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Power and Lrght Company s (“KCPL” or “Company”) apphcatronrto the :
: :Mrssourt Pubhc Servrcc Cornmrsswrr (“MPSC” or Commrssmn”) 1o increase
' ) Mrssourl eIectnc retarl rates Thus the testtmony [ am presenting i is offered on
_.behalf of the Umted States Department of Energy that is representing the'
: rnterest of the Natronal Nuclear Securlty Admtmstratron (“DOE- -NNSA”) and

, other affected Federal Executlve Agencies.

'ARE THERE OTHER WITNESSES APPEARING ON BEHALF OF
DOE-NNSA" ,

'ers Dr. J. Randall Woolndge 1s also appeanng in this proceedmg on behalf of f'

DOE NNSA. Dr Woolndge will be addressmg KCPL’s caprtal structure

- return on equtty as well as the overall rate of return, Addlttonally, Mr Luis

Bernal will be ﬁhng testrmony on behalf of DOE NNSA addresstng class cost

. of scrvrcc 1ssues later in thls procecdlng

. WILL DOE-NNSA BE ADDRESSING A BROAD NUMBER OF ISSUE ‘
: ’AREAS"

'fNo I will be addressmg only two 1ssues rn dtrect tesumony and Dr Woolrrdge '
' 'os _]LISI noted, w1ll only be addressmg cost of caprtal issues. In addmon we wrll.

. fbe revrewmg testrmony of other partres and may support p051t10ns being

recommended by such other partles
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T '_*-2,2 ) R promoted to Accountmg Manager of the Kansas City Office of the Commrssron. o

23 ,,; LT Staff In that posmon Iwas responsrble for all utlhty auchts performed in the '_ c

j:PLEASE BRIEFLY STATE THE TWO ISSUES OR TOPICS YOU WILL -

- ‘;BE ADDRESSING WITHIN YOUR DIRECT TESTIMONY" "

| ‘-FII‘St I address and resr:ond to KCPL w1tnesses Messs. Chrrs Grles and‘

':5_1M1chae1 Schmtzer 'S proposal to reﬂect an un_reasonably Iow estrmate of non-

i.ﬁnn off-system sales. marglns as a revenue credit wrthm the Corrlpany s.
ad}usted retarl -cost of servrce Seconri I am proposing an adjustment toj
ehmmate test Sear amortlzat.lon exeense related to repairs stemmrng from a

- -2002 ice storm

"'Q'UALIFICATIONS | oo |

BEFORE DISCUSSING N GREATER DETAIL THE ISSUES YOU ' |
‘ BRIEFLY DESCRIBED | ABOVE PLEASE STATE YOUR o

:_,'EDUCATIONAL BACKGROUND" o |
' I graduated from the Umversrty of Mlssoun Columbia, with a Bachelor of
‘Scrence Degree in Busmess Admlmstratlon wrth an Accounting Major m 1975

_ I hold a Cert1ﬁed Pubhc Accountant Certlﬂcate in the State of Mrssourl 1 am a

- member of the Amertcan Instrtute of Cemﬁed Pubhc Accountants,

Q. PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE
A B Subsequent to graduatlon from the Unrvers1ty of M1ssour1 | accepted a posrtmn '

" as auditor for the Mlssourr Pubhc Serv1ce Commrsswn In 1978 I ‘was - |
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s ‘weste‘rn thtrd of the State-of Mlssoun VDunng my serv1ce with the MlSSOtll‘.l‘
: -Pubhc Servwe Comm1ssmn I was mvolved m the audits of numerous electnc
gas “water and sewer ut111ty compames Addltlonally I was 1nvolved in

‘ .f-f- nurnerous fuel adjustment clause aud1ts and played an actlve part in the-

L : formuiatlon and ImpIementatron of accountmg staff policies with regard to rate :
case audlts and accountlng issue presentatlons in M]SSOI.II‘I In 1979, 1 left the |

,Vf;_Mls-sourr Pubhc Serv1ce Cornrmssmn to starf my own consultmg business.

From 1979 through 1985 I practzced as. an 1ndependent regulatory utlhty‘ '

: consultant In 1985, Dlttmer Brosch and Assomates was orgamzed D1ttmer

Brosch and Assocmtes Inc changed 1ts name to Utthtech Inc in 1992

- M}r profea51onal exnerlence. since leavmg the Missouri Puhljc ‘Service
?_IC..onunlssmn has consmted prlmarlly of 1ssues associated with utilitiz rate,
:contract and acqulsltlon matters For the -past twenty-sexen years I hatze
appeared on behalf of chents m utrhty rate proceedmgs before various federal
'_ f and state regnlatory agenmes In rcpresentmg those cltents I performed revenue
- requrrement studles for electrrc gas water and sewer utthttes and testrﬁed asan
expert Vw1tnesa on a \ranety of rate matters, As a consuitant I have ﬁled 1
P testrmony on behalf of mdustrlaf consumers‘ ‘consumer groups the MISSOU.I‘I '
B Ofﬁce of the Pubhc Counsel the MlSSOLlrl Pubhc Serv1ce Commtssron Staff the
‘.:‘-:Indlana Utlllty Consumer Counselor the M1551531pp1 Pubhc Servrce:
Comrmssron Staff the Anzona Corporatlon Comrnlsswn Staff, the An?ona‘,

| 2:Resrdent1al Utlhty Consumef Ofﬁce the Nevada Ofﬁce of the Consumer |
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: fPubllc Servrce Comm1ss1on Consumer Advocates Staff mumc1pal1t1es and the_ o

"‘","‘Advocate the Washmgton Attorney General‘s Ofﬁce the Hawan Consurner_ B

: .Advocates Statf the Oklahoma Attorney General s, Ofﬁce the West Vlrgrma

'-lz-;'_‘"Federal govemment before regulatory agencles in the states of Arrzona

Mrchlgan Mtssoun Ohro Florrda Colorado Hawan Kansas, Mlssrssrppr

o "New Mex1co Nevada, New York West Vlrgtma Washmgton and Indrana as -

- .jf 'well as the Federal Energy Regulatory Cornmtssron

L
0

'NON-FIRM OFF-SYSTEM SALES MARGINS o
-PLEASE DESCR[BE YOUR UNDERSTANDING OF KCPL’S

. .'f-fiPROPOSAL FOR REFLECTING NON-FIRM OFF-SYSTEM SALES :

