FILED
May 16, 2018

Data Center
Missouri Public

Exhibit No.: Service Commission - 2‘0 L{

Issue(s): Request for Special
Regulatory Treatment

Witness/T'ype of Exhibit: Riley/Rebuttal

Sponsoring Party: Public Counsel

Case No.: EO-2018-0092

REBUTTAL TESTIMONY
OF
JOHN S. RILEY

Submitted on Behalf of the Office of the Public Counsel

EMPIRE DISTRICT ELECTRIC COMPANY

CASE NO. EO-2018-0092

February 7, 2018

OPC Exnibit No.QOH
Date 5= (1-1€ Reporter A. .
File No£0-Q0ll- 009




BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI
In the Matter of the Application of )
The Empire District Electric Company ) Case No. EO-2018-0092
for Approval of Its Customer Savings Plan )

AFFIDAVIT OF JOHN S. RILEY

STATE OF MISSOURI )
} ss
COUNTY OF COLE )

John 8. Riley, of lawful age and being first duly swoin, deposes and states:

1. My nameis Joha S. Riley. Iam a Public Utility Accountant III for the Office of

the Public Counsel.

2. | Attached hercto and made a part hercof for all purposes is my rebuttal

testimony,

3. 1 hereby swear and affiem that my statements contained in the attached

testimony are true and correct to the best of my knowledge and belief.

ohn 8. Riley, C.P.AL,
Public Utility Accountant III

Subscribed and sworn to me this 7" day of February 2018,

WH JERENEA BUCKHAN

ST My Commission Bipkos _ e

?’ ompam L O CnuSenen

' oy ' man
Cominlsskon #13764037 Jef,bne A. Buckma

Notary Public

My Commission expires August 23, 2021,
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REBUTTAL TESTIMONY
OF

JOHN 8, RILEY
THE EMPIRE DISTRICT ELECTRIC COMPANY

CASE NO. E0-2018-0092

What is your name and what is your business address?
John S. Riley, PO Box 2230, Jefferson City, Missouri 65102,
By whom are you employed and in what eapacity?

I am employed by the Missouri Office of the Public Counsel (“OPC”) as a Public Utility

Accountant TI1.
What is your educational background?

I earned a B.S. in Business Administration with a major in Accounting from Missouri State

University.
What is your professional work experience?

I'was employed by the OPC from 1987 to 1990 as a Public Utility Accountant. In this capacity
I participated in rate cases and other regulatory proceedings before the Public Service
Commission (“Commission”). From 1994 to 2000 I was employed as an auditor with the
Missouri Department of Revenue. I was employed as an Accounting Specialist with the
Office of the State Court Administrator untif 2013. In 2013, I accepted a position as the Court
Administrator for the 19" Judicial Circuit until April, 2016 when I joined the OPC.

Areyou a Certified Public Accountant (“CPA”) licensed in the State of Missouri?
Yes. [ am also a member of the Institute of Internal Auditors (“IIA™)

Have you previously filed testimony before the Missouri Public Service Commission

(“Commission” or “PSC”)?
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Rebuttal Testimony of
John S. Riley
Case No. EO-2018-0092

“Yes [ have. A listing of my case filings is attached as JSR-R-1

‘What is the purpose of your rebuttal testimony?

I respond to the Empire District Electric Company (“Empire”) witnesses who testify on its
request for special regulatory treatment for the construction of up to 800 MW of wind
generation and the retirement of Empire’s Asbury plant, and to include all of these costs in

Empire’s rate base used for setting electric rates for its Missouri retail customers.

Would you summarize your testimony?

I reviewed Empire’s request with a view to the purported economic benefits and costs of
Empire’s “Customer Savings Plan” and who is most likely to bear them, i.e., | “followed the
money.” Based on my review Empire’s claimed $325 million of benefits to its retail
customers over 20 years_is uncertain, while those same customers will almost certainly
guarantee that Empire and its tax equity partner(s) will reap not only the return of their $1.5
billion investment, but also a return on that investment of over 7.75% per year, likely

substantially more than 7.75%,

As you read through Empire’s proposal and its witnesses’ testimony, what did you

conclude?

