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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI
SURREBUTTAL TESTIMONY OF DENNIS R. WILLIAMS
ON BEHALF OF AQUILA, INC.
D/B/A AQUILA NETWORKS-MPS AND AQUILA NETWORKS-L&P
CASE NO. ER-2005-0436

Please state your name and business address.

Dennis R. Williams, 10700 East 350 Highway, Kansas City, MO 64138.

By whom are you employed and in what capacity?

I am employed by Aquila, Inc. (“Aquila” or “Company”) as Vice-President, Electric
Regulatory Services.

Are you:the-sameDennis-R: Williams:whohas previously filed-direct and rebuttal

testimony in this proceeding?

AN B A T S I
- ..._.:.r._.h.r_..,—,:...'..‘___LJ_. »‘&”-’:L.’ﬂ“"_‘f#"_‘ wwm_‘wwﬁtﬂ;__‘:,;w gt o e TR o s .

Yes, I am

EXECUTIVE SUMMARY

What is the purpose of this surrebuttal testimony?

In response to the rebuttal testimony of Office of the Public Counsel (“OPC”)} witness
Ted Robertson, I will address the propriety of including in rate base costs which Aquila
has previously been authorized to defer. In response to the rebuttal testimony of AARP
witness David Effron, 1 will explain why his proposal to exclude additional corporate
restructuring cost beyond what has already been proposed by Aquila is improper. In
response to the prepared comments of Terry McClatchey, representing Ag Processing Inc.

{“AGP”) at the public hearing held in St. Joseph, Missouri on November 17, 2005, I will
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comment on relative cost comparisons for the provision of electric service outside the
Aquila L&P service territory. In response to the rebuttal testimony of Staff witness Cary
Featherstone and to statements made by public witness Della January at a public hearing
held in Raytown, Missouri on November 29, 2005, [ will provide testimony regarding the
appropriate valuation of the South Harper plant and how that compares to the amount that
is included in rate base in this proceeding. Finally, in response to the rebuttal testimony
of Mr. Featherstone, I will further explain the Company’s position in regard to recovery

of fuel costs.

ACCOUNTING AUTHORITY ORDERS

Briefly describe the deferred costs that Mr. Robertson has recommended be excluded

from raté tbageEas s ik R DS Bl s e L e S

Mr Robertson recommends that the unamortlzed deferred balance assomated w1th

Cemme e X T £ 3 2 rligar mraerls ‘_'__;.;'_...___ - =
- g %... Ry %..,.__H...,.,, Ex=s w—-g”,_ =z -...n.,_.. w

accountmg authonty orders (“AAO”) for the Slbley Rebuxld and Western Coal
Con_versmn, and the deferred balance associated w1th a 2002 ice storm, not be included in
rate base, thus denying Aquila any return on the related capital expended in providing
service to its customers for these items.

What is the Sibley Rebuild and Western Coal Conversion project?

From 1986 through 1993, Missouri Public Service (“MPS”), the predecessor to Aquila,
embarked upon major construction projects to extend the useful life of its Sibley
Generating Station and comply with the 1990 federal Clean Air Act. The rebuild project
was expected to extend the Sibley units’ useful life by twenty years at one/sixth the cost

of building a new plant. Major modifications were also made to allow the Sibley unit to
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burn low sulfur western coal in order to meet environmental requirements at a reasonable

cost.

Did MPS, now Aquila, approach this construction project with a normal construction
schedule?

No. Typically, this type of project would have involved closing the Sibley plant for at
least two years during construction, with the construction schedule aimed at completing
the project as soon as possible so that rate base recovery could be sought. Instead, Aquila
performed this work intermittently during off-peak petiods during a seven year period.

As each incremental segment of construction was completed, it was placed into service.

Why did Aquila take this approach?

- By keeping the*Sibley-plant in-setvice: during peak periods, Aquila'was able to utilize the

low cost. base umt to meet peak loads and avoided the nece351ty of constructlng

- -.....J." m%_w__h‘ A L= _.,.,_‘..__,w-m.ﬁ._,.d.u..,._, Tt S

alternatlve peaking facﬂrues or purchasmg hlgher cost purchased power during the peak

periods. This approach resulted in substantial savings for Aquila’s customers but created
a situation whereby recovery of a return on the utility’s investment was problematic.
Please explain.

Without special regulatory treatment such as an Accounting Authority Order, Aquila
would have been required to file annual rate increase requests to recover the cost of the
investment. Neither the Company, its customers, nor the Commission wanted seven
expensive back-to-back rate cases. Therefore, Aquila proposed, and the Commission
adopted, a mechanism designed to avoid annual rate requests. As each segment of
construction was completed, the expenditures were closed into plant in service,

allowance for funds used during construction (“AFUDC”) was discontinued and
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depreciation on the plant began. Since the Company would otherwise have had no
opportunity to recover the carrying costs or depreciation on the plant, these costs were
deferred for consideration in a later rate case.
Did the Commission approve this accounting treatment?
Yes. In Cases Nos. EO-90-114, EO-91-358 and EO-91-360, the Commission approved
deferred accounting treatment.
Did the Commission have anything to say about the Company’s approach to the Sibley
Rebuild and Western Coal Conversion?

Yes. The Commission “found the projects to be prudent” and called Aquila’s approach

“Innovative”.

" Did thECommission feview the ratemaking™treatment’ofthe deférred'damounts ina

subsequent rafe case?

< R e i mreck e HiedGred ) g (P s ki s md i
Yes. Ratemaking treatment for costs approved for deferral in Case No. EO-90-114 was
prescnbed in tll.;Commmsmn s Order in Case No. ER-90-101. The remaining deferrals
were approved for rate recovery in Aquila’s 1993 rate case, Case No. ER-93-37. In that
case, the Commission authorized rate base treatment and amortization of the deferred
balances over a twenty-year period of time. This is the same treatment that has been
followed and recommended by Commission Staff in subsequent rate cases filed by
Aquila.
Why is Mr. Robertson objecting to continued rate base treatment of the deferred balances
relating to the Sibley Life Extension and Western Coal Conversion?

His main objections appear to be that deferred accounting treatment protects a utility from

regulatory lag, and that the regulatory standards prescribed in the ratemaking treatment
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for Aquila have been superseded by a later order in a rate case involving a different
utility.

Do you agree with either of these positions?

No.

Please explain.

The argument that the Company is protected from regulatory lag ignores the facts I have
previously laid out. Aquila purposely followed an innovative construction program to
minimize the costs 1o its customers. The Company could have been more aggressive in
its construction timeline, thereby increasing the cost to customers but reducing the

utility’s regulatory lag. Mr. Robertson’s proposal to penalize Aquila for reducing the rate

* “impact on" customers makes o practical®r policy sense’ The*Commission madé findings ™

i TR “_' B TR e & i o L

- DR e SRR Hu..,. w»w,«_qu TP Tt

enumeratmg the benefits to customers from the Company’s approach in its Order in Case

No. ER-93-37 statmg

“In additlon, the Commission finds that other factors support the recovery of the
deferral costs. The innovative approach taken by MoPub in completing the two
projects is an important factor. The construction of the project was extended over
several years and has permitted MoPub to return Sibley to service for peak use
periods. Also, the projects themselves have extended the life of the Sibley plant
by 20 years and have brought the plant into closer compliance with Clean Air Act
standards. These factors have benefited ratepayers and will benefit ratepayers in
the future. These economic and environmental benefits are important factors.”

Moreover, OPC has defined the issue of accounting orders very narrowly by expressing
its opinion that accounting orders should not be utilized at all because they may reduce
regulatory lag, and then lifting a portion of a Commission order which indicates that

avoidance of regulatory lag through cost deferral, by itself, is not a reasonable goal. Mr.

Robertson has lifted two paragraphs from the Order in combined Cases Nos. EO-91-358
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and EO-91-360, but ignores the fact that these two paragraphs were part of a larger
discussion on the standards for deferral, on which the Commission ultimately relied to
approve the requested deferrals. The Commission in that Order discussed at length a
number of topics besides regulatory lag, including the extraordinary and nonrecurring
nature of an event; whether an event has a material or substantial effect on earnings;
whether the event has occurred or is likely to occur; the time between incurrence and rate
relief; rate stability; and avoidance of rate case expense. In other words, Mr. Robertson
has lifted out of context two paragraphs from an order authorizing Aquila’s deferral of

Sibley Rebuild and Western Coal Conversion to justify why the historic treatment of

those costs should not be approved in the current proceeding.

* What observations do yourhave tegarding Mr. ‘Robertson s'contention that the =

Com:mssmn $ dec131on in Missouri Gas Energy (“MGE“) Case No. GR-98- 140 reverses

i ‘___1,, ,,»w‘_,p._ o SO £ SO L

the regulatory rate Ueaﬁﬂent that has been apphed 1o the Slbley Rebmld and Western

Coal Con-versmn pro;é-c{s'? -
Mr. Robertson dismisses the Order in Aquila’s 1993 rate case as being early in the
Commission’s process of developing a policy concerning accounting authority orders and
implies therefore that the Order cannot be relied upon particularly in light of a subsequent
1998 MGE Order. Though one could argue that five years constitutes ancient history, it
is much more important to look at what each of the referenced orders did and did not say.
I have previously_quoted the Order from Case No. ER-93-37, which comments on the
benefits of the projects in question. In addition, the Order from Cases Nos. EO-91-358
and EO-91-360, which included a detailed six page analysis under the heading Standards

for Deferral, begins its discussion with the statement:
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“The Commission in past instances has granted AAQOs on a case by case basis
after reviewing a company’s request and Staff’s and/or Public Counsel’s

recommendations.”

Is there any language contained in the Order in MGE Case No. GR-98-140 which would

lead you to believe that the case by case standard has been abandoned as suggested by

OPC?

No. There was no statement contained within the MGE Order that indicated that the

recovery of deferred costs should not be determined on a case by case basis, after

considering the facts surrounding the particular deferrals. In fact, in the MGE case the

Commission increased the rate of recovery of the deferred amounts in question from

twenty years to ten years and referred to this unique determination as partial justification

Ty

™ For hot IMCINAINg 1he Geferred 1ams In Tate base: >

Tt

+Given,that the Company will recover the. amortized amount of the SLRP deferral

proper for the ratepayers and shareholders to:share the effect of regulatory lag by allowing
the Company.to.earn a. return of the SLRP deferred balance but riot a return on the SLRP

deferred balance.”

The unique facts and conclusion of this case would seem to ratify the Commission’s

earlier statement that such determinations should be made on a case by case basis.

Mr. Robertson states that none of the deferred costs are capital costs and are nothing more

than expenses and a pseudo-earnings return that the utility would not have recovered

during the normal regulatory lag period, all other things being equal. Do you agree with

his statement?

