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Q. Please state your name and business address.

A Cary G. Featherstone, Fletcher Daniels State Office Building, 615 East 13" Street,
Kansas City, Missouri.

Q. By whom are you employed and in what capacity?

A | am a Regulatory Auditor with the Missouri Public Service
Commission (Commission).

Q. Are you the same Cary G. Featherstone who filed direct testimony in
this proceeding?

A. Yes, | am. | contributed to Staff’s Cost of Service Report filed on July 15, 2016,
(COS Report) in regard to KCP&L Greater Missouri Operations Company’s (“GMO” or
“Company”) rate case filed on February 23, 2016.

Q. What is the purpose of your rebuttal testimony?

A. | address various aspects of the direct testimony of the following GMO witnesses:

KCP&L GREATER MISSOURI OPERATIONS PAST RATE INCREASES AND RATE
LEVELS

Darrin R. lves, GMO’s Vice President — Regulatory Affairs — direct testimony, pages 15

to 18
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CROSSROADS ENERGY CENTER

Scott H. Heidtbrink, GMO’s Executive Vice President and Chief Operating Officer —
direct testimony, pages 11 to 13

John R. Carlson, GMO’s Originator, Supply Resources - direct testimony, pages 6 to 10

Burton L. Crawford, GMQ’s Director, Energy Resource Management — direct testimony,
pages 15 to 19

Ronald A. Klote, GMQO’s Director, Regulatory Affairs — direct testimony, pages 10 to
11 and 37 to 38.

I will also respond to the direct testimony presented by The Office of the Public Counsel
(“Public Counsel”) regarding its view that Aquila was not imprudent when it determined that the
combined cycle unit, then called Aries, should be treated as a merchant plant.

Q. Since GMO has had different names at different times in its past, how will you
refer to it in your following testimony in the context of Crossroads issues?

A. At various places in this rebuttal testimony when | discuss historical aspects of
GMO capacity planning I will use the names GMO was using at the time, UtiliCorp (UtiliCorp
United, Inc.) before early 2002 and Aquila (Aquila, Inc.) during the period early 2002 to
mid-2008. | refer to the former operating divisions of Aquila-Aquila Networks-MPS and
Aquila Networks-L&P, as MPS and L&P, respectively, when discussing GMO during this period
when it was named Aquila, i.e., before it was acquired by Great Plains Energy Incorporation

(Great Plains Energy) on July 14, 2008.

EXECUTIVE SUMMARY

Q. Would you please summarize your rebuttal testimony?

Page 2



10

11

12

13

14

15

16

17

18

19

Rebuttal Testimony of
Cary G. Featherstone

A. Staff continues to support the Commission’s decision in the last two GMO
general rate increase cases to exclude all transmission costs related to the power generated from
Crossroads Energy Center (“Crossroads”). Crossroads is a combustion turbine peaking
generating facility built by a non-regulated affiliate of Aquila, Aquila Merchant Services
(“Aquila Merchant”). While GMO’s customers are located primarily in the metropolitan Kansas
City, Missouri area and surrounding communities and in many areas in western Missouri,
Crossroads is physically located in Clarksdale, Mississippi. Clarksdale is 520 miles' from
GMO’s headquarters in downtown Kansas City.

The Commission determined that unnecessary and expensive transmission costs
associated with Crossroads should not be recovered in rates. In effect, the Commission’s rate
decisions in both the 2010 and 2012 GMO rate cases’ assume the cost levels as though
Crossroads was built within the same regional transmission organization (“RTO”) of the
Southwest Power Pool (“SPP”), just like every other generating unit operated by GMO, and its
affiliate, Kansas City Power & Light Company (“KCPL”).

While GMO presents in its direct testimony that it accepts the rate base valuation
disallowances made by the Commission in the last two rate cases®, it requests rate recovery in
this case of all Crossroads transmission costs incurred in excess of the level excluded in Case
No. ER-2012-0175, approximately $4.9 million, which would result in recovery of

approximately $8.25 million of Crossroads transmission expense in this case.* In contrast, no

! According to Google Maps using Great Plains Energy’s headquarters at 1200 Main Street, Kansas City, Missouri
to Crossroads Energy Center at 19" West Tallahatchie Street, Clarksdale, Mississippi. In the ER-2012-0175, using
MapQuest the mileage was 525 miles which Commission used in its Order.

? Case Nos. ER-2010-0356 and ER-2012-0175

® See Crawford direct at page 18 and Heidtbrink direct at page 12

* Klote direct testimony, page 38
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recovery of Crossroads transmission expense at all was granted to GMO in the 2010 and 2012
rate proceedings.

In this proceeding, GMO takes the position that the increased cost to transmit power from
Crossroads to GMO’s service territory that has occurred since GMQ’s last rate case should be
recovered from customers in full. As further explained in this testimony, Staff strongly disagrees
because the only reason GMO incurs any transmission costs relating to Crossroads is the result
of its imprudent decision-making regarding ownership of generation, including this facility, in
the past. All Crossroads transmission costs are directly tied to utility imprudence, and all such
costs should be disallowed in order to protect GMO customers.

Staff continues to support the Commission’s decision regarding the value of Crossroads
in rate base and the exclusion of all transmission costs that would not be incurred had this
peaking facility been built in an area to serve the regulated electric customers in western
Missouri.

My rebuttal testimony also provides a perspective on the rate increases granted GMO
over the last decade and identifies that those rates are increasing faster than the national average.
While GMO’s MPS and L&P electric rates are still below the national average, they exceed the
state and regional averages. Those comparisons do not include any amount of rate increase that

may result from this case.

KCP&L GREATER MISSOURI OPERATIONS PAST RATE INCREASES AND PRICE
OF ELECTRICITY PER kWh

Q. Mr. lves discusses various aspects of GMQO’s past rate increases at pages 15
through 18 of his direct testimony. What has been the history of GMO’s rate increases?
A. The table below identifies past rate increases requested by GMO for its rate

districts and the amounts approved by the Commission for each of the cases filed since 2007.
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Case No DS i E;‘:::::’:
“ | Filed | GMO (MPS & Rt
L&P) €
$59.3 million
ER-2016- Feb 23, o Expectcd
0156 2016 (®2%) | 1.h2017
Requested
Date MPS Amount — L&P Amount L&P Amount LR
Lo ln Filed Requested ——— Requested Authorized Lo
q Authorized q Rates
ER-2012- | Feb27, $58.3 million | S20-2million | g5 5 illion $21.7 million Tg;ﬁhiﬁg Jan 26.
0175 2012 (10.9%) (4.86% (14.6%) (12.74% increase) horized 2013
increase) Authorize
ER-2012- $11.757 million June 25,
0024 (7.27% increase) 2012
> —
$75.8 million $22.1 million | b E:lrl;:‘s’e)
o/ & gy 0/ I . o
ER-2010- June 4, (14'4Ai n(;.crease $35t; 121}’1/111011 (13'9/; 1§?rzase Full amount before June 25,
0356 2010 | Sxeuding ity | Sxcluding phase-in of $29.8 2011
impact of the increase) impact of the 1L Tudi
fuel clause) fuel clause) mhon ex-c uang
deferrals
$ 66 million $ 17.1 million
(14.4 % $48 million | (14.4 % i
ER-2009- Sept 5, increase a 0“: 601/0 n | (14 1 ;;jl:rcase $15 million Sept 1,
0090 2008 excluding any Lo cexcluding any (11.85% increase) 2009
. increase) impact of the
impact of the fuel clause)
fuel clause)
ER-2007- | Tuly3, | $94.5million | 345-3million | ¢35 4million | $13.6 million May 31,
0004 2006 (22% increase) (11.64% |22 1% increase) | (12.79% increase) 2007
increase)
ER-2005- | May 24, iy s iy i1 March 1.
0436 2005 $69.2 million $38.5 million $9.4 million $6.3 million v

Source: Commission’s Report and Orders from each rate case and GMO’s February 23, 2016 Application

GMO’s rate increases, broken out by MPS and L&P rate increases, are:

Over the last 10 years, since GMO’s 2005 rate case, MPS has received increases of

$193.7 million and L&P has received $90.5 million, or a GMO total of $284.2 million increase

in ordered increases in revenues.

