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SURREBUTTAL TESTIMONY
OF
LENA M. MANTLE
THE EMPIRE DISTRICT ELECTRIC COMPANY

CASE NO. ER-2017-0065

Please state your name.

My name is Lena M. Mantle.

Are you the same Lena M. Mantle that filed diret and rebuttal testimony in
this case?

Yes, | am.

PURPOSE OF TESTIMONY

Q.
A.

What is the purpose of your surrebuttal testimory?
The purpose of my surrebuttal testimony isdéepond to the rebuttal testimony
on the same issues | address in my direct testimdnymy direct testimony, |
recommend the Commission find the Empire DistrickeckEic Company
(“Empire”) hedging policy resulted in unjust andreasonable rates and order
Empire to refund $13,104,811.18 plus interest sociistomers in the first fuel
adjustment clause (“FAC”) rate change case after @ommission’s order
becomes effective in this case. There has beetestonony filed or evidence
presented that change this recommendation.

| also recommend, in my direct testimony, thad tBommission direct
Staff in its FAC prudence reviews to include a eewviof “true” purchased power
and off-system sales to determine if there is amyrudence regarding the electric
utility’s purchased power and off-system sales fizas. With respect to this

recommendation, | provide surrebuttal testimony gteows, contrary to Empire
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Q.

witness Aaron Doll’s rebuttal testimony, Staff aidt conduct a review of “true”
purchased power and off-system sales.

Also, with respect to this recommendation, Staffness David C. Roos
provided rebuttal testimony that a review of pusdthpower as provided in my
direct testimony would be a good use of Staff reses! Even so, he then
recommends the Commission not direct Staff to dihsn analysis and declares
that reviewing “true” purchased power is not a ukgfetric? In this testimony, |
respond to Mr. Roos’ testimony that an expectafmmStaff to review “true”
purchased powes misleading, irrelevaritand unreasonabfe A comprehensive
review of the costs and revenues included in EngpiFAC should contain a
review of “true” purchased power and off-systemesalNot doing such a review
negates the customer protection provided throughstatutory requirement for
prudence reviews of FACs in Section 386.266.4(4VIBS

| also made the recommendation in my direct nestly that the
Commission direct Staff, in its FAC prudence re\sewo conduct a review of
each generating unit’'s heat rates. OPC witness AoRobinett provided support
for this recommendation. Staff witness J Lueblesponded to Mr. Robinett’s
testimony with a discussion on baseline heat raBetause | was the Manager of
the Staff Energy Department at the time FAC rulesemvritten and | worked
directly with the Staff engineers when baselinetheées were established, |
respond to Mr. Luebbert’s suppositions in his tastiy regarding heat rate testing

and the purpose of baseline heat rates.

Why it is important to look at “true” purchased power and off-system sales

in prudence reviews?

! Roos Rebuttal, pg12,In3-5
?1d,In12 - 13

®1d, pg 2,In8-9; pg 3In 13-14
“1d, pg 8
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A.

There are two types of purchased power that magethe Commission’s
definition of “true” purchased power. One typeprofrchased power is obtained
through purchased power contracts. Empire cugrdmb long-term purchased
power contracts with the Plum Point Power Plank River Windfarm, and
Meridian Way Wind Farm. In addition, Empire mayteminto short-term
purchased power agreements with neighboring eslibut this is becoming rare
with the advent of the Southwest Power Pool Intiegirdarket ("SPP IM”).

The other component to “true” purchased powehés ddditional energy
required to meet customers’ requirements aboveggraipplied from Empire’s
resources. These are spot market energy purchases. luidept for Empire to
take advantage of low spot market prices by puinbgashen spot market cost is
less than its cost to generate.

Long-term purchased power contracts are evaluatet @art of Empire’s
resource planning process. Short-term purchaseempoontracts are evaluated
based on short-term needs and price expectati8pst market energy purchases
are based on the amount of Empire generation S&fatdhes which, in turn, is
based on the bid price for its generation that Eenpiovides the SPP market.

A reliance on purchasing spot market energy orStRE IM increases risk
of price volatility to the ratepayers because pasedl power energy costs are
included in the FAC. Therefore, it is importantlomk at this piece of “true”
purchased power separate from the energy purchlsaeyh long-term contracts.
Since the FAC protects the utilifpom virtually all price and availability risk of
spot market purchases and transfers that risk tpifeia customers, it is critical
to review the utility’'s purchase power practicesHAC prudence reviews to
determine if Empire is becoming reliant on spot kearenergy to meet its

customers’ energy requirements at a detrimenstoustomers.

® These resources include both generation and psedhaower contracts.
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Similarly, there are two types of off-system sale contract and spot
market sales. Empire currently has only off-systeales contracts with
municipalities and these revenues are not includede FAC. Spot market off-
system sales is the energy sold into the SPP IM fEonpire generation resources
and purchased power above what is necessary totheeaeeds of its native load
customers.

Without an FAC a utility retains all off-system salrevenue above what is
included in the revenue requirement in the last catse. This gives the utility a
powerful incentive to make off-system sales. WithFAC, almost the entire off-
system sales revenue is returned to the custom@mnsequently there is little
incentive for the utility to make off-system sal@scause it sees minimal benefit
from making those sales. It is important thereflareeview the off-system sales
of the utility. Empire should be offering its resoes into the SPP IM when cost-
effective to off-set the fuel and purchased powast of meeting its customers’

needs.

REBUTTAL OF AARON DOLL

Q.
A.

> O

Would you summarize Mr. Doll’s rebuttal of your direct testimony?

Mr. Doll explains that Empire reports its sate®d revenues within the Southwest
Power Pool (“SPP”) as required by the Federal Bn&ggulatory Commission
(“FERC”) Order 668 and then asserts that Staffaweid Empire’s netted figures.

What is your response to this testimony?

Mr. Doll’'s testimony is misleading. OPC did noeke any assertions that Empire
does not keep its records in compliance with FERf&s. It is OPC’s testimony
that purchased power and off-system sales are mwided in the FAC reports
submitted to the Commission consistent with FERGeD668.

What testimony did you provide with respect to ERC Order 6687
4
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A.

> O

> O

The only reference to FERC Order 668 in my ditestimony is found in the first
full paragraph on page 5 which is answering a guesis to why OPC only
conducted a review of Empire’s purchased power arffisystem sales
information.

Mr. Doll claims that Staff reviewed Empire’s neted figures. Do you know
what he based his assertion on?

| asked this of Mr. Doll in OPC data request BOOThe response provided
follows:

As outlined in Mr. Doll's rebuttal testimony and sxccordance
with FERC Order 668, all market charges and reverane netted
in the general ledger. The data provided on the thgnFAC

Reports, includes general ledger information féraatounts that
flow through the Missouri fuel adjustment clausdiich includes
all of the FERC 555 accounts. The FERC 555 accanabsde the
netted energy and operating reserve purchases.