No. Mr. Robertson suggests that carrying costs and depreciation expense are not actually

dollars of capital funded by the Company. The semantics of his statement leave an

impression that 1 believe to be incorrect. The best way of explaining my view is through
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a simple example. Assume that in 1989, $1 million dollars in cash was expended on the

Sibley Rebuild project and placed into service that year with a twenty year depreciable
life. Because of Aquila’s approach to delay a rate case until the end of the Sibley Rebuild
project, recovery for the Company’s investment was not sought until 1993. By 1993, the
depreciated value of the original investment for inclusion in rate base would have been
$800,000. The $200,000 difference represents the accounting entries to reflect
depreciation during the ensuing four years, which was recorded as a deferred cost. While
Mr. Robertson is correct that the depreciation accounting entries themselves do not
technically reflect a cash outlay, it is quite clear that they do represent the $200,000 in
initial cash outlay, on which the Company had no opportunity to earn a return.

‘Mr. Robertsoir" ‘also°5ays thattallowing the:Company to-¢drn & retifi"oti the deferred

balances has the same effect as aIlowmg it to earna return ona return Do you agree‘?

""""‘"‘*""‘""I"“_““‘k"-r. F '._... o 3 —-....:ﬁ,.....‘.,

Again | would say thls isa quesnon of semantlcs Whlle techmcally correct there 18

SOy PV SRS < AR JEpREE—— [ S

nothmg wi'ong w1th ihe result‘in this case. If you put money 1nt0 a savmgs account, 1
earns interest. 1f you leave that interest in the account, the next year you will
appropriately earn interest on the earlier interest received. Regulatory accounting works
the same way. Since a utility is not allowed to earn a return on its investment while a
project ts under construction (“CWIP”™), it is allowed to defer that return as AFUDC and
add the deferred amount to the total plant balance. When the plant balance is included in
rate base for ultimate recovery, the portion of that balance that is AFUDC also earns a
return — interest on interest so to speak. This is proper reguiatory accounting and for Mr.

Robertson to imply that it is not appropriate is simply wrong.
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1 Q. Is the deferred accounting and subsequent rate base treatment that you have discussed in
2 regard to the Sibley Rebuild and Western Coal Conversion unique?
3 A While not typical, this treatment is certainly not unique. In fact, recently in conjunction
4 with separate Orders for Kansas City Power & Light Company and The Empire District
5 Electric Company pertaining to their participation in the latan 2 Generating Station, this
6 Commission approved. Stipulations that included a concept referred tc as “construction
7 accounting”. Construction accounting provides that AFUDC on plant expenditures will
8 continue, and depreciation of the asset will not begin, until the cost of the plant has been
9 . considered for recovery in a rate case. This mechanism operates with slight variation
10 from Aquila’s approach but accomplishes the same objective. In Aqguila’s case, rather
7711 T than continuiAg AFUDCRR including:that balance in the'total planticost, the AFUDC
12 was separately tracked ina deferr?l account. 7L1kew1&.9f, ra}ther than postppmng the onset
1¥3l o ——of c-Iepre;atmIllk Aauﬂé began deprematm.g.{}:e plant an?tracked the a;:l;‘; in a separate
14  deferral adcgﬁﬁt ‘ The lilzn;até 1mpact of thc two —methods is exactly the same. Pages 43
15 and 44 of the Kansas City Power & Light Stipulation and Agreement, approved in Case
16 No. EQ-2005-0329, discuss construction accounting. For reference, I have attached those
17 two pages, with the construction accounting section bolded, as Schedule DRW-1.

18 Q. Was the OPC, on whose behalf Mr. Robertson is testifying in Aquila’s current rate
19 proceeding, a signatory party to that Stipulation?
20 A Yes. The OPC signed the settlement that included the construction accounting approach.

21 Q. Has Aquila taken a similar position in requesting a return on the unamortized balance of the

22 2002 Ice storm AAQ?
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Yes. But for settlement purposes we notified both Staff and OPC witnesses prior to the

filing of rebuttal testimony that in order to limit the number of issues we would remove that

request from this case.

CORPORATE RESTRUCTURING

Have you read the rebuttal testimony of David J. Effron, testifying on behalf of AARP, in
regard to corporate restructuring cost?

Yes, I have.

What is your general reaction?

I believe that Mr. Effron has taken an adjustment that was initially flawed and based on
that adjustment has made a further adjustment that is in error. Corporate restructuring

costs are no longer at issue between the Staff and Aquila as that issue has been settled.

2 WAM'M-Q:(_;L by r‘s“-a-'e: !&» . ::4«' :.ﬁ.,‘,...‘,“_‘_‘%.ﬂ -

. Whlle- MIT. Ef—fr%n states that the ehmmanon of 50% of & expenses incurred by selected

corporate departments as. ongmally proposed by Staff'is: reasonable he “has asked no data

,,,,,

requests 1 nor prov1de_d any analy'ses to separatcly make that determination. His proposal
to furth;r reduce corporate césts using an uns:ubstantlatedws;a;tmg 1;omt is inappropriate.
Why do you conclude that the original adjustment was flawed?

Staff’s original adjustment reclassified 50% of costs associated with nine selected
corporate departments to Aquila’s restructuring activities. The premise was that the
personnel in these departments had been, and would continue to be, spending half of their
time and half of their nonpayroll budget on restructuring and specifically the sale of the
four utility properties. It is Aquila’s position that the costs of restructuring activities
should not be borne by its utility customers. This is consistent with Aquila’s commitment
to take full responstbility for restoring financial stability without adversely impacting the

customer. In that regard, Aquila took steps to exclude all costs associated with

10
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restructuring from its request for rate relief prior to filing its case and therefore the
original Staff proposed adjustment was duplicative of Aquila’s treatment of those costs.
Can you give specific examples of how Aquila initiated actions in this case to fulfill this
commitment that restructuring should not be paid for by customers?
Yes. Our corporate accounting personnel carefully reviewed invoices and costs allocated
to the utility operations to ensure that restructuring costs were being retained at the
corporate level and not charged to utility operations. During the test year, Aquila retained
$23.9 million in payroll and nonpayroll costs associated with restructuring activities. The

original Staff adjustment would have disallowed an incremental $1.9 million of payroll

and nonpayroll costs in nine Aquila departments without identifying any specific costs

Were there other.problems: with thc orlgmal adjustmcnt on Wthh Mr Effron rehed'?

- ,:k,,.:ﬂa..."[z:» ‘—“"!"""—""M-* ""*-‘ ™ e ”: 3 ..,:,,:......_ -

Yes. First, the actual sales process has been managed by Aqulla s Strateglc Imtlatlves

“"‘ . t 1‘

Departrnent and Legal Dcpartment Wlth support from both the Blackstone Group and
Lehman Brothers. While the officers” in the departments identified by Staff’s original
adjustment received regular updates from this team, they were not and are not involved in
the day-to-day sales activities. The Strategic Initiatives Department has charged 100% of
its time to the restructuring activities including the sales process and the Law Department,
as noted in Staff’s direct testimony, has charged 47% of its time to the restructuring. In
addition, through the review process I discussed earlier, 41% of Department 4035 CFO,
25% of Department 4223 HR Executive, and 8.5% of Department 4120 Corporate
Communications budgets had already been retained at corporate. Second, the senior

management personnel were not directly involved in the management presentations to

11
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prospective buyers. These presentations were primarily lead by the impacted field
management and support personnel. Third, 1t is unreasonable to assume that senior
management could have spent or will be spending 50% of their time on the sales process.
For example, my direct supervisor Jon Empson is a member of the Leadership Team and
as a result was included in the original Staff exclusion. However, Mr. Empson has 17
direct reports that are responsible for the utility operations, transmission operations,
billing, call center, regulatory, and legislative functions. It is virtually impossible for him
to be spending any significant time on the restructuring activities as his time is focuséd on

the day to day operation of the utility business. Also, Department 4155 Corporate

Compliance has the very challeﬁging responsibility to ensure compliance with the new

‘Sarbanés-Ox1Ey régulationsAdquila’could not"have achiéved nor ¢duild it continue to

mamtam comphance with these very complex regulatlons ifs: 50% of the  department’s

.(,ﬁ el d et o ad e _,,,...., ...-,.,.,.-..p ‘.‘-4:-' ot - o -.--;:“ e .

- -- aar - = 4

time was spent on:rcstrpcpfnng.. _Fmglly, ‘thg__ restx:pcttm_nﬁg acﬂv;_tles have been essentially
complc}éé. | o |

What restructuring activities does Aquila have left to complete?

Very few. Aquila expects the sales process of the four utilities to be completed by July 1,
2006, essentially when the new rates from this case become effective. The Michigan
Commission approved the sale of our Michigan utility on November 10, 2005, and we are
targeting the close for April 1, 2006. Aquila has retained a consultant to sell its Everest
telecommunication business and projects that this will be completed by the second
quarter of 2006. The only significant merchant legacy asset remaining for sale or

resolution will be the Elwood toll and continued efforts to sell three peaking units located

12
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in Illinois, which have the potential for completion in 2006. These efforts are being
managed by the Strategic Initiatives Department.

Should Mr. Effron’s restructuring adjustment be accepted by the Commission?

No. Mr. Effron argues that Staff’s original disallowance of 50% of costs from nine
departments should be adjusted upward to include a disallowance for all corporate
departments. His reasoning is that other departments support the disallowed departments
and therefore should have a portion of costs excluded. I do not agree with this reasoning
because it makes a very broad, and unsupported, assumption that all corporate
departments were somehow involved in corporate restructuring activities, which is simply
not the case. More importantly, I have already discussed why Staff’s original proposed
wance ‘was indppropriate. The-appropriate costs‘are alfeady béing charged to

rest:ructurmg act1v1t1es Aquﬂa ‘has: essentlally completedsall iof th the 31gmficant

-+ o e e fe e el T ----‘ik - -
T i - -

restructunng act1v1t1es and semor management is clearly focused on the day-today

_..y. . ..* f:.' .‘E ;'. i ..; ,.‘. e ..x. T,
operatlons of the utility business. Mr. Effron based hlS addltlonal penalty on an incorrect

adjustment and therefore his proposal is also without merit.

AQUILA INDUSTRIAL RATE COMPARISONS

Were you present at the public hearing for this case held on November 17, 2005 in St.
Joseph, Missouri?

Yes, I was.

Did you hear the prepared testimony of Terry McClatchey, testifying on behalf of Ag
Processing, Inc., an intervener in this proceeding?

Yes, I did.

What were the areas of concern addressed by Mr. McClatchey’s prepared testimony?

13
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Mr. McClatchey mentioned a number of areas. First, he mentioned utility accountability

and as examples referred to a lawsuit involving the C.W. Mining Company, along with a
reference to management salary bonuses. Mr. Andrew Korte addressed the C. W Mining
issue in his rebuttal testimony in this case. Second, Aquila did not request recovery in
this proceeding of the recent executive bonuses to which I believe Mr. McClatchey was
referring.

What other issues did Mr. McClatchey bring to the Commission’s attention?