Q.

A.

What are the MPS and L&P electric rate changes?

MPS overall retail rates in Missouri have gone from a 6.45 cents per kilowatt hour

mn 2005 to 9.93 cents per kilowatt hour in 2015, or a 54% increase. L&P overall retail rates in
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Missouri have gone from a 5.20 cents per kilowatt hour in 2005 to 9.35 cents per kilowatt hour in
2015, or a 79.8% increase.’

Staff made a comparison of GMO’s electric rates broken out between MPS and L&P with
other electric utilities in Missouri and Kansas. Based on information compiled by the Edison
Electric Institute (“EEI””), GMQ’s rates are higher than regional and State of Missouri averages.

Q. Mr. lves indicates at page 15 of his direct testimony that GMQ’s electric rates are
below the national average. Is that so?

A. Yes. However, GMO has experienced significant rate increases since early 2000s
and its rates have increased faster than the national average over that period. Below is a table
that identifies GMO’s overall rates for MPS and L&P which includes all classes of customer —
residential, commercial and industrial, or large volume users. GMO’s overall rates are below the
national average during the period 2005 to 2015. But the national average rate increased 30.3%,"
compared to MPS’ 54% increase and L&P’s 79.8% increase over this period. GMO’s overall
rates continue to be above the regional average and the State of Missouri average.

Staff recently received the Edison Electric Institute’s Typical Bills and Average Rates
Report Winter 2016. The following is an update to analyses presented in previous GMO and

KCPL rate cases:

continued on next page

® Using EEI Winter 2016 Report, page 178-- MPS’s total average rates- 2015 of 9.93 cents per kWh compared to
2005 of 6.45 cents per KWh representing a 54.0% increase and L&P’s total average rates- 2015 of 9.35 cents per
kWh compared to 2005 of 5.20 cents per kWh representing a 79.8% increase.

® The 30.3% increase for the national average is determined comparing 2015 rate of 10.71 cents to 2005 rate of 8.22
cents (10.71 cents/8.22 cents). This same calculation is made for both MPS and L&P.
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Utility
Company 20157 2014 2013 2012 2011 2010 2009 2008 | 2007 | 2006 | 2005
MISSOURI RETAIL AVERAGE RATES—CENTS PER KWH
KCPL- 9.34 8.89 | 8.78 8.23 8.01 7.69 6.88 6.51 | 6.14 | 5.66 | 5.65
Missouri | cents/
kwh J;.l(l) 1236 May 4. Sept 1 Feb 1 Feb 1
Sept 2015 ER. 2011 ER- ER- ER-
ER-2014- 2012- ER- 2009- 2007- 2006-
0370 pot %(;15(;_ 0089 0291 0314
MPS 9.93 9.56 9.51 9.48 9.31 9.09 8.36 7.79 7.33 6.85 | 645
L&P 9.35 9.14 9.10 8.49 7.34 6.75 6.34 5.93 5.63 5.30 | 5.20
Ameren 8.53 8.02 8.12 7.36 7.16 6.48 5.95 5.43 5.46 543 | 549
Missouri
Empire- 11.09 11.00 | 10.65 10.35 10.07 8.96 8.45 8.18 8.03 7.33 | 7.09
Missouri
Missouri 9.01 8.56 8.58 7.96 7.72 7.11 6.55 6.04 5.93 5.74 | 5.71
Average
KANSAS RETAIL AVERAGE RATES—CENTS PER KWH
KCPL- 10.99 10.40 | 10.42 9.87 9.43 8.57 8.06 7.46 6.73 6.35 | 6.32
Kansas
Empire - 10.76 10.39 | 10.15 10.48 10.11 9.25 8.41 8.69 8.61 8.06 | 6.54
Kansas
Westar 9.43 9.54 8.87 8.42 7.90 7.46 7.13 6.32 5.73 6.04 | 6.03
Energy --
KGE
Westar 10.06 10.17 9.42 8.99 8.28 8.15 7.82 6.92 6.06 | 6.25 | 5.58
Energy --
KPL
Kansas 10.06 9.99 9.46 9.00 8.43 8.00 7.62 6.84 6.12 635 | 6.14
Average
West 8.95 8.70 8.56 8.06 7.82 7.53 7.14 6.81 6.51 6.38 | 6.17
North
Central
United 10.71 10.73 | 10.37 10.09 10.09 9.97 9.83 9.77 9.20 | 8.89 | 8.22
States
Average

Source: EEI Winter 2010 Report, page 180 provided Data Request 380- ER-2010-0355
EEI Winter 2012 Report, page 180 provided Data Request 241- ER-2012-0174
EEI Winter 2014 Report, page 179; EEI Winter 2015 Report, page 178; EEI Winter 2016 Report,
page 178

7 The EEI rate amounts are average price per kWh billed to customers and do not represent tariff rates. These

average rates for each period are the levels at December 31 year end.
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Attached as Schedule CGF-rl are tables that include 2015 electric rates for each residential,
commercial and industrial customer rate class for the period 2005 to 2015.

While GMQ’s overall rates may be below the national average, those rates increased over
54% from 2005 to 2015. The national average rates increased at just 30% over the same period.
The West North Central region, which includes GMO, experienced an overall increase of 46.3%.

Of course, none of these increases include any impact of changes in rates that may result
from this case, expected late January 2017.

Q. Mr. lves states at page 17 of his direct testimony that the cost of electricity has
risen at a “slower pace” compared to other commodities. Have GMQ’s rates increased at this
slower pace?

A. No. Mr. Ives indicates that from 2002 to 2012 the cost of electricity has risen
3.2% annually. However, with MPS’ rates increasing 54% and L&P’s rates increasing 79.8%,
the annual increase in GMQO’s electricity rates have exceeded this percentage over the last ten

years from 2005 to 2015.

CROSSROADS ENERGY CENTER

Q. What is GMQ’s position regarding transmission costs related to its Crossroads
Energy Center in this rate proceeding?

A. Company witnesses support the inclusion of certain transmission costs relating to
GMOQO’s Crossroads Energy Center (“Crossroads”) since its last rate case. GMO witnesses state
the following regarding GMQ’s position on Crossroads:

e Mr. Heidtbrink states at page 12 of his direct testimony that “GMO proposes to
continue the disallowance levels adopted by the Commission in Case Nos.
ER-2010-0356 and ER-2012-0175 with respect to rate base and transmission
costs. In addition to rate base for Crossroads at the level determined by the

Commission in Case No. ER-2012-0175...GMO also proposes to include in rates
the incremental increase in transmission cost above $4,915,609.”
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QOWoo~NoO ok, WwWwN -

28

29

30

31

32

33

34

Rebuttal Testimony of
Cary G. Featherstone

Q.

Mr. Klote states at page 38 that “the Company included the projected average
annual amount of Crossroads transmission expense for calendar years 2017 and
2018 less the amount of disallowed transmission cost associated with Crossroads
Generating Station that was established in Case Nos. ER-2010-0356 and
ER-2012-0175" and “the average amount of Crossroads transmission expense
that was projected for 2017 and 2018 was $13,157,558. The amount of the
Crossroads generating facility’s transmission expense that was previously
disallowed in the 2012 Case that was removed from this case was $4,915,6009.
This nets to a projected annual amount associated with Crossroads transmission
expense of $8,241,949 that is included in this rate case.”

