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SURREBUTTAL TESTIMONY 1 

OF 2 

V. WILLIAM HARRIS, CPA, CIA 3 

KANSAS CITY POWER AND LIGHT 4 

CASE NO. ER-2006-0314 5 

Q. Please state your name and business address. 6 

A. V. William Harris, Fletcher Daniels State Office Building, Room G8, 615 East 7 

13th Street, Kansas City, Missouri 64106. 8 

Q. By whom are you employed and in what capacity?  9 

A. I am a Utility Regulatory Auditor with the Missouri Public Service 10 

Commission (Commission or PSC). 11 

Q. Are you the same V. William Harris who previously filed direct testimony in 12 

this proceeding?  13 

A. Yes I am.  I filed direct testimony on August 8, 2006, regarding incentive 14 

compensation, supplemental executive retirement plan, other executive bonuses, maintenance 15 

expense, regulatory expense, and accumulated deferred income taxes in rate base. 16 

Q. What is the purpose of your surrebuttal testimony in this proceeding? 17 

A. The purpose of my surrebuttal testimony is to discuss the rebuttal testimonies 18 

of Kansas City Power & Light (KCPL or Company) witnesses F. Dana Crawford and 19 

John R. Marshall in the area of normalized maintenance expense and KCPL witness 20 

David Cross in the area of incentive compensation.  I also have a brief comment regarding the 21 

rebuttal testimony of KCPL witness Lori A. Wright in the area of regulatory expense. 22 

Q. Please state your comment regarding regulatory expense. 23 
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A. On page 15, lines 9 and 10, of her rebuttal testimony (filed September 1 

8, 2006), Ms. Wright states “KCPL and Staff have reached agreement that the Staff 2 

adjustment of $373,468 needs to be added back to the 2005 test year.”  At that time, KCPL 3 

and Missouri Staff had no such agreement with respect to the regulatory expenses.  However, 4 

subsequent to Ms. Wright’s filed rebuttal, KCPL has provided Staff with data that has resulted 5 

in Staff’s changing the adjustment from ($373,468) to $156,252.  Staff will continue to review 6 

ongoing rate case expense incurred through the period ending September 30, 2006, and make 7 

the appropriate recommendations in its true-up testimony filing. 8 

Q. Does Staff have any corrections or revisions to its direct-filed adjustments in 9 

the areas of maintenance expense and incentive compensation?  10 

A. Yes.  Since filing its direct testimony on August 8, 2006, Staff has revised the 11 

methodology it used in normalizing maintenance expense adjustments.  I will discuss the 12 

revisions at length in the maintenance expense section beginning on page 14 of my surrebuttal 13 

testimony.  Also, Staff corrected its incentive compensation adjustments to reflect an 14 

allocation between expense and construction.  Using allocation factors of 76.47% to expense 15 

and 23.53% to construction has resulted in an additional **    ** removal of 16 

incentive compensation from test year expense. 17 

EXECUTIVE SUMMARY 18 

Q. Please summarize Staff’s position in the areas of incentive compensation and 19 

normalized maintenance expense. 20 

A. It is Staff’s position that incentive compensation based on financial goals tied 21 

to earnings per share (EPS) primarily benefits shareholders.  Therefore, the incentive 22 

compensation paid to achieve an EPS goal or some other similar financial benchmark, such as 23 



Surrebuttal Testimony of 
V. William Harris 

Page 3 

return on equity, should be assigned to the Company’s shareholders.  Conversely, incentive 1 

compensation based on safety, reliability and customer service benefits ratepayers and is thus 2 

properly assignable to ratepayers through cost of service.  3 

Staff believes that the proper level of normalized maintenance expense should be 4 

based upon an historical analysis of actual costs with additional consideration given for the 5 

newer generating units and the most current actual costs. 6 

INCENTIVE COMPENSATION 7 

Q. On pages 2 and 3, of his rebuttal testimony, Mr. Cross states “The use of 8 

financial measures is a very effective way to reflect performance on a broad range of 9 

customer service measures and is why financial metrics … are the most common measures 10 

used in incentive plans across the utility industry”.  Does Staff agree that financial 11 

performance necessarily equates to adequate customer service performance?  12 

A. No.  The Staff does not agree that financial performance, i.e. earnings per share 13 

(EPS) or return on equity (ROE) are indicative of adequate customer service.  If this were true 14 

it would not be necessary to have incentive plan payouts tied directly to customer service 15 

measurements such as “Quality survey rating by customer score” and “Percentage of requests 16 

for access calls … processed within 5 minutes” (two of KCPL’s Divisional Scorecard goals 17 

for 2005).  KCPL and its parent company, Great Plains Energy (GPE), have incentive plans 18 

that provide separate payouts based upon specific customer service related goals which 19 

recognize that financial goals are not indicative of the level of customer service being 20 

provided.  The Staff has included all incentive plan payouts related to the provision of 21 

adequate customer service. 22 
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Q. Can you provide an example as to how financial performance can be improved 1 