C JMARGINS AS A REVENUE CREDIT TO KCPL’S RETAIL COST OF‘

e SERVICE

6

7

7‘ Frrst by way of background l1ke other generatlng utrlltres KCPL routmely _ -
engages in makrng off—system sales to nelghborrng utrhtles from 1ts generatmgk

o ﬂeet when such umts are not needed to econormcally meet the energy denrands |

-:; of 1ts ﬁrm retarl and wholesale customers Any revenues from olf-system sales |

L ':.‘:‘ n add1t10n to recovermg fuel and other varlable costs result in ma.rgms that are

o avarlable to offset or defray the fixed cost of productron that in most 1nstances '

R

."_;would otherwrse be charged to firm retalI and wholesale requ1rements B
B customers Sometrmes such sales are ﬁrm in natme and extend for longer
' perxods of tu-ne with stated maxnnum demands W1th1n gtven time penods Such E s

' f'mn sales are most commonly referred to as capacrty” salcs
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A -been Volatrle, but overall rncreasmg srgmﬁcantly Spec1f' cally, KCPL has

o4
25

o

| Year/Perlcd _
SREE
. 2003
" 2004 |
".72005f-

- 12 Months

L f‘ Ended 5/06

" Margins Before
" Deducting SO,
- Allowances and

Yariable Non-
Fuel O&M

: : 'cancelled or w1thdrawn w1th0ut penalty for failure to deliver.

E achreved the follomng margms from mterchange sales 1n recent years

Margins After

Deducting SO,
Allowances and

Variable Non-

Fuel O&M ~

(000,000s)

- _(000,000s)

_-..*‘*-**

5

g 2

g In add1t10n to makmg lnnrted ﬁrm canaclty sales KCPL enéages in non- ﬁrm s

: : -_'-energy sales — commonly referred to as “mterchange sales. Unhke tbe capac1t)r .‘
_'sales dnterchange sales typically have no long term commitment and are not

' f{-'.“ﬁrm in nature In other words such energy sales contracted for any where'

from an hour to several months ahead of the expected dehvery t1me could be

2 ‘In recent years the marglns obtalned from engagmg in mterchanges sales have ,

**-” e

' ¥*
*
) i e
. -‘- o 3 * T
’ * B . . *.- -

COULI) YOU PLEASE EXPLAIN WHY YOU SHOW INTERCHANGE ,

MARGINS

| “BEFORE” '

AND ' “AFTER”'

DEDUCTING

'ZSVOz




k 'f}éALLOWANCES AND VARIABLE NON-FUEL OPERATIONS ANDV_ N

= -.‘?-‘MAINTENANCE EXPENSE"

' ‘:5 Y Much of the data prowded by KCPL in dlscovery reﬂected mterchange

.-margms aﬁer deductlng SOz allowances and non-fuel variable operatlons and
,";1 jmamtezglance expense It was o‘oserved that the rnargms reported in response to

. vanlou‘s pa.rtles data requests dld not tle to amounts discussed and shown w1th1nl'
. the testlmomes of Mr Chns Giles and Mr. M:chae] Schnitzer. As dlscussed 5

| __"ﬁw:thm the Company S response to MPSC Staﬁ Data Request No. 0233 **.
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cost of serv1ce

' "i_":PLEASE CONTINUE WITH YOUR DISCUSSION OF KCPL’S :
' ".‘:?_",ANALYSIS ' FORECAST _ _]"A.ND' ULTIMATE | RATE |
'Eg'RECOMMENDATION | e | |
;KCPL VICC Presrdent Regulatory Affarrs Chns Giles, as well as Mr. chhael ‘-
Schmtzer of NorthBrrdge Group, Inc dlscuss descrlbe and quantlfy the» |
volat1l1ty of mterchange sales margms over recent years Further Mr Schmtzer |
o ‘created a sophrstrcated forecast model to prepare estn'nates .of pos&ble"
- i.,"mterchangc sales rnargln outcomes in 2007 under 200 purportedly equally- |
_ | hke]y to- occur scenarlos The results of such rnodehng efforts 1ndlcated that- o
E Eﬁmargms from off~system S&IGS Could ra“ge ffom 2—** Wﬂh a
; 90% conﬁdence 1nterval (1 €. there isa 5% chance that rnarglns could lbe less N
._-_;:than **—** and a 5% chance the margms could exceed **-
_._'_**) Mr Schmtzer s modehng efforts 1nd1cate that the proyected med1an_
» value for 2007 1nterchange sales is **_*‘*. The prOJected medran _ o
' forecast by Mr Schnrtzer s rnodelmg efforts is essentrally 1dentrcal to t.he :_
forecast prepared by KCPL uulrzmg its “MIDAS” moclel that has been reﬂected _ “ :

o ,_ Wlthm KCPL s 2006 budget and its longer term 2007 forecast.

- ’ Notw1thstand1ng the fact that both Mr Schnltzer S and KCPL s budget models PR
predlct that the most l1kely short term forecasts for mterchange sales margrns‘ B
: wrll be approxnnately **_** KCPL proposes to reﬂect on a total ‘.