How do you interpret his response?
It is his testimony he believes the Staff revéelpurchased power and off-system

sales solely because Empire provided its genaltgkeleinformation to Staff.

Did Staff, in fact, review “true” purchased powe and off-system sales as Mr.
Doll asserts?
According to Staff responses to OPC data regué8t 61, and 74, Staff did not

conduct such a review.

What does this lead you to conclude about Mr. Dis testimony?

Mr. Doll's testimony is misleading because OPi@ dot provide testimony that
Empire did not keep its records as FERC requitds. Doll's testimony is also
based on unsubstantiated assumptions that, sincpir&Engave Staff the
information, Staff must have reviewed it. OPC w&a John Riley outlines other

portions of Mr. Doll's rebuttal testimony that aalkso misleading.

5
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RESPONSE TO THE REBUTTAL TESTIMONY OF STAFF WITNESS ROOS

Q.

Mr. Roos begins his rebuttal testimony by opinig that your use of
Commission Report and Orders to define “true” purchase power is
misleading® Would you respond to Mr. Roos’ assertion?

Mr. Roos assertion that OPC’s expectation isleaiding is based on a narrow
interpretation of Commission report and ordersagiee with Mr. Roos that the
Commission defined “true” purchased power inReport and Orders to explain
what transmission costs were to be included inRAE. However, that does not
signify that the Commission’s definition is onlyleeant to transmission costs.
The fact that the Commission felt it necessaryetfing these terms shows that the
Commission considered that the distinction of “trperchased power and off-
system sales as defined by the Commission in tiiepert and Orders is

important.

Is there anything in the CommissionReport and Orders that lead you to this
conclusion?

Yes. The first CommissioReport and Order defining “true” purchased power
and off-system sales is in the Union Electric Conypal/b/a Ameren Missouri
(“Ameren Missouri”) rate case ER-2014-0258The Commission, in its Finding
of Factsregarding what transmission costs should be imduth the FAC,
described how Ameren Missouri considered all theegyat provides MISO to be
purchased powér.The Commission then goes further to find:

5. In other contexts,Ameren Missouri recognizes the
distinction between serving its native load and makg off-
system salesFor example, when accounting for fuel costs, the

®1d, pg 2,In8-9; pg 3In13-14

" The Commission cited thReport and Order from ER-2014-0258 in itReport and Orders in the Empire
rate case ER-2014-0351 and the Kansas City Powagl®& Company rate case ER-2014-0371

8 This is a financial transaction only. The elagityi generated by Ameren Missouri is delivered t® i
customers in the same manner as it was prior tVtls® market.

6
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1 company separates fuel expense to serve native ftoad fuel

2 expense to make off-system sales.

3 6. In addition to the distinction between servimgtive load

4 and making off-system salesAmeren Missouri can also

5 purchase power from MISO or other third parties to

6 supplement its self-generated powerAll three scenarios are

7 reasons why Ameren Missouri could incur wholesed@dmission

8 costs under FERC Account 565, and these are tinsntigasion

9 costs Ameren Missouri seeks to pass through its.FAC
10 7. Furthermore, under FERC Order 668, public iggitmust net
11 their MISO-cleared load and generation in each hemd report
12 that net amount as either: (i) sale for resale @fésystem sale
13 under account 447 when the utility’s cleared geimmmaexceeds
14 the cleared load, or (ii) a power purchase underoAnt 555 when
15 the utility’'s cleared load exceeds its cleared gaien. That
16 order states “Netting accurately reflects what paricipants
17 would be recording on their books and records in th absence
18 of the use of an [regional transmission organizatio (‘“RTO”)]
19 market to serve their native load.” That means that for
20 accounting purposes, Ameren Missouri is required toecognize
21 the distinction between off-system sales, power pcinased to
22 supplement its generation and self-generated poweffootnotes
23 omitted)®
24 It is evident from these findings of fact that mwtly this Commission, but also
25 Ameren Missouri and FERC, recognize the value eaglyregating the amount
26 the utility pays the RTO for energy into two categs: (1) power purchased to
27 supplement its generation, and (2) self-generatedep Likewise there is value
28 in the distinction between generation for servitggnative load and making off-
29 system sales.
30 In addition, in itsReport and Order in the Kansas City Power & Light
31 Company (“KCPL") rate case ER-2016-0285, the Cormsiaisfound:
32 80. OPC presented credible evidence that furthgrortiag
33 requirements would be appropriate; namely, requerds that

° Pages 112 — 113, emphasis added.
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KPCL report FAC costs and revenues by subaccourd, that
KCPL’s reporting be done in accordance with FERGeD668.

The Commission in itsReport and Order in this KCPL case directed the
following information be included in KCPL’'s monthBAC report submissions:

Purchased power costs and off-system sales revegmaesled in

all FAC filings and report submissions shall beagtordance with
FERC order 668 and the Commission’s definition afcghased
power costs and off-system sales revenue. The Cssioni shall
also require KCPL to continue reporting Purchasedd? (“PP”),

Transmission Costs (“TC) and Revenue from Off-SystBales
(“OSSR”) in a manner consistent with the Rider F&gproved by
the Commission in this case.

Mr. Roos testimony seems to suggest that onlyste disputed in Commission

orders and information provide through reporting requirements should be

reviewed in its FAC prudence reviews: Do you agree with Mr. Roos?

No, | do not. | am unaware of any limitationsogcribed by statute or
Commission rule. Staff's limited review of Empise’filing restricts the

Commission’s access to essential information analyais necessary for the

Commission to exercise its consumer protectionatith

Are you aware of the Commission placing any cotraints on what Staff can
and cannot review as part of an FAC prudence revie®

No, | am not. It has been my experience thatfStefines the scope for its FAC
prudence reviews. In Stafffstice in this casé that it was beginning a prudence
review, it laid out the scope of its reviéfv.| am unaware of the Commission
issuing an order in response to such a noticelittnited the scope of an FAC

prudence review to exclude relevant information.

° Roos rebuittal, pg 3
" gaff Notice of Start of Sixth Prudence Audit, pg 3,filed on September 6, 2016
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Also included in the notice of the start of the gwoce review for this
case, Staff states it may change its approach gt review® which is
consistent with good prudence review practiceghdfreview turns up a concern,
Staff and other parties should review additiondonmation to resolve the
concern. If the concern cannot be resolved witherewmg additional information,
a detailed audit should be conducted to deternfinmprudence occurred and
customers were harmed.

Constraining what Staff and OPC may investigateld/oegate the central
consumer protection authority provided in Sectio®6.266.4(4) RSMo
underpinning the FAC mechanism. The FAC is a singsue rate mechanism
that allows preferential recovery of fuel and pasdd power costs. The utility is
allowed to recover these costs with the only chbekng the FAC prudence

review.

Q. Mr. Roos states that none of the Missouri eledtr utilities have requirements
related to “true” purchased power and off-system skes’* Is he correct?
A. No, he is not. As described above, the Commissirdered KCPL to report

“true” purchased power and off-system sales in KERast rate case.

