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MR, KEEVIL: Yeah, just very briefly. Very

briefly, Judge.
CROSS- EXAM NATI ON
BY MR KEEVI L:

Q M. Hardesty, were you in the hearing room or
wat ching on the internet for the opening statenents?

A | was in the room

Q You were in the room So did you see page 1
of Ofice of the Public Counsel's opening statenent
presentation on what they called True Cost
Det er m nati on?

A. | did.

Q Do you agree with that presentation?

A There are many aspects of it which | did agree
with. However, there appears to be several factors that
are mssing on the schedule. | did agree that the
financi ng woul d not be considered a gain on the transfer
of the asset to the special purpose entity. However, it
appears to be mssing the fact that when the revenues
are collected in order to pay back that bond financing
the utility wll pick up that income and pay taxes on it
at that time under the IRS revenue procedures. |t
states both portions of that in Revenue Procedure
2005- 62.

Q Ckay. Basically, can you summarize that for a
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dunb attorney? Does that mean -- Does the

securitization charge revenue received by Evergy West
will be taxed or will not be taxed?

A So when the costs were incurred, it was able
to take a tax deduction. So it got a tax deduction on
the return. W did not take a deduction for book
purposes. So it created a timng difference which
created deferred taxes which are sitting on M ssouri
West's books. It's a deferred tax liability.

VWhen the financing occurs and we transfer that
deferral over to the special purpose entity, the IRS
revenue procedure says that sale of that asset to the
speci al purpose entity is not taxed. So we do not have
to pay any taxes when it receives cash fromthe
financing or the sale to the special purpose entity.

However, when the revenues are collected at
the special purpose entity, the non-bypassabl e charge,

t hose revenues, the Conpany has to pick up that revenue
on Mssouri West's taxable incone and pay the deferred
tax liability as it's collected back to the IRS. So
deferred taxes reverse as those revenues are coll ected.

MR KEEVIL: kay. Thank you. That's all
have, Judge.

JUDGE CLARK:  Any cross-examnation fromthe
O fice of the Public Counsel?
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MS. VanGERPEN: Yes, Your Honor.

CROSS- EXAM NATI ON
BY Ms. VanGERPEN:

Q Ms. Hardesty, would you turn -- Do you have a
copy of your surrebuttal testinony?

A | do.

Q Coul d you | ook at that. Okay. Wuld you
pl ease turn to page 3. Referring to lines 3 through 5,
you woul d agree with ne that Evergy M ssouri West
received a tax deduction when it incurred the fuel costs
related to Storm Uri?

A That's correct.

Q If we assune that those costs are securitized,
and no one here is arguing that they shouldn't Dbe,
Evergy M ssouri West will recover the fuel costs related
to Storm Ui through the proceeds fromthe securitized
bonds?

A That's correct.

Q So now |'d like to turn your attention to line
4 of your testinmony there on page 3. You woul d agree
with ne that Evergy Mssouri West will not pay taxes on
t hose bond proceeds; is that correct?

A VWhen the bonds are issued, it will not pay
taxes at that tinme.

Q Ms. Hardesty, would you agree with me that
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Evergy Mssouri West will not repay the tax deduction

that it received for the Storm Ui fuel costs?

A It does not have to repay the tax deducti on.
It will have to pay taxes when the non-bypassabl e
charges are coll ected.

MS. VanGERPEN. Could you give nme just a
moment, Judge.

JUDGE CLARK: Take your tine.
BY MS. VanCGERPEN:

Q Ms. Hardesty, | just want to clarify what you
just said there. Is it Evergy Mssouri Wst or the SPE
who wi Il be paying those taxes?