. company ba51s only **—** as a revenue credrt to the total company‘ S
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12 e 'f_r__selected the 75/25 pomt on the probablhty curve as a rlsk the Cornpany Would

14 s o e_the regulatory plan . g potenttal annual rate ﬁlmgs 7 (Giles Dxrect page 25)

s
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17 e 1ts selectlon of an mterchange margm level that has a 75% chance of bemg
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.' WHY DOES KCPL PROPOSE 'ro REFLECT ONLY **_**
o , ‘OF INTERCHANGE SALES MARGINS AS A CREDIT TO THE COST.
:':OF SERVICE IF KCPL’S OWN BUDGET MODEL AS WELL AS. |
) "{;-NORTHBRIDGE GROUP’S INDEPENDENT MODEL PREDICT THAT'
7:-‘:--1INTERCHANGE MARGINS OF APPROXIMATELY | **.-_
- —** ARE MORE LIKELY TO BE REALIZED" |
. er Oiles states in dlrect test1rnony that off—system sales are much more Volat1le |
e than retaxl revenues — wh1ch are typ1cally the predommant contnbutor to a
i.:u.t]l;ty complany s retum on equlty However Mr. Giles notes that in KCPL’ -
"5"-‘31tuat1on off—system sales represent a much-larger—than typ1cal proportron of

;total revenues U!tlmately Mr Glles concludes in dlrect testlmony that “KCPL o

be able to accept glven the return on equlty, amortlzatlon and other factors in

- In response to OPC Data Request No 20060428 KCPL elaborated further upon

S UA SO percent probab1hty exists that KCPL’S off—system sales
- margin in 2007 would be below -the ‘median value and a 50
. percent probablhty exists that it would be above the med1an'
 During the perlod KCPL s completmg its comprehenswe energy
.:;plan it is critical that sufficient cash flow is achieved to maintain
- its 1nvestment grade credit rating. In addrtron 1t is critical that
72 KCPL meet its authorxzed rate of retum to maintain its stock .
o f‘pnce as it issues -equity and debt io ‘finance its construction
- program, Includmg off-system sales® margirns at the median level o
"means KCPL has only a 50/50 chance of earning its authonzed
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' rate of retum and only a 50/50 chance of meeting its cash flow
“requirements. KCPL needs better than a 50/50 chance of
'meeting its offnsystem sales margins if these margins are going
- o be included in computing the ‘revenue required from retail
P customers Off-system sales margins are not the same as retail
" fevenue and cannot be. attributed the same probability of

N " achieving those level of sales. Thus, it is imperative that off-

-System sales margins, to the extent they are included in
- -determmmg revenue reqmred frorn retall customers, are set at a
“probability level that gives more assurance to investors and
‘creditors that KCPL has better than a 50/50 chance of success. j
':Thus KCPL selected 25% as a more reasonable probability for
o off—system saies marcrms (Set oPC 20060428 Questlon No.
. 5005) R

"DO YOU AGREE WITH KCPL’S PROPOSAL TO INCLUDE WITHIN_ -
: THE DEVELOPMENT OF THE COST OF SERVICE A LEVEL OF
OFF-SYSTEM SALES MARGINS THAT IS SIGNIFICANTLY BELOWA
THE MOST LIKELY “50/50” CHANCE OF OCCURRENCE"
_No The Company s proposal only recogmzes and emphasnzes the down31de o
7 r1sk that KCPL is exposed to regardlng off-system sales. On 1ts face it 1s :
smply asymmetrlcal and unfalr to ratepayers If rates are estabhshed at the 7‘5‘h
| percentlle of probablhty of achlevement and the Company actually achleves the
-:;: more hkely 50[ percentxle forecasted amount and no other accountrng '.
: safeguards are 1mposed KCPL s shareholders will achleve ‘a totalIy

i unwarranted wmdfall of approx1mately **-** before—tax and an aﬂer-

o tax Wmdfa]l of approxunately **_
29 _ | | ,
. .-IN YOUR EXPERIENCE WHEN ESTABLISHING BASE RATES DO

-‘IZREGULATORS TYPICALLY DELIBERATELY SKEW THE INPUTS




11 .; - - but frorn expenence neIther party is promotmg that the cost of serv1ce mput |
A |
T
4
-16 ll . and I would add an unreasonably low level of mterchange sales margms
g
“3{19 Q.

23
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: _f;--ro THE RETAIL COST OF SERVICE BY KNOWINGLY INCLUDING' .
. ?.FEWER REVENUES AND/OR MORE EXPENSES THAN IS “MOST R
'-'_ :LIKELY” T() OCCUR" |
' Vf'. 'No Frequently there is debate and argument about what level of “normal” or
:-— ongomg revenues or e)tpense can be expected For Instance‘ a utrhty may |
-argue that normahzed off-system sales to be credxted to the cost of service is
: :.5: “X” thle the regu]atory Staff or var10us 1ntervenors may argue that an onéomg
level of normahzed of‘f~system sales should be “X plus 10%. ” In the typlcal |
- SItuauon descrlbed each party is argumg that its proposal represents the “most - ,

: "hkely” outcome of revenues to be expenenced during the rate effectlve perIod
B ‘should be Intentlonally skewed to favor stockholder or ratepayer 1nterests

N However that is not the srtuatton regardmg KCPL’S request in the cmrent case o |

= L .Rather KCPL is srmply requestmg that rates be estabhshed conSIderIng a low -
§ w1thm the retaIl cost of servrce development

| -'i'Do KC‘PL WITNESSES RECOGNIZE THE SIGNIFICANT UPSIDE TO
FUTURE EARNINGS UNDER ITS OFF-SYSTEM SALES PROPOSAL" o

R Yes Mr Glles states at page 28 of hlS dIrect testlmony that

S KCPL Intends to account for thls potentlal earmngs Increase In _
-+ ‘some manner in this proceedmg, given the Company’s proposed._j ,
© risk sharmg of off ~system sales. This case WIll be updated to the'
- Qj_twelve months ended June 2006 and trued up to Scptember 30,
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| l 6 _ ) o :; . end of June 2006 Thts forecast eons1ders recent actual hlstorlcal experlence as o
s

,.:_20 o

. - 24 o 11kely outcorne over the year that rates estabhshed w1thm thls proct-:edlng th] _
a5
-, 2.6“_' ¢

: :":_ 28 'l

. 2006 " As time gets closer to the effectrve date of new rates,

KCPL anticipates additional information will be valuable in

- ‘deterrmnmg drfferent approaches to this issue. A number of

- alternatives exist in this proceedlng to account for the potential
. 7upsrde to the Company of increased off-system sales margins.
* These alternatives’ may include, but are not limited to; return on
equity sharing mechanisms, earmarkmg of additional earnings

+ for. future amortization requirements, adjustments to the risk

. 'shanng for off—system sales, and potentral refunds to customers,

o GIVEN WHAT YOU HAVE STATED REGARDING RECENT‘
HISTORICAL EXPERIENCE AND THE VOLATILITY OF -
: -“.-:'IINTERCHANGE SALES MARGINS IN RECENT YEARS WHAT rs ) |
| ;YOUR SPECIFIC RECOMMENDATION AT THIS TIME?