1 concluded Empire is trying to convince this Commission that this plan will save Empire’s
retail custormers money. Empire claims “up to $325 million in savings for its customers
over the next 20 years.” (Emphasis added).! As I was reading the Empire witnesses’
testimonies I couldn’t help but think about the old joke about the spouse bringing home
something that they bought on sale, but was not really needed, and exclaiming to their partner,

')5

“Honey, look how much money I saved us

1 Empire witness David Swain used this quote and similar ones in his direct testimony at least seven times, as do
several other Empire witnesses.

2
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Rebuttal Testimony of
John 8. Riley
Case No. E0-2018-0092

I’m not convinced that Empire’s retail customers will realize any “savings.” Ialso know that
Empire’s application, testimony and presentations do not adequately explain the costs of its
plan to the Commission or anyone else. When all the costs are laid out on the table, it is
uncertain as to whether or not Empire’s customers will actually see any savings. It is likely
that, while enriching Empire’s shareholders and tax equity partner(s), Empire’s plan will place
unnecessary cost on Empire’s customers since Empire’s current resource plan does not call

for the addition of any resources to meet its customers’ needs until 2029, at the carliest.
What costs should the Commission consider when reviewing this project?

It is important to keep in mind while reviewing this proposal that the only way a regulated
utility can increase its net income and its return to its shareholders is either by increasing
customer load or by increasing its rate base. Empire is forecasting very little growth in
customer usage over the next twenty years so, in order to increase its net income and its return
to its shareholders, Empire is asking the Commission permission both to increase its rate base
by $700 million and retain in rate base the net value of its Asbury plant after it is retired, ie.,

no longer used and useful.

The Commission should first consider Empire’s plan to prematurely retire its Asbury plant,
Empire purpotts that this retirement is needed to avoid environmental upgrades to the Asbury
plant. The cost, according to Empire’s filing, to make the Asbury plant compliant with
environmental regulations is between $20 and $30 million. OPC witness John Robinett is
filing testimony on Empire’s increasing estimates of the cost to comply. Nowhere does
Empire mention that its preliminary projection for the cost to demolish the Asbury plant is

$24 million.?

Empire’s plan is that the Asbury plant be retired and the associated net book value be

moved to a regulatory asset account that would allow Empire to recover through its

2 Empire answer to OPC data request 1302,
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Rebuttal Testimony of
John 8. Riley
Case No, E0Q-2018-0092

retail rates both a refurn on and a return of that balance. What can ratepayers expect
Empire to recover from them through retail rates if the Commission grants Empire’s
request for recovery of investment and costs related to the Asbury plant after it is

retired?

In Mr. Sager’s testimony, he illustrates that, if the Commission grants Empire its request, $204
million less about $34.2 million in deferred taxes would be moved to a regulatory asset
account.” OPC witness John Robinett testifies in rebuttal that the amount is closer to $222
million in retired plant. Reduce that by the deferred tax and take into consideration that it may
cost up to $24 million to demolish this plant, then we now have approximately $212 million
in prematurely retired plant costs that Empire’s retail customers would pay for, even though'

those customers receive little benefit from that plant being retired early.

Using the capital structure proposed in Empire’s last rate case® and an annual amortization
over the life of the project and Empire’s retail customers are on the hook for $24.79 million
in 2020 for retiring the Asbury plant in 2019, and will still be expected to cover a revenue
shortfall of nearly"$14.7 million for the Asbury plant ten years later. (Please review Schedule
JSR-R-2 for the calculations).

What is Empire’s proposed investment in its “Customer Savings Plan”?

Empire has proposed to invest $700 million in the $1.5 billion project, with one or more tax

equity partners investing the remaining amount.’®
How would this inmvestment affect Empire’s retail customers?