Q. That order was issued after Staff filed its repd in this prudence review case.
Should Staff have reviewed this information in itSFAC prudence review of
Empire’s FAC even though the Commission had not orered Empire to
provide purchased power and off-system sales inforation in its monthly

FAC reporting requirements?

12 Staff interchangeably uses the terminology “reviewd “audit” to refer to the work it did in thisase.
OPC witness Charles R. Hyneman explains in histtabtestimony the difference between a review and
audit. For consistency, | use the term “reviewtdéer to Staff's work in this case.
13

Id
4 Roos Rebuittal, pg 4
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Yes. Staff should have looked at this informatregardless of whether or not the
Commission required monthly submissions of therimfation from Empire. This
information is available and Staff has the abitiyrequest the information from
Empire. The Commission had, by the time Stafftsthits review of Empire’s
FAC, provided definitions of “true” purchased powerthree of itsReport and
Orders. This has been an issue in every electric ratescaince the Commission
first defined “true” purchased power and off-systeates in ER-2014-0258 in its
April 29, 2015Report and Order.

Even if the Commission had not included thisidetion in its orders, a
comprehensive review of purchased power and ofesysales should include a
review of contract purchased power and spot mapkethases and sales.
Increased knowledge is gained by disaggregating ramgtwing the purchased

power and off-system sales components.

Is there an electric utility that has reported purchased power and off-system
sales consistent with FERC Order 668 and the Comns®n’s definition of
“true” purchased power and off-system sales?

Yes. To my knowledge, Ameren Missouri has alsvaybmitted purchased power
and off-system sales in its FAC reports consistatit FERC Order 668 and the

Commission’s definition of “true” purchased powedaff-system sales.

Mr. Roos’ rebuttal testimony includes a sectiontited FERC Order 668.

Would you summarize FERC Order 668 and its implicaions to this issue?
Yes. As provided above, the Commission sumnedriZERC Order 668 well in
its Report and Order in case ER-2014-0258:

7. Furthermore, under FERC Order 668, public idgitmust net
their MISO-cleared load and generation in each hamd report
that net amount as either: (i) sale for resale @fésystem sale
under account 447 when the utility's cleared geimmmaexceeds

10
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the cleared load, or (ii) a power purchase underoAnt 555 when
the utility’s cleared load exceeds its cleared gaten. That order
states “Netting accurately reflects what particisamwould be
recording on their books and records in the absehtiee use of an
RTO market to serve their native load.” That medmst for

accounting purposes, Ameren Missouri is requireattognize the
distinction between off-system sales, power puretiasto

supplement its generation and self-generated poyieotnotes
omitted)*®

The distinction between off-system sales, powerclpased to supplement its
generation, and self-generated power was impoetantigh for FERC to issue an
order to make sure utilities preserved this infdfora For the same reasons
FERC requires the information to be preserveds important for Staff and other
parties to be able to review the information ineraases and FAC prudence

reviews and audits.

Is compliance with FERC Order 668 an issue in tls case?

No, it is not. It is my understanding that Emgpkeeps its general ledger in
accordance with FERC Order 668. However, the @seth power and off-system
sales information provided in Empire's FAC repastslifferent from what FERC

Order 668 requires. The purchased power costenFAC reports is the total

amount Empire pays SPP for the energy requirenténts load. Off-system sales
revenues in the FAC reports are the gross amoumirEmeceives from SPP for
its generation. There is no distinction in the FA&Ports submitted by Empire of

“true” purchased power and off-system sales.

Since FERC Order 668 is not the issue, what ike issue you are addressing?
Foremost, this case is about Empire’s imprudaging strategy and the impact
of that strategy on Empire’s ratepayers. The issdéressed with respect to

purchased power and off-system sales is whetheotoBtaff should be directed to

5 page 113

11
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review the amount and cost of energy purchased fteenSPP market above
Empire’s generation and the amount and cost ofggneold to the SPP market
above Empire’s customers’ requirements. As desdrigarlier in this testimony,
the Commission has defined this as “true” purchgs®der and off-system sales.
FERC Order 668 is just another indication that theeservation of this

information holds value to FERC.

Mr. Roos states in his rebuttal testimony that ®C did not raise the issue of
reporting “true” purchased power and off-system saés in Empire’s last rate
case ER-2016-002% s this relevant to whether or not Staff should ke
looking at “true” purchased power and off-system skes?

No, it is not. Just as Staff should not be tediin what it looks at in its FAC
prudence reviews by Commission orders, it shouldbeolimited to what others
have or have not brought up in testimony in past cases. Likewise, OPC is not

limited to only reviewing issues it raised in priate cases.

Did OPC raise any concerns regarding “true” purdased power and off-
system sales in the last Empire rate case ER-2016A3B?

Yes. OPC raised the issue of purchased powenérsystem sales in Empire’s
last rate cas¥. The Commission had not yet provided the label‘taie”
purchased power and off-system sales at the tilmétted testimony was filed in

the Empire case so that terminology was not used.

Mr. Roos also states as a reason that OPC’s exjpation is misleading is that
there is no mention of FERC Order 668 in the repolihg or reviewing
requirements of ER-2014-0258, the first case in wth Mr. Roos could find a

' Roos Rebuittal, pg 6
" Mantle rebuttal, pg 12 - 16
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mention of FERC Order 668!° Was there a need for a reporting
requirement regarding FERC Order 668 in that case?

No, there was not. The case mentioned by MiosRwas an Ameren Missouri
rate case and Ameren Missouri was already repoitsnaurchased power and off-
system sales as required by FERC Order 668. Thwasno need to ask the
Commission order Ameren Missouri to provide FACamp in compliance with
FERC Order 668.

Mr. Roos describes the first instance he foundfdcERC Order 668 being
included in OPC'’s testimony was in a rate case fiteafter the Commission’s
Report and Order in the Empire rate case”® Is this distinction important
regarding whether or not “true” purchased power and off-system sales
should be reviewed in FAC prudence reviews?

A. No, it is not. The concept of “true” purchaspdwer and off-
system sales was brought up in the last Empireceste ER-2016-0023. Then the
Commission defined “true” purchased power and gétam sales in it&eport
and Order in ER-2014-0258 on April 29, 2015. By the timaf§filed notice of
its prudence review of Empire’s FAC on Septemb&03,6, more than 16 months
later, the Commission provided this definition wot additional Report and
Orders. The important dates to consider are when ther@igsion made the
distinction of “true” purchased power and off-systsales - three times prior to
the beginning of Staff's prudence review of Em@ré&AC; not when OPC first
mentioned FERC Order 668 or when OPC first reqdesporting requirements.
FERC Order 668 is significant because it shows EEBnsidered the distinction
important enough to issue an order to make surettliges recorded information

in a manner that would give an accurate picturdefutility.