: 'NorthBrrdge Group has updated its forecast based upon data available as of the N

‘: well as’ latest avallable forecasts of natural gas prtce for ensuing months The ‘.

g latest pI‘Q]&CtIOH of 1nterchange sales margms for 2007 made by NorthBrrdge |

- conunue o mclude an esttmate of margms at the 50 percentrle to be **- :
. -** ‘(agam excludmg reductrons for SO; allowance and vartable nonl fuel -

= ‘_"':,‘obe.ratlon and mamtenance expense) I am not attestmg to the accuracy of all of
o thc l\lorthBrldge modellng efforts and statlst1cal conclusrons However T belreve . h

; .l‘j;the Nortthdge 50 percenttle estlmate lS a reasonable estrmate of the “most 7

' be in effect based upon a revrew recent actual expenence the overall trend of : :
) the marl(et prtce of energy in recent months and years, the NYMEX futures' 7_ |
L :_prtce of natural gas as of tlns pomt 1n tlme as well as the proj ectlon of KCPL s |

."'ﬂrm retall and wholesale loads relauve to 1ts generatton capabdlttes
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' 'Accordmgly,l I. am recommendlng that total Company off-system Sales margms ; ._ '

| m the amount of **—** excluswe of deductlons for SO; a!lowanees: )
' ;and vanable non fuel operotlon and mamtenance expense, be mcluded w1th1n .

L ._f.;;'the development of the “total Company cost of service. The noted **-
| : - of totai Company margm that I am proposmg would be comparable to
| ) the Glles/Schmtzer total company margln proposal of **—*""‘.. The‘ -
-total Company margm that I am recommendlng would, of course, need to be |

' j,’ -allocated to MISSOUI’I }urtsd1ct1onal retall operatlons based upon the appropnate

| energy allocatlon factor Thus the 1mpact of 1ncreas1ng the total company
. -f’mﬁrgm from the Company—proposed level of **—** to the latest-

: prowded NorthBrldge estlmate of the 30 percentlle of 1nterchange matgms of

**—"‘* would be io reduce the Mlssoun 3ur1sd1ct10na1 revenue.

n;-"‘requ“emem pro?osed b)’ KCPL by aPprox1mately **_W: | .

‘,ij-YOU STATED THAT THE RECENTLY PROVIDED UPDATED
| NORTHBRIDGE ESTIMATE OF‘ THE 50"‘ PERCENTILE oE o
INTERCHANGE SALES MARGINS APPEARED REASONABLE'

. ‘?-.BASED UPON A NUMBER OF FACTORS WILL YOU PLEASE
EXPLAIN THAT OBSERVATION" o |

rYes Fn-st as noted on the table Shown above wherem I reﬂected 1ntenchange :

: ;sales margms for the years 2002 th:ough 2005 as well as for the twelve months'.




N ,:ij2= | L :l addrtlonaI coal fired generatlon avadable for sale on the mterchange market for -
B '
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E to a srgmﬁcant degree w1th natural gas pnces *

-' iendmg May 2006 the trend 1n off—systern sa]es margtns has been upward ‘w1th N
: fthe margms for the twelve months endtng May 2(}06 bemg very close 1o the
recently updated NorthBrzdge foreeast of the 50% pereentrle on off-system sa’fes._ -
Further as explamed by Mr Schmtzer margms from off~system lsales are
o 31gn1ﬁeantly 1mpacted by the market pnce of electnc energy in the regron The .

. _ ,' market price of electnc energy 1s in tum heavﬂy 1nﬂuenced by, and correlated_ o

. F Fmally, 100 MWs |

3 of wmd capacrty is belng added to KCPL $ generatlon fleet in 2006 Thrs

u::addltlonal capac1ty, w1th wrtually no vanable costs shouid tend to ma.ke o

- more hours of the year than has occurred 1in recent hlstory In reeogmnon of all :
- these observatlons and events Ibeheve Nortthdge s 50 percentﬂe pro;ect:on
. :‘ : of mterchange margms 1s a reasonable esttmate of 1nterchange margms that ean"" -

'. "'V'be expected to’ be aehreved in 2007 Agam my recommendatlon Should not be' - -.
' - '-construed as my qu endorsement of, the NorthBrldge forecast modehng efforts | :

" :'_;.Rather I am srmply statmg that at thrs t;me NorthBrldge $ sophlstlcated

| modelmg efforts are producrng results that are in line W1th what one wouId‘ :
) v expect stmply by revxewmg.reeent actual expenenee of off—system sales and the =

T foreeast of major drlvers that would be expected to 1nﬂuence modehng results .

e
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.‘ ' ';BASED ON YOUR PROPOSAL TO REFLECT THE “MOST LIKELY”-

;. LEVEL OF INTERCHANGE SALES MARGINS WITHIN THE COST'_

o iOF SERVICE ARE YOU THEREFORE SPECIFICALLY REJECTINGZ'
| MR GILES’ PROPOSAL TO ESTABLISI-I RATES UTILIZING A |
S -CONSERVATIVELY LOW ESTIMATE OF INTERCHANGE SALES
MARGINS BUT THEN CONSIDER CREDITING RATEPAYERS WITH |
| "--“ff:iEITHER ADDITIONAL “AMORTIZATION EXPENSE” OR FUTURE' :'
- . REFUNDS" -
At thIs pomt in the -pr.oceedIng it Isrprernature to suggest that any umque .
.;‘.'Aaecountrng prOVISIOnS or “skewmg of the Inputs in the development of a‘ '
' tradltronal MlSSOUI'l Jurrsdrctronal revenue reqmrement study may be
| approprlate | In August 2005 the MPSC approved a Comprehenswe Energy
= ,"%-'wPlan that was embodled WIthIn a Stlpulatlon and Agrecment (“S&A”) entered_ 3 r.
o :flll'lt() between KCPL the MPSC Staff the OPC and a number of other