Empire has positioned this proposal to appear that its customers will “only” pay $700 million

for a $1.5 billion investment when in actuality those customers are leveraged with $912

LH

3 Sager Direct, page 3, line 19 and exhibit RWS-2
4 ER-2016-0023 Staff exhibits and Report and Order
3 Swain Direct, page 11, line 10

4
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Rebuttal Testimony of
John 8. Riley
Case No. EQO-2018-0092

million in rate base that requires them to pay both a return on and return of that $912 million
for the next 30 years, even though Empire does not need this $1.5 billion of additional wind

generation to meet its customers’ energy needs.

I have included Schedule JSR-R-2 where calculations for the cost of the wind project and the
cost of the Asbury regulatory asset are calculated for the first 11 years of Empire’s plan. 1
developed these numbers from Empire’s “Customer Savings Plan” presentation,® the direct
testimony of Empire’s witnesses, Empire’s answers to Staff and OPC data requests, and by
using the capital structure the Commission’s Staff proposed for Empire in Empire’s last

Missouri general electric rate case.
Would you please walk through Schedule JSR-R-2 and discuss your findings?

Starting with an initial investment of $700 million, I made calculations to separate Empire’s
return on equity, interest and tax payments, depreciation and the 1% portion of the Production
Tax Credits (“PTC’s”) that flow to Empire as the plan’s Sponsor parttner. This resuits in an
initial revenue requirement for Empire in the first year after the wind farms are built of $91.21
million. Now, using Empire’s projections for its earnings’ and the flow back to Empire of
excess PTC’s from the Tax Equity partner(s), Empire’s first year revenue requirement
shortfall is $37.61 million. Also, take into account that this shortfall is over and above the

expected rate of return (“‘ROR”) for this investment.

The second section of the schedule demonstrates the cost of the retired Asbury plant, Using
a starting point of $212 million as the regulatory asset, the return on equity (ROE), tax
requirement, interest, and amortization are broken out. As you can see in the first year of this
project, Asbury, while not generating a single kilowatt-hour, would cost Empire’s customers

$24.79 million. Combined with the shortfall in the wind project revenue requirement

§ Technical Session — November 2017.
7 Sales to SPF less expenses from operating the turbines, referred to as EBITDA.
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" Case No. EQ-2018-0092

Empire’s retail customers are “picking up the tab” for over $62 million in the first year afler

the wind farms begin operating.
Is there anything else about Empire’s plan that adversely impacts its retail customers?
Empire’s retail customers do not receive any benefit from the plan’s deferred tax position.

Would you please explain how Empire’s retail customers could benefit from deferred

taxes?

Yes. When a company brings new plant online; the IRS allows accelerated depreciation for
income tax purposes, In this wind farm project, the tax equity partner(s) receives the benefits
of the accelerated depreciated, whereas, if Empire built and wholly-owned the wind farms it

would reap the benefit. T will demonstrate why this is an Empire retail customer detriment.

Empire will have $700 million invested in these wind farms which will be depregiated over
30 years for ratemaking purposes. For income tax purposes, the $700 million could be
depreciated over 5 years. To illustrate the benefit consider the following example.
Depreciating $700 million over 30 years is $23.33 million a year. The federal income tax
effect is $23.33 million multiplied by the tax rate of 21% or $4.9 million a year, $700 million
depreciated over 5 years is $140 million a year. At a 21% tax rate, the tax benefit would be

$29.4 million a year.

What this quick calculation shov..fs is that absent the tax equity pactner(s), the deferred tax on
Empire’s portion of these wind farms is $24.5 million a year for five years ($29.4 million —
$4.9 million = $24.5 million) for a total over the five years of $122.5 million. For ratemaking
purposes this deferred tax is normally applied to reduce a utility’s rate base, which, in turn,
reduces its revenue requirement. There is $122.5 million in deferred tax the tax equity partner
enjoys at the expense of the approximate $9.2 million reduction in Empire’s revenue

requirement that would benefit Empire’s retail customers.
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Q.

A.

Who benefits if Empire’s plan moves forward?

Empire and the unnamed tax equity partner(s) receive all the certain benefits from federal tax
credits and inclusion of the costs they incur in Empire’s revenue requirement, while Empire’s
retail customers shoulder all the risk of any potential shortfall through Empire’s fuel

adjustment clause.

