fact that a FAC will reduce utiliignagement incentives to minimize
costs. The language in the statute authorized timendssion to include features designed
to provide the utility with incentives to improveet efficiency and cost-effectiveness of
its fuel and purchased-power procurement activieestion 386.266.1, RSMo (Supp.
2008) states:
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Subject to the requirements of this section, argtatal
corporation may make an application to the commirstd approve
rate schedules authorizing an interim energy chargeeriodic
rate adjustments outside of general rate procesdmgeflect
increases and decreases in its prudently incutrelcaihd
purchased-power costs, including transportatio® ddmmission
may, in accordance with existing law, include iclsuate
schedules features designed to provide the elattiwrporation
with incentives to improve the efficiency and ceffectiveness of
its fuel and purchased-power procurement activif@mphasis
added).

To all with a knowledge of ratemaking principlesisiwell understood that guaranteeing
the rate recovery of any cost under an expenskeraor an FAC, will eliminate or
significantly reduce utility management incentive$e most efficient in managing that

cost. That is one of the clearly recognized dedrita of FACs and expense trackers.

The Commission has repeatedly asserted that tmskeh as a FAC remove utility
management cost control incentives. | have nexen sny instance where the

Commission has stated that this is not true.

The Commission must decide that it is absolutetessary for the utility to include a
specific FAC cost in the FAC in order for it to leaa reasonable opportunity to earn a
fair rate of return on its rate base. Once it degithis, the Commission must understand
and be comfortable with the fact that this cosnitaill no longer be subject to any
competitive price pressures that other non-FACamr-tnacked expenses experience
through regulatory lag. At page 40 of its Repod @rder in Case No. ER-2008-0318,
Union Electric, the same Report and Order that@iutbd Ameren Missouri’'s FAC, the
Commission noted that a tracker gives a utilityank check to spend however much it

wants with assurance that any expenditure willyilkee recovered from ratepayers.

The Commission also noted that a prudence reviewtia complete substitute for a

good financial incentive. | would differ with tli@mmission only to the extent that |
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Q.

would go further and state that a prudence revae@st how prudence reviews are

conducted in Missouri) is no substitute at alldogood financial incentive.

The Commission finds a ten percent cap on the ératckbe
appropriate. Without a cap, the tracker would eszsingive
AmerenUE a blank check to spend however much itsvan
vegetation management with assurance that any dipsnwill
likely be recovered from ratepayers. Of course, suth
expenditure would still be subject to a prudensgere in the next
rate case, but a prudence review is not a compldistitute for a
good financial incentive.

At page 70 of its Report and Order in AmerenUE’'626ate case ER-2008-0314, the

Commission stated:

The statute that authorizes the Commission to ksiiad fuel
adjustment clause for AmerenUE already includetufea
designed to give the company an incentive to maants income
from off-system sales and minimize its costs. Spmadly, the
statute requires a utility operating under a fuglistment clause to
file a new rate case every four years, and reqtire£ommission
to review the prudence of the company’s purchadewsions
every 18 months. But regulatory reviews are onbadial
substitute for the direct incentives that can riefsam a utility’s
quest for profit. Therefore, the statute allows @wmnmission to
include features “designed to provide the eledtcogporation
with incentives to improve the efficiency and ceffectiveness of
its fuel and purchased-power procurement activities

At page 35 of Mr. Rush’s rebuttal testimony hetsites :

FERC’s Uniform System of Accounts (“USo0A”)gwides a
description of the accounts to be used for exgen# is not
possible for FERC or any other regulatory bodyddrass every
situation. However, the USOA is very clear as teme expenses
should be recorded. For example, FERC mandatedunts
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501 (Fuel), 509 (Allowances), 518 (Nuclear Fuep&nse), 547

Does FERC consider most of the charges KCPL records account 501 to be fuel
costs and eligible to be included in FERC’s FAC?

. No. FERC does not consider these expenses taebexXpenses and expressly prohibits

them from being included in FERC’s FAC. FERC orllpws the fuel costs that are
eligible to be included in Account 151, Fuel Stoakd transferred to Account 501 as the
fuel is consumed, to be included in a FAC. Theeséon Account 547.

For nuclear fuel, FERC allows nuclear fuel costalsm be included in a FAC. But none
of the dozens of costs that KCPL charged to accodhtand 502 and other accounts are
considered fuel costs and are specifically proaiblly the FERC from being included in
a FAC. The FERC's rules on FAC fuel costs are atragactly the same as the position
taken by OPC in this rate case as well as others.

At page 37 Mr. Rush states that “The Company haalso requested only the FERC
assessment costs in account 928 to be recoveredhimitthe FAC as other regulatory
commission expenses are recovered on an annualizatd normalized basis in the

revenue requirement of a rate case proceeding.” Rise comment.

First, the FERC assessment is a regional tressam organization (“RTO”) cost assessed
by SPP to member entities. FERC assessments@s@lered a transmission cost and
not a fuel or purchased power cost. With veryt@diexceptions, such as when
transmission costs are appropriately classifietlaassportation costs, transmission costs

should not be included in an FAC.

How did KCPL witness John Carlson, KCPL'’s transmission expert , describe FERC
assessment costs in his direct testimony in thisteacase?
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A.

He stated “The Company does not expect to seshmariability with the FERC
Schedule 12 Fees in the years to come. Costs fleCREIministration have remained

relatively constant from year to year.”

So, KCPL is not only seeking a “non-eligible tramssion costs” to be included in the
FAC, it is also seeking a transmission cost tisabwn Transmission expert witness

stated in direct testimony are not variable andreagined constant from year to year.

This FAC position alone, as expressed by Mr. Resbuld give the Commission a lot of
information as to KCPL's very lightly-veiled attetip throw in everything it can get
away with into its FAC. Given this approach by KCkhe Commission should exercise
great care in determining which specific fuel andcpased power costs belong in an
FAC and only allow inclusion of the individual ceghat meet all of the Commission’s
past FAC inclusion standards, such as materiaiiouamt, significant volatility, and

management control.

At page 38 of his rebuttal testimony Mr. Rush sites “As the Company explained to
Ms. Mantle in a meeting regarding the FAC in this ase, based upon operational
changes at the power plant, costs previously recoed in FERC account 502 and not
included in the FAC are now more appropriately conglered fuel costs and are
recorded in FERC account 501.” Does Mr. Rush expla how a non-fuel cost
automatically changes its nature and turns into audel cost based on utility changes

at a power plant?

No. However, these “newly-transformed fuel sdsts described by Mr. Rush are not
considered to be fuel costs by the FERC definiiod therefore should not be included
in a FAC. Nothing that is booked to FERC Accoun2 By KCPL is, was or ever will be

a fuel cost eligible to be included in a FAC.
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Q.

At page 38 of his rebuttal testimony Mr. Rush sites “Limiting the costs and
revenues which are included in the FAC will only seve to diminish the effectiveness
and transparency of the FAC overall while increasig the potential for error by
excluding specific costs that are correctly recordkin their appropriate FERC
accounts.” Is what Mr. Rush asserts here even pabte?

No. This statement is counterintuitive and reorsscal. He states the less information to
include and calculate in a ratemaking mechanisnhitpieer the will chance for error. He
states that increasing the number of items inexmraking calculation will lower the
chance of error. That is just nonsense. The leflvebnsense of this statement is even

greater when you consider the complexity of thengdK CPL seeks to include in a FAC.

Mr. Hyneman, have you conducted prudence auditsnder the Commission’s

prudence audit standards?

Yes. | have conducted several prudence audits.

Has Mr. Rush ever conducted a prudence audit?

No, | do not believe he has ever conducted dgmae audit.

Based on your experience with ratemaking mechasms in general, your ratemaking
knowledge, you experience with Commission pruden@dits, and you accounting

education and experience as a CPA, what do you cduade about this issue?

The fact is that adopting OPC’s FAC recommeradeiin this rate case will significantly
decrease the complexity of a FAC prudence auditsaggrdficantly reduce the likelihood
of FAC errors by KCPL employees and FAC auditotsannot see the possibility for

any other result.

Limiting the FAC to the main components — actual fias defined in FERC Account

151), and actual purchased power costs as desdnb@&PC witness Mantle, can only
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make the FAC more effective and transparent. lltmake the FAC easier to audit. And
it can only make the FAC less susceptible to erréusy statement to the contrary ought
to be supported. Mr. Rush does not do so andsoffiely unsupported claims that are

counterintuitive to common sense and to ratemagimyiples.

At page 39 of his rebuttal testimony Mr. Rush sites that “Excessively picking and
choosing which fuel and purchased power costs shaube excluded or included in
the FAC needlessly complicates the process of prepay and reviewing the FAC.”

Please comment?

Again, this statement just does not make angeefror example, if the Commission
issues the list of costs that can be included iPK'€ FAC in this case and that list is
reduced from previous FACs, it would make the pssa& preparing and reviewing the
FAC less complicated. When you have to preparA@ Wwith fewer cost items, it will be

less complicated and easier to audit.

At page 39 of his rebuttal testimony Mr. Rush sttes that “As proposed by Ms.
Mantle, reducing the number of components of fuelpurchased power and
transmission included in the FAC will prevent KCP&L from recovering the costs
that the Commission has previously approved in prioFAC’s for KCP&L and other

Missouri utilities.” Is this testimony relevant to this issue or even correct?

No. Itis blatantly false. The Commission scged with reviewing the FAC every four
years in a rate case and making any adjustmemé®ds to ensure that the FAC is
meeting its intended purpose, consistent with lilgitatepayer detriments. That is what
the Commission is supposed to do when settingajudtreasonable rates. The
Commission’s role is not to simply make sure thetain costs that were included in a
previous FAC are always included in all future FA€3SMr. Rush suggests. That is not

at all the Commission’s role.
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Not only is this testimony not relevant to the mssiiis simply not true. Just because a
particular cost is not in an FAC does not meanithail not be recovered. It only

means, and | want to emphasize the word “only” thatl00% guarantee of rate recovery
of that cost is not given to the utility. If Mr.uRh’s testimony is to be believed, then we
all must believe that none of the non-FAC costsiired by KCPL, (the costs included
only in base rates) are being recovered by KCPinfratepayers. That is simply not

accurate.

At page 45 of his rebuttal testimony Mr. Rush sites “Ms. Mantle requests that all
of the costs and revenues included in the FAC bested by sub-account for the
current month and the preceding 12 months. She natethat currently costs are
aggregated and complains that this provides insuffient detail. Her proposal
would add another layer of complexity to KCP&L'’s reporting which, notably, Staff
has not requested. KCP&L does not believe this isecessary for monthly

reporting.” Please comment.

It does not matter if KCPL believes this infortoa is necessary, it only matters if the
people who have to audit this FAC believes thisrimfation is necessary to audit KCPL’s
FAC. Mr. Rush does not audit FACs. ltis likehat Mr. Rush does not think this
requested reporting is necessary because KCPLmbbdgmve to audit or review this
FAC, Ms. Mantle does.

Mr. Rush, to my knowledge, has never audited a FMS. Mantle has performed FAC
audits and supervised FAC audits for many years. Rdsh’s perspective appears to be
that audits should be less rigorous and that artawghould only look at information
KCPL wants them to look at. Such an approachiig reich counter to professional
auditing standards. The Commission should rejed®K€ self-serving argument and
instead require the information requested by ORE|rerienced FAC auditor.
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Q.

At page 46 of his rebuttal testimony Mr. Rush sites “| disagree with Ms. Mantle’s
exclusion of other fuel and fuel related cts that have been historically
included in the FAC as these limitations significatly diminish the effectiveness of
the FAC and will actually accomplish the opposite fowhat Ms. Mantle hopes to

achieve.” Please comment.

First, Mr. Rush cites the FERC and the USOA tigtoout his FAC and appears to defer
to the FERC'’s rules and regulations. OPC agre#sthis as it relates to fuel costs and
has adopted the FERC’s USOA definition of fuel s@ stated in FERC Account 151,
Fuel Stock. Any disagreement on the issue ofdosts in the FAC can be eliminated if
Mr. Rush would accept his own testimony and agvesdbpt the FERC FAC rules on

fuel cost FAC eligibility as is consistent with OB@osition.

Second, Mr. Rush does not explain what he mealfisidpyificantly diminish the
effectiveness of the FAC”. What is the effectivemef an FAC? How will it be

diminished? He fails to answer these questions.