'8 Roos rebuttal, pg 6

19|d
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Q. What support do you have that FERC issued its Qter 668 because of
concerns regarding accuracy of information?
A. FERC Order 668 includes the following conclusion

Commission Conclusion

80. Recording RTO energy market transactions ortabasis is
appropriate as purchase and sale transactionsgt@kate in the
same reporting period to serve native load are dame
contemplation of each other and should be combimtting
accurately reflects what participants would be recaling on
their books and records in the absence of the usé an RTO
market to serve their native load. Recording thesgansactions
on a gross basis, in contrast, would give an inacaite picture
of a participant’s size and revenue producing poteinl. The
Commission will, therefore, adopt the proposed anting for
RTO energy market transactions with certain modifans and
clarifications as discussed below. The Commissiorsdexpect
public utilities, however, to maintain detailed oeds for auditing
purposes of the gross sale and purchase transadhah support
the net energy market amounts recorded on thekd8o

Q. Is Mr. Roos correct when he states that you meined FERC Order 668 in
your testimony in the KCP&L — Greater Missouri Operations Company
(“GMOQ”) rate case ER-2016-0156 in the context of cinging your position in
your direct testimony to allow certain transmissioncosts in the FAC%*

A. No, he is not. A quick read of the page of meputtal testimony cited by Mr.
Roos shows that, while one of the purposes of nyttal testimony was to
modify the OPC’s recommendation regarding the isioln of transmission
costs? there were five other purposes of my rebuttalitesty. One of these
purposes was to describe how GMO was defining @s®th power and off-

system sales differently than (a) the general defirs at the time the FAC statute

% FERC Docket No. RM04-12-000; Order No. 6@8counting and Financial Reporting for Public
Utilities Including RTOs issued on December 16, 2005, emphasis added.

% Roos rebuittal, pg 6

%2 ER-2016-0351, Mantle Rebuttal, pg1,In9-11
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1 became law, (b) required by Commission ordersheimotases, and (c) required by
2 FERC Order 668’
3 FERC Order 668 was not even mentioned in the sectiony testimony
4 describing why OPC was changing its recommendafiofERC Order 668 is
5 only mentioned in my testimony in ER-2016-0156 Imatt FERC has provided
6 guidance on the recording of off-system sales amdhased power in a manner
7 consistent with the Commission’s definition of ‘@fupurchased power and off-
8 system sales.
9 Were you the only OPC witness that provided teshony regarding FERC
10 Order 668 in ER-2016-01567
11 No. 1 just mentioned FERC Order 668 in my rédlutestimony as support for
12 OPC's concern for the potential for confusion relgag purchased power and off-
13 system sales. OPC witness Charles R. Hyneman dadwiebuttal testimony
14 regarding FERC order 668 and why FERC found it s&&ey to issue its Order
15 6682°
16 Mr. Roos again mentions in this section of hisestimony that OPC did not tie
17 FAC purchase power and off-system sales reportingeguirements to Ameren
18 Missouri.?® Was it necessary for OPC to request this reportig requirement
19 of Ameren Missouri?
20 No. As | previously testified, Ameren Missowvas already reporting purchased
21 power and off-system sales in its FAC submissiomeagiired by FERC Order
22 668.
B1d, pg 1, In17-21
21d,pg2-5
% ER-2016-0156, Rebuittal testimony of Charles R.étyan, pg 36 - 39
% Roos rebuittal, page 7
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Q.

How do you respond to Mr. Roos’ testimony thatlie Commission’s Report
and orders in the KCPL, Ameren Missouri, and GMO rae cases ER-2016-
0285, ER-2016-0179, and ER-2016-0156 are not relavao Staff's FAC
prudence review of Empire?’

Mr. Roos seems to believe that just because Espliast rate case was decided
before the Commission orders in these cases, #8s@e not relevant. Yet when
OPC asked in its data request 65 of Staff whicé caise dockets Mr. Roos was
referring to as support for his testimafiyVir. Ross replied that he relied on these
three rate cases along with the last Empire rege fax his testimony.

The FAC in Missouri is complicated and is stillobving. Every case
involving an FAC adds to the knowledge base of @menmission, Staff, OPC,
and the utilities. The utilities constantly assdieir customers that Staff is
diligent in conducting FAC prudence reviews. Tleguirement for a prudence
review is included in Empire’s tariff OPC is just recommending that the
Commission direct its Staff to review “true” purcea power and off-system

sales as a part of its prudence review.

Moving to Mr. Roos testimony regarding the SPP rarket, Mr. Roos seems to
be asserting that, because the Commission approvéderim and conditional
approval for Empire to participate in SPP, there isno reason to review
“true” purchased power and off-system sale§’ Does OPC agree with this
assertion?

No. As Mr. Roos pointed out, the Commission gdinterim and conditional
approval” for Empire to participate in SPP. Thppeoval does not alleviate all

potential for imprudence with respect to Empirelsghase or sale of energy with

27 Id

1d, pg 4

2 The Empire District Electric Company, P.S.C. M@. 8, Sec. 4, Original Sheet No. 17ab
% Roos Rebuttal, pg 9
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SPP. Assuming a utility has the least-cost ressurto meet the energy
requirements of its customers on a stand-alonesbasirticipation in an RTO
provides benefits of additional reliability and @ppunity for cost-effective

purchases and off-system sales. However, an FA@ achange how a utility

views its participation in an RTO energy market.ithtAan FAC, the impact on
utility earnings of meeting customer’s load reqoiests with purchased power is
very small regardless of the cost or the volatibfythe cost to the customer.
Therefore, there is little reason for the utility be concerned with how much
energy it is purchasing from the RTO.

The risk of a negative impact on earning with respe owned-generation
is much greater because not all the costs of gengranergy are recovered
through the FAC. Capital cost recovery is includedase rates. There is the
potential for an imprudence disallowance when tlantpis built which would
impact earnings. There is a potential for changesccounting and depreciation
methodologies throughout the life of the plant hesg in stranded costs that
could impact earnings. When there are large experd for new equipment at
the plant, regulatory lag impacts utility earnings.If salvage and site
dismantlement costs are greater than what wereveeet for the plant in rates,
there would be an impact on the utility’s earnings.

