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KCPL Rate Case History

» £R-2006-0314: 10,46% increase
effective January 1, 2007

* ER-2007-0219: 6.50% increase
Effective January 1, 2008

+ ER-Z009-0083: 156,16% increase
Effactive Septemher 1, 2009

* FR-20100855: 5.23% increase
fffective May 4, 2011

TOTAL: 43.80% intrease between 2007 - 2011
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KCPL Rate Case History

* In the current case, KCPL continues 10 seek
an increase of $105.7 million {15.1%).

« With KCPL's proposed increase, KCPL
electric rates will have increased by
65.5% in six years.

GMO Rate Case History

+ ER-2007-0004:

+ MPS authorized 11.64% increase
* L&P authorized 12.79% increase

« ER-2005-0090:

« MPS authorized 10.46% increase
= LRP authorized 11.85% increase

+ ER-2010-0356:

» MPS zuthorized 7.20% increase
» L&P authorized 15.80% Increase

GMO Rate Case History

* With GMO’s proposed increase,
electric rates for the MPS division will
have increased by 46.54% in five
years. Rates for the L&P division will
have increased by 74.93%.

+ Does not include rate increases

automatically passing through the
FAC.
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National Average Electric Rates
Residential Rates

* Between 2006 — 2011, national average
residential rates only increased by 25.7%.

* KCPL residential rates increased by 43.9%
» GMO residential rates Increased by 45%.

= Source: 3taff Cost of Service Report, page 17
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National Average Electric Rates
Commercial Rates

+ Batween 2006-2011, national average
commercial rates only increased by 17.65%.

* KCPL commercial rates increased by 38.1%
* GMO commerzial rates increased by 40%.

* Source: Staff Cost of Service Report, page 18

National Average Electric Rates
Industrial Rates

* Betweent 2006-2011, national average Industrial
rates increased by only 15.9%.

* KCPL industrial rates increased by 37.83%.
* GMOQ industrial rates increased by 41%.

* Source: Stsff Cost of Service Report, sage 39

National Average Electric Rates

* KCPL and GMO residential rates have grown 75%
faster than the national average.

* KCPL and GMO commaercial rates have grown
125% faster than the nalional average.

» KCPL industrial rates have grown 138% faster
than the national average. GMO industrial rates
have grown 158% faster than the national
average.
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Administrative & General Costs are Excessive
Customer Count Basis

Ernpire: $222.05 / custamer
Ameren: $231.17 f customer
Westar: 5255.06 7 customer

KCPL ang GMO: $296.07 / customer

« KECPL and GMO have 824,841 custiomers, therefore if KCPL and
GMO reduced ALG down to level of Westar, rates wauld be
$33.8 milkion lower.

« Source: Saf Lost of Service Heperk, pege 250

Administrative & General Costs are Excessive
Energy Production Basis

Westar: $5.28 / MWk
Ameren: $5.72 / Mwh
Ernpire: $6.35 f MWh

KCPL wnd GMC: $B.45 / MWh

* KCPL and GO have 28,854,987 MWh generated. Therefors if
ECPL and GMO) redured ARG down 10 level of Empire, rates
would be $60.7 milion ipwer,

* Source: Saff Cost of Service Report, pags 251

Administrative & General Costs are Excessive
% of Operating Revenues

* Emplre: 7.06% of operating ravenies

= Westar: 7.59% of eperating revenues

+ Ameren: 3.53% of uperating revenus:

* KCPL arut GMO: 10,59% of operating revenues

+ KCPLand GMO hiave 52,318,008,530 of operating revenuss.
Therefore if KCPL and GMO reduced ASG down 10 jevel of
Ameren, retes would be $42.6 million lower.

= Source: Staff fost of Service Report, page 152




Administrative & General Costs are Excessive

+ By any measure of administrative and
general costs, KCPL and GMO rates would
be $33.8 to 560.7 million lower if KCPL and
GMO could just reduce their ARG expense
to the second worst instead of being
consistently the worst.
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Why Note Past Increases?

= NCPL and GMO's rate increases srer't simply about rates.
sany of the larger issues in KCPL and GMO's case concern
mechanisms that will iesd 1o more frequent or eger rte
adjustresss.

