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Opening Statement 

~ 61 Dtferred taxes lndudlng Comrninion'slndusion of all 
deferred taxes, why the Commission's approach ts logt<tl, and 
why GMO's appro<Kb is contrary to that decision. 

.. 7) TrarwnlsMon £xpense including the challenges of 
Crossroad$ transmission, the reason b'al\$tTiiU1on costs are so 
high aod why the Commission eliminated all transmission 

"'"'· 

Opening Statement 
• 1} Give biJck&round on Crossroltds; where it isloc.lrted relative 

to MPS service area; and how it was acquired. 

• 2) &plain MPS' historic need for capacity and Aquila's refusal 
to build regulated generttion capacity. 

• 3) DiScuss what the CommiSsion Is being asked to decide in 
this cue; the legal standards and U$eS involved. 

• 4) Reference the Commissfon's decision on the last case 'Where 
the ~bnshed a two pronged approttch: !It) proxy sale 
valuation Including rerognttion of!!!. defer«!:d taxes and b) 
e:.dusion oftransm!Sskm costs. 

• 5) ~ lnducfins Great Plains Energy's: SEC filing 
ree:atdlf'l& Crossroads valuation; the proKy sale approath 
adopted by the CommiSsiOn and GMO's inflated value, 
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* 3) Discuss what the Commission is being asked to decide ln 
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Background 

* Crossroads consJsts of 4 75 MW natural eas·flred combustion 
turbines. 

• Comh!ned capacity of300 MWs, 
• Constructed In 2002 by Aquila Merchant- e: deregulilt~ 

subsidiary of Aqulla. 

• Located ln Clarksdale, MissisSippi- 525 miles from MPS 
senlke area and apprmcimately 200 miles fTomthe nearest 
SPP service area. 

Background -Aquila Structure Background -Aquila Merchant 

• Aquila Merchant purchMed 18 Model 7 EA combustion 
turbines: 
• 6 ~cted in 2003 M Goose: Cruk [Platt Cwnty, 1111nols}: 510 

MWt; 

• 4 «tnrttutW!ln 2003 at ~oon O.$lt {01y Cour>rv, Illinois): 340 
MWs; 

• 4 comtn.~CUtd m 2002 at C~ (Ciarluda&l, M!ul!slppi): 300 
MWJ; •nd 

~ 4 nelll!f eonrtructad. 

• Merchant Power Market colll:lpsed in 2002 after the £nron 
bankruptcy and Aqulfa Merchant began to close operations. 
Started marketing these pnemma units to third parties. 
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Background - Great Plains 
• on February6, 2007, Aquila announced the sale ofthe 

company. Acquisition closed in July 2008. 

• At thiS point ill time, Aquila only COO$i$led of: 
~ Colcnldo, I~ Klin~ll$ 1nd Nebraska pu: end e!eetrlt nguiated 

cper1tlom: $Old to Bl"'* H!Us Ct»'pomlon - • South O..t.ot. utility 

• Mi$wurlelflctrlc opamkms - acq\111'66 by G!Wiet Plains 

• Qouroeds EMilY Center -acqund by Gmt Plaln.t. 

• By this time, Aquila Merchant had sold all other deregulated 
amts. Despite repeated effotu, Aquila Merchant coold not 
set Crossroads. 

MPS' Historic Need for Capacity 

• 8e$lnning in the late 90s, Aquila had "e corporate policy not to 
buUd ~neration assets for It$ regulated u61rty operations." 
Therefore, all construction w.1s dol'le by dereguh1ted 
subsidiaty with desi~ W sell power to regulated operations. 

• Constructed Aries (Dogwood) In 1001 as deregulated plant 
and had purchased power agreement with MPS. ArleJ: PPA 
was an affiliate tr;~nsactlon aod Staff made adjustment$ to 
reduce to market price. 

• Aries PPA eltpired In May 2005. PliQfto that, GMO cond~ 
an integrated resource plan Whk:h showed that the least cost 
plan was the construction of S combustion turbines with a 
capacity of 525 MW$. Still GMO did not build to its p!anl 

Opening Statement 
• 1} Give backiround on Crossroads; where it Is located relative 

to MPS servir;e area; and how tt was acquired. 
• 2) Explain MPS' historil: need for capacity and Aquila's refusal 

to bulld regulated generation capacity. 

• 3) Discuss what the Commission is ~ng asked to decide in 
this case; the lqal standards and cases involved. 

• 4) Refertm(ethe Commission's decision on the last case where 
the established a two pronged approach: a) prm<y sale 
vaJu;rtlon lncludlng recognition of Ill deferred U'lw.es snd b) 
e11cluslon ottraMmiSston costs. 