- o Intervenors In relevant part the noted StIpuIatron and Agreernent states

o The non- KCPL SIgnatory PartIeS commrt to work w1th KCPL to
* ensure that based on prudent and reasonable actions, KCPL has a
.- feasonable opportumty to maintain its bonds at an investment
; '~grade rating durmg the construction penod endmg June 1, 2010,
As part of this commitmerit, the non-KCPL Signatory Parties

e agree to support ‘the “Additional Amort1zat10ns to Maintain

. Financial Ratios”, as ‘defined in this section and related -
- appendlces in KCPL general rate cages filed prior to June I,
. 2010. " The “Additional Amortization to Maintain FIna.ncIal_=
' Ratios” will only be an element i in any KCPL rate case when the -
b ’ . Missouri Jurrsdwtrona] revenue requ1rernent in that case fails to
. satisfy the ﬁnanclal ratios shown' in Appendlx E through the ~
g .‘;applrcallon of the ; process illustrated in Appendix F. (StIpulanon '

. and Agreement filed in MPSC Case No. E0-2005-0329, page

1)

P DOE NNSA dId not oppose fhe S&A a]though It was not a S1gnatory to the agreement )
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N 20 \ I. | begrn to measure the posszble need to cons1der “Addltlonal Amortlzatrons to |

f‘gPursuant to the quoted S&A t.he optron exrsts to increase rates above that

- generated employmg a trad1t10na1 Mrssoun retarl _]Ul‘lSdlCthllal cost of servrce is

avarlable through consrderatron of “Addltronal Amorttzatlons to Mamtam

_Flnanc1al Rat1os ” However the ﬁrst step in such process shouId be to estabhsh | , |
E an estlmateof the tradrtronal Mlssourr Junsdwtronal revenue requrrement To

.that end I beheve a tradztzona! Mrssoun _]urlsdrctronal revenue requrrement -

' should begm with reﬂectron of normal | ongomg and “most likely” to occur

o revenue and expense levels N

' '}‘As noted at the begmnmg of thls testlmony, DOE NNSA Is presentmg only
lnnrted drrect testlmony regardlng KCPL’ s MISSOIII‘I jurlsdlctronal revenue‘

_ rcduu*ement but fully expects the Staﬂc and other parnes will address numerous .-
other revenue expense and rate base proposals included within KCPL s cost of '
:_ servrce After revrewmg the totalzty of revenue requlrement issues presented by |
- R Staff and other parues 1t may be appropnate to consider "‘Addttronal '-
Amortrzatlons to Malntarn Ftnanmal Ratlos” or other unique rate/accounnng
o proposals However in my oplnlon 1 belreve that a traditional Mlssoun |

s _]urrsdrctlonal revenue requ1rement needs to be estabhshed first so that one can

o ‘-‘f_Marntatn Flnancral Rattos ” Further such tradltlonal Mtssou:rl _]lll’lSd]CthHal .
frevenue requrrernent needs to be estabhshed by con51denng “most hker”-

estunates of revenue and expense levels
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?:The noted S&A has elements that are very beneﬁcral to KCPL and 1ts_'

'shareholders - namely, the srgnrﬁeant prov1s10n to collect in rates revehues for_ 3
- amortrzatron expense” that would be above and beyond that generated by a .7 'f -
'_ tradrtronal cost of semee revenne requ]rement determlnatxon As noted some'
l-cOﬂSrderatron to shorrng up cash ﬂow and mterest coverages through an-
. allowance for recovery of amorttzatron expenSe or other accountrng authorltv
"__-Eorders may be Justlﬁed in hght of the Volatrhty of margms from off-system

- .-_-__‘i:'sales However glven the overall beneﬁts afforded KCPL wrthm the S&A it
- :5 ,may also be Justrﬁed to conclude that some rate payer partrcrpatlon in, or’

Sharrng of margms above that eonsrdered by 1nclud1ng off—system sales rnargms I
T .servrce is warranted

. IS THE COMPANY’S PROPOSAL TO ONLY INCLUDE, '- f‘

f .:;.INTERCHANGE SALES MARGINS THAT ARE ESTIMATED TO B
f%OCCUR WITH A 75 PERCENT PROBABILITY IN COMPLIANCE-'

?.} WITH OTHER TERMS OF THE NOTED S&A‘? |

. The S&A from Case No. 1:0-2005 0329 also states that

: '. KCPL agrees that off—system energy and capacity sales revenues ,
- and related costs will continue to be treated above the line for
- ratemakrng purposes; - KCPL specrﬁeally agrees not to propose'=
L any adjustment that would remove any portion of its off-system
- - sales from its revenue requxrement determination in any rate )
© | case, and KCPL agrees that it will not argue that these revenues' )

e : ;and assoerated expenses should be excluded from the ratemaktng_ -
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process (Sttpulat]on and Agreement from Case No. EO 2005- o
' 0329 page 22, emphasts added). : A

. I be]1e\te KCl:’L S proposal m 1ts direct case is certamly contrary to the mtent as -
-_'_.:‘jwell as the letter of such S&A language As noted earlier, part1es frequently B
B ':'-:..argue about the most ltkely” level of revenues or expenses e‘(pected to be |
._.-expenenced but I do nct recall partles recommendmg a higher or Iower level of
'_f.lrevenues/expense wrth the mtent of knowmgly creating a b1as for e1ther
" shareholders or ratepayers The Company s propcsal of promotmg mclnsmn of | -:' '
, an admrttedly eonservatlvely low est1mate of off-system sales margms has-the |
7' same 1mpact as removmg a portzon of its oﬁ sysfem sales from its revenue
_lreqntrement determmanan 1n th1s case, and accordlngly, I belleve KCPL s‘