Mr. McClatchey indicated that he supported the testimony of Michael Gorman, who has
filed rebuttal testimony in this case. Mr. Sam Hadaway has filed direct, rebuttal and
surrebuttal testimony on behalf of Aquila regarding cost of capital issues. Mr.
McClatéhey ‘al$o biieflyidiscussedirate désign:théoty. ‘Mi'."Matt Tracy has filed rebuttal

test1mony in the:current proceedmg regardmg rate de31 gn Fmally, Mr McClatchey

S A :

I R = r-' _‘ . = ‘5* 5 L3S

expressed concern. about service rehablhty, statmg in partlcular that “AGP normally

1.: . u.,l ¥ ,. . i ,'_ —5- “.

experiences up to mneteen electrlca.l and steam outages per year Mr. Glenn Keefe has
filed surrebuttal testimony concerning reliability of service in our St. Joseph service
territory.

Upon examination, did Mr. McClatchey indicate that electric and steam rates were
comparably high in comparison to rates at other AGP locations?

No. In response to a question from Chairman Davis, Mr. McClatchey responded that Ag
Processing operates plants that have both higher and lower electric rates as compared to
what is paid by their St. Joseph facility and that current steam rates are comparable to
their one other facility that purchases steam.

Have you done any further rate comparison?

14
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Yes. Inresponse to a data request, AGP provided the location and electric rate schedules
of other operafions located within the United States. AGP indicated that they have
operations in Mason City, Iowa which is served by Alliant Energy; Sgt. Bluff, lowa which
is served by MidAmerican Energy; Sheldon, lowa which is also served by MidAmerican
Energy; Dawson, Minnesota which is served by Otter Tail Power; Hastings, Nebraska
which is served by Hastings Utilities; Manning, Iowa which is served by Manning
Municipal Light Plant and Emmetsburg, fowa which is served by MidAmerican Energy.
To develop rate comparisons, 1 took the monthly metered demand for the St. Joseph,

Missouri operations and priced that usage out at rates for Aquila and all of the other

identified energy suppliers. In other words, I calculated the billed revenue that would

" - have béei-charfedto- AGP:iii St*J65eph-during 2005 if Cutretitrates-6f the other

1dent1ﬁed autilities had been: charged mstead of Aqmla s L&P fates. It should be noted

£y . .‘ji o

,_d_,_,_a .-.W-—L.ﬁm-« g ;1-. .—w_.._- = B e, TrmTR ._,__._,.,H_*L —i pradil ~

that I was unable to znclude the Hastmgs Nebraska opera‘uons 1n thls comparlson because

E\ ;" ..... : ::,., ,f;,‘l_,

while Hastmgs Uuhtles has an Energy Cost Adjustrnent (“ECA”) in place 1 was unable
to verify what the ECA charges were during 2005. .

What were the findings of your rate comparison?

The results of this analysis are reflected on Schedule DRW-2. In summary, the billing
amount calculated by applying the L&P rates to AGP’s St. Joseph operations were lower
than any other utility included in the cost comparison. Even if Aquila’s full rate request
was granted in the current rate proceeding, the L&P prices would still be at the low end of
the rate comparison.

SOUTH HARPER VALUATION
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Surrebuttal Testimony:
Dennis Willhams

Have you reviewed the testimony of Staff witness Cary Featherstone regarding the South
Harper Generating Facility?
Yes. Mr. Featherstone essentially supports the valuation of the three turbines at
$66,760,000, which agrees with the amount that Aquila included in its rate base
determination in connection with the rate request in this docket. As Mr. F eatherstone
points out, this valuation was agreed to in a Settlement Agreement among Staff, OPC and
Aquila in Case No. EO-2005-0156. Mr. Featherstone also refers to valuations that may
be realistic for two additional turbines at the South Harper facility. Mr. Terry Hedrick
addresses the validity of these additional values.
Were you present at the public heanng in Raytown in connection with this docket and did

T “’_.":'_,"

you heaf testiniony-from ' Ms? Della Januafy?+ -~ - 7 <3~ "5y 5

___Yes -Ms; January referred *to Ahe:cost ofithe South.Harper plant. compared to that of

- = ‘;:’*'"‘”1-' ..;...—"“""2‘? “"‘*““"‘r‘ e ..,J:: "*':.t;:.'*_:z—:'-::.—::-'—v*" 3= "t***".:‘::—-—n--—* oo

. taklng power friom the. Anes power statxon owned by Calpme or buymg it outright. Her

statements Spemﬁcally referred to the tesnmony ﬁled by Calpme in this case, identified a
number of specific costs she contended were not well spent, asserted the South Harper
power plant is not needed and ultimately argued for exclusion of any recovery through
rates for the South Harper units.

Are the South Harper units currently operational?

Yes. They have met the Staff’s in-service criteria for being operational and were used
extensively this summer to meet peaking requirements on Aquila’s system. In fact, at
some financial risk to Aquila, one of the units was brought on line earlier than planned in
order to avoid potential outages on the grid due to constraints on the system and lack of

availability of other utilities’ units.
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Surrebuttal Testimony:
Dennis Williams
Does the $66,760,000 turbine valuation that has been included in your rate request and

which was referred to by Mr. Featherstone reflect the value that is currently reflected on
the books of MPS?

No. These assets were originally purchased by Aquila Equipment, LLC., (“AEQ™) a
merchant affiliate of Aquila, Inc. at a cost of $78,716,233 plus an additional approximate
$3,000,000 of other charges such as survey costs. The affiliate transaction rule requires
that the acquisition of assets by a regulated utility from an affiliate take place at the lower
of cost or market. Therefore MPS recorded the assets at what we believe to be a fair
market transfer value of $70,796,850.

Did MPS pay cash in the amount of $70,796,850 to AEQ?

No-cashfwas exchianged beétweeri thé-affiliated parties. “The transactioni was recorded on

Aquﬂa sl books: by,lncreasmg MPS’_plantiaccounts :by.the. fa.lramarket transfer value The .. -

RO o) e i i e ke P L e S ¥ S——
TUEIE ET LA w;_:;m._._w-zar..,. r':u....._ -',p....._, _._....__...‘..‘_p.z‘:-..v.. ."_r.. TEET ‘2:"

offsettmg entry was handled through an Intercompany account so that through Aquﬂa s

‘,‘.;
o

capital a551gnment process, the new mvestment is prOperly supported on its books by an

appropriate amount of debt and equity. The net result of this transaction was to debit the
transfer turbine value on MPS books of $70,796,850 and credit an equal amount of
capital cost (debt and equity). This left almost $11 million of the original asset cost
stranded on the books of AEQ, which was required to be written off as a loss.

How was the turbine .transfer value of $70,796,850 value determined?

Consistent with the timing of the transfer of the turbines and related equipment from
AEQ to Aquila Networks — MPS, in November 2004 Aquila hired the firm of R.W. Beck
to perform an independent appraisal to determine the value at which those assets should

be recorded on the books of MPS,
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Surrebuttal Testimony:
Dennis Williams
Who made the decision to employ the R.-W. Beck firm?

1 did and I signed the contract setting the scope of their work.

Why did you select R.W. Beck as your appraisers?

For a number of reasons. In a preliminary meeting with representatives of the
Commission’s staff and other parties to discuss the market valuation should the transfer
take place, mention had been made by Staff that the R.W. Beck firm had sponsored a
seminar pertaining to appraisal of generating equipment with respect to which Staff
members had favorable reactions. Based on this exchange, I contacted the firm and was
favorably impressed by their experience, credibility and professionalism. Despite isolated

internal discusstons that the firrn was “consumer oriented”, I entered into a contract with

" the R. W BecK'firin: Iy view, tli¢ positive recommendation of Staff and view of the

: ﬁrm as*havmg a consumenbent were.advantages in showmg thatthe: lndependcnt e
Doz i :x@z:._-.. _.z;;r*ti:*_ :wm.._ -“m;-:':.r., . - :

o czothe 4 e

‘-.’3 '7“'.-_,.}- TR T A R RT  SR A.;....” T m-ma...“

appralsal was unblased and would result ina reasonable 5upp0rtable and fair value for

j£3

e . [ . . FIR —

the turbines.

Did you give the R.W. Beck firm any special instructions?

No. The only instructions that 1 provided were to indicate that I wanted a determination
of fair value for transfer of the assets from an affiliate consistent with the standards set
forth in the Commission’s Affiliate Transaction rule.

Did R.W. Beck explain any special considerations for their review?

Yes. They indicated that the appraisal would be conducted in confoi'mity with the
Appraisal Standards Board of the Appraisal Foundation and the Principles of Appraisal
Practice and Code of Ethics of the American Society of Appraisers. They further

indicated that there were three accepted valuation approaches including the cost, income

18
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Surrebuttal Testimony:
Dennis Williams
and market approaches; however since the turbines were not in actual use or, at that time,

permanently sited that an income approach would be impossible to perform and therefore
the professional standards previously mentioned would result in an appraisal that would

be classified as limited only for that reason.

Did R.W. Beck discuss with you the types of materials on which they would rely in

making théir appraisal determination?

Yes. They indicated they would inspect the equipment itself, equipment supply

agreements, purchase orders, industry resources such as Gas Turbine World data, and

| .. . - .. . .
known offers of other similar equipment. The review of this information was considered

J
necessary in order to assess the condition of the turbines being transferred and the

S TR AT R JC TR I

-.Did R.W-: Beck~pr0v1de y0u3w1th a. fonnal appralsal report.containing:its. conclusmns'? —i

BRI ’“31* (;;::::.1%2";“ :.k-,.m “-*t,, R 25 .,..;‘r-—@ .....::h::"*—-'s TRELET "s:‘.‘:*"m;**“i‘:‘ e

Yes. The R. W Beck apprmsal report s cla331ﬁed s nglﬂy Conﬁdential and is attached
as Scheéﬁlé ﬁ}{W-B to my surrebuttal tesumony

Did you agree with this appraisal?

Not in its entirety. There were areas with which I did not agree that would have in my
opinion resuited in a higher fair market valuation.

How did yovllu utilize this report?

Despite my iindividual opinion as a layman, 1 recognized the firm as experts in their field
and it was my recommendation after reviewing the R.W. Beck report to reflect their

expert valuation on our books and absorb a write down of almost $11 million dollars. In

recommending this valuation, | relied upon the following R.W. Beck conclusion:
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Surrebuttal Testimony:
Dennis Williams
“Therefore, based on the analyses performed within this Report and our
knowledge in valuation of similar facilities, we are of the opinion that the limited
fair market value of the Assets 1s $70, 796,850.”
If the $70,796,850 is the fair valuation of these assets, why did you agree to include a
lower amount in the rate base supporting Aquila’s revenue requirement in this case?
As mentioned previously, Aquila was a party to a Stipulation and Agreement in Case No.
EO- 2005-0156. In order to put the transfer valuation behind us, Aquila agreed to a
settlement transfer valuation for turbines and related equipments of $66,760,000. Aquila
has stood by its commitment and has reflected the lower valuation in rate base for

purposes of this proceeding. At the time that the Commission approves a final transfer

valuation, Aquila will make any necessary. additional adjustments to its accounting

of trees near the South Harper sﬂe'f‘

PR :h..; P {.__.,. Jf.