Mr. Crawford states at page 15 of his direct testimony that “while GMO is not
seeking recovery of transmission costs previously disallowed by the MPSC,
GMO is seeking recovery of the increase in transmission costs above the amount
of the original $4.9 million disallowance” and at page 18 “...GMO is not asking
to recover the transmission costs previously disallowed by the Commission nor
the Crossroads capital costs previously disallowed by the Commission.”

Mr. Carlson states at page 8 “transmission expense increased throughout the
years so that by the Commission’s January 2013 Report and Order in ER-2012-
0175 the disallowance for Crossroads transmission expense was $4.9 million, and
in December 2013 the expense paid by GMO to Entergy for Crossroads
transmission service was approximately $5.6 million per year” and “because of
the expected additional investment in transmission infrastructure in MISO,
particularly in the MISO South Region where Entergy is located, the
transmission expense for Crossroads to serve load in Missouri is expected to
increase in the years ahead. In 2015 the Company’s expense for Crossroads
transmission service was approximately $13.0 million.”

Does Staff agree with the inclusion of any of GMO’s Crossroads’ transmission

costs in GMQO’s revenue requirement used to set rates?

A

No. Staff excluded all the test year transmission costs for Crossroads in the

Accounting Schedules filed with its direct testimony on July 15, 2016.

These costs were eliminated consistent with the Commission’s treatment of these costs

in GMO’s last two rate cases. See pages 53 to 62 of Staff’s Cost of Service Report for

discussion of Crossroads and Adjustment E 82.2 in Accounting Schedule 10- Adjustments

to Income Statement.
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Q. GMO stated in its direct testimony that it accepts the disallowance made by the
Commission for Crossroads rate base valuation in the last two rate cases. How did Staff treat
Crossroads in rate base in this proceeding?

A. Consistent with the Commission’s decision in the last two rate cases, Staff made a
series of adjustments to GMO’s recorded plant in service (“plant”) and accumulated depreciation
reserve (“reserve”) to reflect the Commission ordered rate base values for this generating unit
determined in both Case Nos. ER-2010-0356 (the “2010 rate case”) and ER-2012-0175 (the

#2012 rate case”). GMO made these same plant and reserve adjustments in its direct filing.

BACKGROUND OF CROSSROADS ENERGY CENTER

Q. What is the Crossroads Energy Center?

A Crossroads is a four unit 75-megawatt natural gas combustion turbine generating
site with a total capacity of approximately 300 megawatts (292 megawatts®) located near
Clarksdale, Mississippi. These four units are General Electric model 7 EAs, and were built in
2002 as a merchant plant for the former Aquila Merchant, a wholly-owned subsidiary of Aquila.
This facility was originally built to serve the constrained transmission area in and around
Clarksdale, Mississippi, and it was never intended to be part of GMO’s regulated operations,
located in western Missouri. Aquila Merchant built Crossroads in 2002 as a non-regulated
independent merchant plant (“IPP”). However, because the merchant power market collapsed
just prior to the completion of Crossroads, it never operated as a merchant plant. In fact, other
than testing the units during installation, it never operated until 2005, when it generated
electricity for its affiliate, MPS, under a short-term purchased power agreement in the summer of

2005 entered into to meet the capacity shortfall of MPS when a 500 megawatt purchased power

& Crossroads is identified as 292 megawatts in Great Plains 10-K as of December 31, 2015- page 22.
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agreement with Aquila Merchant expired May 31, 2005. Aquila Merchant previously supplied
the 500 megawatts of power from its Aries unit which was completed in January 2002.

Q. Why was the Mississippi location chosen for Crossroads?

A. This location was chosen consistent with Aquila Merchant’s business strategy to
identify areas of transmission constraints and build generating assets near these areas.
Crossroads was one of several facilities either built or planned by Aquila Merchant to capitalize
on volatile and high price power markets of the late 1990s and early 2000s. Crossroads was
specifically built in Mississippi to take advantage of selling opportunities in these volatile energy
markets to capture higher profits than traditional regulated returns.® Aquila Merchant believed

the high cost energy market environments would continue, but it didn’t.

TRANSMISSION COSTS

Q. What is the nature of the transmission service Crossroads requires that GMO
witness Mr. Crawford discusses at page 16 of his direct testimony?

A Because Crossroads is not located in the SPP RTO, but rather in the Midcontinent
Independent System Operator, Inc. (“MISO”) RTO, GMO had to obtain firm transmission
service to transmit power back to western Missouri from this generating facility. In 2009, GMO
signed a 20-year transmission agreement with Entergy to provide firm transmission service for
Crossroads. Mr. Crawford states in his direct testimony this “. . . transmission service is required
for GMO to count the 300 MWs of Crossroads capacity towards meeting GMQO’s capacity
obligations. Without this service, GMO would be required to build or purchase 300 MWs of

additional generating capacity and obtain firm transmission service.”

® Aquila’s vice president- Max Sherman interview Case No. ER-2004-0034, Date Request 549—see attachment to
Surrebuttal Schedule 9-3 Aquila rate case ER-2007-0004.
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Q. Is Staff opposed to the inclusion of Crossroads’ additional transmission costs in
GMO’s revenue requirement used for setting its rates?

A. Yes. GMO is requesting its customers pay in rates for transmission costs to
transmit electricity from a power plant located over 500 miles from its customers. The only
reason GMO incurs transmission costs for this power plant is because it is located outside the
SPP in another regional transmission organization, MISO. Because this facility was originally
built to serve the constrained transmission area in and around Clarksdale, Mississippi, it was
never intended to be part of GMO’s regulated operations, located in western Missouri.

Q. Is it common for a utility to pay for transmission service to receive power from its
own generating facilities?

A. No. None of GMO’s other generating units and none of KCPL’s power plants
incur transmission costs because all those generating units are located within the SPP regional
transmission organization. The only reason GMO is required to pay transmission costs for
Crossroads is its location. Absent having to pay transmission costs for being in the MISO
regional transmission organization, Crossroads would be a reasonably priced facility, given the
Commission’s decision on the rate base valuation.

Q. Is the location of this plant the key point supporting Staff’s recommendation to
disallow recovery of transmission costs?

A. Yes. After the Commission’s decision regarding rate base valuation, the sole
issue remaining with Crossroads is that this plant is outside of SPP causing high transmission

costs to transmit electricity to western Missouri. The Commission decided in GMO’s 2010 rate
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case that Crossroads could be included in rate base but at a substantial reduction in value as long
as no transmission costs were included in rates. *°

The Commission stated at page 90 of its Case No. ER-2010-0356 Order:

Ultimate Finding Regarding Prudence of Crossroads

262. Considering the costs involved, the fact that this was an affiliate
transaction rather than an arms-length transaction, the relative reliability of
transmission, the excessive costs of that transmission, the reduced costs for
natural gas and the alternative supply source, the distance of the power location to
the customers served, and the other facts set out above, the Commission finds that
the decision not to build two more 105 MW combustion turbines at South Harper
was not imprudent. In addition, the decision to include Crossroads in the
generation fleet at an appropriate value was prudent with the exception of the
additional transmission expense, when other low-cost options were available.
Paying the additional transmission costs required to bring energy all the way from
Crossroads and including Crossroads at net book value with no disallowances, is
not just and reasonable and is discussed in detail below.

Conclusions of Law- Crossroads

29. In addition to the valuation, the Commission concludes that but for
the location of Crossroads customers would not have to pay the excessive cost of
transmission. Therefore, transmission costs from the Crossroads facility,
including any related OSS shall be disallowed from expenses in rates and
therefore also not recoverable through GMO’s fuel adjustment clause (“FAC”).

Decision — Crossroads

The Commission further determines that it is not just and reasonable for GMO
customers to pay the excessive cost of transmission from Mississippi and it shall
be excluded.

What is the current level of transmission costs incurred for Crossroads?