On the customers’ side, when a utility has an Fé&xtessive spot market
purchases of energy moves cost risk and volatditthe customer. While being
part of SPP does give Empire access to other caeglayeneration, the price of
that energy is subject to the laws of supply anchated of all the members of
SPP. Other than its own generation and purchasegmcontracts, Empire has

no control of the supply of energy. Empire’s gatien is less than 2% of the

17
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1 total generation in SPE. Each member of SPP is making decisions based on
2 their view of what is best for them, not what ist®r Empire’s customers. And
3 SPP is making decision on what is best for alt®fmembers. Thus, the risk of
4 cost volatility increases if Empire relies too mumihn SPP market purchases and
5 since Empire has an FAC, that is risk that thearasts assume.
6 Mr. Roos states that “[o]ne purpose of the SPPM is to reduce price risk and
7 increase energy availability by economically dispahing the regional
8 generation resources to meet Empire’s native loadna the native load of
9 other members of SPP.* Is this correct?
10 No. SPP is an organization with 94 memberss linrealistic to expect SPP to be
11 specifically looking out for Empire’s native loadge risk. In fact, SPP’s mission
12 statement of “Helping our members work togethekeaep the lights on ... today
13 and in the future” says nothing about price orerisk.
14 SPP’s web site states that its integrated madtds “market functionality
15 that will coordinate next-day generation across tbgion to maximize cost-
16 effectiveness, provide participants with greatereas to reserve energy, improve
17 regional balancing of electricity supply and demand facilitate the integration
18 of renewable resource®®” Reduced price risk may be an outcome of the ntirre
19 market but is not one of the purposes of the market
20 Are there other aspects of the SPP market that M Roos improperly
21 characterizes?
22 Yes. Mr. Roos states that Empire’s generatesources are dispatched by SPP
23 when SPP decides it is cost effective to deploy igfspgeneratiorf’ While SPP
31 According to SPP’s website, its total generatiapazity in 2016 was 83,945 MW. Empire’s capacity
was taken from Empire resource plan filing.
%2 Roos Rebuttal, pg 9
% https://www.spp.org/markets-operations/integratestketplace/
% Roos Rebuttal, pg 10
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does dispatch Empire’s generation units, Empires liisl units into the market.
SPP makes its determination on which units to ditpdased on these bids.
Empire may choose whether or not to offer a unthm market and at what price
to offer the unit for dispatch. The price may Ibewe or below the actual cost to

provide energy.

Mr. Roos opines that when you stated in your dact testimony that it is
prudent for Empire to take advantage of low spot meket prices by
purchasing when spot market cost is less than itosts to generate, you were
implying that Empire has the option of choosing itshigher cost, non-SPP-
dispatched generation over the lower cost SPP IM tmeet its native load. Is
this characterization of your testimony correct?*

No. | was merely stating the fact that whersitess expensive to meet Empire’s

native load with spot market energy, it is prudentEmpire to do so.

Is Mr. Roos wrong when he states that Empire d@enot have the option of
using its higher cost generation?

Yes. As | described above, SPP dispatches baseBmpire’s bid. Empire
determines the bid price. There are circumstamcegich Empire may bid in a
unit at a price lower than the cost of the plaRbr example, if a higher cost plant
needs to run to test equipment at a generatiort, #anpire may bid the plant at
below cost so that it recovers some of the costadurs to do the testing. If
Empire has a bilateral contract that requires fidy for a set amount of energy, it
may bid that resource into the market at a pridevioéhe contract price in order
to reduce its losses. These are costs that Engpineurring, so it is prudent to

bid low enough that SPP would dispatch these ressysroviding some revenue

35|d
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to off-set the costs Empire is required to pay.these types of circumstances,

Empire does use its higher cost generation.

Mr. Roos also states that Empire does not resesvenergy it generates from
SPP to meet its native load® How would you respond to this statement?

The SPP IM is a financial market. SPP, basetherbids offered by its members
with resources, determines which units to dispatdhowever, the electricity
generated still goes to the closest draw. If SBPatiches an Empire unit, the
electricity goes to Empire’s customers the same itvdigl prior to the SPP IM. If
Empire has done a good job with its resource plagnis resources will be the
most likely cost-effective resources to provide rggeto its customers. |If
Empire’s customers get their needs met by generatiber than Empire’s, this
indicates either some other entity or entitieshim 8PP did not plan well and have
an abundance of inexpensive power or Empire’s regsuare inadequate to meet
Empire’'s customer’s needs. This is why “true” pwased power must be

reviewed in an FAC prudence review.

Is this an FAC issue or a resource planning ise®

It is actually an issue with both the FAC andaerce planning. Fuel and
purchased power costs are a direct result of tipdeimentation of a resource plan.
Having an FAC impacts cost recovery and in turn dhiéty’s earnings. As
described above, having an FAC changes the riskceded with different
resource planning options. The Commission’s Eletttility Resource Planning
Chapter 22 requires the utilities to consider ratiign of risks associated with
uncertain factors and rate increases associatdd algrnative resource plas.

However, it does not require the utility to look mtitigating customer bill

36|d

374 CSR 240-22.010(2)(C)1. & 3.
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volatility or price risk. Therefore, it is importato look at these in context of an

FAC prudence review.

Finally, Mr. Roos states that you did not actudy review “true” purchased
power.3® Is he correct?

No. |reviewed “true” purchased power in twargmonents described above in my
testimony. A summary of my review and a graph ofchased power contract
costs, SPP IM market purchases, and SPP IM ofésysales is included in my
direct testimony. However, Mr. Roos is correcthat | did not conduct a review
of the combined purchased power contract costsS&RIIM purchases. As stated
by Mr. Roos, it makes little sense to review the womponents combin&tfor

the reasons previously provided in this testimony.

Mr. Roos states that Staff reviewed the componés of Empire’s FAC. Did
that include a review of the components of “true” murchased power that Mr.
Roos states it makes sense to revietf?

No. According to Staff's response to OPC datguests 60 and 74, Staff did not

review the components of Empire’s “true” purchapeder.

Since Mr. Roos stated that purchased power shalilbe reviewed as OPC
provided in its direct testimony* did Staff agree to do similar analysis in
future prudence reviews?

No.

What did Staff review with respect to purchasedpower as part of its

prudence review in this case?

% Roos Rebuttal, pg 11

39|d
40|d

“11d, pg 12

21



Surrebuttal Testimony of
Lena M. Mantle
Case No. ER-2017-0065

o o1 B~ W N R

10
11
12
13

14
15
16
17
18
19
20
21
22

A.

According to the Staff report, it reviewed Empire’s long term purchased power
agreements for pruden&y. It reviewed purchased power costs and native load
cost (what Empire paid SPP for its native load’s energy requiref2i@tyff's
report only gives the prudence review period totals for the review period. The
analysis conducted by Staff was not described and no workpapers were provided

that show any analysis of purchased power costs by Staff.

What off-system sales revenue did Staff review?
According to the Staff prudence review report, it only reviewed the total revenue

provided from SPP for its generation and long-term purchased power &hergy.

There was no analysis conducted on the off-system sales Empire made on the SPP

IM. Again, the Staff report only gives the total revenue for the review period.
The analysis conducted by Staff was not described in its report and no workpapers

were provided that show any analysis by Staff of off-system sales revenues.

If only given the information provided in Staff’'s report, what would a logical
conclusion be regarding the amount of Empire’s purchased power costs and
off-system sales revenue?