Yes. When the site was ﬁrst under deveiépr;-lent Aémla Iﬁd;cated ata pubhc meeting
and in discussions with individual homeowners that the Company would build berms and
plant trees in order to further shield the Soﬁth Harper plant from view. Aquila also
pointed out that the most effective screening would be plantings located on the
homeowners’ property. Of course, Aquila has not undertaken any plantings on
hoxﬁeowners’ property without their permission; but, when approached by homeowners
whose properties are located in line of sight of the South Harper plant, we have worked
with those property owners to create a satisfactory screen.

Has Aquila requested recovery of this supplemental landscaping in the current rate case?

No.

20



Surrebuttal Testimony:
Dennis Williams

1 Q.. Has Aquila purchased any properties in the vicinity of the South Harper facility?

2 A Yes. At the public meeting mentioned earlier and in other discussions, some residents
3 indicated that they felt their property values had depreciated as a result of the South
4 Harper construction and asked to be compensated. Aquila did not and does not believe
5 that any deterioration in property value has occurred. A number of peaking turbines co-
6 exist in just the Kansas City area alone with homes that are valued in the range and even
7 much higher than homes in the South Harper area. Moreover, a gas compressor station '
8 owned and operated by Southern Star has been located immediately adjacent to the South
9 Harper generation site for over fifty years. However, in order to “put our money where
10 : our mouth is”, Aquila has offered to purchase from willing sellers at a fair market value
11~ ~ °° -established'bylai-independent real-estale appraiser several holisés that:are located nearest
S 12 ieee tO the South «Harper site: -At the time of the filing;of this: testlmony, Aquila had purchased
S o= B o T L
13 three homes ,a Y%cent lot ahd wes m the process of negotlatmg thf purchase of another
y hom.& e TR T U S A SRR LR P

15 Q. What does Aquila plan to do with the properties acquired?

16 A, The purchase price of any house acquired by Aquila is being treated for ratemaking

17 purposes as Nonutility Property and held for resale, and therefore is not included in

18 Aquila’s rate request. Aquila is in the proeess of preparing the purchased homes for

19 resale. We have hired a management company and have contracted with a real estate

20 agent. The homes are currently listed by Reese Nichols. We are also working with

21 members of the community on community projects that they have voted on as being most
22 important to them such as the installation of 5 tornado warning sirens and lights for 2

23 parks in Cass County.

21
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FUEL COST RECOVERY
Have you read the rebuttal testimony of Mr. Featherstone regarding a fuel cost recovery
mechanism?
Yes. Mr. Featherstone asserts that the law requires Commisston promulgated rules before
a fuel cost recovery mechanism (“FAC”) is available for use.
Do you agree with that conclusion?
Not necessarily, but ultimately that doesn’t matter.

Please explain.

It is my understanding that Senate Bill 179, referred to by Mr. Featherstone, provides that

a utility that has a request for rate change on file with the Commission on or after the

~effectiverdats-afthe-law'may-propose ai FAC-for-Commiission consideration. Initially,—————

[y
[y

13
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A

Aquila-had: hoped that the: mlemakmg process would:move:more-quickly. than it has. and P

Lo o~ e iy TR R R _;,,__.‘_.: Serem gl .

"f"ﬂ:*-r-vw —~n4w+--r‘-— W%—v pats fillioy -5 T

that Aquila would be able to propose.an-FAC in accordance with.rules adopted by the-

Comnﬁééion. -

Is Aquila now requesting an FAC in this case?

No. Aquila had considered making such a proposal and included that approach as a
possibility in its initial filing, but has now abandoned that approach due to the associated
risk of litigation.

What do you mean by risk of litigation?

Mr. Featherstone expressed his belief that Senate Bill 179 did not allow Commission
approval of an FAC prior to the promulgation of procedural rules. Since we know that
view exists and that other parties may hold a similar view, Aquila believes that there is a

strong likelihood that any FAC approved by this Commission in this case could be

22
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Surrebuttal Testimony:
Dennis Williams

appealed to the courts. Even if that FAC were ultimately found to be legal, court
proceedings oould take up to two years to complete. If the courts required that revenues
collected through the FAC be paid in as a bond, it would create a serious cash flow
problem for Aquila and threaten our financial ratio coverage. Even if a bond was not
required, the uncertainty created would be viewed by rating agencies as a substantial risk
and would offset the strides toward improved credit ratings that Aquila has made to date.
Mr. Featherstone has suggested the use of an interim energy charge (“IEC”) instead.
Would that alleviate Aquila’s concerns?

No. The same litigation risk associated with an FAC applies equally to an IEC.

Hasn’t an IEC been in place for Aquila in the past?

I
—

13

14

15

16

17

18

19

20

21

22

23

Yes—Agtila*has-utilized s TECwhich:wasuncpposed-by any party-inl its-Tast-rate-case:

- To mmgate the;hkehhood of l1t1gat10n sany JEC. acceptable to: Aqulla in. ﬂ]lS case would

i e

I LITET .‘;,“ = -_ - mgmwr——wy‘w‘ﬂ-‘-‘?\‘h‘v wg—wa———mnn P-{w-d-ev-ﬂ——ﬁ~—.v—

require approval of all partles It is unllkely, glven the nu.mbcr of partles in this case and

expressmns by those partles of thelr preferred form of IEC mechamsm, that an IEC
agreement can be reached that is acceptable to all parties.

How has the existing IEC agreement worked for Aquila?

Not well. Because of fuel and purchased power price increases that were unexpected at
the time of establishing the IEC, the cap contained within the agreement was quickly
exceeded and as of October 31, 2005 Aquila has absorbed approximately $33 million in
non-recoverable fuel and purchased power expense that were incurred due to
circumstances largely beyond its control.

Mr. Featherstone attributes at least $6 million of under-recovery to the coal dispute with

C. W. Mining. Is that correct?
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Dennis Williams

Technically, no. C. W. Mining stopped delivering coal under its contract due to what it
claimed were force majeure conditions resulting from a labor dispute that made it
impossible for them to deliver the contracted quantities of coal. As a result, Aquila was
required to re-enter the market to find an alternative coal supply. Since C. W. Mining had
the best available price at the time we entered into that contract, it is not surprising that
the new supplier prices were higher, It is this new coal contract that has resulted in about
$6 million of the IEC under—recoverS/, not any legal or other costs associated with the
C.W. Mining contract. This new contract is currently in place and these higher coal costs

will continue into the future.

if litigation risk prevents Aquila from currently utilizing an FAC or IEC mechanism, what

r)--m—— B et e

[y
—
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is-your-proposalfor-fuekcostrecoverylr==r "= =

< My recommendation isithat the Commission.establish base rates utilizing fuel and

S -:.:ﬁ. ‘-HW*— r*.:;::"-ﬂ”. ..m:'-*-&.,, ;‘-Hm,-_a:.‘:m*-—*"w Py EE S g e -e..:::r*’_.-.-.-n_; T =T TERTT A -

purchased powcr costs that are reasonably expected to be in place at the time rates go-into
effect. Mr Jerry Bochm has Id1scussed in his testlmony an appropnate method and the
general trend in fuel prices. The most reasonable approach would be to adopt the method
supported by Mr. Boehm, as adjusted to reflect impacts through the true-up period.
Further, the Commission should specifically state in its Order that the current rate
proceeding serves to satisfy the initial rate filing required by Senate Bill 179 and allow
Aquila to make a separate filing limited to establishment of FAC tariffs in accordance
with the Commission’s rules when they are ultimately promulgated.

Why would it be advantageous to make a finding that the current rate proceeding satisfies

the requirement of Senate Bill 179?
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Surrebuttal Testimony:
Dennis Williams

1 There are two reasons, First, fuel costs are volatile. . While methods can be developed
2 which reasonably attempt to set base rates to reflect the price of fuel and purchased power
3 at the time rates go into effect, no one can reasonably expect those prices will be exactly
4 what is actually incurred. Utilizing this case as the initial rate case required by Senate
5 Bill 179 provides equal protection to both the consumer and the utility shareholder. If
6 actual prudently incurred fuel costs go up or down from what is included in base rates in
7 this proceeding, tariffs would be adjusted accordingly. Second; this approach would
8 avoid the time and expense of a new rate case, the purpose of which would be almost
9 solely to establish base fuel costs in rates.
10 Does this conclude your prefiled surrebuttal testimony?
= B o T R i e AR
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necessary or timely, or that alternative technologies should have been used by
KCPL, so long as KCPL proceeds to implement the Resource Plan described
herein (or a modified version of the Resource Plan where the modified plan has
been approved by the Commission) and KCPL is in compliance with Paragraph
HI.B.1(0) “Resource Plan Monitoring.” Nothing in this Agreement shall be
construed to limit any of the Signatory Parties’ ability to inquire regarding the
prudence of KCPL’s expenditures, oe to assert that the appropriate emount to
include in KCPL’s rate base or its cost of service for these investments ris a
different amount (e.g., due to imprudent project management) than that proposed

by KCPL.

SE (—) Demand IResponses Eiliciency and - Atfordability Programs— THe™

2009 Ratg Case w111! also:, mciude the amortlzatlon related to__ the Demand

'...._....a_.__.u -

m--‘=ns~»-.._-§- e .’u._‘_...:-;tr“'..‘ T he s

Ty e w4 -—-—Mw e w-««-r‘,-?-a-t-v—m.- .._mw

Response Efﬁmency and Affordabnhty Programs as more. fully descnbed in

( v ERE 3

Paragraph HI B.5 below The Ssgnatory Parties agree not to contest the
continuation of this amortization in the 2009 Rate Case on any basis other than
KCPL’s fai]ure to prudently implement the Demand Response, Efficiency and
Affordability Programs descriiaed in Paragraph IT1.B.5 below.

(vi). Sbecial Contracts. KCPL agrees that for ratemaking determinations,

Praxair, Ford and other special contracts will be treated as if they were paying the
full generally applicable tariff rate for Service from KCPL and other provisions in
special contracts wi]i not affect rate base for regulatory purposes.

(vii) Construction Accounting. The Signatory Parties agree that KCPL
should be allowed to treat the Jatan 2 project under “Construction Accounting” to

Schedule DRW-1
43 Page 1 of 2




the effective date of new rates in the 2009 Rate Case. Construction Accounting
Mnh&emﬁeumembrmpendmmmmmsimmme
neaunemforlataanﬁortoIstcommmialinservioeopu‘aﬁondaﬁe;
Construction Accounting will include treatment for test power and its valuation
consistent with the treatment of such power prior to Iatan 2’s commercial in
service operation date with the exception that such power valuation will include
off-gystem sales. The AFUDC rate that will be used during this period will be
consistent with the AFUDC rate celculation in Paragraph IIL.B.l.g. The
amortization of the amounts deferred under this Construction Accounting method
will be determined by the Commission in the 2009 Rate Case. The non-KCPL

Paragraphémthceveutﬂmﬂ:eyommdﬂmﬂwmzmmsemce

opgagondﬂewasdehyeddnew'.,. rudenc

He-*--—:‘;ﬁﬁmw e -FH»-—--~-7 T i H-\ 7——,»--': ,-—':'r"-m.-di-v-»l-o-ﬂ-« \h "..J‘r—'“

mlattngmitsoonstmctwn.