Empire increases its rate base by $700 million while still garnering a return of and return on
recent improvements to a prematurely retired plant. The tax equity partner is guaranteed® to
receive a return on its investment of between 7.5 to 8.5% by way of a combination of PTC’s,

accelerated depreciation and collecting a portion of the revenue stream’starting in year six.

Empire’s customers effectively would be trading a power plant that was going to require a
small investment'® to continue to produce 200 MW on demand, for an intermittent power
source of approximately 120 MW that is unlikely to be fully available during times of peak
need for Empire’s customers. Empire has laid out rosy predictions of potential revenues and
cost savings that, if proved to be insufficient, will require even more revenues from Empire’s

customers, while making Empire’s shareholders and its tax equity partner whole.
How do you view this proposal in a financial context?

{ see it as an attempt for certain business entities to reward themselves by way of government
subsidies and the regulatory process, One or more yet to be named tax equity partners will
reap government hand-outs by way of production tax credits and accelerated depreciation and
will be guaranteed a certain return on their investment by way of inclusion in the revenue
stream, from year six through ten, obtained from sales of electricity created from the wind

generation. Empire reaps the benefit of collecting a return on and a return of rate base that

¥ The tax equity partner begins to receive a portion of the revenue stream in year 6 of the project. The amount it
receives is determined by how many PTC’s have were produced in the first five years of the partnershlp

2 As mentioned in note 8 and line 18 of Schedule JSR-R-2

1 As compared to the $1.5 billion Empire is estimating the wind project will cost

7
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isn’t needed. In fact, after extending the cost of the Asbury plant retirement out to 30 years
in Schedule JSR-R-3; the accumulated cost to Empire’s retail customers for the Asbury plant
I will be over $427.5 million dollars over 30 years, All of these benefits to Empire and its

partner(s) are courtesy of the Empire District Electric Company’s electric customers.
Q. Does this conclude your rebuttal testimony?

A. Yes.




John S. Riley, CPA

Summary of Case Participation

ST LOUIS COUNTY WATER COMPANY
SOUTHWESTERN BELL TELEP9ONE COMPANY
EMPIRE DISTRICT ELECTRIC COMAPANY

KCP&L GREATER MISSOURI OPERATIONS COMPANY
KANSAS CITY POWER & LIGHT COMPANY

AMEREN MISSOURI

EMPIRE DISTRICT ELECTRIC PRUDENCE REVIEW
LACLEDE GAS COMPANY

MISSOURI AMERICAN WATER COMPANY

EMPIRE DISTRICT ELECTRIC COMPANY

LIBERTY (MIDSTATE NATURAL GAS)

CASE NO. WR-88-5
CASE NO. TC-89-21
CASE NO. ER-2016-0023
CASE NO. ER-2016-0156
CASE NO. ER-2016-0285
CASE NO. ER-2016-0179 -
CASE NO. EO-2017-0065

CASE NO. GR-2017-0215

- CASE NO. WU-2017-0351

CASE NO. E0-2018-0092

CASE NO. GR-2018-0013

Schedule JSR-R-1



YEAR
WIND PROJECT INVESTMENT
Accumulated Depreciation
Rate Base
Equity %
Equity
ROE
Inceme tax
Empire’s PTC's
Interest
Depreciaticn

0.75%

5.33%

Revenue Reguirement

Less EBITDA

Less Contributions from TE
Add back the Hedging costs
Add back Distribution to the TE
Net Revenue Requirement