• S) ~including Great Plains Energy's S£( Ming 
regarding Crossroads valuation: the proxy sa~ approach 
0\dopted by the Commtu!on and GMO's inflated value. 

MPS Historic Need for Capacity 

• Instead of building 5 combustion ti..U'bines (525 MWs), GMO 
only built 3 combustion turbines (315 MWs). SQ, GMO still 
needed capatityl 

• 'The tragedy of Aqulta's decision not to add the necessary 
capacity to replace the Aries power apeement is that Aquila 
could h~ added significant capacity ill!: slgnifi~ntly 
discounted turbine prices. Aquila simply miSsed a 
tremendous opportunity to add low cost generation to lts 
fleet." 
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MPS Historic Need for Capacity 

• Chabman Davis dissent: 

• "There are ample grounds for qve.stioning the prudentt: of 
Aqulle's management. past and present. These include: 
management decisiOn to pursue unreculated business 
wntu~s tkat eventually ausedAquile to hemorrhage: money, 
lose Its !tNernnent 4R~de status and some would say neglect 
its custometS for yean." "There i$ no question Aquila's 
de<islons Mw been detrimental to its ratep~;~yers," "These 
ISsues w!H continue to haunt Aquila management for yeatS to 
come reprdless of whO's in cnarse." 
• CMaJrrln" Ophtion oft:Mil'man tkwls, CliMo No. ER-~200'1.()()04, 

p.,..s u •nd 12 (ls$1M!d July 9, 20071. 

Opening Statement 
• 1) G'M! background on Crossroads; where it Is loe<rted nelimve 

to MPS service area; and how ft was acquln!d. 
• 2) Explain MPS' historic need for capacity at'ld Aquila's rel'u$a1 

to bulld rq;ulated generation capacity. 
• 31 DUc:uss what the Commission iS being ast.ed to decide in 

thts case; the legal standards •nd cases irwolved. 
• 4} Reference the Commission's decision on the last case where 

the established a two pronged approach: a; proxy sale 
valu!ltion induding recognition of ru! deferred taxes and b) 
e.cluslon oftransrni.UJOn costs. 

• Sj valuation includin& Great Plain! Energy's SEC filing 
regardin& Crossroads valuation; the proxy sate eppfoach 
adopted by the 0JmmiS$lon and GMO's inflated value, 
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Perfect Marriage?? 
Not Quite 

• 5o, you haw tiW situations cofndlng: 
• F!m, Gfut Mains hed a~- fat!!!ty th<lt It .couldn't Mil 

Wlttl capoclty of 300 MWl. 

• Second, MPS hod •10 year need furu.pe.:lty. 

• Since it couldn't sell Crossroads to anyone etu, Great Plains 
moved tbls dereplated unit to MPS's regulated boo!Q; In 
Auiust2008. 

• Two problems 
• Fint.. GMO did not -m:: to rMiect tile true marltet 'oll!ilue of 

Cro~o~~ro•d.t. GMO ~ly 1',.d to wr!w-ofl' w1ue fot other 
derel\l~t.d CT.t thet lhold. NewrtheJ~tn,. itWti'!U book. wlue 
l'orCroHmads. 

• ~.there w•re significant probhtms and experu.e as~ 
with tnarum!ttil'\i enerav from Crtwi'Mds (Miulsslppl) to 
CI.UtoiMB (Miuourl). 

Scope of Crossroads Issues
Legal Standards 

• !U.Yti!.Ll: What should be the value of crossroads included in 
rate base? 

• L€pl Standard: '"The corporation may not btl required to use 
Its pn:.~perty for the benefit of the pubfic without receiving just 
compensation for the seMceJ: rendered by it. . We hold, 
however, that the basis of l!IH calculatlon~ as to the 
reasonableness of rates to be charged by a COfl)Otation , , . 
must be the fqlr vqluf of the IW?!?C'tV king tm:dlwff fpr the 
mqw:nlcncc of fhc DuiJffc. What the company is entitled to 
ask iS a fJir return upon the value ofthat which lt employs for 
'ltle pubilc con'w'enience. On the: other !'tand, what the publiC Is 
entitled to demand is that no more be extracted from it than 
the services rendered by it are reasonably worth:" 
• Srrrytll v. A.!TW, 169 U,S, 466, 546-547 {1M) (~~mphesis added). 
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Scope of Crossroads Issues -
Statutes and Rules 