A. They are increasing. For 2015, Crossroads actual transmission costs were $12.9
million. (For other years’ transmission costs please refer to page 59 of the Cost of Service
Report filed on July 15, 2016 in this case). This compares with the level of Crossroads
transmission expenses incurred at the time of the last GMO rate case at $4.9 million. The 2015

level represents an increase of over three times since the 2012 time frame.

1% Commission’s Order in Case No. ER-2010-0356, pages 90-91, 98-100
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Q. What has caused the dramatic increase in transmission costs?

A. Entergy, whom supplies transmission service for Crossroads, joined MISO in
December 2013. Entergy’s move to MISO caused the increase in transmission costs for 2014 to
$12.7 million and almost $13 million in 2015. Over the next several years, those transmission
costs are expected to increase to ** ** in 2019 and to almost ** i
in 2020."

Q. Was Staff aware of the likelihood that Entergy joining MISO would result in
increased transmission costs for Crossroads?

A. Yes. At the October 2012 hearings for Crossroads in GMO’s last rate case, the
fact that Entergy was planning to join MISO was addressed. Entergy joining MISO was
expected to cause Crossroads transmission costs to double.** Ultimately transmission costs more
than double by Entergy’s joining MISO. Testimony was presented in GMQO’s rate case that
transmission costs for Crossroads were increasing and were expected to continue to increase.
The Commission was informed about expectation of further transmission costs increases when it
decided to disallow transmission costs in the 2012 rate case.

Q. GMO witness Crawford states at page 15 of his direct testimony that “as a result
of prior MPSC decisions, GMO does not recover FERC-approved transmission rates associated
with Crossroads.” Does Staff view the dispute relating to Crossroads as primarily involving a
FERC-approved transmission rate issue?

A No. The problem with Crossroads relates solely to the fact that the location of

this generating facility causes the incurrence of transmission costs. Since Crossroads is

1 Response to Data Request 417 in Case No. ER-2016-0156
12 October 29, 2012 Hearings on Crossroads Issue in Case No. ER-2012-0175- Volume 19, Transcript pages 931 to

932
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physically located outside the Southwest Power Pool, this facility has substantial transmission
costs.

The Crossroads issue does not in any way address the FERC-approved tariffs associated
with Crossroads, the approval of these tariffs by FERC or the pricing of these tariffs. At no time
has Staff presented the position on Crossroads transmission costs regarding how FERC approved
the transmission tariffs, or has the Commission addressed the appropriateness of those tariffs and
the resulting pricing of transmission service.

Crossroads transmission costs relate only to the location of the generating facility which
causes GMO to be charged for the transmission of electricity to serve its customers in western
Missouri. If the Crossroads facility were located in the Southwest Power Pool, no transmission
costs would be recognized. There would not be an issue regarding transmission costs because
those costs would be “zero”.

Q. When did GMO become aware of Entergy’s intention to join MISO?

A. GMO witness Heidtbrink refers to Entergy joining MISO at page 11 of his direct
testimony. Entergy announced its intention to join MISO in April 2011.1

Also, the decision by Entergy to join MISO was discussed in the Commission’s hearings
for the 2012 GMO rate case. During the hearings, it was identified that Entergy had made a
request to join MISO and that the cost of transmission would double if that request was granted.
[see transcript in ER-2012-0175 rate case volume 19, pages 931 and 932]. For more specifics on
the details of the timing of Entergy joining MISO, see the rebuttal testimony of Staff witness

Michael Stahlman.

3 Dockets Nos. ER12-2681-000, ER13-948-000, ER13-782-000 (consolidated) Order Conditionally Accepting
Certain Proposed Tariff Revisions, Accepting And Suspending Certain Proposed Tariff Revisions, And Establishing
Hearing And Settlement Judge Procedures- (Issued June 30, 2013), page 6
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Q. From a rate recovery standpoint is there any significance to the difference
between the level of transmission costs GMO incurred for power from Crossroads before
Entergy joined MISO, and the levels it has incurred and is incurring after Entergy joined
MISO?

A. No. In past rate cases, the Commission has found GMO to be imprudent in regard
to its decision-making concerning the Crossroads facility. Further, the Commission assigned the
additional cost associated with the imprudence, including Crossroads transmission costs, to
GMO and not to its customers. In Staff’s opinion, these decisions are still appropriate today.

Since the GMO 2012 rate case, the cost of that prior imprudence has increased for GMO
due to Entergy’s decision to join MISO. However, because the only reason that GMO is
incurring these costs at all is due to past imprudent decisions. Staff continues to recommend that
all such costs not be included in rates in order to shield customers in entirety from the

detrimental cost impact relating to Crossroads decision making.

KCP&L GREATER MISSOURI OPERATIONS REVIEW OF CROSSROADS OPTIONS

Q. After the Commission’s orders in GMO’s 2010 and 2012 rate cases, did GMO
review different options regarding Crossroads?

A. Yes. GMO identified in its direct testimony™ in this proceeding that it formed a
functional team of KCPL employees to examine different options in dealing with Crossroads
regulatory treatment. Attached as Highly Confidential Schedule CGF-r3 is a series of documents
that identifies meetings and topics discussed by the team (GMO response to Data Request 259).

This team developed several different options to consider operational issues regarding

¥ Mr. Heidtbrink at page 13 of direct Mr. Crawford at page 18 of direct and Mr. Carlson at page 9 of direct.
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Crossroads given that transmission costs were not included in rates in either the 2010 or 2012
rate cases.
Q. What were those options?

A. GMO identified in its response to Staff Data Request 261 (attached as Highly

Confidential Schedule CGF-r4) many different options, one of which was **

**

What was the cost of this option?

A. GMO estimated it would cost approximately **

*%*

Q. **

**

A. **

** Also, at the last pre-acquisition Aquila

Integrated Resource Planning meeting | attended in February 2007, Aquila and Staff discussed

**

**

**

NP
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A **
**
** **
A **

** Crossroads’ transmission costs have escalated dramatically over the last

several years with no end in sight. GMO is expecting Crossroads transmission costs to increase

over next several years. Consequently, when considering these costs, **

** For more discussion on this see Highly Confidential

Schedule CGF-r2.
Q. Did Aquila consider the option of using Crossroads as a regulated unit to generate
electricity for its Missouri customers in December 2005?

A. Yes. Aquila did consider using Crossroads but leaving this plant in Mississippi.

**

**

[Source: [Highly Confidential Data Request 355, Case No. ER-2007-0004
attached as Schedule CGF-r5; emphasis added]
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**

** That same problem still
exists today.

Q. Did Aquila have a later plan to get power for MPS?

A. Yes. In February 2007, just before the announcement of the Aquila acquisition
by Great Plains Energy, Aquila’s preferred plan for MPS was a to purchase 300 megawatts
through a purchased power agreement, not using Crossroads. [Source: [Highly Confidential

Data Request 355, Case No. ER-2007-0004 attached as Highly Confidential Schedule CGF-r6]

CROSSROADS OPERATIONAL ISSUES

Q. Has GMO asserted there are operational benefits associated with using Crossroads
to serve its retail customers?

A. GMO witness Heidtbrink discussed the difficulty of getting natural gas in Kansas
City during January and February 2014 in direct testimony at page 12. Mr. Heidtbrink indicated

natural gas was available at Crossroads during the “polar vortex” weather event.