The FERC, the regulatory body to which Mr. Rushedgftakes the opposite position to
Mr. Rush. The FERC position is that any fuel énstluded in an FAC that does not meet
the FERC Account 151 definition (such as all of K&GPon fuel cost referred to as
“fuel-related costs”) is detrimental to the pubhterest. Mr. Rush should reexamine his
position and decide if he agrees with the FERCeoddes not agree with the FERC. His
position, as expressed in his testimony, is totakkpnsistent and uniquely unhelpful to
the Commission in reaching the correct decisioth@issue in this rate case.

Rate Case Expense — Tim Rush

Q.

At page 59 line 22 of his rebuttal testimony MrRush states the customer is the
primary beneficiary when a utility is able to fulfill its statutory obligation to provide

safe, adequate and reliable service. Do you agree?
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A.

No. When a utility fulfills its obligations bbtshareholders and customers benefit
equally. Customers receive the utility service ahdreholders receive profits on utility
investments. | do not believe that a utility tbat not provide safe and adequate service
would be able to provide profits to shareholdersafoy length of time. So, there is no

primary beneficiary under this scenario, only ech&leficiaries.

That being said, customers do not benefit in any fn@m utility expenditures incurred in
an effort to increase utility rates over and abevwat is required to provide safe and
adequate service. The Commission had determineédategpayers should only pay in
rates the portion of incurred rate case expengasimecessary for KCPL to provide safe

and adequate service at reasonable rates, ancgaotioire.

At page 60 line 12 Mr. Rush says that shi@ regulatory practice (the Commission’s
ordered rate case expense allocation method) wittoprer plant costs would quickly
drive a utility into dire financial straits, and adversely impact its ability to provide

safe and adequate service to its customers. Pleasenment.

Assuming Mr. Rush is comparing this redse expense issue to the cost of a power
plant, his testimony is nothing more than hyperbol&he facts are clear. Even if none of
KCPL’s incurred rate case expense in this rate isaslearged to ratepayers, or recovered
in rates, KCPL would still be a strong and vialdgulated utility company that is likely

earning at, above, or near its Commission- autbdrieturn on equity.

While this rate case expense issue is importam &igegulatory and ratemaking policy
standpoint, it is not significant to KCPL'’s finaatoperations. Under no circumstances
will any Commission decision on rate case expenskis rate case have any influence

on KCPL'’s ability to provide safe and adequate isetv

For example, assume that KCPL incurred $800,00@tefcase expense in this rate case
and this entire amount was allocated to ratepagefCPL’s cost of service revenue
requirement calculation. Assuming a 4-year amatitin period, KCPL will increase its
cost of service in this case by $200,000 less timei@ amount of rate case expenses
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reflected in current rates. Assuming the levaiadé case expense in rates is $100,000.
The dollar value of this issue in a rate case woulg be $100,000, which is immaterial

to KCPL operations.

At page 61 line 14 Mr. Rush asserts that therare Commission regulations that
contribute to the level of rate case expense thateabeyond the control of a utility.

Does his testimony in this area have any merit oubstance?

No. First Mr. Rush references the 4-year raigecequirements for fuel adjustment
clauses (“FACs”). There is no Commission regulativat requires KCPL to have a
FAC. KCPL chooses to take advantage of this Comsionsprivilege. KCPL can choose
to terminate its FAC in this rate case and elimeraaty need to file for a rate case every

four years.

Next, Mr. Rush uses the example of required lirss Etudies and depreciation studies.
This example has no merit. Mr. Rush is awarehoukl be aware, that the Commission
has stated that the cost of this mandatory rate wask will be fully allocated to

ratepayers.

At page 72 of its Report and Order in Case No. BR420370 the Commission stated
that its rate case expense adjustment does not tprte case expenses KCPL is
required to incur by Commission regulation. Ther@ussion stated:

The Commission also finds that it is appropriatesguire a full

allocation to ratepayers of the expenses for KCHkjsreciation

study, recovered over five years, because thig/stuckquired

under Commission rules to be conducted every feay.
At page 62 line 18 of his rebuttal testimony MrRush states that the Commission’s
2014 rate case methodology effectively restricts ¢hCompany’s ability choose its
legal and regulatory strategy before the Commssion in rate case litigation that is

required to obtain adequate rate levels. Please mmnent.
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A.

Again that statement is just factually wrong gust more hyperbole. The Commission
has placed absolutely no restrictions on KCPL mamamt’s ability to choose anything.
In fact, the Commission’s 2014 rate case expengkadelogy fully supports KCPL’s
legal and regulatory strategy if that strategyisécure reasonable rates and no more
than reasonable rates.

That however, is not KCPL management’s legal agdlegory strategy. A simple

review of rate increase sought by KCPL and theirateease granted by the Commission
shows that KCPL management is only interestedekiag excessive electric utility

rates. That is a fact that is supported by ovelmimg evidence and requests by the
utility for mechanisms that shift risk away fromeseholders and onto ratepayers

including multiple trackers, FACs, and other extdaoary ratemaking mechanisms.

The Commission should consider that it is thiss&GPL management who sought to
increase rates for GMO by almost $60 million arehtliltimately settled for a rate
increase of $3 million. In that rate case, No. ER&0156, this same KCPL
management sought to charge GMO's ratepayers wiabssive utility rates. This same
KCPL management wanted GMO'’s customers pay fordtecase expense incurred in
its attempt to charge GMO’s customers excessivgyutates. That is the rate case

expense ratemaking treatment that Mr. Rush suppohis testimony.

In the current case, KCPL seeks to increase rat&9® million dollars. The
Commission’s Staff recommended no increase iniiecttestimony. Mr. Rush’s
approach would have customers pay KCPL for all K@Rempts to seek rate increases
20 times greater (or more) than the rate increasegsary to set reasonable rates. The

Commission should reject KCPL’s unreasonable anagstimequest.

At page 62 line 20 Mr. Rush states that, in thpast, the Commission recognized a
public utility’s right to make these decisions asdng as its costs are prudently
incurred. He then included a Commission statemerftom a Report and Order in

Missouri Gas Energy rate case numbeGR-2004-0209, p. 75, “The Commission is
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hesitant to disallow expenses incurred by MGE iprosecuting its rate case. The
company is entitled to present its case as #ees fit and the Commission will
not lightly intrude into the Company’s decisionabout how best to present its

case.” Do you agree with the Commission comment ed by Mr. Rush?

Yes | do. The concerns expressed by the Cosiamisn the GR-2004-0209 case are
exactly reflected in the actions taken by the Cossion when it designed the rate case

expense methodology in KCPL’s 2014 rate case.

In the MGE case the Commission said it was hesitadisallow rate case expense. In
the 2014 KCPL rate case, the Commission said itneéslisallowing any rate case
expense. The Commission continues to believeathiitity can spend what it wants to
spend to prosecute a rate case but that spendisgb@warefully monitored and

allocated to the parties who benefit from that sioem

The Commission was consistent in the MGE case byedr. Rush and KCPL'’s 2014
rate case where it adopted its rate case expdosatadn methodology. Allocating a
portion of rate case expense to shareholders &is ¢acurred to only benefit

shareholders benefit is just and reasonable.

In its ER-2014-0370 Report and Order did the Commission correctly assess that it is
very difficult to classify and assign specific levs of imprudent expenses in rate case

expense?

Yes it did. At page 69 of its Report and OrdeQGase No. ER-2014-0370 the
Commission explained clearly why it was not makangrudence disallowance but

making an equity-based allocation:

Staff and OPC allege that the expenses of withessdast should
be disallowed because his testimony was duplicaincethose
expenses were imprudent. Similarly, OPC and MEGfaathat
the fees of KCPL's outside attorneys were imprudert should
be reduced to $200/hour or disallowed entirely.
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These expenses for experts, consultants, and ey®do not lend
themselves to review for prudence. Unlike industandards for
pipe size or transmission line capacity, theresigocessible
appropriate standard for determining whether omsghant’s
analysis was truly unnecessary or if one attornexfgertise is
worth more than another’s. The evidence does waiatea bright
line solution to this problem, and the Commissiath mot disallow
these or any other rate case expenses in thigeaghasis added)

At page 63 of his rebuttal testimony Mr. Rush sites that it is appropriate and
reasonable for the Commission to review rate case@enses as to reasonableness
and prudence. He also states the Commission haisallowed rate case expense
costs in the past on grounds of imprudence, and thiserves as ample incentive for
the Company to make certain that its rate case expses are reasonable. Did you

review the Commission’s history on rate case expeaslisallowances?

Yes and | will continue to do so. | have beewalved in many Commission rate cases
since 1993 and, while it very well may have, | dd recall one instance where the

Commission made a rate case disallowance in a hoateacase.

With the exception of some unique disallowancesxakess expenses associated with the
latan 1 and latan 2 construction projects in 20@®, not believe that the Commission
ever made a significant disallowance, on prudemoargls, of any of KCPL or GMO rate

case expense in the approximately 10 combinedceste since 2006.

Winning prudence issues in a Commission caserig very difficult. This is evidenced
by the very few instances that it has occurred.déscribed above in the MGE rate case,
the Commission correctly concluded that making pneo@ decisions with rate case

expenses is a very difficult process and it isthesito make such disallowances.

Mr. Rush included Schedule TMR-10 with his rebutal testimony. This is a
flowchart which he says depicts the process KCPL es to manage rate case
expenses. He states that this process helps enstlire monitoring and control of

those costs. Please comment on Schedule TMR-10.
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A.

Schedule TMR-10 is nothing more than a typical generic flowchart of an internal
control process over outside services expensegveay company will have developed
and employed. These are the types of internafrabmtocedures that a company’s
outside auditors will review for existence andhéy do not exist, will likely require the
Company to develop and follow before the auditingy fwill issue a clean audit opinion

on internal controls.

While | have seen significant deviations to KCPattual compliance with the processes
in this flowchart, primarily in KCPL’'s managemeritthe latan construction projects,
TMR-10 is nothing more than a basic internal cdrdozument that is common to all
companies and does not address at all whethertdh@expenses incurred to process a

rate case are incurred to benefit shareholderastepayers.

At page 63 Line 15 Mr. Rush states that KCPL dagnot recover its rate case
expenses on a dollar-for -dollar basis under the &ditional method of handling rate
case expenses. He states that often rate case exgsrare amortized or normalized
over a greater number of years than the period beteen rate cases. Please

comment.

KCPL did not file for a rate case for the 20 ggeprior to 2006. So assuming that
KCPL'’s rate case expense in its last rate casenseperior to 2006 was $600,000
amortized over three years, or $200,000 per ye@RIKwould have reaped the benefits
of a windfall profit of $3.4 million (17 years x $8,000) from regulatory lag of Missouri

jurisdictional rate case expense alone.

Also, for several rate cases beginning with KCP20§6 rate case under KCPL's
regulatory plan, KCPL was allowed to use a rate epense tracker during its
regulatory plan rate cases. It has only beenivelgtrecently, since the end of KCPL'’s
regulatory plan rate cases, that KCPL'’s rate caperese is treated as any other

normalized utility expense subject to both posiawvel negative regulatory lag.
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Depending on the interval between rate cases, KiZBlan equal opportunity to benefit

from regulatory lag as to experience any minor tiegaffects of regulatory lag.

Is Mr. Rush seeking an expense tracker for KCPLS rate case expense in this rate

case?

Yes. Mr. Rush recommends rate case expense from théshmatreated as a deferral and
amortized over a three year period. He arguedrithis way, a regulatory asset can be
established and tracked based on the StipulatidrAgreement in Case No. ER-2014-
0370.

Did you review Case No. ER-2014-0370 for any $tilation and Agreement related

to rate case expense that Mr. Rush refers to above?

Yes, | reviewed the relevant documents in thiskegadHowever, | could not find any
Stipulation and Agreement in that case relate@t® case expense regulatory assets and

do not believe any such document exists.
Discuss the merits of Mr. Rush’s proposed ratease expense tracker?

Mr. Rush is seeking an expense tracker for éimewand non-material utility expense.
This ratemaking request is unreasonable and simmildven be considered by the
Commission as it does not qualify under and stahftartrackers or any range of
reasonableness related to ratemaking principl€SPLKs rate case expense is immaterial
to its operations, is under total control of KCPamagement, and meets none of the
standards or criteria established by the Commidsioan expense tracker. This proposal
by Mr. Rush does not benefit ratepayers and isingthut an additional rate case
proposal that is pursued by KCPL management tofliestiareholders only while

potentially increasing rate case expenses it Seeitdocate to ratepayers

At page 65 line 1 Mr. Rush states that KCPL isequired to file a rate case every
four years under the Commission’s FAC regulationsd maintain its ability to use
the FAC. Is KCPL required to have a FAC?
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A.