' '_posmon on the 1ssue of reﬂectmg an ongomg level of mterchange margms 1s h
' o : Agreement

X E:j‘iPLEASE SUMMARIZE YOUR RECOMMENDATIONS REGARDING

:fj. INTERCHANGE SALES MARGINS TO BE REFLECTED WITHIN L

. _'._:THE DEVELOPMENT OF KCPL S 'COST‘ OF: SERVICE |
g DETERMINATION " " \ | | - | ‘

. rfThe ﬁrst step in estabhshmg KCPL 'S rates in this proceedmg should be to -_ | :

f:;-detennrne a tradmonal Mlssoun Jurlsdlcttonal revenue requtrement .ut1l1zmg'

: rnost hkely” re\;renue and expense estlmates I accept Nortthdge s most o

f'recently prepared estlmate of the 50 pereenttle of 1nterchange sales margms as ) _ _




1 l ', 1 | ,Vi'za‘proper or rnost ltke‘ly” leveI of margtns to be achteved durmg the.}tear that -
l 2 - rates bemg estabhshed in’ th1s proceedmg wxll be in effect Accordmgly, I -
. : 3 V; o recommend that such level of pro_}ected mterchange margms be reﬂected w1th1n |
l A__::. . 4 t}te tradltlonal revenue “requxren.lent betng estabhshed in thls case. o
| I 6 - Aﬁer the fi llng of all du‘eet testtmony; the partles can begin to evaluate the:
; ; 7 extent to Wthh if an'y,.“Addittonal Amorttzatlons to Mamtam F1nanc1alr :
| l :-_8 Ratlos maybe necessary At that tlme the partles can also evaluate whether , R
I :. i} : 9 - - any other umque rate or accountmg authortty mlght be warranted in hght of
1(} . | 3 - KCPL s exposure to shortfalls in cash ﬂow stemmmg spemﬁcally from the
' : 11 - SLgmﬁcance and volatlllty KCPL mterchange sales
: 14 o "?AMORTIZATION OF STORM DAMAGE EXPENSE |
s B Q. 1 DOES KCPL’S ADJUSTED TEST YEAR COST OF SERVICE INCLUDEV: E
¥ ?‘16 L A LEVEL OF STORM DAMAGE AMORTIZATION EXPENSE‘? N
17 A ;‘_Y On a total Company ba31s KCPL s adjusted test year cost of serv1ce |
.  _}48 " o Lneludes $8 294 549 of amort1zat10n expense reIated to repair costs 1ncurred and .
| 19 lﬁtmtlally .deferred resultmg from a January 2002 1ce storm, The Mlssoun,‘ |
20 C :‘Junsdmttonal pOl’thIl of thlS total Company amort1zat10n is $4 562, 002 |
FESEE T I |

' ‘ -2 Perhaps Staff and more actwe other mtervenors may | be in a posmon to. assess the posmb[e need for
*.-additional ¢ ‘amortization” expense concurrent with their direct ﬁlmgs masmueh as they will be '

S comprehensxvely addressmg all elemenis of the traditional cost of service. However, absent a
"_-comprehenswe asséssment of all traditional cost of service components it is not possible to begm to
L 'assess the need for addttlonal “amomzatton expense at the ttme of dlrect tesnmony ﬂlmg
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-I 17 i ' The Comrmssron adopted the Jomt recommendatron of the noted t)artres that 3 B
s | |

B

j_.::'])ID KCPL OBTAIN AUTHORITY TO DEFER THE REPAIR COSTS‘{;‘V,V'L:-'

o .f'_:”_ASSOCIATED WITH THE JANUARY 2002 ICE STORM? - -

::'Yes In Aprrl 2002 KCPL ﬁled an apphcatron wrth the MPSC seekmg to defer ,

- _costs 1ncurred in an ice storrn that occurred on January 30 and 31 2002 o

_Followmg the ﬁlmg of reeommendatrons by the Ofﬁce of the Pubhc Counsel

: -(“OPC”) and the MPSC Staff a prehearmg conference was held W1th KCPL |
‘Staff and OPC wherem the noted pames agreed upon a set of condrtlons that"

K ‘they Jomtly reeommended that the MPSC adopt in conjunctlon w1th the 1ssuanee -
;.f-:of an order approvmtg the Cornnam}.r s requested accounting authorlty On July
3_—,30 2002 the MPSC 1ssued an accountlng order in Case No EU 2002 1048 ,
: f -whereln it authorlzed KCPL to defer the January 2002 ice storm costs sub]ect to -
: i_; V-the terms and condmons as had been mcluded w1th1n the Jornt recommendatlon |

' éiiof the noted pa.rtres

. OVER WHAT PERIOD IS KCPL AMORTIZING THE JANUARY 2@02 j -

_DEFERRED ICE STORM cosrsv

i provrded for KCPL to amortrze deferred ice storm eosts ratably over the perrod R

G September 2002 through January 2007

DID KCPL ALSO RECEIVE AUTHORITY FROM THE KANSAS o
_;fj-;_‘_CORPORATION COMMISSION O DEFER AND AMORTIZE THE SR

L 2002 ICE STORM cosrsr
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3:1:6._i" ‘- ir.:total Company Adjustment No 2 to effecnvely gross up’ the Mlssourr_-.
-:,7}-7“.‘ | |
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| 7 '_I.\Io. Accordmg the Company ] response to DOE NNSA Data Request No. 2- .
if‘}'-29 the regulatory treatment for the 2002 1ce storm costs was 1ncluded as part of
S :.a broader Strpulatron and Agreement approved by the Kansas Corporatron