• Section 393.230.1: "The commission shall have the power to 
ascertain the value of the property of every electrical 
corporation lo this state end ewry fact whiCh in itS judameot 
may or does have any beMrtg on such value,• 

• AffiHate Transaction Ruffl (4 CSR 240-20,015): "'TJUs rule Is 
intended to prevent regulated utilities from subsididn.& their 
non-regulated operlltfons ... , The rule and Its efh!ct:!Ve 
enforcement will provide the public the assurance that their 
rates are not adw~tv impacted by the utilit«:s' non~ 
resulated activities!' 
~ When •l.ltMitv pun:haMlf p!ds from a notHqulatad sul:n:!dlary, 

compe/Uitlon 1, Umlted to the I.Qar of: Ill fllr merlalt price or 
(21 WDv dlsttlb!Jt.d cost, 

Prior Commission Decision -
Value to Include in Rate Base 
Exact Same Issue as Last Case! 

2010 case 
~ lf the decision tv 1dd 

CJW~roed$ wes prudent. 
wh<lt !J the app~te 
wluatloo of Ctossroads? 

~ If CI'OSSI"Qottti$.1;: included In 

rete 045e, •hould the 
BCQ.mUiated defetn~d 
~ ut<~e!etad with 
Crourotds. be wed as e" 
offset ttl m. base 7 

2011Case 

• What 5hould be ttl. wlue 
ofCI'O$st'O&di int!uded In 
1'11111 t.se? 

• What amount of 
aeevrnu1ated de:t.rred 
ttlxes a$$0C!.ted with 
C~msroads $houlcl off$« 
the 'II!I!Uf!l r;t1 Cruwoad$ In 
r.tf*. bne? 

Opening Statement 
~ 1) Give ba~und on Crns$~ds; where tt is lotmed relative 

to MPS serv«:e area; iind how It was acquired. 
• 2) Elq)latn MPS' hl$tork: need for capacity and Aquila's refusal 

to buiid negu1Dted senellltion capacity. 
• 3) Discus$ what the Commission!$ being ~tSked to decide In 

this case; the legal standards and cases Involved 
• 4) Reference the: COmmission's decision on W last case where 

the establ15hed a two prortged approach: a) proxy sale 
vahJatlon InCluding recognition of i! deferred taxes ~:~nd b} 
e.dusion of transmission cosU. 

• 5) ~ lnduding Great Plains Energy's SEC filing 
regarding Crossroad5 vaiUJtlon; the proxy sale appcoad1 
adopted by the ComtniSsicn and GMO's inflated value. 

Prior Commission Decision -
Value to Include in Rate Base 

• After considering tile depressed marm for combustion 
turbines (see the sale of Raccoon Creek I Goose Creek), the 
Commissiol'l found: 

• "It is!nsomprehtnslble that GP£ would pay book value for 
genemlng tadlitles In Mississippi to serve retail customers in 
and about Kansas Clty. Missouri. And, it is a ylrtual qrta!ntv 
that GPE m•nasement was able to negotiate a prtce for Aqullf 
that considered the distressed natl.l(e of CrOSStoads as a 
merchant plant which Aqult. Merchant was unable to sell 
despite trying for seven~! years. Furt~t, it is eqvally likely that 
GPE was 1n as good a posltfon to negotiate a prke for 
Crossroads as AmefenUE was when it neJOtmed the 
pvrch:ases of Raccoon Creek and Goose Creek, both located in 
Illinois, from Aquila Merchant in 2006." 
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Prior Commission Decision
Value to Include in Rate Base 

4 The Goose Creft: 1 Raccoon Creek turbines were exactly the 
same a5 the Crossroads combustion turbines. 

• Crossroads, buitt In ZOOl, acquired by Great Plains in 2007. 

• RKcoonCreek/ GooseCfWc. bui1t in 2003, acquired by 
AmtrenUE (third party transactlim) In 2006. 

• Perfect proxy transaction, exc;ludlng tocatlon, to determine fair 
market value of crossroads. 
• Raceoon Oeel!:: 3-40,000 kW sold tor $11 mlllkm 
• GOQH Crulc 510,000 kw sold for $104 million 

• T01'At.: 850,.000kWfut$17Sm!Mir;ln($205.B8/kWI 

• Therefore, Ctonroads 1300,000 kW) ($205.88/ kW) "' 

• $11..764,000 - fllr mlii'Mt ulue 

Prior Commission Decision
Transmission Costs 

• Crossroads Is located in Clarksdale, Mississippi surrounded by 
Ente!'l'f' servlce area. Entergy has applied for membership in 
Midwest Independent SyJtem Operator (MISO) 

~ MPSservice area iS located In Missouri and located in 
Sc11,rthwest Powet' Pooi {SPP). 