No. KCPL's use of a FAC is purely at its managat’s discretion. It's use of a FAC,
should not be used as a basis on which to see&rpreial treatment for rate case
expense. This is especially true given that OP@Gicers the specific FAC sought by
KCPL to be detrimental to the public interest.

At page 60 line 2 Mr. Rush states rate cases aftfte regulatory mechanisms
approved in rate cases are necessary and egsd if the companyis to be in
a position to adequately attract capital and hava reasonable opportunity to earn

its authorized rate of return. Please Comment.

KCPL went for 20 years without a rate caseveBithat fact it does not appear that
periodic rate cases are necessary and essentkCfeL to attract capital and earn a

reasonable rate of return.

More recently, since the Commission’s 2014 rate €@sler implementing its rate case
allocation approach, KCPL's financial performanes Bignificantly improved. It is not
unrealistic to believe that if the expense efficieincentives supported by the
Commission in its 2014 KCPL rate case Report ardeOwere applied to other
expenses, KCPL would continue to see improved egsmnd delay and need for another

rate case.

Unlike other Missouri electric utilities, KCPL magement has not done a good job at
being efficient. There are likely many reasonsk@PL’s management poor
performance. | believe the lack of expense efficieincentives is one of them. The
Commission can incent KCPL to be more efficientsrincurrence of rate case expense
by allocating an appropriate portion of rate caggease to shareholders. This
Commission rate case expense allocation methodwK@PPL opposes is not only
systematic and rational, fair and equitable, batsb acts as a management incentive

mechanism to not to overspend on rate cases.

Mr. Rush states that under a long-standing regaitory precedent, shareholders are
expected to have a reasonable opportunity to earndnmission-authorized returns.
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He characterized the Commission’s rate case expenakocation method as an

arbitrary, ironic and perverse. Please comment.

A. As noted earlier, KCPL has been operating utiseiCommission’s new rate case
expense methodology since rates from its 2014cade went into effect in 2015. For the
first time is several years KCPL has exceededutisaized rate of return. KCPL's
earnings, and the improvement in earnings sinc€tramission’s 2014 rate case Report
and Order are reflected at page 4 of Staff wittkegth Majors’ rebuttal testimony in this

case.

Mr. Rush’s accusation that the Commission’s curratgmaking treatment for KCPL'’s
rate case expenses is arbitrary is baseless arclirade. The Commission’s preferred
rate case expense adjustment is nothing but ansgiteand rational approach to

addressing this particular expense when settirtgajus reasonable rates.

Mr. Rush'’s claim that the Commission’s current ma&ing treatment of KCPL'’s rate
case expense is a disallowance is also incorte.clear in the Commission’s Report
and Order in the 2014 rate case that the Commisgweferred approach is not a

disallowance but rather a reasonable allocatich@gxpense.

Labeling a Commission-created ratemaking methqueagerse is not a constructive way
to approach this issue. If Mr. Rush believes théthod is perverse it is because he either
does not understand the purpose of the methodalohg refuses to take the time to
understand it. This is evident from his repeatabirect characterization of this

adjustment as a disallowance instead of an allmcati

Finally, if Mr. Rush can produce evidence that@mwmmmission’s 2014 rate case
ratemaking allocation of KCPL'’s rate case expenselevprevent KCPL'’s shareholders
from earning a reasonable rate of return, he shawilslb. So far, KCPL has not supported

its claims with any evidence.

As noted in the rebuttal testimony of Staff witn&atthew Young, the Commission’s

rate case allocation method not only appropriaa#ibcates costs to the entity that
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benefits from that cost, but it also encouragesagament efficiency in the incurrence of
rate case expense. The Commission felt the nefexdttte rate case expense process
because of KCPL's management had excessive andid®ipt rate case expense in the
past. The Commission’s preferred approach to aléoa portion of rate case expense to
shareholders is a reasonable approach that baleategayers need for just and

reasonable rates and KCPL's desire to increasé@srof

At page 60 line 17 of his rebuttal testimony MrRush states that he does not believe
the Commission’s 2014 rate case allocation methoagly creates an incentive, and
eliminates a disincentive, on the utility’s part tocontrol rate case expense to
reasonable levels. He refers to the Commissionisethodology as arbitrary and he
believes this ratemaking treatment makes it more dicult for KCPL to earn its

authorized rate of return. Does OPC agree with anyf these opinions?

No. Mr. Rush’s arguments are illogical. He aguhat when a utility has more risk of
expense non-recovery, it will do nothing in respotesthis risk. That would be the
definition of irrational management behavior. Téheran understanding both in the
ratemaking academic world and the ratemaking pralctvorld that the more risk a utility
has related to expense non-recovery the more effiity management will make to

minimize the risk of non-recovery.

Prior to the Commission’s Report and Order in K&P[2014 rate case, KCPL
experienced almost no risk of non-recovery of caige expense. It could spend freely
and without limits because it believed it could rgeaeverything to ratepayers. It did not
need to act prudently because it never experiemueth threat of rate case expense
disallowance in its previous rate cases. With tbex@ission’s new rate case allocation

methodology that mindset should no longer exiskiGPL.

KCPL is now forced to act prudently when it makesidions to incur rate case expenses.
It must act prudently when it determines how mutch rate increase it seeks from the

Commission. Ifitis forced to act prudently whiemcurs other types of utility
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expenses, it will enjoy the benefit of being anoééht utility with a lower cost of service

to pass on to its customers.

At page 61 line 5 Mr. Rush states that much ohe rate case expenses are driven by
the quantity and complexity of the issues that areaised by other parties to the case.
Do you agree with this assertion?

No. Typical KCPL rate cases do not present cemgsues raised by parties other than
KCPL. The exception being KCPL's 2010-0355 rateecahere major latan and latan 2
construction audit prudence issues were raiselaisirate case. Disregarding that one
rate case, | do not consider KCPL management ag n@tapable of handling all of the

issues in normal rate cases, to include cost afalagnd capital structure issues.

Furthermore, it is not the parties to KCPL rateesathat raise complex issues; it is KCPL
management who raises complex issues in rate cékmgever, by hiring outside experts
on such basic ratemaking issues as regulatoryndd-AC, KCPL often decides that its
own management is not competent enough to exphairsapport these issues to the
Commission. | disagree. | believe that KCPL's aggment has the education and
experience and competence necessary to addresssanay it brings before the

Commission in a rate case.

| also believe that KCPL's in-house attorneys, vah® very experienced in rate case
litigation, are more than capable of processing K€ Pate cases. Hopefully, as a result
of the Commission’s rate case expense allocati@R IKwill start processing its rate
cases with a greater use of its own managementogegsd and attorneys instead of

incurring incremental costs for hiring outside agdients and attorneys.

Are you stating that KCPL should never hire outgde consultants or outside

attorneys?

No, but KCPL should evaluate the resources stdailable in-house before it contracts

with outside parties and incurs additional expemnsgsocess rate cases. For example,
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KCPL'’s regulatory attorneys are very involved alddnspent many hours working on

KCPL’s parent company, Great Plains Energy’s predacquisition of Westar, Inc.

If KCPL has to spend more money on outside coulosgtocess a Missouri rate case
because of this acquisition taxing the resources-bbuse counsel that is a significant
imprudent action by KCPL management. KCPL managemmeist put the interest of
utility operations first and foremost before itdasconsider the needs of its non-regulated

affiliates.

At page 62 line 5 Mr. Rush states that KCPL haan incentive to control its rate case
expenses. He states that KCPL strives to balancest control measures with

providing the best level of service possible.

It does not appear KCPL tries to limit its ratese expense. KCPL has been
unreasonable and imprudent in its attempt to chigsgristomers with excessive and
unreasonable rate case expense for several yda@s@commendation to use the
Commission’s preferred rate case expense allocatithod is a real incentive for the
company to control costs while ensuring that ragepaare not unreasonably forced to

pay for costs incurred to benefit shareholders.only

You addressed several of the comments made byet@ommission in its ER-2014-
0370 Report and Order. Are there some comments thare significant and relevant

to your surrebuttal testimony?

Yes. These Commission comments and where theye found in the Commission’s
ER-2014-0370 Report and Order are listed below:

Awarding a utility all of its incurred rate casepexses could
provide that utility with a significant financiatigantage over
other participants in the rate case process, wholbeaonstrained
by budgetary and other financial restrictions. Sagractice does
not encourage reasonable levels of cost containmehe utility’s
rate case expense decisions.
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An incentive for a utility to limit its rate casemgense is to tie a
utility’s percentage recovery of rate case expénske percentage
of its rate increase request that the Commissiaasfjust and
reasonable. Use of this approach would directlgatie

utility’s recovery of rate case expense to bothrdasonableness of
its issue positions and the dollar value soughhfoustomers in a
rate case.

KCPL previously filed rate cases in 2006, 2007,2@D10, and
2012. In recent rate cases, KCPL has incurredcesie expenses
substantially higher than historical levels andhleigthan other
utilities in Missouri.

Prudence is not the only consideration in detemgnvhat costs
should be included in rates; the benefit to custsmaust also be
considered when deciding what costs are reasof@bdeistomer
rates.

KCPL has pursued issues in this case that berndfittbe
shareholders, such as La Cygne construction adogusaahd some
elements of the rate of return recommendationlityyéxpenses
that are highly discretionary and do not benefgtomers, such as
charitable donations, political lobbying expenses] incentive
compensation tied to earnings per share, are tfpmléocated
entirely to shareholders.

Staff and OPC allege that the expenses of withessdast should
be disallowed because his testimony was duplicainkthose
expenses were imprudent. Similarly, OPC and MEGfaathat
the fees of KCPL'’s outside attorneys were imprudsat should
be reduced to $200/hour or disallowed entirely.sEhexpenses for
experts, consultants, and attorneys do not lenadgbk/es to
review for prudence. Unlike industry standardspfipe size or
transmission line capacity, there is no accessipfgopriate
standard for determining whether one consultamtédysis was
truly unnecessary or if one attorney’s expertis@aosth more than
another’s. The evidence does not reveal a brightdblution to
this problem, and the Commission will not disallthese or any
other rate case expenses in this case.

However, rate case expense is also different frastmther types
of utility operational expenses, in that 1) theeredse process is
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adversarial in nature, with the utility on one sadel its customers
on the other; 2) rate case expense produces soau bienefits to
shareholders that are not shared with customerh, asiseeking a
higher return on equity; 3) requiring all rate cagpense to be
paid by ratepayers provides the utility with angaiable financial
advantage over other case participants; and 4)duibursement
of all rate case expense does nothing to encoueagenable
levels of cost containment.

Moreover, this Commission has already found rase eéxpense
sharing to be just and reasonable in at least ooegase. In a
1986 decision, In the Matter of Arkansas Power lagtt
Company, the Commission “adopted Public Counsebpgsed
disallowance of one-half of rate case expense.”

The Commission finds that in order to set just srabonable rates
under the facts in this case, the Commission eguire KCPL
shareholders to cover a portion of KCPL'’s rate eagense. One
method to encourage KCPL to limit its rate casecexiitures
would be to link KCPL’s percentage recovery of redse expense
to the percentage of its rate increase requestdnemission finds
just and reasonable. The Commission determinéshisa
approach would directly link KCPL'’s recovery ofeatase
expense to both the reasonableness of its issutitopesand the
dollar value sought from customers in this rateecas

Management Expense Adjustment — Ron Klote

Q.

In his rebuttal testimony KCPL witness Klote takes issue with OPC’s adjustment
related to KCPL's management expenses. What is the@urpose of OPC’s

management expense adjustment as sponsored by OP@ngss Amanda Conner?

The purpose is to protect KCPL's customers fig¢@PL. OPC devoted a tremendous
amount of audit time and audit resources to devatopmanagement expense adjustment
in this rate case. The need for OPC to devote gohnime and resources to this one

adjustment is because KCPL management has refasgdpt incurring and forcing on its
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captive utility customers the costs of its imprugleaxcessive and unreasonable

management spending.

KCPL has continued to incur imprudent, excessinel ainreasonable management
expenses since its 2006 rate case. KCPL managsnmaprudent behavior continued
from 2006 through the test year in this 2016 ragec Because of KCPL management’'s
refusal to stop this behavior OPC and, until thite rcase the Staff, has been required to
devote substantial audit resources in an attemgiratect KCPL ratepayers from the

expense account abuses of KCPL management.