+ This is typical of recent cases. Whenever o ity fiias a case,
ask yourseif, what do they warnt now??
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Missouri Ratemaking

a2t LS TR Ao 1S < = - e IS SRNIWNA
o permit them: 1o coflect additional amounts simply becausé
they had additionsi past expensas not coveresd by either
clause is retroactive rate making.

ity O vers Councii af b i{Mo. bane 197%

» Missouri ratenssking is based upon, through the use of 4 test
year relationship of revenues, expenses and eate base, 8
balgacing of the risk of excessive rates and inadeqguate rates.
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) BEPRECIATINGRATE BASE
INCREASINGRCOSTS INCREASING CUSTOMER COUNT
DECREASING RbveNuEs RCREASING USAGE
ADBITIONAL BANT WHOALFSALE REVENES

RAES IMADEQUATE RATES EXCESSIVE
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Missouri Ratemaking
Rates are Excessive

+ Utilities have the oppartunity for windfall profits if they can
detrease costs, Therefore, a well timed debt refinancing,
eMpioyee SEVEranse program, warmer weather or increased
whoiesate profis will lead to an immediate raductlon in costs
and increased prafies to the Wility. This i good because it
provides atility an incentive to minimize costs.

+ Shareholters realized » wirddfall of 5354 million associated
with the weli-timed employee separation program {ORVS].

+ Shareholders reatized 5 windfail oF $14.7 mEfion in the second
quarter of 2012 because of warm weather,

Missouri Ratemaking
Rates are Inadequate

» On the other hang, iailities accept the risk that it casnot
control expenses and extes are not sufficient. Wity must
accept these inadeguate rates until its next te case s
completed.

Missouri Ratemaking

« ‘the Missouri ratemsking paradigm has historically worked.

+ With the compietion of Wolf Creek in 1984, XCPL did not have
anuther rate case for 22 years. In fact, durtog that time, rates
wers retoced 3 times,

« Daclining Cost Business:

+ Depreciating Rote Sass

* Increassd Cuptorner Counts and Lsage
» incrmased Whotesale Revenuey

* Decreasing Fusl and Freight Costs

» inly with the |atest constraction cycle have utilities been
Feeseed to complain sliout the ratemaking paradigm. Don't
make long-term changes for short-term chalienges.




Missouri Ratemaking

« Utilities LOVE the opportunity for windfall
profits.

* Utilities HATE the risk of inadequate
ratesi!

10/17/2012

Overview

* Recent rate cese histury

« Comparison to National Average Rates

* Uncontrolied Administrative & Genecal {(A&S) Costs

+ Missaurt Raternaking Methogoiogy and Risk Batancing

« Hitifity Pronosals to Shift Risk asd inflate Possibility of
Overearnings

*+ KECPL and GMO) Specific Preposals

» ECPL violations of the Hegutatory Plan

* KCPL and GMO requests for doubile recovery

+ Rate Stabilization

+ Conclugian

What To Do?

* How to reduce / eliminate the risk of inadequate rates, while
stili maintaining the epportunity for windfall profits?

+ RAQs

+ Adjustment Machanisms

+ Trackers

= Accounting Authorization

AAGs

* Test year ratgmalking:
"The accepted way in which to establish fiture rates is 1o select
a test year upun the basis of which gast costs and revenues can
he ascertzined as a startiog poire for future grojection. A test
vear is 2 tood used 1o find the relationship betwean investment,
revenues, and expenses.”

~ GTE Worm, §35 S W20 355 {¥e ApE. 1)

« Thevetore, if & utifity wants @ #xpense considerad for
inclusion in rates, it should have to Nl a case ant have it
considered as part of the test year,




AAOs

+ Accounting Authority Ovders allow utilities to defeat the
netion of test year ratemaking. A utifly that may not need
rate relief [e.g., overearning) s st siowed to defer certain
costs for consideration and recosery ins the next rate case. The
averpernings are shielded ani the expense is preserved for
fater recovery.

+ Utilety no funger baars the risk that this costs will make rates
insdequate, The risk of this expense has been shifeed to the

ratepayers. The possibifity that rates are excessive remaing
the same.
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Adjustment Mechanisms

« Ultility is adlowed to automatically increase rtes 1o account for
increases i cantain expenses. 30.50% of GMO's operation
and maintenance expenses {fuel expense} is allowed 1o
automatically pass through its fuel adjustroent clause.

+ Utility o Jonger bears this sisk. The rigk of this expense has
been shifted to ratepavers. Also reduces utiity's intentive to
minimize these coxts

Tracker Mechanisms

« A utifity Is permyitted to exactly track an expense against a
baseiine level. If the expense intreases, the utility is aliowed
o tottest the difference in the reexd case, No consideration as
e whether the rompany was averearning.

The utility: {1} no kenger bears any risk associabed with this
expense and {2 has no incentive to minimize these costs,
Legality???

“Past expenses ar% sised as & busis for determining what ram iy
ressinable o be chargad in the futise i order to avald further
excess profits or future losses, bt under the prospective langusge
of the statutes, 5§ 393.270{8) and 3932.320{5} they cannot be used
10 yet fumire rates to recover for past losses dug W Imperfect
mstrhing of rabws with expenses”

x {Eiy Consamers Councl of Missourf (Mo, bang 18748

.