• Glven that the~ area is In il different Regional 
Transmission Opetatot (RTO) service area, there are slgr~iflcant 
transmission costs associated wtth transmitting energy from 
Mississippi to Missourt. 

• Given the fact that Entergy is joining MISO, there is 
considerable uncertainty assoclilted wtth GMO's transmission 
agreement with Ente!'JY. MISO transmission costs ar-e twice as 
high as Entetgy transmission costs. 

Prior Commission Decision -
Value to Include in Rate Base 

• The $61.8 mlltion falr market va!YfJ mtm be redueed by 
eccumulated deferred taxes. "TM accumulated deferred taxes 
associated wh:h Crossroads should be applied .s an offset to 
MPS's rate base." 

~ Oo rehearing, GMO asked the Commission to \WijuSt deferred 
taxes. In its MilV 27, .W11 Order, the Commlsslon stated that 
deh!rn!d taleS Wf! part of Its valuation and not a 
rnatht!!matksl calculation from its valuation. 
• "The Comm!sskm u-t tk111 VA~u• of Ctonme:dS cortsid•rlng 1111 
~nt factl:.n presented (includlnc defen11d wx.,];and ft!UI'Id 
that GPE htd conductad due dll\pi'!Clt In ttl• pureh1se of Aqull;a, 
Inc. Tl~Mefo111, the COmmiJ.JiDI'I ruted not c!lllrlfy thl$ pc>lnt 11"1 the 
Report 1nd Order ... 

------
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Prior Commission Decision -
Transmission Costs 

• "Paying the addttional transmission costs required to br1nB 
enerJW an the way from Crossroads and includins Crossroads 
lit net book value with no disallowances, is not just and 
reasonable." 

• "It is not ]tlst and reasonable to require ratepayers to pay for 
the added transmi5slon costs of electricity genero1ted so far 
away in a transmission tOl'lrttlcted location, Thus, the 
Commission Wlll exclude tbe excesslve tl7lnsmlsslon costs from 
recovery In rates." 

• "ln addition to the valuation, the Commission conclulks that 
but for the location of Crossroads, customers would not have 
to pay the excemve cost of transmission. Therefore. 
tnsnsmisslon costs from the Crossroads facility. , • shall be 
disallo\wd from expenses ln rates and therefore ~ilso not 
rttCM!rabfethrough GMO's fuel adjustment clause (FAC):" 

Proper Valuation 
• SMQ: Just li~ last case, GMO proposes net book value ($82, 7 

million). GMO position IS faulty lm:ame it fails: {1) to 
recognize tim: Crossroads l!ln a different RTO; (2) to 
recognize, at the time oftransmr, ttie marklet for combuJtton 
turbines was depressed; (3) to recognize that GMO could not 
find any other purchasers; and (4) to CM"'ply with the directive 
In the affiliate transaction rule to price at the lesser of cost of 
fair market value, 

• ~ consistent with Commission order from last ease {$61.. 7 
million} -value Crossroads using the value of the proxy sales 
from Aquila Men:hant to AmerenUE of Raccoon Creek I Goose 
Creek. 

Opening Statement 
• 1) Give background on Crossroads; where it is located relative 

to MPS serviCe area; and how it was acquired. 

• 2) Ellplain MPS' historic need for capactty and Aquil&'$ refusal 
to build reBUiated senenrtlon capacity. 

• 3) Di5cUis what the Commlulon is being aslled to dectde in 
this case; the lepl standartls and cases lrwolwid. 

• 4) Reference the Commission'$ decision on the last case where 
the established a two prooged approach: it) prwy sale 
wluatiOn lnclud!t\1 re:cosnltlon of !!I deferred taxes and b) 
ex<lusion or transmission costs, 

• 5) valuation including Gteat Plains Energy's SEC flUng 
regardln& Crossroads varuatioo; the proxy sale approach 
adopted by the CommiSSion and GMO's inflated value. 

Proper Valuation 
• ~: In the event that the <:ommlnion m:onsidfru any 

comporn!!nt of tts prior valuation, MECG maintains ttlat the 
Commission should reduce tne value ofCtmMoad$ to $51.6 
milliOn. In sevetal SEC til~ngs made between May and August. 
2007, Great f1airu kldlcated that the fair market value for 
Crossroads is $51.6 mlHion. 