OPC’s adjustment in this rate case is very sintitathe adjustment Staff proposed in
KCPL’s 2014 rate case, No. ER-2014-0370. Througladjustment in this case, OPC is
continuing the efforts of the Staff in KCPL'’s 20fate case, to protect KCPL's customer

from being charged excessive and imprudent managegpenses.

In recent rate cases had KCPL refused to providexplanations and justifications of

the reasonableness of its management expense chafge

Yes. Not only has KCPL failed to ever suppt tevel of management expense report
charges it seek to recover in rates, KCPL has tékemposition in past rate cases that it
does not even need to respond to questions abeupridence of its management

expenses.

What conclusion does an auditor make when an @bt refuses to answer legitimate

audit inquiries?

At a minimum, in any situation where an entity s to cooperate with auditor requests
for data, an auditor will elevate the level of audik assigned to that specific audit area.
Given KCPL'’s serious problems with its managemgr@nsling on expense accounts, |
do not believe any professional auditor would asdilge risk of inappropriate and
excessive management expenses being includecemaatother than very high.
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This audit risk evaluation is the reason OPC foiintecessary to devote the amount of

resources it did to this one rate case issue.

Given the existence of a very high audit risk okexcessive management expense
report charges being passed on to ratepayers, whattion does an auditor need to
take to mitigate this risk level?

Faced with strong evidence of a very high riskxafessive expense account charges by a
utility’'s management, a rate case auditor musth@owork necessary to determine the
risk of excessive charges being passed on to ngepan a rate case. Once this audit
work is completed, a rate case auditor must detexrthe dollar amount of an expense
adjustment that would reduce this risk to an a@dptlevel. OPC’s adjustment in this

rate case reduces this risk to an acceptable level.

As a CPA who has over 20 years experience devalty and supporting utility rate
case cost of service adjustments, do you believeattOPC’s adjustment in this rate

case is well-supported and based on substantial dence?

| do. Under my direction, OPC witness Connevaded what | would estimate to be
hundreds of hours reviewing, analyzing and audit{@@PL officer expense reports.
Based on her analysis OPC determined that the gixeeKCPL management spending
was so pervasive at KCPL that a significant adjestinwas required to protect KCPL'’s

ratepayers from this excessive spending.

Because KCPL employs approximately 1000 managenmuld be impossible to review
all management monthly expense reports. Giveratlt scope limitation, OPC used an
audit techniqgue commonly performed by professianalitors. That audit technique is
referred to as audit sampling. Ms. Conner alsariless this audit technique in her

surrebuttal testimony.

What is audit sampling?
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A.

Audit sampling is a primary audit procedure udsdprofessional auditors. Auditing
Standard (“AS”) 2315 defines audit sampling as ‘d@belication of an audit procedure to
less than 100 percent of the items within an actbatance or class of transactions for

the purpose of evaluating some characteristic@btdance or class.”

AS 2315 states there are two general approachasdid sampling: nonstatistical and
statistical. OPC employed the nonstatistical agdinpling approach and selected the
expense account transactions be KCPL'’s officeree Basis of this audit decision was
that these individuals develop, implement and e®&oKCPL's expense account
processes and policies. The “tone at the topbgelCPL officers is likely followed by
the rest of KCPL management. Based on OPC'’s fgsliftom the officer expense
account charges, OPC applied a reasonable dollaumnof excessive management
spending and imputed that amount to all KCPL mamege. OPC’s approach to this
adjustment requires auditor judgment as noted bR 385 below:

Both approaches require that the auditor use psifieal judgment
in planning, performing, and evaluating a sampld anrelating
the evidential matter produced by the sample terodvidential
matter when forming a conclusion about the reladedount
balance or class of transactions. Either approacudit sampling
can provide sufficient evidential matter when aggliproperly.
This section applies to both nonstatistical antdstieal sampling
If you had to use one word to describe the sougcof this management expense

account spending problems at KCPL, what word would/ou chose?
Entitlement.
Please elaborate.

In a past Ameren regulatory proceeding, Case Me2&L5-0146, Commissioner Rupp,
when questioning an Ameren witness, said that catpoculture is defined by “the

behavior the leadership is willing to tolerate.”bélieve that is absolutely correct. The
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behavior that KCPL's leadership and its Board ofebiors is willing to tolerate with

respect to management expenses reflects its starpgrate culture of entitlement.

KCPL's management has been advised for over tarsythat its behavior is not
appropriate. KCPL's own auditor has found problemith KCPL's expense accounts.
KCPL even admits on several occasions that it hagried unreasonable management
expenses. Yet, this imprudent behavior contingesibse KCPL management believes it

is entitled to continue this behavior.

Do you have any doubt that even if the Commissiofinds in favor of OPC only on
this expense adjustment that KCPL may continue to nicur excessive and

unreasonable management expenses?

| have no doubt at all that it will take much radhan the Commission’s acceptance of
OPC'’s expense adjustment in this case to changedduade old issue. It is my belief
that simply forcing KCPL's shareholders to absoHe tcost of imprudent KCPL
management expenses will not stop KCPL managenehavor. Commission action is

necessary to address the excessive spending by K@Rhgement

Does the Commission have an opportunity to takactions that will increase the
likelihood that KCPL management will at least modily its excessive spending
habits?

Yes. In my direct testimony | proposed fiveiaos that the Commission can take to
address KCPL management’s imprudence. The Commigsio communicate to KCPL

in its report and order in this rate case that @RL expects to recover management
expenses in future rate cases it will have to destnate that each and every proposed

expense was reasonable and prudent.

In the alternative, the Commission can direct KGRat if it develops and places into
effect the following policies and procedures, itlwe more likely to find that KCPL has
50
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Q.

justified the prudence and reasonableness of itsagement expense charges. In my
direct testimony | provide the reasons why KCPLdset adopt the following policies

and procedures:

1. Review its internal controls over managemermease reports
and adopt basic internal controls such as requihiag) an expense
report be approved by an employee at least ond &have the
employee who submits the report for approval.

2. Exclude non-travel meal costs, such as manageemployee
meals in the Kansas City, Missouri area from rates.

3. Adopt a per diem management meal expense pigicyneals,
lodging and other costs incurred while on busitesel.

4. Develop protocol for KCPL'’s Internal Audit Depaent to take a
more aggressive role in auditing management expeasd make
periodic reports on progress improvements to qdwri@oard of
Director Audit Committee meetings.

5. Make mandatory a company rule that no cost lcbhalic
beverage will be charged to ratepayers under aoyrostances.

Did Mr. Klote propose an adjustment in his dire¢ testimony to remove certain

KCPL employee expense account charges?

Yes he did. Mr. Klote’s approach is simply tentove an immaterial amount of
management expense account charges and he assuthesit any additional audit or
review work that the other millions of dollars inamagement expenses are prudent and

reasonable and should be charged to ratepayers.

Mr. Klote well understands that no party to thaser case has available sufficient audit
resources to perform a comprehensive audit of &lPK management expenses.
Therefore, he is willing to accept any immateriallar adjustment based on a “specific

identification audit approach”, such as the apphcasopted by Staff in this rate case.

Has the Staff used the “audit sampling” audit tehnique in past rate cases?
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A.

Yes. Staff used this approach in KCPL's lasé rease, No. ER-2014-0370. As KCPL is
doing with OPC in this rate case, Mr. Klote took ahuthe same issue with Staff's
approach in the 2014 rate case. Because Staffigtidlo any review of management
expenses in this rate case, nor did it proposeadiystment in this rate case, Mr. Klote
supports the Staff's approach to this rate caseejsshich is to not make any adjustment

but simply accept Mr. Klote’s miniscule token adjoent.

Did Staff explain why it changed its audit appoach to KCPL's management

expenses in this rate case?

No. | am concerned that if Staff was interestegrotecting ratepayers from abusive
utility spending, it would have continued the saapproach it took in KCPL's 2014 rate
case. In this 2016 KCPL rate case Staff abanddimedaudit sampling” approach for
this adjustment and relied on the specific idecaifion approach by accepting KCPL'’s
immaterial adjustment in KCPL’s adjustment CS-11.

It may be that due to Staff's limited audit res@mscStaff did not have had sufficient
audit resources to devote to this issue. Thatndetstandable. However, Staff's
approach in this case is insufficient to protectl{G ratepayers from excessive and

imprudent management expenses.

Is there another reason you are particularly conerned that Staff abandoned this

rate case issue, an issue it invested significamht and resources in for ten years?

Yes. KCPL admits that because of Staff's effor its 2014 rate case it has made
changes and what it considers to be improvementssiexpense report procedures.
KCPL has very far to go but it made an attemptngtrovements only because Staff
forced the issue in the past and in the 2014 @ge.c Staff’s lack of work in this issue in

this rate case sends a signal to KCPL that it ibnger interested n this issue.
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Q.

At page 59 line 11 of his rebuttal testimony Mr.Klote states that KCPL is in
agreement with the expense reimbursement adjustmemterformed and proposed in
the Staff's Cost of Service Report. To your knowldge, is this the first time in the
approximately 10 rate cases filed by KCPL managemernsince 2006 that KCPL
agreed with Staff's adjustment, or lack of adjustmat on management expense

report charges?

Yes it is. From an auditing perspective, thising indication that Staff's adjustment
(or Staff accepting KCPL’'s immaterial adjustmenf)tlois cost of service expense is
significantly insufficient.

Did Staff perform any KCPL expense account revie in this rate case?

No. Staff merely accepted the immaterial CS$15,109 adjustment proposed by Mr.
Klote in his direct testimony workpapers. At pade hnd paragraph 3 of the Staff's Cost
of Service Report, Staff stated that it accepted Wliote’s proposed adjustment CS-11 to
“reclassify the costs of non-recoverable dues axmkmse reports to “below-the-line.”
Staff proposed no management expense adjustmetst @ivn and accepted Mr. Klote’s

adjustment as its own.

At page 59 of his rebuttal testimony did Mr. Klde expresses a belief that Staff

actually proposed a management expense adjustment?

Yes. Mr. Klote incorrectly stated that Staff@#dated a test year adjustment of employee
expense reports. Staff merely accepted KCPL’'ssaigjent as its own adjustment. Mr.
Klote states:

Q: Did Staff calculate an adjustment associated wltexpense
reporting?

A: Yes. It appears Staff calculated a test yeansidjent of
employee expense reporidieir adjustment in this case totaled
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approximately $15,000 which is similar to tBempany’s expense
report review adjustment.

Q. Do you have any other source of information thaindicates Staff’'s adjustment in

this case is inadequate?

A. Yes. In KCPL's last rate case the Commissionctie@ Staff to conduct a management
audit of KCPL. Staff filed its Report (Report) Docket EO-2016-0124. Of note the
Report includes the finding:

While the Company has taken positive action to esklivarious
expense account weak internal controls identifiedstaff in prior

rate cases as well as has performed various fodusathal Audit

examinations of aspects of its expense procesriyyties for

improvement still exist. The Company's expense anto
definition for reimbursement for travel and entamaent is written

overly broadly and the Company’s internal contnaioits expense
account process, while improved, has not been stamly

effective, particularly in light of the Company'algic and well

documented concerns regarding its inability to edsn ROE.

(report p. 2)

Q. At page 56 line 13 of Mr. Klote’s rebuttal testmony he describes new “enhanced

practices” related to KCPL'’s expense report reimbusements. Why did KCPL need

to create these so-called enhanced practices?

A. Pursuant to paragraph G of the July 1, 2@Hstial Non-Unanimous Sipulation and
Agreement as to Certain Issues in KCPL's 2014 rate case (ER-2014-0370), KCPL
provided a copy of its changes to its expense tepwcedures. This document is
attached to this testimony. In addition to adduogtrols on appropriate accounting for

expense account reimbursements, KCPL also addddlitwing controls:

Officer ExpensesThe general ledger default account for all offiches
been set to below-the-line non-utility accountsa drder for an officer
expense to be recorded to an operating utility aetothe officer or
administrative assistant must positively enter aerating utility account
code to override this default coding.
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Q.

Additional Review of Transactions-The Wells Fargo company credit card
program administrator is reviewing various samjtesompany credit card
business transactions each month to ensure comgaayt card policy
compliance as well as accurate accounting code loding is followed.

Is it possible the new “enhanced” changes thatame out of KCPL'’s last rate case
will somewhat decrease the level of excessive mapagent expenses KCPL will seek

to recover from customers?