Q. Does GMO have issues operating Crossroads?
A. GMO indicated there are issues operating Crossroads in the ** i
In response to Date Request 259, GMO indicated there were ** Id

** This response states:

**
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**

Issue 1 dealt with

**

**

[Source: Data Request 259-- Highly Confidential Rebuttal Schedule CGF-r3]

**

**

Q. Acre there other operational issues with Crossroads?

A. Historically, the Mississippi-based Crossroads has experienced higher natural gas
costs when compared to natural gas prices and costs in and about Kansas City, Missouri. GMO
gets its natural gas in the area known as the Midcontinent region of the United States—a location
where natural gas prices tend to be lower than most of the other parts of the country and in the
Gulf region area, Mississippi in particular. The Midcontinent region includes portions of Texas,
Oklahoma and Kansas. Historically, natural gas prices in the Midcontinent region have been

lower than at the Henry Hub area in Louisiana, where Crossroads gets its natural gas.
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Specifically, Crossroads natural gas prices have been higher than those for GMQO’s South
Harper, Greenwood, and other large combustion turbine facilities located in the Kansas City
region. The following table compares Crossroads natural gas costs with those at both South
Harper and at Greenwood (for a detailed summary of natural gas costs for these generating

facilities see Highly Confidential Schedule CGF-r7):

**

Source: GMO Data Request 70, Case No. ER-2016-0156; KCPL and GMO Data Requests 70 and 70.1,
Case No. ER-2012-0175 and GMO Data Requests 70 and 70.1, Case No. ER-2010-0356
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It is only when firm transportation costs (the pipeline reservation payments) are included
that South Harper has higher total natural gas costs than Crossroads in 2014 and in 2015. These
costs are significant because the pipeline reservation costs are high in relation to the relative low
generation from this plant which inflates the per mmbtu unit costs. In every year since 2008
South Harper actual natural gas commaodity costs are lower than those for Crossroads except the
recent 2015 costs, and even when the variable transportation costs are included with the
commodity charges, the delivered gas price, South Harper is still lower than Crossroads except
for in 2011.

Of particular note, Greenwood has significantly lower natural gas commodity costs than
Crossroads in every year from 2008 to current 2015 and, when variable transportation costs are
considered, Greenwood fuel costs are lower than Crossroads in each year from 2008 with
exception of 2011 and 2013. When all costs are considered, Greenwood fuel costs are less than
Crossroads each year from 2008 except 2013. For the last two years, Greenwood fuel costs are
significantly less. Greenwood does not need firm transportation for natural gas because it is
capable of using oil as a fuel source.

Equally important, the higher natural gas prices at Crossroads are consistent with the
higher transmission costs to transport the energy from Crossroads back to Kansas City to serve
GMO’s customers. Greenwood and South Harper, both located in Kansas City area, do not
cause GMO to incur any additional transmission costs to transport electricity from them to GMO
customers.

Q. Are there other disadvantages to operating Crossroads because it is located in

Mississippi?
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A. Yes. In addition to higher transmission costs and higher natural gas costs to
operate Crossroads, there are operational disadvantages for this plant being so far away from
GMOQO’s system. KCPL personnel provide management oversight for all GMO and KCPL
generating units including design, engineering, maintenance and construction activities.
Employees are shared in operating these generating facilities. With Crossroads being several
hundred miles from GMOQO’s service area, this plant has to operate with non-KCPL personnel.
There are economies in operating a fleet of generating facilities in near geographic proximity like
those of GMO and KCPL. Maintenance and construction activities can be shared through
common engineering and maintenance personnel. That is not the case with Crossroads.

Q. How often has Crossroads operated since it was built?

A. Besides operating during its construction completion cycle in 2002, Crossroads
did not operate at all in 2003 and 2004 or 2006. The following table identifies the energy

produced in megawatt hours by Crossroads from 2002 to 2015:

Year Crossroads Year Crossroads
Net mWh Net mWh

2002 2,567 2009 9,029
2003 0 2010 23,719
2004 0 2011 88,681
2005 10,787 2012 84,865
2006 0 2013 44,559
2007 16,865 2014 70,616
2008 2,885 2015 19,992
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Crossroads was not significantly used until after GMO was acquired by Great Plains

Energy. Most of the electric output from Crossroads occurred after KCPL personnel took over

the operation of GMO.
Q. How much does GMO expect Crossroads to operate in future?
A. GMO witness Crawford attached a schedule to his direct testimony identified as

Highly Confidential Schedule BLC-5 that identifies the expected generation in megawatt hours

from Crossroads as follows:

2017 2018 2019 2020

Crossroads | **__ **MWh | **___ *MWh | **__ *MWh | **___ ** MWh

Source: Crawford Highly Confidential Schedule BLC-5

CROSSROADS IS NOT LOWEST COST OPTION

Q. Do you agree with Mr. Heidtbrink’s and Mr. Crawford’s statements that
Crossroads is the “lowest cost supply option”?™

A. No. This is the same position GMO has taken in its last three rate cases. Staff has
opposed. Staff simply disagrees with GMO’s assertion that Crossroads, located so far away, in
another RTO, is the lowest cost option for GMO customers. Because Crossroads is located in
the MISO and GMO is a member of the Southwest Power Pool, the cost to transmit Crossroads’
generation to western Missouri is extremely expensive.

Q. Does Staff agree with Mr. Crawford statement at page 15 of his direct testimony
that “in 2007 when the decision to add this asset to GMQO’s supply portfolio was evaluated,

[Crossroads] was the lowest cost supply option for GMO customers”?

> Mr. Heidtbrink at page 12 of direct and Mr. Crawford at pages 15 and 17 of direct.
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A. No. Any analysis in 2007 or after would show much higher turbine costs
compared to the 2004 and 2005 time periods when Aquila needed the capacity. Both the 2007
and 2010 studies used the wrong time period for the analyses, with resulting inflated pricing for
labor costs and turbines compared to those costs in 2005. The actual decision for new generating
capacity needed to be made in 2004 because of the May 2005 expiration of the Aries 500
megawatt purchased power agreement.

Crossroads would not be the most economic option in 2005 unless its value would be
reduced to a 2005 market level. The only thing that the 2007 review shows is that in 2007
Crossroads was a low cost option compared to “new” 2007 combustion turbine construction.
That new construction would have used turbines purchased at 2007 prices which were
significantly higher than in 2004 and 2005 when the turbines would have actually needed to have
been purchased to meet the expiration of the firm purchased power agreement. (see a more
detailed discussion on turbine costs in Highly Confidential Schedule CGF-r2).

In February 2004, GMO performed a least cost plan that determined installing five
combustion turbines to replace the Aries purchased power capacity was the most cost justified.
However, Aquila ultimately only installed three of the five least cost plan turbines at the South
Harper facility in June 2005. (For additional information regarding the 2004 least cost plan, see
Highly Confidential Schedule CGF-r8)

Q. Did GMO examine the economics of using Crossroads as a regulated plant after
20077

A. Yes. Staff challenged the findings of the 2007 analysis in GMQO’s 2009 rate case.
As part of an agreement in that case, GMO agreed to study the economics of Crossroads yet

again. This analysis was completed in April 2010 (“the 2010 Study”) and was supplied to Staff.
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In the 2010 study, GMO compared Crossroads’ 2002 installed costs to estimated costs of
turbines purchased and installed in 2010. However, this analysis had the same flaw as the 2007
analysis. Turbine prices and labor costs were even higher than in 2007, and certainly higher than
the 2005 time period when the Aries PPA needed to be replaced.

Q. Why is the time frame of the Aries PPA contract, which ended in 2005, relevant
to the discussion of Crossroads?

A. Since GMO has taken the position through Mr. Crawford's direct testimony that
Crossroads is the most economical capacity generation available to GMO, it is essential to any
assessment of the Crossroads facility to understand that it is Aquila’s actions in the past that
caused all the problems concerning the lack of owned generating capacity today. While the
relevant time frame to review the Crossroads decision-making is the 2005 time frame, not the
2007 or 2009-2010 periods as Mr. Crawford would have the Commission view it, Staff’s view is
that the problems with GMO’s/Aquila’s/UtiliCorp’s capacity planning actually goes back to the
1990s. (For additional information regarding the least cost plan, see Highly Confidential
Schedule CGF-r2)

Q. Has GMO previously presented its view in rate cases that Crossroads was least
cost compared to other generation options?