.. " Ii

e Post Iatan 2 Rates =

KCPL méy file rate requests and any Signatory Party with standing may
file a rate decrease request at any time subsequent to the effective dates of the
tariffs approved in Rate Filing #4 described above.

4. TIMELY‘INFRASTRUCTURE INVESTMENTS

KCPL agrees to undertake commercially reasonable efforts to make energy

infrastructure investments as ISpec'iﬁed in Appendix D from January 1, 2005 through

December 31, 2009 and as generally identified in Paragraph [I1.B.3.a.(iii), [TLB.3.b.(iv),

IIL.B.3.c.(iv) and IILB.3.d.(iv), described above. This commitment includes the

completion or substantial progress being made on the following construction projects:

: Schedule DRW-1
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Section 1
PREMISE OF THE STUDY

1.1 Purpose and Intended Use

R. W. Beck, Inc. (Beck) was retained by Aquila, Inc. (Aquila) to perform a lirited
appraisal study on three Siemens Westinghouse Power Corporation (SWPC) 501D5A
combustion turbines and auxiliary equipment (the Assets) that were originally
purchased by MEP Investments, LLC (MEP), a subsidiary of Aquila Merchant
Services (AMS), which is a subsidiary of Aquila. The title to the Assets has been (in
the case of the combustion turbine equipment), or will be assigned and transferred to
Aquila Equipment, LLC (AEQ). MEP, AMS and AEQ are unregulated subsidiaries of
Aquila. It is our understanding that Aquila pians to transfer the Assets to Aquila’s
regulated subsidiaries and build a new power plant near Peculiar, Missouri. Aquila
estimates that the new power plant utilizing the Assets will become commercially
available sometime during the summer of 200S.

S THis alﬁpralsal*ls conﬁdenhal and proﬁﬂéfar&%i_ifforfnaﬁé?ﬁ%}‘ﬂfrqﬁilﬁﬁd:ﬁzfy‘Bé”ﬁséd:"

by Aquila as part of the filing necessary before the Missouri Public Service

~--Commission-~ (MEPSC) regarding-the value of- -the Assets:= The MPSC has set forth"

<~ —gpecific- rulmgs*‘regardmg"“transferr-of"assets*between"afﬁhated“compames As
specified .in -the -SCOpe, -of _services..agreed. to between the.. Aquila..and Beck, this
appralsal was prepared usmg only “the Cost Approach and the Market Approach. As
such, this appraisal is a limited, restricted use appraisal as défined by the Uniform
Standards of Professional Appraisal Practice (USPAP). The conclusions contained in
this report are based solely on the information, data and assumptions discussed and
described herein. ' ,

In undertaking the studies and analyses required to provide an opinion with respect to
the value of the Assets, we have relied on generally accepted valuation methods and
procedures. This limited, resiricted use appraisal report has been prepared in
accordance with USPAP.

1.2 Date of Valuation

The value of the Assets is estimated as of November 2004 using the Cost Approach
and the Market Approach methods of valuation.

HAOLG144\02-01362\ReportiFinalh\R0778-1 .doc 11/22/04
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PREMISE OF THE STUDY

1.3 Definition of Value

In undertaking the studies and analyses required to provide an opinion with respect to
the value of the Assets, we have relied on generally accepted valuation methods and
procedures in accordance with USPAP. The definition of market value used in this
Report is set forth in USPAP as follows:

Market value is the most probable price which a property should bring in a
competitive and open market under all conditions requisite to a fair sale, the
buyer and seller each acting prudently and knowledgeably, and assuming the
price is not affected by undue stimulus. Implicit in this definition is the
consummation of a sale as of a specified date and the passing of title from
seller to buyer under conditions whereby:

1. Buyer and seller are typically motivated,

2. Both parties are well informed or well advised, and acting in what
they consider their best interests,

3. A reasonable time is allowed for exposure in the open market,

e e

: (o e G iThe pnce represents the normal consideration-for-the-property sold
TET T T T mEee ~unaffected‘by spemal "oricreative™ ﬁnancmg =iofsalés*concessions
granted by. anyone assocmted W1th the §_ale Looe

.’.. ': . A i ‘ -

1 4 Property |nterest Appraused

The property interest being valued is the fee simple ownership rights of the Assets
with no restrictions, indebtedness or other encumbrances. A description of the Assets

can be found in Section 3 of this report.

1.5 Highest and Best Use

Highest and best use is defined as the reasonably probable and legal use of the
property being appraised “that is physically possible, appropmnately supported,
financially feasible, and results in the highest value.™ In our opinion, the highest and
best use of the Assets is their projected use: to produce electrical power and energy.

Uniform Standards of Professional Appraisal Practice (USPAP), Glossary.
Tbid.

sim— mr — T 4-;Paymeut s made -internis;of: cash urUmted States:dollars:or in terms - -==. -

R.W.Beck 1-2
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PREMISE OF THE STUDY

1.6 Scope of Work

At the request of Agquila, Beck performed a limited appraisal to determine the
estimated market value of the Assets. In undertaking the studies and analyses required
to provide an opinion with respect to the market value of Assets, we have relied on
generally accepted valuation methods and procedures in accordance with USPAP. In
performing the limited appraisal, Beck considered only the Cost Approach and the
Market Approach to valuation. The results of our indicators of value developed are

described in Section 4 of this report.

As will be discussed in Section 4 of this report, although we did not use the Income
Approach in the valuation of the Assets, we believe that the Income Approach would
not provide meaningful figures in developing the value of the Assets. Therefore, the
Income Approach was considered, however no analyses regarding the Income
Approach were performed.

1.7 Research Undertaken

. Our opinions ;set forth, herein, are based on. information provided to us by Aquila,

~ 7 other information generally availablgto us, and stadies and analyses undertaken by us,

all of thCh are basic to and in support of our opim'on regarding the market value of
tbe' ’Asscts . The~ studxes -and*analyses’ undenaken ‘in preparation’ of ‘the opinions

“gontained” !herem “Have been~performed it “wecordarice With statidard engineering

pragtices; and- USPAPv as. promulgated -by- the- Appraisal- Standards Board of the
Appraisal T Foundatlon : These studies and analyses included a-site visit to the Assets
and mvestxgatlons and review of certain documents relating to the Assets.

1.8 R. W. Beck, Inc.

Beck is an independent firm of engineers and consultants providing professional
services in the fields of operation; planning, organization, financial analyses,
engineering design, construction management and other matters related to electric,
water, gas, wastewater and solid waste utilities. The firm has extensive experience in
the utility industry including vatuation and appraisal of utility and industrial property.
Beck has main offices in Austin, Texas; Boston, Massachusetts; Columbus, Nebraska;
Denver, Colorado; Houston, Texas; Indianapolis, Indiana; Madison, Wisconsin;
Minneapolis, Minnesota; Nashville, Tennessee; Orlando, Florida; Phoenix, Arizona;
Sacramento, California; San Diego California; Seattle, Washington; and Tampa,
Florida. Beck also has twelve satellite offices located throughout the United States.

Since it was founded in 1942, Beck has been involved in property valuation. Beck has
provided appraisal reports for a variety of utility property. With a staff having
significant experience in providing services related to appraisals of electric, water,
natural gas, solid waste and telecommunications systems and in the design,

HAD10144402-01 362\R eport Final\R0778- 1 doc 11/22/04 R. W.Beck 1-3
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PREMISE OF THE STUDY

construction and operation of these systems, Beck is well qualified to prepare
appraisal reports.

Specifically, the appraisers and other personnel working on this assignment have the
knowledge and experience to complete the assignment competently. A list of

individuals contributing to the limited appraisal report and a summary of their
qualifications and experience are provided in Exhibit 1 to this report.

e I o i

. L iy _ R
B - e Ry oy o - 4T i 5 ey

B [ RN

R. W.Beck 1-4
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Section 2
ASSUMPTIONS AND LIMITING CONDITIONS

In the preparation of this limited, restricted use appraisal report and the opinions that
follow, we have made certain assumptions with respect to conditions that may occur in
the future. In addition, we have used and relied upon certain information and
assumptions provided to us by sources that we believe to be reliable. We believe the
use of such information and assumptions is reasonable for the purposes of this report.
However, some assumptions will invariably not materialize as stated herein or may
vary significantly due to unanticipated events and circumstances. Therefore, the
actual results can be expected to vary from those forecasted to the extent that actual
future conditions differ from those assumed by us or provided to us by others.

The conclusions and opinions found in this report are made expressly subject to the
following conditions and stipulations:’

wm  No responsibility is assumed by Beck for matters that are legal in nature, nor do
we render any opinion as to the title, which is assumed to be good and
.._marketable.- No. oplmon ds-intended to be expressed for matters.that L would. re_:qulre' _

“specialized mvestlgatlon or lmowledge beyond that" normally used by an appraiser
engaged in valumg ‘the type of assets described in this report.

e -km : SR RS 0B Ta T WERT L i tid wBaim

- e A .iWe madedlo deter{mmatiéi] ei_s; to.theé validity, enforcedbility,.or. mterpretatlon of
___any law, contract, rule, or or regulation applicable to the Assets and their proposed
¥ xoperanon ~However, for the ’ ‘purposes of this report, we assumed that all such
“laws, contracts rules and- régulatibns will’ ‘be fully enforcéable i accordance with
their terms as we understand them and that the operators of the Assets will operate
the Assets in accordance with all applicable laws, contracts, rules, and

regulations.

‘m Al existing liens and encumbrances have been disregarded and the value of the
Assets was appraised as though free and clear and under responsible ownership.

®  Beck personnel conducted field reviews of the Assets on November 3, 2004. A
description of the field review is provided in Section 3. We have assumed that
there are no hidden or unapparent conditions that would make the Assets more or
less valuable.

B We assume the Assets will be operated in a reasonable and prudent manner
consistent with industry practices.

B We assume that the Assets will be placed into commercial operation and operated
in compliance with all federal, state, and local environmental laws and regulations

at the date of valuation.

H:A01014402-01362\Report\Final\ROT78-2 doc L1722/04
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ASSUMPTIONS AND LIMITING CONDITIONS

®m  Substances such as asbestos, chemicals, toxic wastes, or other potentially
hazardous materials could, if present, adversely affect the value of the Assets.
Unless otherwise stated in this report, we did not consider the existence of
hazardous substance, which may or may not be present in or on the Assets. The
stated value estimates are predicated on the assumption that there is no material in
or on the Assets that would cause such a loss in value and as such are likely to
represent the highest reasonable value of the Assets.

®  For the purpose of performing the valuation, we assumed that a typical purchaser
of the Assets would be able to operate the Assets in accordance with contractual
terms and conditions of the existing contracts, and that the agreements, rights, and
easements would be assigned to a typical purchaser.