• "The adjustment was deterl'l'lil1ed based on Great Plains 
EAetgy's estimatt:s of fair market value based on estimates of 
proceeds from sale of units to an 1,mreh1ted party of similar 
capacity In the C~.trrent l'l'larir.et: place, The preliminary internal 
anafysls lndlt<rtes a fair value estimate of Aquila's non
regulated Crouroads power generating facility of 
approximately $51.6 million." 
• Great Plalt'll Entrgy Jolot P'J:(JI(y Stat.m•flt, filed M1y 6, 2007, at 

past! 175 
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Opening Statement 

• 6) O!fetrtdtaxes lndudlng Commission's indvslon of all 
deferred taxes, why the Commtwon's approach Is logical_ and 
why GMO's approach Is contrary to that detision. 

• 7) Tram;m!ssign Expense indudlna:the challenges of 
Cromoads transmission. the reason transmission costs are so 
hi3h aM wny the CommiSsion eliminated all transrni.uion 
com. 

Opening Statement 

• 6) Deferred taxes lnc;ludlns Comtt!ISSiOtl's Inclusion of aJJ 
deferred ta:tes, why the CommiS5ion's approach Is logical, and 
why GMO's approach is contrary to that dedslon. 

• 7) Iransfl'liu,ion Expense indudiftgthe challenges of 
CromoiKis tmnsmission, the reason transmission costs are so 
high and why the Commlss.kln eliminated 1111 transmi.$$.ion 
costs. 

Deferred Taxes 

• Regardless of the valu~lon used, the Commlsslon should 
continue to recognize the 'MI bflanee of accumulated 
dt.Mrred taxes. 

• fJo.S. Aquila Merchant. like the rest of the derqulatH electl'lc 
il'ldu$try followtn,tbe tOJiapse of Enron. operated at a loss. 
Except for tbe:lr afrulatlon: to the profitable resv~ 
operations, Aqui1tt would never have been allowed to take the 
accelerated depredation thilt created these deferred taxes, 

• ~Great Plains undertook due diligence and would 
undoubtedly have been aware of the accumulated deferred 
tmres when ft valued Crossroads, 

• As ttle Commlu.lon said, accumultrted deferred taltts IS part of 
the "'re!ev'ant factors"' previously considered by the 
Ccmmlnlon. 

Transmission Costs 

• GMO 111curs additional expenses becavse It must tr.mmit 
energy acros.s Ente!lY intO the .southwest Power PooL If 
Crossroads was located itt SPP, they would not incvr the 
!:mergy trarumtssron costs. 
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Transmission Costs 

• Current transmlsslon costs ar~ likely to escalate quickly. 
CUmmtly, Entergy Is a stanHkme transmission operator. 
Current Entergy trat'lsmisskln charge Is $1.55 I kW- month. 

~ Enter,gy as applied for membership to MlSO. Therefore, any 
transmission will!~~ at MlSO rates, The current M!SO 
transmissioncharpis $3.10 I kW -month, 

• When Entergy joins MISO, GMO's transmission costs could 
immediately double. 

• It Is becoming rapidly apparent why Aquila could not sell 
Cmsrt:nds. The cost oftr.msmittlng energy out of darksdale 
Is cost prohibitive. Crossroads nHds to be moved and GMO 
will never move tt so long as the Commission allows 11ny 
recovery of transmission com. 

Transmission Costs 

• The commissiOn's proxy sale Jnvo!ved the sate of combustkm 
tutbilleS that were in the same RTO as the UE service area, 

• Therefore, in order to mak.e an apples to apples comparison, 
the Commission should ellmln..te all transmission costs. 

• If tl!e Commission aUows arr;transml$$lon cosu, the fair 
market value for Crossroads would han to b~ reduced. 

Conclusion 
• Th~ Commbslon must consider these issues under the 

doctrine provided Jn Smyth~ ~. That reqUires the 
Commission to &fve a return on the "lqlr ¥9luJ Mfhc prqpqtv 
befog und &v it for fhe amvenlence oftM publk.'' 

~ The affiliate tl'$1'1$ildion ru!e also provides that compensation 
for goods from anaffil!..te murt be at lessfl' of cost or fair 
market value. 

• In this: case, fair market value was admitted to be $51.6 million 
less th.tna year before it was transferred ta regulated 
operations, 

• Thi$ fair value also mandates ind\ISion of d defimed taxes. 
• Finally, f!l;lr market value assumes that Crossrt:ndsls In the 

GMO ser11ke area, In order to be consistent_ the Comminlon 
should continue to disallow al! tnlnsmis:sion l:O$t! associated 
With Crossroads. 
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