A.  Yes. Mr. Crawford indicated in his testimony in the 2012 GMO rate case™ that
Crossroads was the lowest cost option.

Q. Did Staff agree with GMO that Crossroads represented lowest cost option?

A. No. Staff disputed the assertion by GMO in 2009 when it presented the 2007

study that Crossroads represented the least cost option to Aquila. Staff presented evidence in the

16 Crawford rebuttal page 5 in Case No. ER-2012-0175
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2009, 2010 and 2012 GMO rate cases that Aquila had many other options that it did not exercise,
or even consider, in adding generating capacity to its operations to replace the Aries PPA in
2005. GMO presented the same 2007 least cost study it did in its 2009 and 2010 rate cases, in its
2012 rate case and this study is the same study referenced in Mr. Crawford’s direct testimony in
this current case (page 15 Crawford direct). The Commission found in its 2010 GMO rate case
order at page 93 regarding the 2007 study:

268. GMO claims that the fair market value of Crossroads is established
by an RFP conducted in March 2007, prior to the SEC disclosures. GMO
postulates that, the responses to this RFP, demonstrates that fair market
value is comparable to the proposed net book value. GMO fails to
explain, however, given the alleged results of the RFP, why it announced
to the Securities Exchange Commission, mere months later, that ‘fair
value’ was only $51.6 million.

275. Considering the depressed market as exhibited by the sale of
similar turbines to Ameren, and the valuation of these assets reported to
the SEC by GPE, the Commission finds that $61.8 million is an accurate
reflection of the fair market value of Crossroads as acquired by the
affiliate transaction rule as of July 14, 2008.

LOCATION OF POWER PLANTS

Q. Is it common to locate peaking units over 500 miles from where the energy is
needed?

A. No. | know of no other utility in this region that has decided to install peaking
plants at this distance. In fact, Crossroads is the only peaking unit located at that distance from
its customers, taking into account an analysis of the location of generating facilities of KCPL,
Ameren, Empire and Westar Energy (“Westar”), the largest electric utility in Kansas. The
results of this analysis are attached as Schedule CGF-r10.

Q. Has GMO’s affiliate KCPL recognized the importance of locating generating

facilities close to customers?
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A. Yes. A presentation entitled “Wind Resources Overview” made to the
Commission by KCPL on April 7, 2016, demonstrates KCPL’s belief of the importance of
generation being close to customers.'” From an April 7, 2016 press release announcing KCPL’s
participation in two new wind energy projects (Osborn and Rock Creek):

Close to home

Both of these projects are located within KCP&L service area. This close
proximity was one of the primary reasons for choosing both of these projects.

‘Being close to our service area allows us to invest back in the communities we
serve,” said Bassham. ‘The developers have committed to hiring locally for the
construction and ongoing operation of these facilities, which will boost the local
economies in this region.’

Not only is the location good for regional economic development, but the location
of these facilities minimizes the transmission risk that many utilities are
facing with renewable energy. Both of these projects will connect directly to the
Midwest Transmission Project (MTP) transmission line, which allows for easier
delivery of the electricity within this region.

Q. Is it common to locate peaking facilities in another RTO?

A. No. In every instance, all the peaking facilities are in the utility’s service
territories and they are in the same RTO. Crossroads is unique from all the other peaking
stations. It is the only peaking plant that is outside the service territory and at such a great
distance from its customers and that operates in another RTO. Further, in all instances, each of
the utility’s base load generating units are in the same RTO but one, Empire’s Plum Point
Generating Station (“Plum Point™).

Q. Mr. Crawford states at page 18 of his direct testimony that it is not unprecedented

in Missouri for recovery of transmission costs related to an out-of-state generating facility to be

allowed. Do you agree with this assessment?

17 See EFIS #93
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A. Yes. There are many examples of power plants that are located in another state or
even outside the service territory of a utility.

Q. Mr. Crawford cites Empire’s Plum Point generating unit as an example of a power
plant being located in another state where Empire is able to get this plant’s transmission costs in
rates. Is that correct?

A. Yes. However, what Mr. Crawford and GMO fail to recognize is that it is not the
fact that the generation units are outside the state that dictates if recovery of the transmission
costs is permitted, but rather the entirety of the circumstances. Simply put, the circumstances
surrounding the Crossroads decision in no way relate to those of Plum Point.

For further discussion on location of generating peaking units and transmission costs see

rebuttal testimony of Staff witness Daniel 1. Beck.

PLUM POINT IS NOT ANALOGOUS TO CROSSROADS

Q. What is Plum Point?

A. Plum Point is a 665 megawatt coal-fired generating unit located near Osceola,
Arkansas that went into commercial operation on September 1, 2010 by a combination
ownership. Empire has 50 megawatts of ownership with another 50 megawatts contracted under
long-term purchased power agreement with an option by Empire to purchase the additional 50
megawatts.

Q. Why does Empire receive rate treatment for Plum Point transmission costs, when
you are recommending, and the Commission has determined it is not appropriate for Crossroads
to receive rate treatment for its transmission costs?

A. There are several reasons why Empire has obtained rate recovery of Plum Point

transmission costs:
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costs?

A

Empire’s ownership share of Plum Point was always intended to be a regulated
facility. As such, during the economic decision-making process with regulators
and stakeholders, all costs of Plum Point, including its transmission costs, were
considered. Crossroads, as a merchant plant, was never intended to be part of
regulated utilities operations. Consequently, there was never an assessment and
evaluation by a regulatory body and the various stakeholders that considered
Crossroads costs, and especially its transmission costs.

Crossroads is used very little while Plum Point is a base load unit that generates a
significant amount of Empire’s energy needs. Crossroads limited usage drives up
the transmission costs on a per megawatt hour basis compared to the base load
generation of Plum Point.

Crossroads’ transmission costs are substantial as a peaking unit. For base load
unit, Plum Point’s transmission costs are significantly below the amounts incurred
by Crossroads.

Plum Point serves customers for each state Empire operates in including the state
of Arkansas where this generating facility is located.

Unlike combustion turbine peaking units, Plum Point is a base load unit requiring
large amounts of land and water to operate the generating unit. It is far more
difficult to find suitable sites for large-scale base load units compared to peaking
stations. While it is typical for base load units to be further away from utility
service areas, peaking units are generally much closer to customers, and, with the
exception of Crossroads, are within the utilities” RTO.

Empire is too small of a utility to be able to build base load units and, therefore,
must partner with others to participate in these large scale generating units. As
such, Empire is at the mercy of where these plants are built such as KCPL’s latan
1 and 2 power plants and the Plum Point station. Both latan and Plum Point
facilities are well outside the service areas of Empire. But those circumstances
were well known at the time of decisional-prudence reviews by regulators. There
were no such decisional reviews conducted for Crossroads.

Are there other examples where a peaking facility does not incur transmission

Yes. Union Electric’s Raccoon Creek and Goose Creek peaking facilities located

outside Missouri in Illinois do not incur transmission costs. Because both of these generating

stations are located in the MISO regional transmission organization (which Union Electric is
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a member), there are no transmission costs incurred to transmit power back to Union
Electric’s customers.

Q. How much power has Empire gotten from Plum Point since it started operating,
and how much are the associated transmission costs?