ASBURY )
Asbury & Disposal $
Accumulated Depreciation

Rate Base S
Equity 51 %

ROE 5.75%

Tax Requirement

Interest 5.33%
Amortization

Ashbury Revenue Reguirement

Revenue Shortfall

700
5.825

212
4.713
207

7.07

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
1 2 3 4 5 ] 7 8 S 10 11
$. 700 $ 700 $ 700 § 700 $ 700 $ 700 $ 700 § 700 § 700 $ 700 S 700
29.125 52.425 75.728 95.025 122325  145.625 168925 192225 215525  238.875 262.125
$ 6% § 642 3 624 5 601 $ 578 § 554§ 531 § 508 $ 484 § 461 § 433
51% 51% 51% 51% 51% 51% 51% 51% 51% 51% 51%
$ 354,03 § 32729 & 31838 $ 30650 $ 29461 S 28273 § 27085 S 258,97 S§ 24708 S 23520 $223.32
$ 3452 § 3191 $ 3104 $ 2988 $ 2872 § 2757 $ 2641 $ 2525 $ 2403 $ 2203 § 2177
$ 1616 $ 1630 $ 1683 $ 1716 $ 1751 $ 1787 § 1822 § 1857 $ 1894 $ 1934 § 1534
$ (080) S (090) §  (LOO) S (1.00) $  (LOO) §  (L.0O) $  (L0O) §  (1.00) §  (L10) $ - (23.60) § -
$ 1813 $ 1676 $ 1630 $ 1570 $ 1509 $ 1448 $ 1387 $ 1326 § 1265 § 1204 § 1144
$ 2330 § 2330 $ 2330 $ 2330 $ 2330 $ 2330 $ 2330 $ 2330 $ 2330 $ 2330 $ 2320
$ 9121 § 8757 $ 8648 $ 8504 $ 8362 $ 8221 $ 8080 $ 7938 $ 7788 $ 5402 ¢ 7585
$ (3250) $ (3570) § (39.00) $ (3%.90) 5 (40.80) 5 (42.10) S (43.40) § (44.60) S (4590} § (20.80) S (47.23)
$ (2260) S (2260) § (2360} § (23.60) $ (24.50) $ (24.50) $ (2550) § (2550) § (26.40} -
$ 15 $ 150 $ 160 § 180 $ 160 $ L0 $§ 170 $ 170 S 180 § 180 $ -
$ 100 § 2520 § 2590 § 2670 § 2740 $§ 1880
$ 3761 $ 3077 $ 2548 $ 2314 $ 2082 $ 4251 $ 3050 $ 3768 $ 3478 $ 53.82 § 2862
$ 21200 $ 21200 § 21200 $§ 21200 $ 21200 $ 21200 $ 21200 $ 21200 § 21200 $ 21200 $212.00
11.78 18.85 25.91 32.98 40.05 47.12 54,18 61.25 568.32 75.38 82.45
$ 20022 $ 19315 $ 18609 $ 179.02 $ 17195 $ 16489 $ 15782 $ 15075 $ 14368 § 13662 $129.55
$ 10211 $ 9B51 § 9490 § 9130 $ 8770 § 2409 $ 8049 § 7688 S§ V328 $  69.67 S 66.07
$ 99 $ 980 § 925 § 890 $ 855 & 820 $§ 785 § 750 § 714 § 679 & 337
$ 253 5 244§ 235 § 226 $ 218 § 209 $ 200 $§ 191 § 18 $ 173 $ 086
s 523 § 504 § 486 5 468 5 449 § 431 § 4,12 & 394 § 3,75 s 357 5 338
$ 7078 707 $ 707 $ 707 $ 707 $ 707 § 707 $ 707 $ 707 § 707 § 707
$ 2479 ¢ 2416 $ 2353 $ 2291 $ 2228 $ 2166 $ 2103 $ 2041 $ 1878 § 1916 § 14.68
$ 6239 $ 5493 $ 49.01 $ 4605 $ 4311 $ 6417 $ 6053 $ 5809 § 5457 $ 7297 $ 4330

Income tax figures on line 9 are derived from Empire presentations
Tex requirements for Asbury is ROE * .25442 {State and federal tax combined)