®  No one outside Beck has provided significant assistance in the preparation of this
report. Individuals affiliated with Beck and contributing to this report are
~ Neal D. Suess, P.E., Senior Appraiser; Nancy Heller Hughes, Accredited Senior
Appraiser; Rob Brune, Technical Assistant. A description of the qualifications
and experience of the individuals contributing to the appraisal report is provided
m Exhibit 1.
I_H_The studies.and. analyses.undertaken in the preparation.of the. opmlon&contz;uned-—-~

““herein’ have been perfonncd in accordance with' standard engineering practices

and USPAP. e
. -:.—_—L;au_u.:-..ts-u.wx..ﬁ.:. e —2311_._., [T SO S A -
B G b S v TR
PR . _:.:__..'.-,_..i._.,.'f I *WTﬂu em i g e S o en -
HA010144102-01362\Repori\Final\RO778-2.doc 11/22/04 R. W. Beck 2-2
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Section 3
DESCRIPTION OF THE ASSETS

3.1 Background

As discussed earlier, the Assets were originally procured for Aquila’s unregulated
business and are now being contemplated for use by Aquila’s regulated entities. The
Assets, as defined herein, include three 501D5A combustion turbines with generators
and auxiliaries, three generator step-up (GSU) transformers, three auxiliary
transformers, and three generator breakers. MEP originally procured the combustion
turbines, generators, and auxiliaries in 2001 directly from SWPC. The GSU
transformers and auxiliary transformers were procured in early 2002 by
Burns & McDonnell (B&M) for MEP from HICO America, Inc. (HICO). The
generator breakers were also procured by B&M for MEP in early 2002 from Alstom
T&D Inc. (Alstom). The combustion turbines, generators and auxiliaries were
received in the fourth quarter of 2002 and placed directly in storage at two locations in

_the.greater.Kansas City.area:“The.transformers-and. generator.breakers.were received

in August2004 and September 2004 respectlvely, and also placed directly in storage.

The Asseti remain in storage and are currently belng preserved and ‘maintained by
_Aqlgél_a personnel The equlpment is ‘described in more . detall bel‘g._:g!r anng with the

preservanon “and " maintenance recommendations of the mamufacturers, the
maintenance frecords and ‘the™ eondmon of the eqmpment as’ observed by Beck as of

November'3,2004. <

3.2 Description of the Assets

3.2.1 Combustion Turbines, Generators, and Auxiliaries

Beck has reviewed the Equipment Supply Agreement between MEP and SWPC, dated
September 2001 and Change Order 001 to the Contract, dated September 26, 2001
(collectively, the “ESA”), which describes the terms and conditions of the purchase of
three 501D5A combustion turbine Econopacs. The ESA scope of supply includes the
following equipment for each of three combustion turbine units unless specified

otherwise below.
* Combustion turbine with DLN combustors for firing natural gas

»  Combustion turbine enclosure

s [nlet filter house with silencers

HAD 101400201362\ Report\FinakR0O773-3.doc 1H22/04
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DESCRIPTION OF THE ASSETS

= Inlet evaporative cooler

»  Exhaust expansion joint

= Exhaust stack (deleted in CO No. 1 and not included in this appraisal)
= Fuel gas skid

= Starting package

* Fire protection skid

*  Mechanical Package, including tubricating oil equipment

= Rotor air cooler

= Control oil skid

»  Water wash skid

= Pipe Rack and Piping

® Qpen air cooled generator rotor and stator assembly for 60 Hz 13.8 kV service

=  (Generator Enclosure

T --**"—w*—ﬂ?':EIé‘éﬁiﬁl'lﬁ:kéQE—mcIﬁding‘S'Witc':'hgear mGtor-control’'centers, uninterruptible—— "~
power supply system, and TXP control system (excludmg on unit control

e s Statlon)m'“ sk el 5% T C-USBIES N . o S : EREN

..... U RV . R s v

? F'i'-""ﬁﬂ"—‘ﬂ
Erectlon manuals “commissioning manuals operatmg “Fhd maintemance
SEE manuals and drawmgs 2

+ = : : i it e

e i e T

C e e
LN

- Transportatmn of the equlpmeut to the pro;ect 31te in the greater Kansas City,
Missouri area.

The equipment was purchased with Technical Field Assistance included for
construction and commissioning {(approximately 160 man weeks), training services,
warranty, performance guarantees, and emissions guarantees. However, it is our
understanding that the warranty is no longer valid. Additionally, SWPC has issued
several minor production modifications to the 501D5A model combustion turbines
since the subject assets were purchased, which have not yet been incorporated into the
Assets as they currently exist.

3.2.2 Transformers

Beck has reviewed the Purchase Order between B&M and HICO, dated
February 6, 2002 and Change Orders 1, 2, and 3 (collectively, the “HICO PQ”), which
describes the terms and conditions of the purchase of three GSU transformers and
three auxiliary transforters. The HICO PO scope of supply includes the following
equipment.
» Three 13.8 to 161 kV GSU transfonners rated at 78/104/130 MV A, including
all special tools, and initial filt of oil.

HADL01 44002-01 362\ReportiFinal\R0778-3.doc 11/22/04 R. W. Beck 3-2
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DESCRIPTION OF THE ASSETS

* Three 4.16 to 13.8 kV auxiliary transformers rated at 5000 kVA, including all
special tools, and initial fill of oil.

* Erection manuals, commissioning manuals, operating and maintenance
manuals, and drawings.

= Transportation of the equipment to the project site n the greater Kansas City,
Missouri area.

Additionally, the equipment was purchased with a warranty for one year after the
equipment is placed in service.

3.2.3 Generator Breakers

Beck has reviewed the Purchase Order between B&M and Alstom, dated
February 7, 2002 and Change Order 1 (collectively, the “Alstom PO™), which
describes the terms and conditions of the purchase of three generator breakers. The
Alstom PO scope of supply includes the following equipment.

=  Three 13.8 kV, 63 A, 60 Hz generator breakers, including all special tools, and
a performance bond

Y Erectlon mannals comhnssmmng mamals, Opcrsﬁng and maintenance
ma.nua.ls and drawmgs e

- zrT —Addltlonally, “the- equlpment-wasnpurchased \w1th«a-wa.rranty«for~one year. after the-—- -~

equlpment is pIaced in service.

3'3 Condltlon of the Assets

3.3.1 Combustion Turbines, Generators, and Auxiliaries

The combustion turbines and generators are being stored at the Ralph Green Plant site,
in Pleasant Hill, Missouri, in temporary enclosures without climate control. The
combustion turbines are wrapped as shipped and dehumidifiers have been installed to
minimize storage impacts. The generatoss are also wrapped as shipped in hermetically
sealed packaging and in shipping crates. The combustion turbine and generator
auxiliaries, including enclosures, skids, piping, coolers, and auxiliaries are being
stored at the Richards Gebaur Air Force base in Kansas City, Missouri, in two
warehouses without climate control. Aquila has coordinated with SWPC since
delivery of the equipment and has arranged for preservation and maintenance of the
combustion turbines, generators, and auxiliaries to be performed by Aquila personnel
in accordance with the recommendations of the manual titled, “Storage and
Preservation Manual for Econopac Systems,” SWPC Document No. SPM-2000,
Revision 5. Pursunant to SWPC recommendations, temporary power has been installed
to energize space heaters on motors and climate control equipment on the electrical

HAQ10144402-01362\Report\FinalROT78-3.doc 120 R. W.Beck 3-3
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DESCRIPTION OF THE ASSETS

packages. Other storage and preservation techniques have been employed, including
the use of humidity monitoring, rotation of equipment, and the like. Storage and
preservation records are in good order and Aquila has indicated that the records are
being submitted to SWPC on a frequent and regular basis.

3.3.2 Transformers

The transformers are being stored at the Ralph Green Plant site, in Pleasant Hill,
Missouri. The cores have been placed on concrete pads and are being maintained in
an outside, open air environment. The GSU auxiliary equipment and the auxiliary
transformers are also being stored in an outside, open air environment, but are in the
original shipping crates, which have been wrapped in plastic. The transformers are not
assembled and were not filled with oil at the time of our observation. However,
Aquila has indicated that vacuum oil filling of all transformers in situ, in order to
preserve the manufacturers’ warranty, was initiated on November 16, 2004 under
supervision of factory service. Aquila has coordinated with HICO since delivery of
the equipment and has arranged for preservation and maintenance of the transformers
to be performed by Aquila personnel in accordance with the recommendations of the
ma.nual tltled “Instruction & Maintenance Manual,” HICO. Spec No. HSM-6155.

Pursuant to "HICO recommendatlons temporary power ‘has been installed to energize
space heaters and ineft gas and dessicant are been utilized for humidity control.
‘.Storage ‘and preservation: records are.in good ‘ordér-and “Aquila-has indicated that the
records aréibemg siibmitted 1o HICO 00 a” frequent and regular basm’ ==

3. 3 3 Generétor Breakers

The generator breakers are being stored at the Richards Gebaur Air Force base in
Kansas City, Missouri, in one of the two warehouses along with combustion turbine
auxiliaries. The generator breakers remain in original shipping crates. Agquila has
coordinated with Alstom since delivery of the equipment and has arranged for
preservation and maintenance of the generator breakers to be performed by Aquila
personnel in accordance with the recommendations of the manual titled, “Instruction
Manual,” Alstom Document No. S22-001EN/03. Pursuant to Alstom
recommendations, the use of inert gas and dessicant are being used for humidity
control. Storage and preservation records are in good order.

3.3.4 Conclusions on Condition of the Assets

Based on our observation all equipment and materials discussed in Section 3.2 have
been received, have not been damaged, and are in storage as described herein. Based
on our review of the storage and preservation manuals, the related records provided to
us for our review by Aquila, and our observations, it appears that the equipment has
been stored and preserved in accordance with the manufacturer’s recommendations
and the equipment is in good condition. However, due to the storage duration it is

HAD10144102-01 362\Report FinalR0778-3. doc 11/22/04 R. W.Beck 34
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DESCRIPTION OF THE ASSETS

likely that some rehabilitation of the equipment, such as replacement of seals and
gaskets, will be necessary prior to placing the equipment in service.
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Section 4
FAIR MARKET VALUE ANALYSES

4.1 Introduction

There are three generally accepted valuation approaches that can be used to estimate
the value of property: the Cost Approach, the Income Approach and the Market
Approach. The Cost Approach analyzes various cost methods, such as the Qriginal
Cost Method, the Reproduction Cost Method and the Replacement Cost Method. For
the purposes of valuing the Assets, the Replacement Cost Method, which is an
estimate of the cost of new assets similar to the existing Assets and the Original Cost
Method, which is the original cost of the Assets, best represent the methods of
determining value under the Cost Approach. The Income Approach values the
property by determining the present worth of prospective net earnings using a
discounted cash flow analysis. The Market Approach assesses value based on recent
fair market sales of similar assets under similar circumstances.