According to the Staff report, total purchased power costs were
o ** which included long-term purchased power contracts costs of
*x * and transmission costs of $5,866,483. Off-system sales

revenues were **$ #% 46

These values provided by Staff indicate
Empire was a net purchaser of energy by ** ** and since its long-

term purchased power contract costs were ** ** it would seem that

“2 gxth Prudence Review of Costs Related to the Fuel Adjustment Clause for the Electric Operations of the
Empire District Electric Company, Saff Report, File No. EO-2017-0065, February 28, 2017, pg 19 - 20
“31d, pg 21 - 22

**1d, pg 25-26

“S1d, pg 21

“1d, pg 25
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Empire’s SPP market purchased power for the review period cost ** *

and Empire made no sales on the SPP IM.

What were Empire’s actual SPP IM purchased power costs and revenues
during the prudence review period?

From Empire’s general ledger entfiess shown in Schedule LMM-D-3 of my
direct testimony, Empire’s SPP IM purchased power costs for the prudence review
period were $31,746,115 and it received $27,027,458 in revenues from sales of

energy on the SPP IM.

How do you reconcile these numbers?

| have not been able to. | do know that the values attached to my direct testimony
are from the general ledger provided in response to Staff data request 29 which
contain purchased power costs and off-system sales recorded in compliance with
FERC Order 668. It is my understanding that Staff's values came from FAC

reporting requirements provided by Empire.

Is this why OPC has been requesting this information to be provided in the
FAC reports consistent with FERC Order 6687

Yes.

Finally, do you have any concluding remarks with respect to Staff’'s
testimony to OPC’s recommendation that the Commission direct Staff to
include a review of “true” purchased power and off-system sales in its FAC
prudence reviews?

Staff agrees with OPC that it makes sense to review the components of “true”
purchased power and off-system sales, however, it is reluctant to agree to do so.

Therefore, the recommendation remains that the Commission direct Staff to

“" Entered in compliance with FERC Order 668
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include a review of “true” purchased power and sytem sales in its future
prudence reviews. Since the Staff believes, aladrée, that a review of the
combination of long-term purchased power costs &g IM purchases does not
make sense, then Staff should review each separakeladdition, Staff should
include a review of Empire’s SPP IM sales as reediic compliance with FERC
Order 668.

RESPONSE TO THE REBUTTAL TESTIMONY OF STAFE WITNESS

LUEBBERT
Q.

Would you provide a brief summary of why there $ a requirement for heat
rate testing results as minimum filing requirementswhen an electric utility
requests continuation or modification of an FAC?
Yes. As stated in the direct testimony of OP{thass John A. Robinett, a heat
rate is a measure of generating station thermmlieficy. It is a measure of how
efficient a power plant is in converting fuel teeelricity. Comparisons of heat
rates over time show changes in performance ofngrgdon plant and help to
monitor overall plant performance. There are défee ways of calculating heat
rates from the simple method of dividing the Bhtthermal units (“Btu”) content
of the fuel burned by the resulting net kilowatuh@f generation (“*kWh”) to a
heat rate test methodology that meets the perfaenéesting standards of the
American Society of Mechanical Engineers.

As Engineering Supervisor and Manager of the @néepartment of
Staff, engineers under my supervision used heataatves as an input into the
fuel production cost modeling as Staff currentlyeslo Prior to the passage of
Section 386.266 RSMo, the engineers noted thatitihies, in an effort to save
costs, were not conducting regular, rigorous hatd testing of their generation
plants on a regular basis. While this was a ehgk in accurately estimating fuel
costs for revenue requirement, it was the utilitiest ultimately were taking the
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risk. As power plant efficiencies decline, it costere in fuel to generate the same
amount of energy. Any increased costs incurred tdugecreased efficiency in
power plants would impact utility earnings. Cusesi® bills would remain the
same until the next rate case.

However, once the increased costs due to ineffaes were to be passed
on to customers through a rate adjustment mecharsaoh as an FAC, Staff
engineers viewed the utilities’ indifference towanmonitoring power plant heat
rates as problematic. With an FAC, any increadaehcosts due to reductions in
heat rate efficiencies would be passed on to tkeomers. For this reason, Staff
proposed, and the Commission adopted, the repadopgrement found in 4 CSR
240-3.161(2)(P) which requires a utility requestthg establishment of an FAC
to provide proposed schedules and heat rate aptficiency testing plans with
written procedures for all generation plants ineortb determine a base level of
efficiency for each of the plants. For subsequgamnteral rate cases in which the
utility requested a continuation or modification af FAC, Staff requested, and
the Commission adoptéd,a minimum filing requirement for the utility to
provide the results of heat rate and/or efficiet@sgs conducted at least 24 months

prior to the utility’s request for an FAE.

Mr. Luebbert states that the term baseline is nbdefined or mentioned
anywhere in 4 CSR 240-3.16% Is he correct?

He is correct that the term “baseline” is noffided or mentioned, but the
synonymous term “base level” is used. The mininfilimg requirement for the
establishment of an FAC, 4 CSR 240-3.161(2)(P)esta

A proposed schedule and testing plan with wriptemcedures for
heat rate tests and/or efficiency tests for allhef electric utility’s

8 EX-2006-0472Final Order of Rulemaking, pg 13 - 14
494 CSR 240-3.161(3)(Q)
* Luebbert Rebuittal, pg 5

25



Surrebuttal Testimony of
Lena M. Mantle
Case No. ER-2017-0065

1

w N

© 00 N o o1 b

10
11
12
13
14
15
16
17
18
19

20
21
22

nuclear and non-nuclear generators, stem, gaspiahwbines and
heat recovery steam generators (HR3&)etermine the base
level of efficiencyfor each of the units. (emphasis added)

A “base level of efficiency” is a baseline to whiblkeat rates provided in future
cases should be compared. The absence of the“basdline” does not signify
there was no intent for baseline heat rates todveriohined for which efficiency
gains or losses could be measured. While not ubki@gpecific word, it is clear
that it was the intent of the Commission for baselheat rates to be established

for each generating unit of each utility with an@CA

Did the Missouri electric utilities provide the €hedules and testing plans
required by 4 CSR 240-3.161(2)(P) in the cases irhigh they requested and
received approval for an FAC?
GMO, Empire, and Ameren Missouri did. The tegtprocedures and schedules
were carefully scrutinized by Staff engineer Midh@aylor>® Changes were
made by these utilities regarding testing proceslused standards and the
schedules for the tests as a result of Mr. Taylanalysis.

The StaffRevenue Requirement Cost to Serve Report describes that KCPL
followed the heat rate testing procedures laidfoutGMO in ER-2007-0004 and
KCPL provided a schedule that was reviewed by Stitffess Randy S. Gross.

Were baseline heat rates set for the utilitiesitheir first general rate cases in
which they filed to continue or modify their FACs?

Yes, baseline heat rates were set for GMO, Eenpind Ameren Missoutf.