Accounting Authorization

= Like an AAL, except it is not directed at o certaln, Aon-
FBCUITING expense. Ingtead, the utifity seeks accounting
treatment to defer any ingressed depreciation expense and
Tarrying costs for recovery in next case. Again, o
consideration of whether the utility Is overearning.

* Utility no tonger bears this rigk. The +isk of this expense hay
been shified to the ratepayer
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KCPL and GMO Requests

* Despite the fact that rates will have increased by 65% in the
last six years, and in most cases have grown at twice the rate
of the national average, KCPL and GMO wants mechanisms
that will lead to larger future increases,

+ These mechanisms will reduce the risk that rates will be
inadequate and increase the risk the rates will be excessive.

* Conclusion
FURL EXPRNSE DEPRECIATINGRATE BASE
TRANSMISSIOR COSTS INCREASING CUSTMER COUNT
PROPERTY TAXES INCREASING YSAGE
ADRITIONAL PEANT WHGLESALE REVENUES
RATES INADEQUATE RATES EXCESSIVE

Interim Energy Charge

* Shifts risk of increased fuel and purchased power costs to
ratepayers.

* Contrary to the Regulatory Plan, provides KCPL an opportunity
to realize windfall profits in the wholesale market.

* Violates retroactive ratemaking prohibition because of the
possibility that ratepayers will have to pay more in the future
because current rates are inadequate.




Fudl EXPENSE DEPRECISTINGLRATE BASE
TRANSMEBSION COSTS HEHEASING CUSTONIER COUNT
PROPERTY TAXES INCREASING YSAGE
ADDITIONAL PEANT WHCALESALE REYENUES

RATES INADEGUATE BATES EXCESSIVE

Tracker Mechanisms

+ KL and GMO currently have tracker mechanisms related to
vegitation management, Infrastructurs inspection, MECIA /
Energy Efficiancy Costs, Benewabie Energy Standards {RES)
Costs and Pensions / OPESs Costs,

+ Now, KCPL and GME want & transmission tracker mechanism
o cover all of the (osts and expenses associated with
pariicipation in the Southwest Power Pogl.

+ Costs are not wolatife. Costs are not material. Capital costg
migy bt comply with the CWIP prohiibition, KCPLand GMD
fail {6 account For the possibility of increased révenues
associmed with these projects.

« Will lead to larger rate cage increases in the future,
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TRANSMISSICY COSTS
PROPERTY TAXES
AGDITIONAL PLANY

DEPECUSING KiE Bast
INCREASING USTORER COUNT
INCEEATING URAGE

RATES EXCESSIVE

Property Tax Tracker

* tegality? Deferring past losses for fater recovery fram
ratepayers,

* incremerds) addiional peaperty taves are not volatile or
financially material,

* With the comgpletion of iatan 2, KCPL and GMU are not adding
any large rate base items.

« Glven the time lag betweer: when property Is assessed
Clanuary 3f and when the fax is due {Decewber 31), XCPL angd
GO could Fite and complete a rate case, The cost is easily
manageatle.

+ will lead to larger rate cases in the future,

10



INCREASING CUSTOMER COUNT
IRCREASING UBAGE
WHOEESALE REVENLES
HATES INADECIUATE

RATES £XCERSVE

St. Joseph Infrastructure Program

» Construction Attounting for distribution replacement
program. Replacement of unreliable portions of L&P
distribution network

« Defers gepreciation expense and capital coxts from outside of
test year for consideration in future case.

* Fails to consider offserting tems inciuding:

+ increased revenues: a rmore reliable network resuits
in mpre electricity usage and higher revenues
+ Decreased mainteaance expense; an uptated

distribution network will have lower mairtenance
expense,

-

)
b\

BEPEECIATING RATE BASE

BKRGASING CUSTORER COUNT
INCREASING UBAGE

WHOEESALE REVENUES

INCREASING CUSTOMER LOUNT
INCREASING USAGE

WHOEESALE REVENUES

RATES INADEQUATE

Fiest

Teznmmb
Frope;
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KCPL Regulatory Plan

+ Capnfully balanced consideration of sharehoiger and ratepayer
imteresis.

« KC2 Benefity: Repulatory Amartizetions that allowed the
construction of latun 7 and sther CEP programs.

+ fepuiatory Amartizations arguably violated the amti-Cwie
statute, but ratepayers waived this legality.

+ Ratepayer Benefits: X{P| walved ability 1o request any
mechanisms under SE179, Any [EC must meet certain criteria,

= KCP. commitment not to share in off-system sales henefis,

» Wil fead s larger rate cases in the future

KCPL Regulatory Plan

= KCPL has received all of its benefits under the Regulatory Flan.