A VWhen the financing occurs at Mssouri West,
the gain that would otherw se be taxable is deferred.
So it's not taxed at that tine. The SPE will get
revenue and will pay taxes, but Mssouri West has to
pick up the revenues and reverse -- basically pick up
the gain on Mssouri West at that tine. So the IRS
revenue procedure is favorable to the taxpayer because
It does not have to pick up the incone upon the
financing or upon the bond issues. It does have to pick
up the -- It doesn't pick up the revenues per se, but it
has to reverse that deferred tax liability as the
revenues are collected onits tax returns in accordance

wi th Revenue Procedure 2005-62.
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Q Sol'dlike to shift gears just a little bit.

Ms. Hardesty, you tal ked about the SPE. Moving on

MS. VanGERPEN. Your Honor, | plan to discuss
393.1700, the statute. | don't intend to offer that as
an exhibit, but it's just a printout of the statute
Itself, but | have brought a paper copy for everyone, so
' mgoing to pass that out now.

JUDGE CLARK: o ahead.

MS. VanGERPEN:. Judge, | did want to clarify
as well that it is just the first part of the statute
through the definition of Special Contract. So it's not
the full printout of the statute.

JUDGE CLARK: Ckay. Thank you.

BY MS. VanCGERPEN:

Q So Ms. Hardesty, getting back to that, | want
to direct you to the definition of Financing Costs which
I's in subsection (8) of the definitions section, and |
believe that is page 2 of the handout that | just handed
out .

|'d like to direct your attention specifically
to subsection (d) of the definition and it says any
taxes and |icense fees or other fees inposed on the
revenues generated fromthe collection of the
securitized utility tariff charge or otherw se resulting

fromthe collection of securitized utility tariff
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charges, in any such case whet her paid, payable, or

accrued. You agree that | read that correctly, right?

A | believe so.

Q Now | want to shift to the definition of
Securitized Uility Tariff Charge which is at subsection
(16) and that's on page 3 of the printout. You would
agree that the first part of this definition reads the
anmount s aut horized by the conmi ssion to repay, finance,
or refinance securitized utility tariff costs and
financing costs and that are, except as otherw se
provided for in this section, non-bypassable charges
I mposed on and part of all retail custonmer bills; is
that correct?

A | believe that's what's there.

Q So you woul d agree with nme that the taxes owed
by the SPE on the revenue collected fromcustonmers to
repay the bonds will itself be collected fromcustoners

t hrough a charge on the custonmers' bills; is that

correct?
A | believe the anount that we will put on the
bill will include the taxes for the SPE, correct.
MS. VanGERPEN. No further questions, Your
Honor .

JUDGE CLARK: Any questions fromthe

Comm ssi oners?
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CHAI RMAN SI LVEY: No questions, Judge.

JUDGE CLARK: Thank you, Chairman. | have
just really one question.

QUESTI ONS
BY JUDGE CLARK:

Q Do you have a copy of Ms. Bolin's surrebuttal ?

A | actually do not have that with ne.

Q | think we can do it without it. In response
to Data Request 96 regarding special purpose entity
I ncome taxes, Ms. Bolin states that Staff's
understanding is that these taxes will not be charged to
Evergy M ssouri West retail customers in future rate
cases or other regulatory proceedings. Do you agree
with that statenent?

A | do agree in future rate proceedings the
taxes will not be included in the revenue requirenent,
but the reason we've included themhere is because the
costs will be repaid by the Conpany and those deferred
taxes will remain in rate base as a reduction to rate
base until they're ultimately paid back to the
gover nnent .

JUDGE CLARK: (Ckay. Thank you. That's ny
only question. Any recross based upon Conm ssion
questions? Vel vet.

MS. BELL: No, Your Honor.
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JUDCE CLARK:  Nucor.

MR, ELLINGER: No questions. Thank you,

Judge.
JUDGE CLARK:  MECG
MR OPITZ: No, thank you, Judge.
JUDGE CLARK: Staff of the Conm ssion.
RECROSS- EXAM NATI ON
BY MR KEEVI L:

Q Ms. Hardesty, in response to a question from
Ms. VanCerpen, you said that the Conpany, | believe
Evergy M ssouri West, maybe the special purpose entity,
but would be putting sonmething on the bills of the
custoners that reflected the taxes?