We~ belicve: that ".all-japplicablé “approaches fo- valuation -should™be considered.
However, our 'scope of work with Aquila was limited to- performing only the Cost
- Approach ‘andthe Market Approach~~A1though this-isiconsidered a limited appraisal,
since only’the“Cost Approach* and :the Market Approach ‘methodsto valuation were
performed we believe that these two approaches .especially in this case, are the most
appropnate method for Evalumg the Assets For. example the Income ‘Approach would
be difficult to use for valuation of the Assets since the Assets could be moved to
almost any location to maximize the revenue potential of the Assets given the variety
in electricity prices throughout the United States.

In valuing the Assets for this limited appraisal, the Assets are considered to be three
individual units, each considered a single, fully integrated system, of which each of
the major components is interrelated in terms of structure, design, and function. None
of the individual components are designed for, or intended for use in, commercial
operation independent of the other components during normal operation of the Assets.
In the event certain major components are independently operated, the operating
efficiency, reliability, and intended purpose of the Assets would decline.

H\0ED144\02-01362\Report\FinahR0778 -4 .doc [1/22404
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FAIR MARKET VALUE ANALYSES

4.2 Cost Approach
4.2.1 Original Cost

The Original Cost Method for the Assets involves determining the original cost of the
Assets. This method mcludes adjusting the book value for any physical depreciation
associated with the Assets due to wear and tear, for the value lost relating to such
issues as warranty expiration, and for certain costs specific to the Assets which
currently carry no inherent value, such as storage costs. Based on information
provided by Aquila, the book value of the Assets is described in Table 4-1,

Table 4-1
Book Value of the Aquila Assets
Item Book Value
Combustion Turbines $76,137 869
o Transformers & Breakers : 52,578,364
DT s -1 Book Value LSS ; T = $78 716 233":"?;?'-'““’“’ — e

Based on_documents prov1ded by Aquﬂa the book value of the combustion turbines

.(excludmg the transformers -and generator breakers) 187 $76 137,869: . “The book value

has been adjustcd for opt1on payments made 10 retain’ manufacumng slots, lost value
assoc1ated Withthe. expn'atlon of-the,warrinty, ‘costs assocmted ‘Wlth the incorporation
of production modifications released’ by SWPC’since the eqmpment was purchased,
the costs associated with rehabilitation of the Assets necessary prior to the equipment
being ready for operation, which is required due to the duration the Assets have been
m storage, and internal labor costs associated with the equipment purchase and
storage. The adjustment values were developed based upon documents provided by
Aquila, discussions with SWPC, and our experience with similar costs. These
deductions represent the depreciation of the Assets from their original costs.

Based on documents provided by Aquila, the book value of the transformers and
generator breakers is $2,578,364. The book value has been adjusted for costs
associated with manufacturer’s performance bonds, storage, additional factory testing,
and procurement services. The adjustment values were developed based upon
documents provided by Aquila and discussions with SWPC. These deductions
represent the depreciation of the Assets from their original costs.

Table 4-2 provides the value of the Assets using the Original Cost Method.

HAQL0144102-01362 Report\FinalhRO778-4.doc 11/22004 R. W. Beck 4-2
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FAIR MARKET VALUE ANALYSES

Table 4-2
Value of the Aquila Assets
Under the Original Cost Method

tem Original Cost
Combustion Turbines
Book Value $76,137,869
Adjustments
Option Payment ($3,712,500)
Warranty : {$2,240,000)
Production Modifications ($300,000)
Rehabilitation ($600,000)
Internal Labor {$39.399}
Combustion Turbines Subtotal $69,245,970
Transformers & Breakers
Book Value $2,578,364
Adjustments
e EsRerfomance Bond st st ($7,500) —_
Storage . . ' ($28,820)
) _Retest: oo oo o e - ($28,305).
G --W%,Procurement L _. ,.."($125 644). -
Additional Retalnage o (51,04 )
AE TfTransformers 8Breakers Subtota! ~rwEE 4G $2.386,0504
o “Valiie - Original Cost Method ~~ T T $74,632,0207

4.2.2 Replacement Cost

The Replacement Cost Method generally involves determining the estimated current
cost of similar assets that could be manufactured and purchased under present market
conditions to produce an equivalent met functionality to that of the Assets being
valued. This method indicates the cost of building comparable equipment at present
market prices. In addition, since the manufacturers still produce the Assets, the
technical features of the Assets should be comparable to similar Assets being
contemplated in today’s market for the same basic use.

Since the replacement cost is recognized to be a test of the reasonableness of actual
expenditure rather than a repetition of the actual expenditure, our estimated
replacement cost represents an expected cost of a "generic" unit for the Assets. The
generic unit utilizes current technology that will meet all the present requirements for
environmental protection and can produce essentially the same output as the Assets.
We believe that this 1s a reasonable assumption. A typical purchaser would not be
willing to buy the Assets at a cost inclusive of any additional costs associated with the
existing Assets if the market may offer similar facilities without the costs based on a

HA010144102-01362\Repori\FinalR0778-4.doc 11/22/04 R. W. Beck 4-3

Schedule DRW-3
Page 19 of 30




FAIR MARKET VALUE ANALYSES

specific design. Our cost estimation follows professional valuation procedures. Asset
costs are defined based on considerations of physical characteristics and other criteria
such as materiality, identifiability, and process function. Cost estimates of labor and
materials pertaining to individual property units are developed from construction
specifications and other contracts and accounting information. Properties are also
priced using recognized cost estimating manuals, direct quotes, or our judgment when
no other price information is available.

We have had discussions with SWPC regarding current costs associated with the
501D5A technology combustion turbines. Based upon these discussions we have
determined that the cost to purchase a new combustion turbine in today's market
would be $24,500,000. This would include all existing production modifications that
have been issued since the Assets were purchased. It would also include a warranty
and all guarantees associated with a new unit. This pricing also includes exhaust
stacks for the combustion turbines, which are not included on the Assets.

In order to produce a replacement cost that would be comparable to the original cost,
adjustments would need to be included to remove the costsfvalue of the warranty and
the exhaust stack. In addition, since the Assets include three (3) combustion turbines,

_there may be a price reduction for a_multi-unit purchase of. combustlon turbmes as _
ﬁ*

" compared to purchasmg a smgle combustlon turbme package

We.have. adjustcd the. replacement cost.estimate 4o take into account the reduction in

- replacemetiticost.for the value’of the warranty, the value of théiexhaust stacks and the

reduced costs associated ‘with the purchase of multlple units from the manufacturer.
These va]uesq ‘were” (}ievelope' ‘ased -upon- dlscussm : Wlth SWPC and other

combustion tusbine matufacturers, ¢ o o E R E

The transformers and generator breakers were recently delivered and were observed to
be in good condition. Therefore, similar costs, and adjustments, used for the
transformer and generator breakers included in the Original Cost Method valuation
above have been utilized for the Replacement Cost Method.

Table 4-3 provides the value of the Assets using the Replacement Cost Method.
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Table 4-3
Value of the Aquila Assets
Under the-Replacement Cost Method

ltem Replacement Cost
Combustion Turbines
Replacement Cost $73,500,000
Adjustments
Warranty {$2,240,000)
Exhaust Stacks {$1,849,200)
Multi-Unit Purchase ($1,000,000)
Combustion Turbines Subtotal $68,410,800
Transformers & Breakers $2,386,050
Value —~ Replacement Cost Method $70,786,850

4.3 Income Approach

e S o _E;m,mm_ﬂ. e iy L es s e e

The Earﬁmgs Stream Method under the Income Approach involves a detennmatlon of
an-estimatedzvalue;: which-based- upon-an. assumed level :of revenues and expenses,

- would. result inia ifypical: ‘purchaseér recelvmg @ TEHUEn OF ‘Ofi‘its‘investmient.of an assumed

d:previot : performmg an'analys1s under
the Income Approach is not reasonablc for dcvelopmg the value of the Assets. The
Assets could technically be moved to different locations that would produce a variety
of revenue levels, depending upon the current forecast of market prices for a particular
location. This could produce any number of results under the Eamings Stream
Method of valuation. It would be reasonable to assume that if a third-party were
looking to purchase the Assets, they would move these turbines to maximize the level
of revenue from the operation of the Assets, thereby increasing their value.

For the above reasons, we have not performed an analysis under the Income Approach
for the valuation of the Assets.

4.4 Market Approach

The Comparable Sales Method under the Market Approach involves a review of
recent sales and offers of similar facilities between a willing buyer and a willing seller,
who are unrelated, as an indication of the general market price for such facilities,

In reviewing sales of combustion turbines to determine if a sufficient basis exists for
comparison to the Assets, consideration must be given to factors related to the
particular units being sold and the circumstances related to the sale which may have an
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effect on the sales price of such facility. For instance the relationship between the
purchasing and selling parties and other transactions between such parties at
essentially the same time as the sale may affect the sales price. Also, technical
features of the equipment being sold, such as the location, competing facilities,
resource needs of other utilities in the area and the potential output of the equipment
will affect the value.

The Comparable Sales Method is primarily applicable to property which is readily
substitutable and where a number of similar type properties have recently been traded.
A number of factors must be weighed when making comparisons to facilities for the
purpose of the Market Approach. These include but are not limited to the following;

B The capacity and size of the facility/equipment being reviewed.

®m Location and potential limitations associated with the equipment at that particular
location.

B Age and remaining life of the equipment.
B Prior uses of the equipment.
[ ] .Vanety of technical features assoclated with the ‘equipment being reviewed.

© “Werhave foeund'or areffiware “of & snr. dlfferent offers to “to sell equ eqmpment similar (ie.,’
SOIDSA equlpment) to ‘the Assets (One of: the offers was for the Assets being valued).
In. order.to. D es 1

duce a. comparable sales me od analySIS that Woult b

‘the figures developed 1 the ‘Cost Approach; adjustrients fieed to be included for the
costs/value;of ithe wan'anty, the -value of technical ﬁeld assistance, the value of the
exbaust stack; jthe vaiug of: modificationsito, make thé comparable facilities dry, low
NOy burners, and the costs associated with transportation to the current location of the

Assets.

We have adjusted the market prices to take into account the above referenced items.
These adjustments were developed based upon discussions with SWPC and other

combustion turbine manufacturers.

The offers that were reviewed are as follows:

m  Offer 1 was an offer from Aquila to Kansas City Power and Light Company
for the Assets. The price included transportation and the transformers and
breakers.

m Offer 2 was an offer from Rolls Royce to Aquila for two combustion
turbines. The price was adjusted to reflect three combustion turbines and
other adjustments as noted.

s Offer 3 was an offer of a single combustion turbine from a private party
through SWPC. The price was adjusted to reflect three combustion turbines
and other adjustments as noted.
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w»  Offer 4 was an Internet offer for a single combustion turbine. The price was
adjusted to reflect three combustion turbines and other adjustments as noted.

®  Offer 5 was an Internet offer for a single combustion turbine. The price was
adjusted to reflect three combustion turbines and other adjustments as noted.