* How, when the ratepeyer benefits are supposed to atrive,
KCPL s seaking to negate its commitments under the Plan,

12
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Interim Energy Charge

+ Lty collects an amourt of fuel and purchased power
expense in permanent rates and aa sdditional amsant on an
interim, subject to refund, basis. The imerim amownt is
known as the ceiing. 1 fuel and purghased power goss shove
the ceiling, the wtity suffers. If fisgd and purchated power
gy helow the parmanent amourt, the utility benefits,

« KLPL Regulatory Plan has express peovisions regarding the
quantification of the cadfing.

* KCPL proposal is not an IEC, Rather, 2 i 2 disguived furl
adjustraent clause contrary to the Repulatory Plan,

* KCPL proposal ddeas not contsin a celfling, Contrary o the
Hegulatory Plan,

Off-System Sales

= KCPL commniement not 1¢ sttempt to move any portion of off
system sales “below the Ene”

* KCPLinchefes an off-systemn sales sharing mechanizm a3 part
of its IEC proposal.

+ Ratepayer stvocites filed 2 Mation to Strike and Motion for
Expedited Treatment addrassing this portion of KCPUs
propasal on May 25, 2012, To date, the Motion 4o Strike has
not been addressed.
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Double Recovery

* Proposals for Organization Realignment
and Voluntary Separation Program {ORVS);
Merger Transition Costs and Hawthorn 5
all involve request to double recover the
s5a3me Cosis.
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Organizational Realignment / Voluntary
Separation Program

+ (HYS Brogram announced shertly after the true-up date in the
Iagt case. Parties abided by the test year concept and included
inflated employee levels in rates. Therefore, rates in the last
rase were immediately excessive.

+ Due to retrodctive ratemaking, Tatepayers are prohibited from
sepking 1o coliect these excess profits,

* Therefare, KCPL  GMO recovered the entirety of the costs of
the program {$12.7 million} plus an additional $22.7 million.

* WP and GMO want te double recover these costs by
coflecting in rates in this case.

* This further exacerbates KCPL and GMOs inflated A&G cost
profite.
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Merger Transition Costs

+ Juby of Z008: Great Plaing completed acgudsition of Aguils.

« Great Plaing con time ity integration of commpanies such that
penefits flow primarily to shareholders and, only later, to
ratepayers.,

= Through March 2012, Great Plains shareholders have realized
corporate sevings of $308 millien.

~ Despite these increased profits, KCPL and GMO went to
cantinue to fecover its transition Costs,

« Despite already recovering these costs in rates, KCPLand GMOD
want explich recovery of these costs going forward,

+ This further exaverbimes KUPL and GMO's inflated A&G cost
profile,

Hawthorn 5 Costs

* In 3000, XCPL added 2 Selective Catalytic Reduction to
Hawthorn 5,

* The 5CR never perfermed properly and KCPL continuis to
Ineur higher operating and maintenance costs orthe SCH,

* KCPL reached a settiement with the cortractor in fiew of the
liquidated damages pravision.

« KCPL did not pass the reduced value of the SCR to ratepayers,
Ratepayers are paying a return and dapreciation on this asset.
Now, KCPL also wants ratepayers 1o pay the increased
operating and maimenance co5t 25 wall,

* XCPL has siready been compengated for the cost of this
inferior generating asset, ¥t should not also seek recovery
fromm the ratepayers for this inferdor produat,
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Rate Stabilization

+ KOPL and GMDYs extortion plan. . .

« Ifthe Commission gives uy averything we want {inflated return
on equity, JEC, mtre trackers, and madified Crussroads
degision), it will help rate stabilization, (Position Statement,
pagesGand 7)

+ Ratepayers don't want rate cases. But it i not the rate cases
that are problematic, it is the higher rates that result from
those rute cases.

+ MECG ziients would much prefer additionsf rate cases as
compared to the continugd inflated rates that come with
granting KCPL a7 GO everything ihat they want.

Conclusion

« Traat this as another rate case. Consider a nosmalized level of
fevenues, expenses and rate base.
* Rejert ¥CPL and GMO's risk shifthsg mechanisms:
* KCPLIEC
v KCPL and GMO Transmission Tracker
* KCPLand GMO Propesty Tax Tracker
* GMD Distrifiytion Construction Accounting
+ Award a Return on Equity that reflects the decrensing cost of
capital. KCPL and GMO's witness admis that 8.8%is
reasonable.
+ Heduce KECPL and GMO rate case #xpense; many EXpenses are
sulely beneficiat to sharchoiders.
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