A. Below is a table that identifies Plum Point’s levels of generation by year since its
operations began in 2010. Included in this table are the transmission costs by year incurred by

Empire to transmit power back to Empire’s service area:

Year Plum Point Plum Point Net Plum Point
Transmission Costs | Generation MWhs | Transmission Costs
(includes per MWh
ownership & PPA)
2015 $4,470,037 549,997 $8.13
2014, $4,234,424 500,740 $8.46
2013 $1,975,245 531,933 $3.71
2012 $1,899,967 558,992 $3.40
2011 $1,331,846 506,899 $2.63
2010 $1,162,500  (partial | 52,309 (partial year | $22.22
year in-service) in service)

Source: Empire Case No. ER-2016-0023 Data Requests 108 and 196

Q. Starting with 2010, how much power has GMO gotten from Crossroads, and how

11

12

much are the associated transmission costs?

A. Below is a table that identifies them:
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Year Transmission Net Generation | Transmission Costs

Costs MWhs (includes | per MWh
ownership & PPA)

2017 Estimate $13,000,000 *% %% expected (b) | ** ¥
estimate (a)

2015 $12,927,935 19,992 $646.66

2014 Entergy MISO | $12,665,261 70,616 $179.35

2013 $4,323,166 44,559 $97.02

2012 $3,690,572 84,865 $43.49

2011 $4,747,065 88,681 $53.53

2010 $4,744,507 23,719 $200.03

Source: GMO Case No. ER-2016-0156 Data Requests 54 and 155.1S, 160 and 167.3S and Case No. ER-
2012-0175 Data Request 154.1 and 313

(a) 2017 Estimate is 2015 costs rounded

(b) Crossroads expected dispatch by year 2017-2020- Crawford direct HC BLC-5

STAFF RECOMMENDATION ON CROSSROADS TRANSMISSION

Q. What 1s Staff’s recommendation on Crossroads transmission?

A. Staff recommends the Commission maintain its decisions in the 2010 and 2012
rate cases and not allow recovery of Crossroads transmission costs in rates.

Q. Does Staff have a recommendation if the Commission allows any transmission
costs in rates for Crossroads?

A. Yes. If the Commission were to include any level of transmission costs for
Crossroads, as GMO has suggested in this proceeding, then Staff recommends the Commission
further discount the rate base value of this plant, by reducing the value of Crossroads from the
levels found in the 2010 and 2012 rate cases to the level identified by Great Plains and Aquila in

2007. The issue of transmission costs and the valuation of the generating plant is interrelated -

one decision affects the other. The Commission considered this interrelationship in its previous

NP
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orders on the value it determined was reasonable for the Crossroads plant with no inclusion in
rates for transmission costs. If some level of transmission costs is allowed in rates, then a further
reduction in rate base value is appropriate.

Q. Does Staff have a recommendation as to how to determine the rate base value
should the Commission allow transmission costs for Crossroads?

A. Yes. Staff recommends an amount determined in a Joint Proxy Statement issued
by Great Plains Energy and Aquila in August 2007 found a value of $51.6 million for Crossroads
to be appropriate.’® This same value was also communicated to each companies’ shareholders in
May 2007, so it is logical that Great Plains Energy paid no more than this $51.6 million amount
when it determined the appropriate and fair price to pay for Aquila as a whole in July 2008.

Q. What was the basis for the Joint Proxy value?

A. Great Plains Energy and Aquila estimated what each thought the market value of
Crossroads would be in the spring of 2007 and again in late summer of that same year. It was
determined Crossroads had a value of $51.6 million, which was communicated to both Great
Plains and Aquila shareholders in a May 8, 2007 Joint Proxy Statement and again in an
August 27, 2007 Joint Proxy Statement, both filed with the SEC.

D - The pro forma adjustment represents the adjustment of the estimated
fair value of certain Adjusted Aquila non-regulated tangible assets and
reduction of depreciation expense associated with the decreased fair value.
The adjustment was determined based on Great Plains Energy’s
estimates of fair value based on estimates of proceeds from sale of
units to an unrelated party of similar capacity in the current market
place. The preliminary internal analysis indicated a fair value
estimate of Aquila’s non-regulated Crossroads power generating
facility of approximately $51.6 million. This analysis is significantly

affected by assumptions regarding the current market for sales of units of
similar capacity. The $65.4 million adjustment reflects the difference

18 August 27, 2007 Joint Proxy/ Prospectus issued by Great Plains Energy and Aquila- page 194
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between the fair value of the combustion turbines at $51.6 million and the
$117.0 million book value of the facility at June 30, 2007.

Great Plains Energy management believes this to be an appropriate
estimate of the fair value of the facility. The adjusted value will be
depreciated over the estimated remaining useful lives of the underlying
assets and could be materially affected by changes in fair value prior to the
closing of the merger. An additional change in the fair value of the
facility of $15 million would result in an additional change to annual
depreciation expense of approximately $0.5 million.

[Emphasis added; Great Plains Energy & Aquila Joint Proxy
Statement/Prospectus the SEC on August 27, 2007, page 194]

PUBLIC COUNSEL’S TESTIMONY ON THE EFFECTS OF AQUILA’S DECISION
NOT TO TREAT ARIES AS A REGULATED GENERATING FACILITY

Q. What is Public Counsel’s view regarding Aries?

A Public Counsel suggests UtiliCorp’s decision to not build Aries as a regulated
generator was prudent. Public Counsel witness Lena Mantle in her direct testimony at page 32
indicates that

...given the changing electric utility environment at the time the decision was
made to build the Aries plant, the conduct was reasonable considering Aquila had
to solve its problem prospectively. Aquila foresaw a restructured electric industry

in Missouri much like what was occurring in other states and the Missouri
Legislature was considering restructuring the electric industry in Missouri.

Q. What is Staff’s response?

A. Members of Staff expressed to Aquila (UtiliCorp) many times through rate cases,
discussions with company personnel and IRP meetings that it thought Aquila should have built
Aries as a regulated plant. While Staff ultimately accepted the fact that Aries was not going to
be available to meet the system load requirements of Aquila’s MPS customers, it did view this
merchant unit as a missed opportunity. Clearly, having Aries available would have solved the

short-fall in capacity requirements of MPS for many years into the future. Aries would represent
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the largest generating unit dedicated to MPS.  With its low heat rate, the efficiency of this
combined cycle unit would be very valuable at the low natural gas prices the last several years.

Once it was determined Aries was not going to be available, Staff focused on the
replacement of this purchased power agreement in 2003 to 2005 period.

All investor owned utilities operating in the state of Missouri in the mid to late 1990s
faced the same regulatory risk as Aquila regarding uncertainty of restructuring in the electric
utility industry. Yet all electric utilities operating except for Aquila (UtiliCorp) installed
generating units during this time frame. These utilities made decisions to add new generating
capacity despite the threat of new form of regulation for the electric industry. Restructuring was
not a greater risk than the risk of not having sufficient generating capacity to meet customers’
system load requirements.

Q What other Missouri utilities added new power plants during the restructuring
discussion?

A. While Aquila had not built any generating capacity since 1983, with exception of
the completion of South Harper in 2005, the rest of Missouri utilities had installed generating
units during this period. KCPL installed eight peaking power plant plants at three different
locations in Missouri and Kansas, built a combined cycle unit and substantially rebuilt one of its
coal-fired generating units as result of an explosion. Empire constructed several peaking
generating units and a large 500 megawatt combined cycle unit it operates and owns 60% share
(Empire share is 300 megawatts). Ameren Missouri (Union Electric Company) also committed
to building peaking units to meet its regulated system load requirements in Missouri and, as
recently as 2002 with Commission approval in Case No. EO-2003-0035, built a regulated unit

under a Chapter 100 financing arrangement with the City of Bowling Green, Missouri. In
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addition, in early 2006 Ameren Missouri purchased from Aquila several combustion turbines at
two different generating stations located in Illinois called Raccoon Creek and Gosse Creek.

Q. Do utilities typically own their generating assets?

A. Yes. Unlike Aquila, most utilities operating in the mid-west region have a policy
of owning their generating assets. While utilities supplement some of the electricity needs with
least cost planning purchased power agreements, they substantially meet system load
requirements by owning and operating power plants as regulated assets.