*! Rebuttal testimonies of Michael E. Taylor in ERBZED004, ER-2008-0093, and ER-2008-0318

*2 Case ER-2014-037@&aff Report Revenue Requirement Cost of Service, pg 203-204

*3 ER-2009-0090Saff Report Cost of Service, pg 144; ER-2011-000&aff Report Cost of Service, pg 101;
ER-2011-00283aff Report Revenue Requirement Cost of Service, pg. 122
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> O

Mr. Luebbert states that there is not an estabfhed method to calculate or
determine what the “baseline” heat rate should bedr each generating unit.
Do you agree?

No. As Mr. Taylor explained in his rebuttal tiesony in the GMO rate case, ER-
2007-0004, attached to this testimony as SchedMlisliS-1, there are a number
of adequate testing procedures provided in The AraerSociety of Mechanical
Engineers’ Performance Test Codes (ASME-PTC). i rbebuttal testimony
regarding Empire heat rate testing in case ER-ZW®AB, he provided Staff's
expectation that procedures by Empire and othetr&dautilities be comparable to
the Aquila procedure¥. While these performance test codes are not spalbjf
designed to determine “baseline” heat rates, theystandards that were used to
determine the baseline heat rates provided by GM@pire, and Ameren
Missouri in their next rate cases. In additionwa@s Mr. Taylor’s testimony in the
Empire rate case ER-2007-0093 that, while Staffrditlexpect heat rate testing
procedures that duplicated the ASME-PTC, theseopednce codes utilize
current industry practices and should provide #istapoint for heat rate testing

procedures to meet the requirements of the Comonissie>°

Did Staff discuss the purpose of base line he@dtes in any of its testimony?
Yes. Inits report in case ER-2009-0090, Sstdted:

GMO'’s heat rate and/or efficiency testing resualts the baseline
against to which to measure the future efficienicthe units>®

In its report in case ER-2011-0004, Staff stated:

There are now base line heat rate testing refultl of Empire’s
generating plants to which future heat rate tesulte can be
compared as a measure of the change of efficieitheplant’

> Rebuttal Testimony of Michael E. Taylor, ER-200798, pg 5
*1d. pg 6
*% 3aff Report Cost of Service, ER-2009-0090, pg 144
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Finally, in its report in case ER-2011-0028:

There are now base line heat rate testing refrltall of Ameren

Missouri’'s generating plants to which future heatertest results

can be compared as a measure of the change akedfjcof the
58

plant:

What is your experience with the aforementionedestimony?
At that time | served as Manager of the Commoiss Energy Department,
which was assigned the task of reviewing the hatd mformation. |

reviewed the work of the department’s engineers.

At that time, was it your understanding that these baseline heat rates would
only be compared to the heat rate test results irhe next rate case and that
new baseline should be established as Mr. Luebbeseems to imply?°

No. Baselines are appropriate for as long ast Inate testing procedures are
consistent. No information regarding changes fitiehcy can be obtained from
one data point. Two data points only provide infation regarding the difference
between those two points in time. A trend in clenm efficiencies cannot be
determined until there are three or more data poiore information is gained
with every data point. Baselines should only b&etevhen major changes are

made at a power plant.

Would you summarize your surrebuttal testimony b Mr. Luebbert?

Yes. Baseline heat rates to meet standardsgiaeral conform to industry-
standard practices were established for Empirefeeigging units in ER-2011-
0004. Staff has testified in two rate cases dftar case that Empire has provided

heat rate test results that meet the CommissiolAC Fminimum filing

>" qaff Report Cost of Service, ER 2011-0004, pg 101
*8 Jaff Report Revenue Requirement, Cost of Service, ER-2011-0028, pg 122
*9 Luebbert Rebuittal, pg 5-6
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requirement§’ In the most recent rate case, Staff merely tedtifhat the heat

rate tests were conducted within the 24 month requent of the rule. The results
of these heat rate tests should be included imetiew by Staff in each rate case
and FAC prudence case for indications of unexpedtmieases in efficiencies.
Anything less is a degradation of the customerqutodn of prudence reviews
required by Section 386.266 RSMo.

o o1 B~ W N R

Q. Does this conclude your surrebuttal testimony?
8 ||A. Yes, it does.

0 ER-2012-0345Saff Report Cost of Service, pg 145-146; ER-2014-035%aff Report Cost of Service, pg
126-127; and ER-2016-0023taff Report Revenue Requirement, pg 138
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REBUTTAL TESTIMONY
OF
MICHAEL E. TAYLOR
AQUILA, INC.
D/B/A AQUILA NETWORKS-MPS and AQUILA NETWORKS-L&P
CASE NO. ER-2007-00004
Please state your name and business address.
Michael E. Taylor, P.O. Box 360, Jefferson City, Missouri, 65102.

By whom are you employed and in what capacity?

> e > R

I am employed by the Missouri Public Service Commission (Commission) as

a Utility Engineering Specialist III in the Energy Department of the Utility Operations

Division.
Q. Please describe your educational and work background.
A. I graduated from the University of Missouri-Rolla with a Bachelor of Science

degree in Mechanical Engineering in May 1972 and a Master of Science degree in
Engineering Management in August 1987. I served as an officer in the United States Navy
(Submarine Service) from June 1972 to January 1979. I was employed by Union Electric
Company (AmerenUE) from February 1979 until January 2003. While at AmerenUE, I
worked at Callaway Plant in various departments including operations, work control,
engineering, and quality assurance. In addition to these specific department functions; my
work experience also includes quality control, instrumentation and controls, fire protection,
industrial safety, outage scheduling, daily scheduling and work planning. I was licensed as a

Senior Reactor Operator from 1983 until 1998. 1 served as an Emergency Duty
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Officer/Emergency Coordinator and Recovery Manager in the plant emergency response
organization. During my employment with AmerenUE, I also participated in corporate
activities related to other electrical generating and transmission facilities. These activities
included task group evaluation of existing generating units and recommendations regarding

AmerenUE’s generation portfolio. In March 2003, I began my employment with the

Commission.
Q. Did you file direct testimony in this case?
A. No.
Q. Have you filed testimony previously before the Commission?
A. Yes. I filed testimony in the general rate increase cases of Kansas City Power

& Light Company and Union Electric Company d/b/a AmerenUE (Case Nos. ER-2006-0314

and ER-2007-0002, respectively).

EXECUTIVE SUMMARY

Q. Please provide a summary of your testimony.

A. This testimony responds to direct testimony filed by Aquila and provides
details of Staff’s expectations for generating unit heat rate tests and/or efficiency tests for
utilities operating under a Commission approved fuel and purchased power cost recovery
surcharge. This testimony also provides Staff’s position regarding use of certain industry
standards as a general basis for the heat rate or efficiency tests and describes actions that

should be taken by Aquila based on the results of the tests.

COST RECOVERY MECHANISM--TESTING REQUIREMENTS

Q. What is the purpose of your rebuttal testimony?

Schedule LMM-S-1
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A. My rebuttal testimony is responding to the direct testimony of Aquila witness
H. Davis Rooney regarding compliance with Commission Rule 4 CSR 240-3.161(2)(P). The
specific portion of Mr. Rooney’s direct testimony addressed is page 27, lines 3-11.