It is possible. However, | have seen no improgats to date. | am hopeful these
changes will lead to at least some improvementarfuture. | am hopeful that someday
OPC will no longer be required to devote valualneetand audit resources seeking to
protect KCPL’s customers from KCPL management’ssgive and imprudent spending.
There are many other important rate case issueshich OPC could be devoting its

resources to protect ratepayers from paying unrede utility rates.

OPC is requesting the Commission order KCPL to nthke5 specific changes in its
management expense policies and procedures théistae and described in my direct
testimony. These changes are reasonable and apces§hese changes will protect
ratepayers from abusive utility spending while afgovide KCPL management with
much needed assistance in acting more efficientbpierating the utility business.

Do any of KCPL's new “enhanced” management expese report procedures affect
the core problem with KCPL’s expense account polieis and procedures, which is

excessive, imprudent and unreasonable spending bydPL management?

No. KCPL made the decision not to make any ckang this area. As long as KCPL
management refuses to place restrictions on thebeaurof local meals charged by

management as well as the reasonableness of its @ue@ travel expenses, these new
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controls will add only minimal improvements to KCBLmanagement expense report

process.

KCPL must make significant changes in how it dediriee term “reasonable” in its
expense report polices. Currently, KCPL does netlany definition or criteria on how
to determine if a management expense is reasorablreasonable. It is almost
unbelievable that a utility can operate in this m&amnand define these actions as prudent.
Currently, my understanding is that any dollar antaocurred by a KCPL management

employee is automatically stamped “approved” antdrdeined to be reasonable.
Do you have examples that support your understating?

Yes. For example, in November 2015 five KCPliicafrs dined at a restaurant in

Hollywood, Florida. The total bill for this one mlewas $1,203. This is an average per
meal charge of $240. OPC asserts $240 for a traeal is not reasonable. However, the
leadership of KCPL management believes it is. Tme example shows that the term

“reasonable” in KCPL'’s expense account policiesri@ameaning.

The KCPL officers who incurred $240 each for oraeét meal are the same officers who
create and enforce KCPL’s expense report reimbusemolicies. These are the same
individuals who wrote and enforce the policy thatlie reimbursed, employee meal

expenses must be “reasonable”.

KCPL’s senior management, who validate one singipleyee travel meal that cost
$240 as allowable under their standard of reasenabk sets and defines the acceptable
standard for a per meal cost. KCPL'’s senior mamage publishes this new standard to
all of KCPL management by reimbursing themselvegHs charge. They set the “tone

at the top” for all employees to follow.

Have you reached a conclusion after ten years duditing KCPL's employee

expense accounts that KCPL's corporate culture, ag relates to expense account
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charges, is to spend ratepayer funds imprudently, xeessively, unreasonably, and

without any concern at all about the financial wellbeing of its customers?

Yes. KCPL should be concerned with the wellAgeof its customers. It is not. Some of
the KCPL witnesses in this rate case who testifpualKCPL's customer service
initiatives and express concern about customerthareery individuals at KCPL who are

the most serious abusers of the expense accowdgs.0

Attached to this testimony | have included portiofpast Staff testimony over 10 years
addressing KCPL’s imprudent and excessive expempertr charges. These Staff
findings in past KCPL rate cases go back to the52@fe case, No. ER-2006-0316, and
go through KCPL's last rate case, No. ER-2014-0%#r to the 2006 rate case KCPL
had not sought a rate increase for twenty yearsinfle review of these attachments, as
well as the evidence provided by OPC in this 20ag& rcase should convince the
Commission of the very serious nature of this peobl It is a problem that the

Commission should resolve in this rate case by mowe OPC’s proposed adjustment

and ensuring KCPL adopts OPC’s 5 recommendations.

How do you respond to Mr. Klote's assertion in s rebuttal testimony that OPC’s

management expense adjustment is arbitrary?

| describe above how OPC applied professionditastandards and used professional
judgment in the development of this adjustmentis Itlear that there in nothing at all
arbitrary about the nature of OPC’s adjustment. Klote has made the same accusation
in past KCPL rate cases. | will respond now theeavay | responded then. Merriam
Webster's online dictionary defines "arbitrary”part as "not planned or chosen for a
particular reason: not based on reason or evidaetwres without concern for what is fair
or right." If that is what Mr. Klote had in mindhen he characterized this adjustment as
arbitrary, then | disagree.
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OPC’s adjustment was planned with a reason to @rot&€CPL's ratepayers from
excessive, imprudent, or inappropriately allocatedrges. The adjustment was based on
OPC'’s review and analysis of hundreds of documeelsted to KCPL's employee
expense report charges. There is nothing eventedyndose to “arbitrary” associated
with OPC’s adjustment. The adjustment itself wasda on a professional audit
technique known as audit sampling. As Mr. Klotaisertified public accountant, he is,

or should be, very familiar with the concept of éusampling.

Should Mr. Klote be concerned with why such a ree case adjustment is necessary
and not criticize the only party to this rate casethat made a strong and sincere

effort to protect KCPL's ratepayers from excessivananagement expenses?

Yes. Mr. Klote explains that KCPL has made ioy@ments in its management expense
report process. However, instead of just making skatement, he should have made a
comprehensive effort to review as many test yeaessive charges as he could review
and solicit the assistance of other KCPL emplogeimove all the excessive charges in
KCPL’s test year books and records. He did noteraich an effort. As a result, OPC
has to make this effort and take the lead on #sga to protect KCPL's ratepayers. Even
if Mr. Klote believes this issue is resolved foe tluture, given the evidence produced by
OPC in this rate case he certainly cannot belidvat KCPL's 1000 management
employees only charged $15,000 in excessive chamgib® test year. That is just not a

reasonable position for Mr. Klote to take before @ommission.

Does the definition of arbitrary provided aboveappropriately describe Mr. Klote’s

inadequate $15,000 management expense adjustment?

Yes. Mr. Klote has been associated with this ag@ment spending issue in several of
KCPL’s prior rate cases. In at least one rate baseas tasked with reviewing each and
every officer expense report charged in the teat.yén one prior rate case he was also
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associated with KCPL’s decision to remove all KCPBificer expense reports from

KCPL’s cost of service request.

Mr. Klote’'s proposed $15,000 adjustment in thisecas arbitrary in that he knows or
should know that it is not based on reason or emide He knows or should know that it
was not done with concern for what is fair or righth my opinion Mr. Klote’s $15,000
adjustment is wholly inadequate and merely perpetuCPL management’s practice to
pass on excessive, imprudent and unreasonable eraeaty expenses to KCPL's
customers.. The evidence in his case and in KCPtesious cases supports no other

conclusion.

Did you provide examples of inappropriate and esessive KCPL officer expense
report charges in your testimony in KCPL's sister uility GMO’s 2016 rate case, No.
ER-2016-01567

Yes. GMO has no management and no employe€3PLKmanagement manages all of
GMO'’s operations. In my direct testimony in thaseal provided just a few examples of
excessive officer expense report charges and théisincluded several excessive charges

by just one single KCPL officer.

In my direct testimony, | referenced a March 20b&rge for goods and services from
Gibson’s Bar & Steakhouse in Chicago, IL for $51& fwo individuals. KCPL

management refused to provide any additional in&bion related to this charge.

In my direct testimony | also referenced an OP@ datjuest about a March 2015 charge
for goods and services from Capital Grille in theoaint of $455 for three individuals.
KCPL management refused to answer any questioatedeto these employee expense

report charges.
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Finally, OPC sought data from KCPL management abholiine 2015 charge for goods
and services from Kauffman Stadium of $1,929. K@rdnagement refused to provide a

response.

Please provide an example of the type of expesgbat Mr. Klote included in his cost
of service adjustment CS-11 where he removes somamagement expense account

charges?

In July 18 of 2014, a high ranking KCPL officattended a convention in Los Angeles
unrelated to the regulated utility industry. Thificer charged KCPL a total of $359 for
one meal. This amount was reduced due to the sl wife meal charge of $90
deemed a non-cost of service account. The KCPtef8 meal and, it appears, the meal
of someone not related to KCPL, was charged tagalaged cost of service account 921
in the test year in this case. As shown belovepayers were charged $269 for a meal at
this entertainment event that was not related ywaay to utility operations. This is a
charge that one of KCPL's most senior officers a&rs to be a reasonable and

necessary expense to provide utility service tauttomers.

October 8, 2014 Dinner Fleming's - Los Angeles, CA $269.41 921000

October 8, 2014 Dinner Fleming's - Los Angeles, CA - Spouse $89.80 417100

This one KCPL officer has been with KCPL for mamgays and is very familiar with

KCPL’s expense report policies and procedures.olbléously thought it was appropriate
to charge ratepayers for excessive meal costsiforamd guests not related to utility
operations. This officer is an individual who emties KCPL's policies and procedures
and helps set the tone at the top of KCPL. This example shows that KCPL has no
internal controls nor any concern over the expeapert costs it charges to its regulated

utility ratepayers.
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Q.

Has Mr. Klote been making adjustments to removeKCPL officer expense report

charges in many of KCPL and GMO'’s past rate cases?

Yes. Based on the problems found by Staff inPKCCase No. ER-2007-0291 and
problem areas found by KCPL's own internal audithreng that period, Mr. Klote and
another KCPL employee were assigned to review affexpense reports and remove
inappropriate charges through a cost of servicesaajent in its subsequent rate cases. |
don’t know how many individual rate cases Mr. Klperformed such a review but it was

at least done in one prior KCPL rate case.

In KCPL'’s last rate case, ER-2014-0370, Mr. Kloid dot make any adjustment to

remove excessive expense report charges whemdt itd revenue requirement in direct

testimony. However, when he received certain daqaests from Staff in that case, Mr.

Klote decided to make a rate case adjustment tmventhe expense account charges
associated with certain officers of Great Plainsrigg.

In Response to Staff DR 502 in Case No. ER-201ZB0ACPL responded:

KCPL Response to DR 502:

Subsequent to its direct filing in this case, thmmpany informed MPSC

Staff that it was removing all GPE Officers expenseort costs, this

includes.... from its request. There are no longsr expense report costs
incurred by (REDACTED) requested by the Companthis case. In total,

the Company informed MPSC Staff that the impactrehoving GPE

Officer expense report costs from its Direct Castaléd $67,521.55.

Information provided by: Ron Klote Attachments: @QQ5HC _expense

report charges.xlsx Q0502 _Verification.pdf

Why did Mr. Klote propose an adjustment to remo\e these charges late in its 2014

rate case?

KCPL management refused to answer specific esgpeaport questions proposed by the
Staff in the 2014 rate case. The questions poge8téif in DR 502 in Case No. ER-

2014-0370 that KCPL refused to answer are showowbel
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Reference the attached Excel spreadsheet which dsttain
expense report charges and questions listed balated to those
charges:

A Nos. 37-40, please explain the reason for ovedlO$® cell
phone charges

B For all meal charges, please provide the costpeeson, the
name of the person who approved the charge andserijplgon
stating why the cost was necessary to provide atgal utility
service

C. ltem number 8, was the cost of the baby showearged to
regulated customers? If so, why?

D. For the Ipad related charges. Why were theseslparchased?
Have they been and are they currently being usedefgulated
utility operations?

E. For the Ipad related charges. Why were theselslpaot
capitalized to plant in service accounts?

F. No. 2, why is this cost charged to KCPL reguaecounts?

G. No. 18, what is the business purpose of thi&tri

H. No, 19 how is this book related to KCPL's re¢edoperations?
I. No. 20, what is the business purpose of thptri

J. No. 6, what is the business purpose of thi@ trip

K. No. 14, what is the business purpose of thptri

L. No. 15, what is the business purpose of thgtri

M. Nos. 17,27,28, Does KCPL pay approximately $30®400
per month for one employee's cell phone serviced [fis this the
fair market price for one cell phone?

In KCPL's 2014 rate case, the Company made thesibecithat it would not provide
justification for certain officer expense reportstoaddressed in Staff DR 502. KCPL
decided just to remove these costs from the rate aad stopped any further discussions

of the issue.
Please summarize your response to Mr. Klote’s beittal testimony.

There are several good definitions of “corporatdture” including the one used by
Commission Rupp referenced above. Another defimitifound to be very good is that

corporate culture:
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...refers to the beliefs and behaviors that detezmiow a

company's employees and management interact anltehautside

business transactions. Often, corporate culturemiglied, not

expressly defined, and develops organically overetifrom the

cumulative traits of the people the company hires.
For KCPL, that leadership is its management, eficand its board of directors
(“Board”). KCPL'’s corporate culture as it relatesmanagement expense report charges
has to change and its management and its Board toeael committed to ensuring the
change is long-lasting. KCPL and its Board hasnbéeilling to tolerate” this

inappropriate behavior on the part of KCPL manageraad officers for far too long.