=  Offer 6 was an Internet offer for a single combustion turbine. The price was
adjusted to reflect three combustion turbines and other adjustments as noted.

As described previously Offer 4, 5 and 6 are Internet offers. It is difficult to fully
evaluate these Internet offers since a variety of factors could influence additional
adjustments to these offers. These additional adjustments include the date of the offer,
the scope of supply, the division of responsibility, location, options included on the
combustion turbines and the equipment preservation techniques. It would require a
significant effort to explore each of these aspects for each internet offer. Although we
have made adjustments to the offer price based on factors that were known, other

adjustments may be necessary.,
Table 4-4 provides a summary of the comparable sales method for the Assets.

- e L I (= PR
F oo NS o hie T TTE T ST Hai iy
: - f- -
- Cee - T 4 e - . S ey .
o Tl o el TR e W B e v T AT e i g
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FAIR MARKET VALUE ANALYSES

iTable44
Value of the Aqulla Assets
Under the Market Approach

T

item Offer 1 Oﬂ‘eriz faf' Offeri3 Offer 4 Offer 5 Offer 8

Combustion Turbines v i}

Offer $69,000,000 500,000 .$57, 000 000 $78,000,000  $99,000,000  $45,000,000
Adjustments - " :

Warranty ($2,240,000) - (82, 240 000) $0 $0 30
Technical Fleld Assistance $0 $2 350 000 - §2, 350 000 $0 $0  $2,350,000
Exhaust Stacks 30 ($1:849; 200) (81 849,200) ($1,849,200)  ($1,849,200) $0
Dry Low NOx $0  $5,000,000. - $5, 000 000 $0 $0  $5,000,000
Transportation 80§ 200000_5 31, 200000 $1.200000  $1,200000  $1,200.000
Combustion Turbines Subtotal  $66,760,000  $71,200,800.  $61,460,800  $77.350,800  $98,350,800  $53,550,000
Transformers & Breakers $0  $2,386050.  $2,385,050  $2,386,050  $2,386,050  $2,386,050
Comparable Sales $66,760,000  $73,586,850. $63,846,850  $79,736,850 $100,736,850  $55.936,050

-‘ |

b !

I
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Section 5
CONCLUSIONS

5.1 Fair Market Value

The results of our analyses of the estimated Fair Market Value of the Assets are

summarized in Table 5-1.
Table 5-1
Sumsmary of Value Indicators

Indicator Value

Cost Approach

Original Cost Approach _ $71,632,020
Replacement Cost Approach $70,796,850
income Approach Not Applicable
TR T Market ‘Approachs == === $55:936,050'10'$100;7 36,850 - -

As stated prevmusly, tlns is a Iumted appralsal in that only the Cost Approach and the

Market- Approach were used at- the direction.of Aqulla However due to the relevance

" of the Cost Approach ail and the Market Approach as discussed in Seation 4, as compared

to the:Income - Approach, we.believe:that the:Cost Approach and the Market Approach
produce thé best.indications.of value forthe Assets.. -+ = JHL T

Generally, a potential purchaser of a property should be willing to pay the lesser of the
value indicated by the Cost Approach (specifically the Replacement Cost Method) and
the value indicated by the Income Approach. If the prospective purchaser were to pay
an amount greater than that indicated by the Income Approach, the purchaser would
be unable to earn its desired return on equity.

Similarly, the purchaser should be unwilling to pay more than the value indicated by
the Cost Approach (the Replacement Cost Method) because the purchaser could
construct or purchase similar project assets at the indicated replacement cost.
However, the purchaser might be willing to pay more than the replacement cost for
certain income producing assets if the earnings stream valuation clearly supports a
higher price because the potential cost of the risks associated with the design,
development, and construction of a project or any special technical or other features of
a project are generally not precisely measured in the Replacement Cost Method.

In addition, if the Market Approach clearly indicated a value that was supported by the
Income Approach, a potential purchaser may be willing to pay more than the value
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indicated by the Cost Approach. The reason for this increased value under the Market
Approach could include the intrinsic value associated with the value of acquired
contractual rights, the ability to expand production at a facility site, or a number of

other reasons.

As stated previously, we have not performed an analysis of the value of the Assets
under the Income Approach. However, the value of the Assets under the Cost
Approach (specifically the Replacement Cost Method) is supported by the value of the

Assets under the Market Approach.

Therefore, based on the analyses performed within this Report and our knowledge in
valuation of similar facilities, we are of the opinion that the limited fair market value

of the Assets is $70,796,850.

S S IS
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Section 6
APPRAISAL CERTIFICATION

We, the undersigned, certity that, to the best of our knowledge and belief:

m_ Representatlves of Beck ‘made, on—mte, above: ground general ﬁeId observanons

The statements of fact contained in this report are true and correct.

The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions, and the unbiased professional analyses,
opinions, and conclusions of Beck.

Beck has no present or prospective interest in the properties that are the subject of
this report, and has no personal interest or bias with respect to the parties

involved.

Compensation is not contingent upon the reporting of a predetermined value or
direction in value that favors the cause of the client, the amount of the value
opinion, the attainment of a stipulated result, or the occurrence of a subsequent
event directly related to the intended use of the limited appraisal.

~w=tzThe report, isnotibased- ona: requested minimumvaluationsia® spcmﬁc valuation; or = ~

the approval Of @l0aN, - - e e e e e

""“*“ot the' propertxes thatfare the's Subject SE thiTReport ™ =

; ‘Beck staff under the prmclpal supemsmn of the: under31gncd pr0v1ded assistance
- Hin the- preparatlon of this report ‘A list of Significant coritributors is included in

the report.

The analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with USPAP promulgated by the Appraisal Standards
Board of the Appraisal Foundation and the Principles of Appraisal Practice and
Code of Ethics of the American Society of Appraisers.

Respectfully submiited,

R. W. BECK, INC.

A

Neal D. Suess, PE, Project Manager
November 19, 2004
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INDIVIDUALS CONTRIBUTING TO THE REPORT

Neal D. Suess, P.E.

B.S. IN MECHANICAL ENGINEERING, lOWA STATE UNIVERSITY

Mr. Suess is experienced in developing economic feasibility analyses and independent
engineering appraisals for the purpose of utility property acquisitions, He has also
prepared appraisal studies of generation facilities in connection with leveraged lease
financings and property tax appraisals. In addition, Mr. Suess is experienced in contract
negotiations, power supply planning, and cost-of-service and rate design. His experience
includes preparing expert testimony before state and local regulatory agencies and the
Federal Energy Regulatory Commission.

Prior to joining R. W. Beck, Mr. Suess was the electric director for a Midwestern
municipal utility and was the planning engineer for a municipal joint-action agency. He
has cxperiencc directing the operations of a municipal electric utility, including hands-on
experience in operating power generating facilities. This has included managing a crew _

of thlrty iemployees,” developmg and ™ managmg Operatmg and capital :unprovements

budgets, and develong Strategm plans =T

vaior o e mtrebatar svvarer s
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B.A. IN'BusmEss AND STATISTICS UNIVERSITY OF CHICAGO

 Nancy Heller Hughes, ASA , . .

M.B.AIN FINANCE AND Accoum‘me UNIVERSITY OF CHICAGO

Ms. Hughes is an Accredited Senior Appraiser (ASA) of Public Utility property certified
by the American Society of Appraisers. She has worked in the public utility industry
since 1977 specializing in utility rates and regulation, depreciation, and valnation. She
has testified as an expert witness on these issues before federal and state regulatory
commissions, city councils and courts of law. In the area of utility rates and regulation,
Ms. Hughes is responsible for conducting and analyzing revenue requirement, cost-of-
service and rate design studies for electric, gas, telephone, and solid waste utilities. She
has also been active in utility merger and acquisition cases before federal and state
regulatory agencies.

Ms. Hughes has performed valuation and appraisal studies to determine the value of a
wide range of utility property including electric, water, wastewater, telecommunications,
railroad, and solid waste landfill property. These studies have been performed in
connection with the sale and acquisition of property, eminent domain cases, property tax
issues, and utility rate cases. In conjunction with her appraisal work, Ms. Hughes has
testified as an expert witness on the valuation of utility property in court proceedings and
utility rate cases.
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Robert A. Brune, P.E.

B.S. N MECHANICAL ENGINEERING, UNIVERSITY OF COLORADD

Mr. Brune has 12 years of experience in thermal electric generating plant projects,
providing both on-site and off-site technical input, including feasibility studies, detailed
design, budget reviews, technical assessments, construction supervision, start-up, and
performance testing. Mr. Brune’s experience has been with domestic and international
combustion turbine and coal-fired projects utilizing equipment from most major industry
manufacturers. His project work has been in support of developers, contractors, utilities,
municipalities, and financial institutions.

Mr. Brune has coordinated technical due diligence efforts for financial institutions and
developers including plant systems technical analysis and the review of financial model
and technical inputs to support project financing. His review and analysis of project
information identified fatal flaws and areas of misk relating to design, performance,
confractual obligations, construction costs, construction schedule, and operations.
Mr. Brune has been involved in consulting services related to acquisition and divestiture
analysis for power generation assets, as well the economic and financial analysis
pertaining to the deregulation of the power market. Mr. Brune also has experience in
.prepanngqconceptual_ad331gnymformatlonuto support..project. .development,. mcIudmgA
arrangement drawmgs , along w1th ‘cost, ‘and. performance estimates_ for various
combustion. turbine and thermal unit alternatives. Mr. Bruné has been involved in all
facets - of:performance, testing; from procedure devclopment, procedure -review, test
" coordination, test witnessing and Tesults review. He is familiar with ASME Power Test
Codes, computer—modelmg simitlations nd has both managéd and worked -on projects
- utilizing combustion itarbinest Manufactired by-GE, -SWPC;-and- ABB as'well as steam
turbines manufactured by Siemens, Westinghouse and Toshiba.
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

County of Jackson )}
sS

)
State of Missouri )
[ ._sm._mw*AEEIDAVI.T_OF»DENNIS-R—~WILI-;IAMS-;«-:——.-—_—-':;—~_- c— e

——— P Y —— e e f—— e -

Dennis R. Wﬂhams, bemg first duly sworn, deposes and says that he is the witness who
~ sponsors_the accompanying testiniony - entitleditSirrebuttal ‘Testimony-of . Dennis.R. Williams;”-
that said testimony was prepared by him and under his direction and supervision; that if inquiries
were made as to the facts insaid’ testlmony and schedules e wou]d respond as therein set forth;
and that the aforesaid téstimony jand s schedules are frue and correct to the best of his knowledge,

information, and belief.
TS e O e

Dennis R. Williams

! / i
Subscribed and sworn to before me this /_jl__ Z day of «A}MM@S
Y 75@/

otary Public
Terry D. Lutes

My Commission expires:

Sl St

‘\\\ LY ‘e,
st iy, ~ TERRYD.LUTES
Notary W2 Jackson County
. Seal . ‘&S MyCommission Expire
""‘E’,c;; M\ﬁ%?‘“ August 20, 2008
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