. ‘— Commrssmn (“KCC”) m Docket No 02 KCPE 840 RTS. Pursuant to the noted _ -
KCC Stlpulatron and Agreement KCPL agreed to not seek recovery of non-

. "‘.i,caprtal expendltures related to the January 2002 ice storm

-.._GIVEN THAT KCPL DID NOT HAVE AUTHORITY TO DEFER 2002
” ICE STORM COSTS IN KANSAS DID KCPL ONLY DEFER THE |
o ‘_f.'MISSOURI JURISDICTIONAL ALLOCATED PORTION OF TOTAL: -
INCREMENTAL 2002 ICE STORM COSTS" |
: That is my understandrng Accordmgly, the test year‘ “recorded” amonrzauon

| of deferred 2002 ice storm cost reﬂects only the Mlssourr Jurrsdrctronal port1on |

_-i_of total 1ce storm costs mcurred The Kansas portion would have been wrrtten::_. o

off nmnedrately to expense in 2002 On thrs latter pomt I note that KCPL posts

: Jurrsdrctional amortrzatron of 2002 ice storm costs recorded durmg the hlstonc -

i'-ﬁ'test year to a “total Company” level that would have been recogmzed had-
Kansas 1ssued an 1dent1cal accountrng authonty order to that Wthh 1he MPSC

1ssued in Case No EU-2002 1048 Thrs total company gross up” adJustrnent R

was necessary in preparatlon of the Company S case masmuch as KCPL elected _ | :" L

o _};to prepare a “total company” cost of servrce that 1t m tum allocated to thei

o ‘MlSSOLll'I Jurrsdrctron usmg a state Jurlsdrctronal allocatron factor e
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. .-SHOULD RATES BEING ESTABLISHED IN THIS PROCEEDING
o "'*REFLECT ANY AMORTIZATION EXPENSE RELATED TO THE 2002
' ‘_C_ICE STORM"

Q. PLEASE EXPLAIN WHY NOT.
A I beheve these $0- called “extraordmary costs have already been recovered
‘ "_Q.; from Mrssoura Junsd1ct10nal ratepayers under ex1st1ng rates. Speclﬁcally, and

5 rnore to the pomt for the years 2002 through 2005 KCPL’S Mlssourl' |

to MPSC returns authonzed for other Mlssoun energy utll1t1es as well as other
returns authorrzed by other state regulatory comm1ss1on during the relevant t1me |
| pertod Pursuant to a settlement among KCPL the MPSC Staff and certam Iong |
urne 1ntervenors m KCPL rate proceedmgs KCPL annually prepares an |

earnlngs= survezllance -report that calculates total Company and MISSOUI'I .
Jurlschctronal eammgs generally cons1stent w1th prevrous precedents estabhshed
‘.-'m KCPL MISSOUTI Junsdlctronal rate cases Accordmg to those annual reporte
:S‘_JKCPL earned the followmg retums on equrty in recent years for 1ts M1ssour1

© jllI‘lSdlCthIlal operatlons

. Year T - Eaquity . -




- -:‘;10_ o 2002 1ce storm
ST "
3'1-3- 13 o
16 i o Corngany ‘ Case No B ROE
'_":‘-_17 S ' '
20 _: .*‘Grven the returns berng author]zed by the MPSC and other state regulatoty
o
22 _ | .'?:reasonable to conclude that KCPL may have earned in excess of a return on

2004

2005 o **- -

B I thmk it should be emphasrzed that the reported retuirns are after recogmtton of

| ,:-f the deferral and amortrzatton of 2007 ice storm costs authorized by the MPSC in
ifCase No.’ EU 2002 1048 Adrmttedly, these calculated retums are largely
unaudlted” and haVe not been normahzed " Nonetheless I bcheve they -
:’_;overwhelmrngly demonstrate that KCPL was experlencmg robust Mrssourr
e ‘-'fiiz.Jmsdrctronal earmngs - partlcularly in years 2002 through 2004 - even after: |

.'3'"f:deductmg approxrmately $4 5 mllhon of arnorttzatlon expense related to the“_ |

WHAT RETURNS ON EQUITY WERE GRANTED OTHER ELECTRIC
b : I'UTILITIES BY THE MPSC DURING THIS TIME FRAME"
f_‘ Some returns on equrty authorlzed by the MPSC for energy ut111t1es durmg the - k

noted trme frame that I am aware of 1nclude

f,flLaclede Gas GR-2002 356 105%
k _'l-fEmplre Distriet ER-2004 0570 o 1o%
: ‘-;'Mlssoun Gas Energy GR 2004 0209 | j; 7 ]0 5%

' Lf%JUI'lSdlCUOIIS durlng the relevant 2002 through 2005 time penod I beheve 1t 1s'

3 equ]ty that would have been authonzed by the MPSC had a KCPL rate case’.
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‘:'2_6 o earmngs The Commrssron 8 order obvrously recognrzed this hrmtatlon and'
28 . | . . :»:.'_of the need for and the appropnate amortrzatron perlod for the ice Storrn costs_'f o

29

f—'-;been undertaken durmg thrs trme frame To allow addltronal recovery of the ‘.
S 'iﬂ-:"2002 deferred ice storm costs in thlS case by reﬂectlon of a full annual

o a_'m_ortlzatio_n level will result m an unwarranted over recovery of such costs.