It is one thing for the management of a competitiwsiness to spend lavishly in its
expense accounts when the firm is subject to pricepetition and the competition for
the acquisition of customers. The customers ofompetitive business are free to
terminate their business relationship at any timeé for any reason they chose. KCPL

customers are captive to its monopolistic natuedmnot have this freedom to choose.

Without Commission action, KCPL customers will donoke to be forced to pay for

management expenses that provide them no bendfaranexcessive and imprudent.

KCPL management believes it is reasonable and gibrf@cceptable to charge customers
$250 as the cost for one meal. KCPL's senior memagt believes it is perfectly
appropriate to charge utility ratepayers for thetaof non-utility entertainment events
including the cost of alcoholic beverages. This daet alone should be enough to
convince the Commission that KCPL needs to undergmajor change in corporate
culture. There is no other entity except the Corsiais that has the power to make sure

that this change occurs.

Firms that are required to operate in a competgineironment actually try to minimize
costs and operate efficiently. KCPL knows thatcitsts will be paid by its customers.

This includes expense account costs such as trlaneiness meals, and entertainment.
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KCPL'’s actions have demonstrated time after time ih has little regard about cost

when it comes to spending on itself and its persoals, entertainment, and travel.

While KCPL does not operate in a competitive envinent, it is expected of a utility that
it will operate responsibly and seek to minimizetsoas if it actually does operate in a
competitive market. It is the primary role of tiemmission to see that Missouri utilities
act in this manner. If Missouri utilities do ndhe Commission is charged with the
responsibility to ensure the utility operates asompetitive firm would operate. The
Commission is the only entity that has the powaprtiiect captive ratepayers from being

burdened with excessive and imprudent costs.

One way the Commission can fill that responsibiiitythis particular KCPL rate case is
to accept OPC’s expense account adjustment andreeCPL to make substantive
changes in its policies, such as adopting thedpexcific changes | proposed in my direct

testimony.

Based on your review of KCPL management expense refs, does it appear that
KCPL'’s officers purchase alcohol at meals and at dartainment events and charge

the cost to ratepayers?
Yes, they do.
Do KCPL'’s policies allow for alcohol consumptiorduring work activities?

No. KCPL's Guiding Principles and Code of Ethical Business Conduct provide the
structure for the decisions it makes and how ildeath legal and ethical issues. It also
describes how KCPL treats its employees, customshgreholders, regulators,

legislators, and communities.

64



27
28

29
30
31
32
33

Surrebuttal Testimony of
Charles R. Hyneman
File No. ER-2016-0285

According to this document, there is an expecta#@PL’'s Board of Directors and
employees will maintain the highest ethical staddawhile doing their jobs. The policy

on alcohol consumption is as follows:

Substance Abuse

Employees are expected to report for work in a twrd that

allows them to perform their job duties. An emplegeoff-the-job

and on-the-job involvement with drugs and alcohah have an
impact on workplace relationships, job availabilitand

performance. At no time does the company allow eyg®#s to
purchase, use, possess, sell, distribute, manuéactbe under the
influence of illegal drugs, including misused prgsion drugs,

during working hours (including lunch or break peis) or on

company or customer property. Employees will bejexibto

discipline, including discharge, if they report feork with a blood

alcohol concentration of 0.02 or greater or areeurte influence
of a controlled substance.

Disciplinary action will also be taken if an empé&ypossesses or
uses alcohol or a controlled substance, exceptlyegatained
prescription drugs, during working hours (includingch or break
periods) on company or customer property.

Exceptions for the use or possession of alcohabimection with
authorized events will be approved in advance by dhief
compliance officer. (emphasis added).

Q. Does KCPL allow for reimbursement of employees ral guests personal use of
alcohol?
A. Yes. Just one example was a $1,628 chargeyRL management employee at Kansas

City’'s Kaufman Stadium May 6, 2015. KCPL reimbursad employee for $648 in
alcohol charges for that one event. KCPL charged #xpense to account 107
(construction work in progress) that, if not charge a different entity, will eventually be

charged to KCPL's rate base as plant in service.
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When this happens, KCPL’s customers will then logiired to pay KCPL a profit on this
purchase of alcohol as well as the associatedrimeméal interest expense, property taxes
and depreciation expense. KCPL management findstthbe perfectly reasonable and

appropriate to charge to its customers.

This event was not even related to KCPL'’s regulatpdrations. The charges for this
event were for food, alcohol and entertainmentd@PL and Transource employees (an
affiliate of KCPL) in a celebration of the latan-$fma transmission line, a non-regulated

transmission line, being in-service.

Did you review several other examples where these of alcohol was reimbursed by
KCPL?

Yes.

Do you believe it is ever reasonable for KCPL taharge its utility ratepayers for
KCPL management’s purchase of alcohol?

No, it would never be appropriate.

If no real changes in KCPL'’s expense report proedures are made as a result of this

rate case, will this issue continue in KCPL'’s currat rate case and beyond?

Yes. While Staff appears to have dropped thkpgease account audit scope from its rate
case audit, OPC intends to expand the scope aftidg work in this area in future KCPL

rate cases.

When it comes to expense account charges, doe€RL have completely different
standards for itself than it does for work performed by professional consultants?
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A. Yes, they are completely different. | have esved a KCPL contract with a vendor that
includes very reasonable and prudent standardshenamount of expense account

charges that KCPL will reimburse its professior@aisultants.

For example, below is a list of requirements th&P placed on a consultant under
services provided to KCPL a few years ago. | haraoved the name of the vendor.
The actual contract that includes these expensmuatcequirements is reflected as Staff
Exhibit 244HC in Case No. ER-2014-0370, which i3uae 2, 2015 KCPL response to
Staff Data Request No. 619:

Travel Expenses

*Travel and other out-of-pocket expenses shalldid py GPES in
addition to the hourly rates stated above, and blealeasonable,
customary and actual charges, passed through at 's cost, with
no markup.....

*Airfare shall be at coach-class fares. * pengl shall share
ground transportation whenever practical.

*Per diem meal charges shall not exceed $50.00.

*Lodging shall be at reasonable rates. sisallIGPES
preferred hotels or hotels at which has niatgot preferred
rates, when possible. -

*Receipts shall be provided for all out-of-pock&penses of
$25.00 or more.

OPC’s Management Expense Recommendations — StevesBar

Q. What was KCPL'’s response to your proposal that KCPL adopt a per diem policy as

addressed in the rebuttal testimony of KCPL witnes8usser?

A. The positions taken by Mr. Busser in his testim@are premised on his assumption that
KCPL'’s meal reimbursement policy only reimbursessmnable, legitimate, and properly

documented meal expenses. It has been provenlmgast ten years for KCPL that this
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statement is false. The whole premise of Mr. Busgestimony, that there is no need for

a change in KCPL's expense report procedures,asgvr

My conclusion that a per diem policy is neededdsda on overwhelming evidence that
KCPL currently has no controls on the level of mg@rges for which its employees can
seek reimbursement. A meal reimbursement policyafpublic utility that permits $250

costs of one meal is not reasonable. However, Bdsser apparently believes KCPL
employees should be able to go to a restaurantr 8250 bill for food and alcohol, and

charge that $250 to the utility and its ratepayé¥is. Busser and | disagree on this issue.

KCPL regularly and habitually reimburses excessinappropriate, and imprudent meal
charges without any regard for the ratepayers wimately pays for these costs. If Mr.
Busser believes that KCPL only reimburses reasenalglal charges, | suggest he review
again the evidence OPC provides in this rate cadelse evidence provided by Staff in
KCPL rate cases over the past 10 years.

Mr. Busser states at page 6 line 15 of his reltat testimony that, in his “professional
opinion”, KCPL and KCPL’s expense report policies potect ratepayers. What is

your response?

Given the substantial evidence to the contraryis tate case and over the past ten years,
the Commission should consider the credibility dERL witness Busser’'s testimony
based on his “professional opinion” that KCPL exgeemeport policies and procedures
protect ratepayers. The Commission should weigretheence put forth by OPC in this
case as well as consider the historical problentt WICPL in this area when they

evaluate the credibility of KCPL witness Bussegbuttal testimony.

At page 4 his rebuttal testimony, Mr. Busser stiés that adopting a per diem policy

will add to administrative burdens. Is he correct?
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A.

No. Adopting a per diem policy will actually dece KCPL's expense report
administrative burdens by eliminating the need éefk track, and audit receipts for
expenses. Mr. Busser may not be aware, but ungder diem policy there is not a need
to endure the administrative burden of managingipts. To the extent that a per diem
policy would add to administrative burdens at KCperhaps that is because KCPL'’s

present compliance is unreasonably lax.

Mr. Busser states that by adopting a per diem dicy KCPL would have to “track

meal cost indices by region”. Is that correct?

No it is not correct. While it is not at allfficult or administratively burdensome to track
individual city per diems, KCPL could adopt averggg diem in a particular state or
region. In lieu of that, KCPL could adopt the pgliof using the highest per diem rate
published by GSA and just use that one singlefratall expense reports per year. That
would be approximately $75 per day for employeesamel status and significantly less
than the current charges incurred by KCPL managemkrKCPL adopted the highest
per diem rate allowable, it will save ratepayemutands of dollars in meal charges each

year.

These are just some ways KCPL could make the inhessluction in administrative

costs of adopting a per diem policy even greater.

Mr. Busser states at page 4 that he thinks adoipig a per diem policy will lead to

higher costs. Do you agree?

No. Mr. Busser’s statement is counter-intuitivedopting a per diem policy reduces
costs by limiting inappropriate and excessive elygdocharges as well as reducing the
administrative expenses of processing expenseteepyeliminating need to keep, track,

document, and audit meal receipts.
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Q.

In the past, did the Commission require its Stdfto keep and provide receipts for

travel meals for a period of time prior to adoptingits current a per diem policy?

Yes and | was a member of the Staff during thladrt time period. In my personal
experience, not having to deal with meal receiptasved by the adoption of a per diem
policy significantly reduced the administrative @#é&@n on the employee seeking
reimbursement and on the employees who are requicedaudit requests for

reimbursements.

Mr. Busser concludes his rebuttal testimony bytating that the use of per diems is
not customary in the utility industry. Please commant on this assertion

The fact whether or not it is “customary” in thglity industry is not relevant at all to this

rate case issue with KCPL. Mr. Busser’'s conclusion what is customary is based
solely on a utility he used to work for, EI Pas@dtic, Westar, Inc. Ameren Missouri

and a utility company he talked to through an animessage board. | would not make
any such broad conclusion based on only four ohtiredreds of utility companies in the

u.sS.

But even if one does assume that per diem poliaresnot customary in the utility
industry, the expense account problems that haee eeperienced with KCPL are unjust
and unreasonable. This problem calls out for sphaoeatment for KCPL due to the

nature and severity of its problems.

At page 9 beginning at line 19 of his rebuttalastimony does Mr. Busser seem to
recognize that KCPL has had major problems with itsexpense report process?

Yes. He testifies that KCPL's new expense repolicies that it adopted as a result of its
Stipulation and Agreement in its 2014 rate caseldth$o “significant improvements” in

its expense reimbursement process.
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Q.

Do you agree that there have been improvementsn i KCPL's expense

reimbursement process?

There may have been incremental progress. Herkyew real progress can be made until
KCPL adopts OPC'’s five recommendations made by Q®@ny direct testimony,
including KCPL's adoption of a per diem policy aaccommitment not to charge KCPL

management’s alcohol costs to ratepayers.
Did KCPL make these changes to its expense repgrocess on its own volition?

No, it did not. It only made these changes assalt of the position taken by Staff in
KCPL'’s 2014 rate case related to KCPL’'s expensalvarsement problems. In that rate

case | was the sole Staff witness on that issue.

Mr. Busser testifies that KCPL’s expense reimbusement process has improved and
this improvement was caused by the positions youd& in testimony in KCPL'’s 2014

rate case. Do you believe that if KCPL heeded yovecommendations to the
Commission in this rate case that KCPL’s managemenéexpense reimbursement

processes will improve further?

| do not think there is any question that it WbuThe positions | took in KCPL'’s last rate
case have led to improvements. | strongly belidna the positions | take in this rate
case, if adopted by KCPL, will lead to significantprovements. In fact, if KCPL

adopted each of the recommendations in my direstinteny, | do not believe that this

issue, which has drained resources for the pastears, will continue to exist.