The table below illustrate the generating units KCPL added during the late 1990s and

early part of the 2000 decade:

Generating Unit Model Fuel Source Megawatt Unit Date
Size Installed
Hawthorn 6 and 9 | Siemens V- Natural Gas 235 MW 1997 and
(converted to 84 2000
combined cycle
with Hawthorn 9
Hawthorn 7 General Natural Gas 78 2000
Electric 7
EA
Hawthorn 8 General Natural Gas 79 2000
Electric 7
EA
West Gardner 1 — | General Natural Gas 311 2003
4 Electric 7
EA
Osawatomie 1 General Natural Gas 77 2003
Electric 7
EA
latan 2 Coal 482 2010

10
11

12

13

14

Source: Great Plains Energy 2015 Form 10-K Report page 22

Also, KCPL rebuilt the entire boiler and upgraded the steam turbine for Hawthorn 5 coal-

fired base load unit in 2002 to repair damage after the February 1999 boiler explosion.

Empire also added generating units to its system during the period when restructuring

was being discussed:
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Generating Unit Model Fuel Source Megawatt Unit Date
Size Installed
State Line 1 Siemens Natural Gas 105 MW 1995
501D
State Line 2 Siemens F- Natural Gas 150 1997
(converted to model
combined cycle
in 2001)
State Line General Natural Gas 300 2001
Combined Cycle | Electric 7
EA
Energy Center 1 Natural Gas 262 1990s
&2
Energy Center 3 | Pratt Natural Gas 100 2003
&4 Whitney
Riverton Unit 12 | Siemens V Natural Gas 150 2008
84.3A2
latan 2 Coal 78 2010
Plum Point Coal 50 2010

Source: Empire 2008 Form 10-K Report page 5 and 2011 Form 10-K Report page 6 & 7

Ameren Missouri also built units at its Venice plant in Venice, Illinois in 2002. Ameren
also installed May 2002, 240 megawatts of combustion turbines at Peno Creek in Bowling
Green, Missouri. It also purchased distressed turbine facilities Raccoon Creek at 304 megawatts
and Goose Creek at 438 megawatts from Aquila in early 2006.

Q. What was the last power plant built by Aquila before South Harper was built?

A. After completion of the Jeffrey 3 unit in the spring 1983, Aquila went over 20
years before it built any generating units. Aquila placed South Harper in service in June 2005.
Of all the Missouri electric utilities, only Aquila did not construct generating capacity during this
period.

Q. Did Agquila state why it never entertained the option of building a regulated

power plant?
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A. Yes. During an October 28, 2003, interview with Mr. DeBacker, (former Aquila
Vice President) and Mr. Holzwarth, (former Vice President and General Manager of UtiliCorp
Power Services) they indicated there was a corporate policy at Aquila that no new generation would
be built as a regulated unit subject to being rate based. The following accurately characterizes the
information provided at the October 28, 2003 interviews on this topic of corporate policy:

The philosophy of “buy/not build” in regard to power supply,
taken in response to perceived electric industry uncertainty,
was an Aquila (UtiliCorp) corporate strategy in place by 1998;
it wasn’t just Mr. DeBacker’s and Mr. Holzwarth’s belief at that
time. The Aquila (UtiliCorp) philosophy was consistent with
MPS’ strategy in 1998. MPS took the position to depend on
purchased power for short-term power needs, no construction
of regulated power plants. The Aquila (UtiliCorp) divisions in
Colorado and Kansas followed this same approach. Bob Green,
Jim Miller and Harvey Padawer communicated the “buy/not build”
strategy for the regulated entities. This strategy is not set down in
writing, to DeBacker’s and Holzwarth’s knowledge, but was no
secret within Aquila. Mr. Holzwarth was present at one meeting
where Bob Green expressed the “buy/not build” philosophy.
Among senior officers still with Aquila, Rick Green, currently
Chairman, President and Chief Executive Officer could address
this philosophy if necessary.

Both Mr. DeBacker and Mr. Holzwarth indicated that UtiliCorp
was concerned about the future of retail competition / retail access
and was concerned about the “stranded costs” relating to loss of
customers to completion from *“customer choice”. The Company
wanted to “stay short in the market” (stay in market 3 to 5 years
only). The decision to “stay short” in the market was made by
UtiliCorp in 1996/1997 time frame. Mr. Holzwarth said, “what
would happen if you build big units (generating units) and half
your customers went away?” When asked if either of them knew
of any system (electric system) where half the customers “went
away” neither Mr. DeBacker nor Mr. Holzwarth knew where this
had occurred. Mr. Holzwarth cited the competition that was
occurring in other states such as Pennsylvania, New Jersey, New
York and Illinois.

[October 28, 2003 interview with DeBacker and Holzwarth, Data
Request No. 548 in Case No. ER-2004-0034; emphasis added]
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The least cost option developed for meeting the capacity needs of Aquila’s Missouri regulated
utility operations was to build the Combined Cycle Unit as an Exempt Wholesale Generator
(“EWG”) in the 1999 and early 2000 time period as part of the regulated operations of the
Company.*®

It is interesting to note that the regulated operations of Aquila (UtiliCorp) continued to
examine the EWG option as late as October 1998. A presentation made on October 8, 1998,
entitled, “Financial Analysis of Supply Options” and another presentation made on October 28,
1998, entitled, “Updated Analysis of Supply Options.” were made by Aquila’s regulated operations
and presented the EWG option of building and owning the 500 megawatt combined cycle unit. As
late as the end of October 1998, the regulated operations of UtiliCorp were still pursuing the
generation option that would later become Aries.

The following interview notes, reviewed by the interviewees, accurately describe this:

In 1998, the only economic analysis performed to assess MPS’
power options for the first years of the next century were for a
three-to-five year period only. Building plants for MPS’ rate
base was not considered as an option, but Holzwarth’s group
did consider building a generating plant as an unregulated
Exempt Wholesale Generator (EWG) within MPS. Building a
unit as part of an EWG was viewed as superior to including a
regulated unit in rate base because there was less risk to Aquila of
stranded costs if retail access was allowed in Missouri. Plus, the
EWG proposal allowed MPS to better control costs and to “control
its own destiny” in regard to power supply, and also allowed MPS
the opportunity to profit on a non-regulated basis in the wholesale
marketplace through the sale of energy as off-system sales. The
analysis performed by UtiliCorp for the EWG never assumed MPS
to be a customer of the MPS EWG unit beyond the original five-
year power supply proposal in the RFP. Mr. Holzwarth stated that
the MPS EWG option was presented at a meeting attended by Bob
Green, then UtiliCorp President, and Harvey Padawer (maybe Jim
Miller as well). The MPS EWG option was rejected because of
questions raised at the meeting the risk of a massive EWG

9 Mr. DeBacker’s rebuttal testimony in Case No. ER-2004-0034
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Q.
A.

operating failure when taking into consideration MPS’ relatively
small size; how to obtain generating economies of scale, since a
separate organization within MPS would have to be responsible for
the EWG unit; MPS’ lack of familiarity with the combined-cycle
technology; and regulatory scrutiny of possible cross-subsidies
between MPS’ regulated and non-regulated sides. Mr. Holzwarth
said some of the questions posed at this meeting where he
recommended that MPS (through UPS) build non-regulated EWG
generating unit were: How can MPS operating people manage the
EWG also? What would be the “risk” to cash? Where would you
get economies of scale from a regulated operation running a non-
regulated EWG operation? Mr. Holzwarth stated he did not have
answers to these questions.

[Source: Data Request 548 in Case No. ER-2004-0034- October
28, 2003 interview with Mr. DeBacker and Mr. Holzwarth;
emphasis added]

Does this conclude your rebuttal testimony?

Yes.
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