Q. What are the requirements of 4 CSR 240-3.161(2)(P)?

A. This subsection of the rule provides requirements for heat rate tests and/or
efficiency tests for generating units. Specifically, it requires an electric utility that files to
establish a rate adjustment mechanism to file:

A proposed schedule and testing plan with written procedures for heat
rate tests and/or efficiency tests for all of the electric utility’s nuclear
and non-nuclear generators, steam, gas, and oil turbines and heat
recovery steam generators (HRSG) to determine the base level of
efficiency for each of the units;

Q. Does Mr. Rooney’s testimony comply with this subsection of the rule?

A. No. Mr. Rooney states in part, “Aquila has a proposed schedule for heat rate
and/or efficiency testing with written procedures.” and “The unit’s heat rate will be
determined with data collected during the Electrical Facility Ratings following the SPP
procedures.”

Q. Has Aquila provided any information more detailed than that contained in Mr.
Rooney’s testimony?

A. Yes. Staff submitted Data Request No. 0344 to obtain additional information.
Aquila has provided additional information in response to that Data Request. The additional
information was consistent with the original testimony in that it indicates Aquila’s intention
to perform the required heat rate and/or efficiency testing in conjunction with the SPP

Facility Rating Test. According to Aquila’s proposal, the typical data captured in the SPP

Facility Rating Test would be supplemented with additional data obtained during the test. By

Schedule LMM-S-1
3 6/10



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Rebuttal Testimony of
Michael E. Taylor

utilizing the typical rating test data and the supplemental data, a heat rate for the generating
unit would be determined.

Q. Does Staff agree that this proposed methodology satisfies the requirements of
4 CSR 240-3.161(2)(P)?

A. No.

Q. What procedures does Staff believe must be implemented by electric utilities
operating under a Commission approved fuel and purchased power cost recovery surcharge in
order for them to comply with the rule?

A. It is Staff’s position that electric utilities operating under a fuel and purchased
power cost recovery surcharge must have procedures in place that: 1) require testing of
generation plant heat rates on a regular basis, 2) generally conform to industry-standard
performance testing methodologies, 3) require identification of plant systems, structures, or
components that are degrading overall plant heat rate/efficiency, and 4) require cost-effective
maintenance or replacement activities on any such systems, structures, or components that
have been identified as degrading overall plant heat rate/efficiency.

Q. Why does Staff believe these procedures are necessary for electric utilities
operating under a fuel and purchased power cost recovery surcharge?

A. Electric utilities recovering fuel and purchased power costs based on a fixed
amount set in a rate case (i.e., using the traditional approach to rate setting) have strong
incentives to control their fuel and purchased power cost. If a utility can reduce its overall
fuel and purchased power cost below the fixed amount set in rates, this difference improves
the utility’s profitability. If on the other hand the utility experiences fuel and purchased

power costs that exceed the fixed amount set in rates, this difference decreases the utility’s
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profitability. This dynamic creates a strong incentive for the utility to control its fuel and
purchased power cost.

In contrast, electric utilities that can adjust their rates to reflect changes in fuel and
purchased power cost between rate cases may have incentives to act prudently in their
purchasing decisions; however, Staff does not view these incentives as being as effective as
the incentive that exists to control these costs if no changes in rates are possible between rate
cases.

Q. Does Staff have any specific recommendations for testing procedures?

A. Yes. Staff believes that a number of adequate testing procedures are provided
in The American Society of Mechanical Engineers’ Performance Test Codes (ASME-PTCs).

Q. What are the ASME-PTCs?

A. The ASME-PTCs are documents that specify recommended procedures for
various types of power industry equipment. These procedures and documents are developed
by committees of industry experts and published by The American Society of Mechanical
Engineers (ASME). There are approximately fifty (50) Performance Test Codes associated
with testing of power industry equipment.

Q. Can you provide examples of ASME-PTC topics?

A. Yes. Some of the ASME-PTC topics are listed below:

General Instructions (PTC 1 —2004)

Test Uncertainty (PTC 19.1 —2005)

Digital Systems Techniques (PTC 19.22 — 1986)

Steam Turbines (PTC 6 —2004)

Fired Steam Generators (PTC 4 — 1998)

Performance Test Code on Overall Plant Performance (PTC 46 — 1996)
Performance Monitoring Guidelines for Steam Power Plants (PTC PM — 1993)

Wind Turbines (PTC 42 — 1988)
Performance Test Code on Gas Turbines (PTC 22 — 2005)
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Q. Does Staff expect written procedures developed by Aquila for heat rate tests
and/or efficiency tests to duplicate the ASME-PTCs?

A. No. Staff does not expect Aquila’s written procedures to duplicate the ASME-
PTCs. The ASME-PTCs provide a high level of detail, potentially more than would be
expected by Staff. The ASME-PTCs utilize current industry practices consistent with
obtaining accurate results, and should provide a starting point for development of testing
procedures specific to individual generating units.

Q. When subsection (2)(P) of the above-noted Commission rule says “determine
the base level of efficiency for each of the units”, what does Staff understand would be
included in this determination?

A. Staff expects the “base level of efficiency” to be determined in a manner that
assures the generating unit is operating at optimum conditions unless there are known and
expected degradation mechanisms, which then need to be taken into account. For newer
generating units, the “base level of efficiency” could be determined from performance
guarantee tests following construction of the unit. For older generating units, however, the
“base level of efficiency” must be determined through a rigorous process that verifies the unit
is performing at a level consistent with its age, hours of service, and prudent preventive and
corrective maintenance.

Q. Earlier in your testimony, you stated that electric utilities operating under a
fuel and purchased power cost recovery surcharge must, among other things, have procedures
in place that “require testing of generation plant heat rates on a regular basis”. What does

Staff mean by “a regular basis”?
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A. Staff’s expectation would be that the required testing would be performed at
intervals not to exceed twenty-four (24) months.

Q. What is the basis for Staff’s twenty-four (24) month expectation?

A. Subsection 4 CSR 240-3.161(3)(Q) provides information relative to this
expectation. This subsection is included in a section of the rule that establishes requirements
for filing a general rate proceeding (following the general rate proceeding that established a
utility’s rate adjustment mechanism (RAM)) in which the utility requests that its RAM be
continued or modified. Subsection (3)(Q) sets forth the following filing requirement:

The results of heat rate tests and/or efficiency tests on all the electric utility’s
nuclear and non-nuclear steam generators, HRSG, steam turbines and
combustion turbines conducted within the previous twenty-four (24) months.
(Emphasis added.)
This subsection indicates that all the electric utility’s generating units would have been tested
within the previous twenty-four (24) months. Therefore, it is reasonable to conclude from
this requirement that a testing interval not to exceed twenty-four (24) months is expected.

Q. Does this conclude your rebuttal testimony?

A. Yes, it does.
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