Schedule JSR-R-2



ASBURY

Ashury & Disposal 5
Accumulated Depreciation

Rate Base $
Equity 51 %

ROE 9.75%

Tax Reguirement

Interest 5.33%
Amortization

Asbury Revenue Requirement

Total cost to the Empire's ratepayers

ABANDONED ASBURY'S TOTAL CGST OVER THE 30 YEAR LIFE OF THE PROJECT

2020 2021 2022 2023 2024 2025 2026 2027 2028

212§ 21200 $§ 21200 $ 21200 $ 21200 $ 21200 § 212,00 $ 21200 $ 212.00 § 212.00
4,713 11.78 18.85 25.91 32.98 40.05 47.12 54.18 61.25 68.32
207 & 20022 $§ 19315 $ 186.09 $ 179.02 S 17195 $ 16489 S 157.82 $ 150.75 $ 143.68
$ 10211 $ 9851 5 9490 $ 9130 § 8770 § 8409 $ 8049 $ 7688 S 7328

3 9.96 § 960 § 925 § 890 § 8.55 § 820 $ 785 § 750 $ 7.14

5 253 § 244§ 235 § 226 S 218 § 209 S 200 § 1.91 $ 1.82

S 523 S 504 S 4.86 § 468 § 449 § 431 S 412 § 3.94 § 3.75
7.07 3 7.07 S 707 § 7.07 § 7.07 8 707 § 7.07 8 707 § 7.07 & 7.07
$ 2479 § 2416 $ 2353 & 2291 S 2228 $ 2166 $ 2103 $ 2041 ¢ 19.78

$427.59

Schedule JSR-R-3
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2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 20389 2040 2041
$ 212,00 $§ 21200 $ 21200 $ 21200 $ 21200 $ 21200 $ 212.00 $ 21200 § 21200 $ 21200 $ 21200 $ 21200 S 212.00

75.38 82.45 89.52 - 96.58 103.65 110.72 117.79 124.85 131.92 138.99 146.05 153.12 160.19
$ 13662 $ 12955 $ 12248 $ 11542 $ 10835 $ 101.28 $ 9421 $ 8715 $ 8008 $ 7301 $ 6595 $ 5888 $ 51.81
$ 6967 $ 6607 $. 6247 $S 588 $ 5526 S 5165 $  48.05 $ 4445 $ 4084 S 3724 $ 3363 $ 3003 S 2642
S 679 § 337 S 3.19 § 3.00 S 282 § 263 S 245 § 227 8§ 2.08 S 180 § 1.72 § 153 § 1.35
S 1.73 $ 0.86 $ 081 S 076 & 072 § 067 $ 062 § 0.58 § 053 S 048 S 044 3 039 3§ 0.34
S 3.57 § 3.38 § 3.20 $ 3.01 S 2.83 § 265 § 246 S 228 § 2.09 & 191 $ 172§ 154 § 1.35
5 707 § 7.07 S 7.07 8§ 7.07 $ 7.07 § 7.07 § 7.07 § 7.07 S 7.07 $ 7.07 § 7.07 § 7.07 § 7.07
$ 1916 $§ 1468 $ 1426 $ 1385 $ 1343 $ 13.02 $ 1260 $ 12.19 $ 1177 $ 1136 $ 10984 $ 1053 $ 10.11

Schedule JSR-R-3
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2042 2043 2044 2045 2046 2047 2048

$ 21200 $ 21200 $ 21200 $ 212.00 $ 21200 $ 212.00 $ 212.00

167.25 174.32 181.39 188.46 195.52 202.59 209.66

$ 4475 $ 3768 $ 3061 $ 2354 $ 1648 § 8.41 $ 2.34

$ 228 $ 1922 § 1561 § 1201 § 840 § 480 S 1.20

s 116 $ 0.98 S 0.80 S 061 § 043 § 0.24 § 0.06

$ 030 S 0.25 § 0.20 $ 0.16 $ 011 § 0.06 S 0.02

S 117 § 098 § 0.80 S 061 § 0.43 § 025 § 0.06

S 7.07 8§ 7.07 S 7.07 s 707 § 7.07 & 7.07 § 7.07
$ 8.70 § 9.28 $ 8.87 § 845 S 8.03 $ 7.62 $ 7.20 $427.59

Schedule JSR-R-3
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