‘“A;Dm THE COMMISSION’S ORDER IN CASE NO. EU-2002-1048"
-:"'_';::GUARANTEE OR OTHERWISE PROMISE THAT SUCH"
.JAMORTIZATION cosrs ORIGINALLY BEING ESTABLISHED o
o VWOULD BE CONSIDERED IN FUTURE RATE CASES? |

jNo To the contrary, the noted order spec1ﬁcally found:

"'.That in grantmg the requested AAO the Commlssmn makes 1o
" findings as to whether deferred expenses are reasonable, whether
‘. other factors contributed to the ‘damage to the system and the
a -resultmg repalr/replacement costs incurred, or whether KCPL
~ would have suffered financial harm (i.e. earnings during the
" period were madequate to compensate KCPL for the costs
o incurred) absent deferral. The Commiission reserves the tight to
consider in a ﬁrture rate case the ratemakmg treatment of the
. costs deferred, as well as any  assertions, including the
‘% - appropriate amomzatlon period, made by parties thereto. (Order
"+ 'Granting Authorlty Order page 3, from Case No. EU 2002- .

e 1048)

o The 2002 ice storm’ deferral request and authonzatlon was occurrmg out51de the
scmtmy of a complete earrungs 1nvest1gat1on Thus no party could fully assess o

L KCPL 8 abrhty to absorb such extra costs w1thout an unacceptable hit to' |

‘}_-accordmgly, c}early reserved the rlght to revrsrt the whole i 1ssue of the amount" -'

:_-1t was Imtrally allowrng to be deferred

..': 24
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. JWOULD | A “'biSAELowANCE?’ " OF THE ..MISSOEIR-J
"JURISDICTIONAL ICE STORM AMORTIZATION BY THE MPSC IN
- _A RATE ORDER ISSUED IN THIS PROCEEDING CREATE A WRITE-)
- ?':OFF AND HIT TO EARNINGS"
‘Rates resultmg from thJs proceedmg should go into effect around January 1,
o '-2007 As previously noted the MlSSDul“l JuE1sdzct1ona1 ice storm amortization is
: ‘;_"scheduled to expue at the end of January 2007. Thus, at the end of December
: ,2006 the total unamortxzed balance - representmg one more month of
-i."larnortlzfanon expense —’wﬁl only be $580 167. Thus, the maximum “mﬁe
_':-:down | or hlt to earmngs that arguably mlght have to be written off in
‘ 'December 2006 when the order from thlS proceedmg would becorne “known”
: .‘wonld only be $380 167 Gwen the relatweiy di minimus amount at stake and
: _the fact that the amount would have been written off in the following month of |
"January 2007 I am not certam that spemﬁc financial dlSClOSUre would be/

, "’1fequ1red.

’ 'ARE YOU STATING THAT EVEN THOUGH ONLY ONE MONTH OF
| i:ﬁ',AMORTIZATION EXPENSE WILL 'REMAIN WHEN RATE,S_‘ |
, _?_ESTABLISHED IN THIS PROCEEDING GO INTO EFFECT THAT

. THE COMPANY’S REVENUE REQUIREMENT RECOMMENDATION

"REFLECTS A FULL ANNUAL AMORTIZATION ALLOWANCE 9
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Yes .As VnOted prev1ous1y, the anrlual ‘MISSOUI‘I ]unsdlctronal- arnortlzatloo
."‘ilexpense mcluded wrthm the KCPL cost of servme study is $4 562 002
3However at the end of December 2006 the unamorttzed balance of the 2002 ice
; storrn costs will Only be $380 167 Thus if any ice storm costs wete to bet
‘ 1ncluded 1n “the M1ssour1 Junsdtctronal cost of service stemxrnng from thIS
e Droceedtng, at most it would only be equttable to include $380 167 .and
) eoncurrently authonze the Company tO slow down the amortlzatlon of such
:‘bala.nce from its orrgmal one- month schedule ending fanuary 2007 toa twelvel_
_:month perlod endlng.December 2007 - the approxunate perlod that rates
estabhshed m thIS proceedmg w1[l hkely remam in effect. That stated and as |
emphasxzed earlter I do not belleve 1nclus1on of any amount of 1ce storm_l
amortlzatlon-expense 1D rate developmer]t or any rescheduhng Of 1c‘e storm
amOrttzatlon expense ts necessary or equttable gtven that a review of hzstonc 4
eammgs dun.ng the perlod that 1ce storm costs have been amortlzed to date

o demonstrate ‘that these costs have already been fully recovered from retaﬂ

v ratepayers.

{PLEASE SUMMARIZE YOUR POSITION REGARDING 2002 ICE
STORM COSTS INCLUDED AS AMORTIZATION EXPENSE WITHIN :

KCPL’S | MISSOURI JURISDICTI()N COST OF SERVIC_E :
: DEVELOPMENT | |
) ?;The ent1re $4 562 002 of I\dtssourl JunsdlcuOnal ice storm costs 1ncluded w1th1n - i

."7:7:—-.-KCPL S proposed MlSSOLl.l’l _]llrlSdlCthl’lal cost of service study should be

i
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| .'rerrroyed leen the rettlrns that KCPL’S Mlsseun junsdictlonal op.eratlons' o
._-"-achleved durmg the years 2002 through 2005 it is clear that these so called
= '7 extraordmary costs have already been fully recovered within rates. Further it
would be extrernely unfalr lto ratepayers who have already pa1d. rates that
L f _,allowed KCPL to ean robust 1f not excessrve returns on equ1ty for the Iast. B
three years te de51gn rates that would allow for recovery of $4 S mlIhOIlVOf ‘
s add1t10na1 xce storrn costs rn 2007 when only $380 167 wﬂl .remaln

unamortlzed” at the begmnmg of 2007,

| 'DOES THIS CONCLUDE YOUR DIRECT TESTIMONY"

. Yes, 1t does
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'_"COUNTY OF JACKSON )

_ BEFORE ME the undersrgned notary publlc this day personaily appeared‘ .
"' : ", -~.JAMES R. DITTMER to me knOWn who bemg duly sworn according to law deposes o
i -‘j.",‘and says: SR : -

“My name is JAMES R. DITTMER I am of legal age and a resrdent of the

i State Of MISSOUI'I I certrfy that the foregomg testrmony and exhibits, Offered by me on

o _- behaif of the Department of Energy National Nuclear Securlty Admmlstratlon are
. itrue and correct to the best of my knowledge and belief.” :

A@«A@@%@

es R Dlttmer

Lo SUBSCRIBED AND SWORN {o before me, a notary public, on thrs 2 day Of -
- :;;-August 2006 e s
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M1ssoun

My Commin B g ]y 1 (3

>