A So the amount that's securitized needs to
include -- So if the revenue comes in and you have a tax
amount, the taxes in that revenue requirenment is
i ncluded in the anount that's securitized to ensure we
can pay back the bond.

Q But that is included or is that included in
the amount that is the 306.1 under the settlenent?

A It's alittle bit confusing. Under general
rate making principles you have revenue that would be
taxed. And then in order to ensure that you can -- to
get a tax deduction for that anmount fromthe custoner

perspective but then you gross it up to get the revenue
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requirement to be able to pay it all. It ends up being

the sane nunber. So we just exclude that tax conponent
fromthe nunber. | believe | have a couple of data
requests that kind of show how that works in some of the
data requests that were requested.

Q I n your responses you nean?

A Yes. The Conpany wll be able to -- if it
gets the full securitized costs w thout a reduction for
taxes, it wll be able to pay all the taxes of the SPE.

Q And that when you say gets all the full anmount

or whatever, going off the settlenment --

A Correct.

Q - that would be roughly 306.1 mllion?

A Correct.

Q And so it's in there?

A It's in there, yes.

Q Ckay. Thank you

A W don't need additional anounts for that. W

can't reduce the amount, otherwise we will not be able
to. W'Ill have a large wite-off on the financial
statenments if we don't collect the full anount.

MR, KEEVIL: Nothing further, Judge.

JUDGE CLARK: Any recross from Public Counsel ?

MS. VanGERPEN. Could you give me just one

moment, Judge.
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JUDGE CLARK: O course.

MS. VanGERPEN. No questions, Your Honor.
JUDGE CLARK: Any redirect from Evergy?
MS. WHIPPLE: Briefly. And permssion to
approach with what we are marking as Exhibit 19.
JUDGE CLARK: Go ahead.
REDI RECT EXAM NATI ON
BY M5. WHI PPLE:

Q Ms. Hardesty, do you recogni ze Exhibit 197?

A | do.

Q Can you please tell us what it is?

A Yes. This document is the I RS Revenue
Procedure 2005-62, which tal ks about how the taxability
of securitized funds are done froman |IRS perspective.

Q And is this the revenue procedure that you
referred to in your testinmony | believe in response to
Staff's and OPC s questions?

A It is.

M5. WHI PPLE: At this tine we would nove to
admt Exhibit 19, Your Honor.

JUDGE CLARK: Any objection to admtting
Exhibit 19 onto the hearing record? Exhibit 19 is
admtted onto the hearing record.

(COMPANY EXHI BI T 19 WAS RECEI VED | NTO EVI DENCE
AND MADE A PART OF THI'S RECORD.)
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BY M5. WHI PPLE:

Q Ms. Hardesty, could you please direct us to
the portion of this Revenue Procedure 2005-62, which you
were referring to in your testinony where you indicate
that the taxes are ultimately paid to the governnent?

A So in Section 6 where it says Application .01
Is where it states that the utility wll be treated as
not recogni zing gross incone upon the receipt of a
financing order in part (1) and part (2) won't recognize
based on the recei pt of cash or other val uable
consi deration. Section 6 part .03 tal ks about where the
non- bypassabl e charges are gross incone to the utility
recogni zed under the utility's usual nethod of
accounting. Basically it states we don't have to pick
up the inconme upon the issuance of the bonds or the
recei pt of the cash but we do have to pick up the income
as the non-bypassabl e charges are incurred or put on the
customers' Dbills.

Q So do you agree that through securitization
the Conpany is experiencing a permanent tax benefit?

A No.

Q And that's because of this revenue procedure;
Is that right?

A Correct.

MS. WH PPLE: Thank you. No further

www. phi ppsreporting. com

(888) 811-3408
JSR-R-03 Page 11