The problem will not be fixed by KCPL's managemaating on its own because KCPL
does not seem to recognize that it is unjust amdasonable to require ratepayers to pay
for excessive and imprudent management expenditurbs entittement is so engrained

in the culture at KCPL that Mr. Busser states ajepa3 line 6 that any attempt to stop
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KCPL management from consuming alcohol and chardghmag cost of alcohol to

ratepayers is micro-managing the company.
Is the Commission charged with supervising Missoi utilities?
Yes itis.

Do you believe that it is within the Commissiors authority to order KCPL not to

charge its customers for the purchase of alcohol?
Yes, | do and | hope the Commission will do sdat$ Report and Order in this rate case.

Does KCPL appear to realize that it is a publicutility that is accountable to its

customers?

No. KCPL management appears to regard its thutatepayers as merely incidental to
their mission. A company concerned about affordgbilvould not force these

unreasonable and imprudent costs onto customersedBan past behavior and the
evidence in this case, KCPL's customers who dohae a choice in their electric
provider will continue to be forced to pay for te&pensive lunches and alcohol for
KCPL management unless the Commission acts. PuBlunsel requests the
Commission admonish KCPL for its practices anddliiteto adopt the recommendations

contained in my direct testimony.

— Kelly Murphy

Is KCPL required to make lump sum SERP payments?

No. A SERP is an additional compensation progcaeated and controlled by a
company’s board of directors. KCPL does not haveffer a SERP at all and it can limit

the SERP plan to annual recurring payments.
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Q.

Because of its unique nature and the fact that represents an additional executive
pension benefit over and above what is already praded in the regular pension
plan, the Staff has traditionally treated SERP cost somewhat differently than

normal employee pension costs. Is that correct?

Yes. The Staff’s policy in the past recommen&&RP costs be included in cost of
service if they are not significant, are reasongobvided for and able to be quantified

under the known and measurable standard.

Does KCPL have a history of paying its former excutives SERP lump sum
payments that are unreasonable and excessive, arfitetefore should not be included

in cost of service?

Yes. According to KCPL'’s response to Staff DRiequest Nos. 196 in Case No. ER-
2009-0089 and 187 in Case No. ER-2012-0174, KCRL p&ump sum SERP payment
to one employee in 2001 of $3,337,402 . In 2004 K@RBo made a SERP lump sum
payment to one employee of $2,464,055. In 2011 K@Bde a lump sum SERP
payment to and employee who was an employee of KiGPjust over 5 years in the
amount of $708,003.

Do you believe that it is possible to pay an ergyee a lump sum SERP payment of

$3.3 million dollars under a basic restoration SERPlan as Ms. Murphy suggests?

No. It certainly should not be possible. Assugnthe SERP buyout payment was based
on an actuarial assumption that this retired KCRIpleyee will live 14 years past
retirement. This means that the “supplementatispen payment would be $235,000
annually ($3.3M/14 years). That annual paymera ‘tfupplemental” pension payment,
over and above the employee’s regular pension palyimexcessive and clearly not
based on base salary as Ms. Murphy claims. Tstilite, assume that this individual’s
regular annual pension payments was equals hisrd8BRP, the annual pension
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payment to this one former utility employee woutd$#70,000. Clearly this is some
other factor other than base salary that was irclud this individual's SERP

calculation. Ms. Murphy does not address this.

Is it possible that KCPL made changes to its SHRand no longer includes the types

of compensation you referred to in your direct tesmony?

Yes itis. However, | am not aware of any chesignd even if these changes were made,
that in no way means that KCPL's SERP is a basioration SERP. KCPL's SERP
includes additional benefits based on creditedtemtdil years of service over and above
the actual years of service earned. These bonus géaervice results in bonus payments
through a SERP that will be paid based on a chahgentrol. These are benefits that

are not provided in a qualified pension plan bet@movided only to certain KCPL

employees.
Has KCPL admitted that its SERP is not a basicestoration SERP?

Yes. Inresponse to Staff Data Request N&.ig&ase No. ER-2009-0089, KCPL
explained that it could provide no such assurahaeKCPL's SERP was a simple SERP

restoration plan.

KCPL response: The plan’s actuaries could not Ifg€rthat the
SERP calculations only represented a restorati@muafunts that
were lost in the qualified plan due to IRS impoBetts. The
benefit accrual formula includes an increased adcaie, and in
some cases may include extra years of service.
Please explain why OPC does not believe annuahip sum SERP payments should

be included in KCPL's cost of service.

These lump sum payments are not a known anduredale expense. The prior amounts
of SERP lump sum payments made by KCPL have begaolatile that no reasonable

estimation of future lump sum payments can be m&ae.example, in the three year
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period 2007 through 2009 KCPL made only one lump SERP payment. Over the
entire time KCPL has made lump sum payments, thgeraf payments has been from a
low of $300 to a high of $3.3 million. KCPL'’s hisy of lump sum SERP payments do
not meet the basic ratemaking requirement of blerogvn and measurable and thus

cannot be quantified accurately enough to be iredud cost of service.

Q. Does Ms Murphy explain her understanding of theerm “known and measurable”

in her rebuttal testimony?

A. Yes. She states that a lump sum SERP paymé&nbisn and measurable at the time of
payment.

Q. Do you agree?

A. Yes certainly an expense is known and measurabém it is eventually paid. But that is

not the Commission standard for including coststility rates. The Commission
recently explained its known and measurable stahidats Report and Order in Case
No. WR-2016-0064, at page 18:

Since it occurs after the update period, to beushet! in Hillcrest’s
cost of service the expense must have been redknedvn) and
must be calculable with a high degree of accurassasurable).
However, the evidence shows that the 2016 propaxtgmount
has not yet been paid, is an estimate of the ptppex costs, and
could change during the summer of 2016. Theretbed,property
tax estimate is not known and measurable, saniaggpropriate to
include that amount in the revenue requirementHisrcase. The
correct property tax expenses to include in Hitsecost of
service are the amounts determined by Staff basedttoal
property tax paid in 2015, as those amounts arsist@mt with the
matching principle.

To be included in rates the Commission ruled thaist must be realized (future lump

sum SERP payments are not realized) and must bseunadde — able to be calculated

with a high degree of accuracy. KCPL's lump sunR8Epayments are highly irregular
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and are not able to be calculated with any degireeauracy, let alone a high degree of

accuracy.

Does Ms. Murphy effectively admit in her rebuttd testimony that lump sum SERP

payments do not meet the Commission’s known and mgarable standard?

Yes. Ms Murphy admits that no lump-sum SERPhpayts were made in the test year in
this rate case. She also said due to the “sporaditure” of executive separations,

SERP Ilump sum payments can vary sigmflgdrom year to year.

Does KCPL'’s annuity-based SERP payments, as opged to lump sum SERP

payments, meet the Commission’s known and measurabstandard?
Yes.

Should the Commission waive the application ofs rate case known and measurable
standard for KCPL's SERP payments simply because KBL's officers want to
receive SERP benefits up front and not in the mannehat the payments were

designed, as an annuity?

No. The Commission should determine that KCRump sum payments are exactly as
Ms Murphy described. They are sporadic and theynat able to be calculated with any
degree of accuracy. The Commission should ruleittk@CPL wants ratemaking
treatment of all of its SERP expenses, it shouldiehte lump sum payments and pay all

of its SERP benefits on an annuity basis.
Are the SERP payments for former WCNOC employeesxcessive?

Yes, they are. KCPL'’s payments to former WCN&€ excessive with an average
supplemental pension payment in excess approxiyn®#€,000. This is contrasted with
an average SERP payment to former KCPL executi/$8,800. OPC calculated an

appropriate and reasonable SERP expense for WCNOQukiplying the seven former
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WCNOC employees receiving payments by the averagelkannual SERP payment for

an annual amount of $61,834.

Does KCPL witness Murphy disagree with your conasion that WCNOC SERP

payments are excessive compared to KCPL?

Yes. However, she did not perform any anal{sishow that these WCNOC payments
are not excessive compared to KCPL. Her rationgpears to be that WCNOC payments
are not excessive because KCPL makes more lumgpayments. Unless KCPL can
provide an analysis to show that the WCNOC payrexais are appropriate, | stand by
the analysis | provided in my direct testimony whghows that WCNOC SERP
payments are excessive compared to KCPL and shewdjusted to a level comparable
to KCPL

— Ron Klote

At page 51 line 17 of his rebuttal testimony MrKlote states that | used the year
2015 to base my SERP calculation and 2015 was tlwsvkest level in five years. Why
did you select 20157

| used the year 2015 because it was the lasydalr of SERP data available at the time of

my adjustment. Therefore | used the latest knomthraeasurable data.
Would you be willing to update this SERP calculaon based on updated 2016 data?

Yes. Contrary to Mr. Klote’s insinuation thatised 2015 only because it was the lowest
cost in five years, even if 2016 was higher, | vaoloé willing to update my adjustment
based on 2016 data.
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Q.

At page 51 line 22 Mr. Klote stated that Ms. Muphy’s testimony demonstrates that
I do not understand what the SERP payments for KCPLs plan are based on when

calculated. Please comment.

| do very much understand that KCPL's SERP isatall a basic restoration SERP. In
my example above where KCPL made a $3.3 milliondwum SERP payout, |
demonstrated my understanding that KCPL's SERPfliemeere not just a restoration of
basic benefits lost due to IRS limitations. | adsbmit that KCPL could have made
changes in its SERP to remove certain types of emsgtion since it made the $3.3
million SERP payment. | do agree that there isssjbility that KCPL's SERP includes
the same compensation as KCPL'’s basis pension imlah,do not believe that is correct.
Other than the little chart in Ms. Murphy’s testinyp she provides not such evidence. |

have seen evidence that KCPL's SERP is not onlgdas regular compensation.

Even if KCPL's SERP plan was a basic restoration @n, would that have any

impact on your SERP analysis or SERP adjustment?

No. That fact is not significant to my KCPLWCNOC SERP adjustment. The

foundation of my adjustment is reasonableness.

Did you read Mr. Klote’s testimony on capitalizgion of SERP costs at page 53 of his

rebuttal testimony?
Yes.

Can you make any sense of his rationale for cdplizing SERP costs at page 53 lines
8 through 17?

| tried, but | could not. This rationale is rmdsed on any accounting theory, accounting
principle or ratemaking theory or principle of whicam familiar. This testimony is

unsound from either an accounting or a ratemakiagdpoint. Mr. Klote apparently
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believes it is reasonable to charge, as a ca#lto utility plant, SERP expenses paid to
a former employee who retired years ago and proviaebenefit to that construction

project. That is just not understandable.

This KCPL approach is not easy to understand amddsect conflict with accounting
principles advocated by the Financial Accountingn8tirds Board. | believe that soon
generally accepted accounting principles (“GAAPT) vorbid the type of accounting
Mr. Klote supports for pension-type expenses, asch SERP. | agree with the FASB
and GAAP on this issue and disagree with Mr. Kkme KCPL’s newly-changed
approach to SERP capitalization.

As an example, under the FASB approach to expeagtatzation, assume a former
KCPL employee worked for KCPL in 1980 and retired 881. This employee may have
provided benefit to KCPL'’s construction projectsl®B0, but not after he retired in 1981.
His employee compensation costs in 1980 would baes appropriately charged to

plant projects in 1980.

Under Mr. Klote’s approach annual SERP paymentedbformer employee who retired
in 1981 are still being charged, in part, to KCP2GL7 utility plant projects although
that employee provided no benefit to KCPL at altei 1980.

In previous rate case did a KCPL officer agree wh your recommendation not to

capitalize SERP expenses to plant projects?

Yes. KCPL correctly accounted for SERP costsafperiod. However, KCPL has now
accepted Mr. Klote understanding of the proper anting for SERP and has return to its

old and incorrect accounting.

Reqgulatory Lag — Mark Oligschlaeger

79



A WO DN P

© 00 N O O

10
11

12

13
14
15
16

17
18

19
20
21
22
23
24
25

Surrebuttal Testimony of
Charles R. Hyneman
File No. ER-2016-0285

Q.

At page 8 of his rebuttal testimony Staff withes Mark Oligschlaeger discusses one of
the problems with expense trackers, which is the driction in the level of incentives for
utility employees to take actions to keep costs d@w as possible. Do you agree with

Staff that trackers reduce the incentive for utiliies to keep costs low as possible?

It is axiomatic in ratemaking that guaranteethg rate recovery of any cost under an
expense tracker or an FAC will eliminate or sigrfitly reduce utility management
incentives to be efficient in managing that codthat is one of the clearly recognized
detriments of FACs and expense trackers. | génergree with Staff's position on this
issue with one exception. Mr. Oligschlaeger mdkesstatement “kcessive use of trackers

can serve to eliminate or weaken these benefiwalitives.” | find that there are two problemshwit

this testimony.
What is the first problem with this statement?

Any and all use of trackers in a utility’'s costservice reduces cost reduction incentives.
Mr. Oligschlaeger puts a qualifier on this fact dgserting only that “excessive” use of
trackers reduces cost reduction incentives. Tcertfak statement correct and reasonable, it

should state that “any” use of trackers will eliatie or weaken cost efficiency incentives.

What is the second problem you find with Mr. Olgschlaeger’s statement that excessive

use of trackers can serve to eliminate or reduce beficial incentives?

The second problem is Mr. Oligschlaeger's use ef tdrm “can serve” when he describes the
ratepayer detriment that is caused by the useackers. As noted above, it is axiomatic in utility
regulation that trackers do, by definition, redutiity management incentive to keep the expenses
recovered under a tracker as low as possible.igmst merely a possibility as Mr. Oligschlaeger's
statement could be read to imply. Trackers rasuitgher costs because utility management has no
inventive to keep costs low. Utility managemernit feicus cost control efforts on costs that are not

guaranteed rate recovery which can impact itsnoetnne and shareholder return. The main focus on
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utility management is on company (including paosrpany and affiliate) net income, the bottom

line in the income statement and meeting compamyjregs targets.

Q. You say that there are no incentives for utilitymanagement to keep costs that are subject to a

tracker as low as possible. What about potentialmpdence audits?

A. In Missouri, there is no effective use of prucdeaudits. Based on my experience and in my apinio
the very high Commission prudence cost disallowasteedards, as well as other reasons, has
resulted in the absence of effective prudence iwflispecial rate recovery mechanisms in Missouri

utility regulation.

Q. Has the Commission in the past recognized thehiarent weakness of a prudence audit as a

substitute for the competitive pressures of regulaty lag?

A. Yes. At page 40 of its Report and Order in Cdse ER-2008-0318 for Union Electric, the same
Report and Order that authorized Ameren MissolAC, the Commission noted that a tracker
gives a utility a blank check to spend however miietiants with assurance that any expenditure
will likely be recovered from ratepayers. The Cassion also noted that a prudence review is not a
complete substitute for a good financial incentivevould differ with the Commission only to the
extent that | would go further and state that alpnee review (at least how prudence reviews are

conducted in Missouri) is no substitute at alldayood financial incentive.

The Commission finds a ten percent cap on the @raickbe appropriate.
Without a cap, the tracker would essentially giveekenUE a blank check
to spend however much it wants on vegetation mamegewith assurance
that any expenditure will likely be recovered froatepayers. Of course,
any such expenditure would still be subject toualence review in the next
rate case, but a prudence review is not a compldistitute for a good
financial incentive.

Expenses in Rate Base — Mark Oligschlaeger

Q. At pages 18-19 of his rebuttal testimony, Mr. Ggschlaeger states, in general, Staff

believes the question of rate base treatment of tcher balances is best determined on a
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case-by-case basis by the Commission. Do you agveath this position, which provides

great Commission flexibility in its ratemaking decsions?

Yes, | do. OPC generally supports maximum Cossion flexibility in its ratemaking
determinations. However, if the Commission hasley or has provided guidance on a
particular ratemaking issue, and it decides napfaly that particular issue in a rate case, the
Commission should, at least, provide reasons wisyniot applying that policy or practice in

a particular case.

At page 19 Mr. Oligschlaeger states that utilit “customers” are typically given rate
recovery of tracked expenses through a multi-yearraortization to expense. Does this

statement make any sense to you?

None at all. I am not sure why Mr. Oligschlaegetieves that utility customers are given
rate recovery when they are the party that is @uthfgr a utility expense in utility rates.
This statement is just factually wrong and may ljikbe just an oversight by Mr.

Oligschlaeger.

At page 19 of his rebuttal testimony Mr. Oligsclaeger states that allowing rate base
treatment of unamortized tracker balances gives fll rate recovery of the cost
differential to utility customers. Does that statenent make any sense to you?

Similar to the last statement, it makes no sets#dl. It is not clear how “utility customers”
are given “full rate recovery” of a tracked costaipwing a tracked expense to be included
in rate base. Mr. Oligschlaeger may be referringato occasion when the utility has
recovered all of a tracked cost the tracker recaryspotential double recovery of the costs
in order to prevent that from occurring. While testimony is not clear, that is the only

explanation that could make sense.

Mr. Oligschlaeger, who has been an accountant thi the Commission Staff for

approximately 30 years, is not aware of any obligain on the part of the Commission
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to allow rate base treatment of trackers in a ratecase. Do you agree with Mr.

Oligschlaeger?

Yes, based on my experience with the ratemakg@ment of trackers, Mr. Oligschlaeger
is correct. The Commission has total freedom enréttemaking treatment of all trackers
(other than trackers that have been ordered byts}ain a rate case. | would add the
Commission has the freedom to change the ratemaldatment of trackers from one case
to the next based on the circumstances of thecaate This is the policy that appears to be

supported by Staff and is supported by OPC.

At page 21 of his rebuttal testimony Mr. Oligsclaeger states the longer the
amortization period, the more the economic \ae of the deferral will be lost to the
customer if the unamortized balance of the deferrais not included in utility rate base.

Does that statement make any sense to you?

No. That statement makes no sense to me atltals just too far outside the range of

reasonableness to try to make any sense of thimoesy.

At page 7 Mr. Oligschlaeger defends Staff's rateaking treatment of AAOs for ice
storms and other similar events and refers to thesgems as extraordinary. Are ice

storms for a Midwest electric utility and extraordinary event?

No. Ice storms and the related costs that baea incurred by Missouri electric utilities are
not extraordinary events or extraordinary costseungenerally accepted accounting
principles (“GAAP”). Also, they are not extraordny events under FERC's interpretation
of its own Uniform System of Accounts (“USOA”). ¥&n that ice storms for a Midwest
utility are not considered an extraordinary evenGAAP nor by FERC, it is not clear to
me why Staff continues to refer to these eventesxaaordinary and relies on the USOA as

the basis for this position.
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Q.

In his testimony Mr. Oligschlaeger states StafSupports rate treatment of AAOs for
events such as ice storms as an incentive to utés to restore service. However he does
not support rate base treatment for these ice stornexpenses. In contrast, however,
Mr. Oligschlaeger supports full rate base treatmentand an amortization to expense
for normal and recurring operation and maintenance expenses related to newly

constructed utility plant. Is that a logical and ®herent ratemaking position?

No. If the Staff is concerned with providing excentive to a utility to move quickly to fix

power outages from an ice storm and restore pow&oan as possible, it is logical that
Staff would support full rate base treatment of tbe storm expenses as well as an
amortization to expense of the deferred expensges; do not. Instead Staff reserves its full
ratemaking treatment to normal regulatory lag whiere is no reason to provide an

incentive to a utility.

A utility has total control over when it files ate case. It should time its rate case to be in
sync with the time its newly-constructed plantleacpd in service. If it does not do so, it is
utility management who should be required to absiebrisk that regulatory lag will not
allow 100 percent recovery of the costs of thahtp{arimarily depreciation expense and a
financial return) to be recovered in rates befates are changed in a rate case. If a utility
times its rate case appropriately then it will oekperience modest regulatory lag from the
date the plant is placed in service until the dates are changed in the rate case. This is

typical regulatory lag that should be absorbedhiayeholders.

Does Mr. Oligschlaeger believe this is the typef regulatory lag that should be

absorbed by shareholders?

No. He assigns the 100 percent cost of thigladgry lag to ratepayers and assigns no costs
of this regulatory lag to shareholders. It woull lad enough if Staff only allowed an
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amortization of these deferred plant in servicescoBut the position advocated by Mr.
Oligschlaeger goes much further. Staff not onlypsuis the deferral and amortization of
these plant costs but also supports full rate baseément and full profit returns on these
normal and recurring utility operating expensesatTis not reasonable and it is simply an
excessively utility-supportive ratemaking positionStaff, in this particular instance,

abandons any sense that it is charged with balgnitia interests of ratepayers and

shareholders and only supports the interests aftility and its shareholders.

Do you believe it is time for Staff to rethink &ad revaluate its policies on ratemaking

treatment of trackers?

Yes. Staff's position is not only illogical; ig directly contrary to Staff's stated policy goal

of balancing the interests of ratepayers and shitets.

In an attempt to justify his position, Mr. Oligschlaeger states that the latan deferral
are capital costs that belong in rate base. Is thicorrect?

No. Mr. Oligschlaeger states that “these defsrclearly arose from KCPL'’s construction
activities”. | agree with this statement, howeaknost all of KCPL's normal and recurring
everyday operations and maintenance (O&M) expeasese from KCPL’s construction
activities. Construction accounting deferrals rawthing more than deferrals of normal and
recurring utility costs and expenses. They includemal and recurring depreciation
expense, normal and recurring interest expenseal@nd recurring property tax expense
and normal and recurring cost of equity, none oictvhis eligible for rate base inclusion
under a reasonable understanding of what constiéutate base asset.

Does the Commission have a reasonable understamgl of what constitutes a rate base

asset?

Yes, it does and it expressed this understandiitg Report and Order in KCPL’s 2006 rate
case, ER-2006-0314. The Commission describedatthditions to rate base must be an
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“asset”. The Commission also described an “asast™some sort of possession or
belonging worth something that is owned or corgwblby the utility.” A regulatory asset
expense deferral has no intrinsic value. It hasvalue other than a value that the
Commission attributes to that deferral. The Comsioisstated to include expense projects
in rate base, as KCPL proposed in its 2006 rate, #eas making a “mockery” out of what

constitutes a rate base asset. The Commission timadglowing7 points:

1. "....In order for an item to be added to rateeb@smust be an asset.
Assets are defined by the Financial Accountingné&ieds Board (FASB)

as 'probable future economic benefits obtainedantrolled by a particular

entity as a result of past transactions or evéRfsSB Concept Statement
No. 6, Elements of Financial Statements).

2. Once an item meets the test of being an assatjst also meet the
ratemaking principle of being 'used and usefuthi& provision of utility

service. Used and useful means that the assetuallgcbeing used to
provide service and that it is actually neededrtwige utility service. This
is the standard adopted by many regulatory jutisdis, including the

Missouri Public Service Commission."

3. The Commission finds that the competent andstanbal evidence
supports the position of Staff, and finds this éssuStaffs favor.

While KCPL's projects appear to be prudent, KCRidpced insufficient
evidence for the Commission to find that thesequtsjrise to the level of
an asset, on which the company could earn a raiguh.

4. What is at issue is not whether a project'igrabable future economic
benefit", as KCPL asserts in its brief; what isssue is the remainder of
the FASB definition Mr. Hyneman quoted, which idtained or controlled

by an particular entity as a result of past tretisias or events."

5. In other words, an asset is some sort of psiegesr belonging worth
something. KCPL obtains or controls assets, sucheasration facilities
and transmission lines.

6. To attempt to turn an otherwise legitimate nganaent expense, such as
a training expense, into an asset by dubbingpt@ect" makes a mockery
of what an asset really is, which is some typeroperty.

7. Using KCPL's argument, any expense is poténaa asset by simply
calling it a "project”, and thus could be includedrate base. KCPL's
projects do not rise to the level of rate base.
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Q. Do you believe Staff must meet a burden of proafhen it attempts to overcome a

Commission Report and Order?

A. Yes. However, Mr. Oligschlaeger just seemske ta dismissive view of the Commission’s

2006 KCPL Report and Order. In his testimony regitthe Commission’s finding in that
Report and Order he failed to substantively addragf the Commission findings of what
constitutes a rate base asset. Unless Mr. Oligsghitacan provide evidence to the
Commission why the Commission was wrong in its 2R@%L Report and Order, and why
the Commission should change its position and a@#L’s latan deferred expenses in
rate case, the Staff should comply with the Comioniss Order and not support the
inclusion of costs in rate base that do not meeti@ission standards for rate base

inclusion.

Q. Does this conclude your surrebuttal testimony?

A. Yes, it does.
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