and at the same time be detrimental to customer service? 2 

A. Yes.  Assume a utility’s revenues were below normal because of an 3 

abnormally cool summer.  One way to protect earnings from the revenue shortfall would be to 4 

reduce costs by delaying planned maintenance on generating units or reducing payroll by 5 

eliminating some customer service representatives.  Both of these actions would improve 6 

financial performance but harm customers by slower call response times and/or increased fuel 7 

costs as a result of the delay in necessary maintenance on generating units.  Reducing the 8 

level of planned tree trimming maintenance is another example that could enhance financial 9 

performance to the detriment of customers that lose service during a storm as the result of a 10 

downed tree limb. 11 

Q. Has the Commission expressed this concern in a prior order? 12 

A. Yes.  In the Report and Order issued in Case No. GR-2004-0209, Missouri Gas 13 

Energy, the Commission expressed its concern by stating: 14 

The Commission agrees with Staff and Public Counsel that the 15 
financial incentive portions of the incentive compensation plan should 16 
not be recovered in rates.  Those financial incentives seek to reward the 17 
company’s employees for making their best efforts to improve the 18 
company’s bottom line.  Improvements to the company’s bottom line 19 
chiefly benefit the company’s shareholders, not its ratepayers.  Indeed 20 
some actions that might benefit a company’s bottom line, such as a 21 
large rate increase, or the elimination of customer service personnel, 22 
might have an adverse effect on ratepayers.  If the company wants to 23 
have an incentive compensation plan that rewards its employees for 24 
achieving financial goals that chiefly benefits shareholders, it is 25 
welcome to do so.  However, the shareholders that benefit from that 26 
plan should pay the costs of that plan.  The portion of the incentive 27 
compensation plan relating to the company’s financial goals will be 28 
excluded from the company’s cost of service revenue requirement 29 
(emphasis added). 30 
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Q. On pages 3 and 4 of his rebuttal testimony, Mr. Cross suggests four ways by 1 

which he believes customers benefit from KCPL’s achievement of its financial objectives.  2 

Please identify these four suggested benefits. 3 

A. The four benefits suggested by Mr. Cross are:  1) attracting and retaining 4 

qualified employees; 2) undertaking the Comprehensive Energy Plan; 3) funding the 5 

Comprehensive Energy Plan; and 4) delivering strong financial success. 6 

Q. For his first point, on the bottom of page 3 of his rebuttal testimony, Mr. Cross 7 

identifies the first benefit to customers that he believes results from KCPL meeting its 8 

financial objectives by stating that a competitive salary package is required to attract and 9 

retain qualified employees.  Does Staff disagree with this statement? 10 

A. As a general statement, no.  Staff is not proposing to eliminate KCPL’s 11 

incentive compensation in total.  The Staff ‘s disallowance is related to:  1) assigning the 12 

incentive plan cost, tied to EPS, to shareholders who are the beneficiaries of an incentive tied 13 

to EPS and 2) eliminating the 20% payout for which defined goals were not identified.  The 14 

majority of KCPL’s incentive compensation cost has been included by the Staff in its cost of 15 

service determination.  However, an incentive goal based upon maximizing EPS (and one 16 

which forces ratepayers to pay incentives due in part to GPE’s unregulated operations) 17 

benefits shareholders, not ratepayers, and so Staff has disallowed that portion of the plan.  18 

Q. How much incentive compensation cost was included in KCPL’s 2005 test 19 

year? 20 

A. **   ** 21 

Q. What amount has Staff included in cost of service for incentive compensation? 22 
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A. Prior to the allocation between expense and construction, Staff has included 1 

**    ** of the **    ** total in 2005 which represents 65.28% of the 2 

total 2005 cost. 3 

Q. On page 4, lines 5 through 16, of his rebuttal testimony, Mr. Cross suggests a 4 

second and third benefit to customers of KCPL achieving its financial objectives as being in a 5 

position to “undertake” and “fund” the Comprehensive Energy Plan.  Is the issue in this case 6 

on incentive compensation related to KCPL’s undertaking and funding the Comprehensive 7 

Energy Plan? 8 

A. No.  Having ratepayers pay incentive compensation based upon maximizing 9 

EPS for GPE is not a requirement for undertaking the Comprehensive Energy Plan.  In 10 

addition, Mr. Cross has failed to mention that KCPL’s ratepayers are already committed, 11 

under the Experimental Regulatory Plan Stipulation and Agreement (Stipulation and 12 

Agreement), to providing additional cash flow to KCPL for the purpose of maintaining a BBB 13 

credit rating during the period covered by the Comprehensive Energy Plan.  If KCPL’s 14 

revenue requirement, under a traditional cost of service approach in any rate case between 15 

now and 2010, is insufficient to provide the cash flow required for meeting the credit metrics, 16 

additional revenue will be included in cost of service in that case to make up the deficiency.  17 

For a discussion of the provisions of the Stipulation and Agreement regarding cash flows, see 18 

the direct and rebuttal testimonies of Staff witness Steve M. Traxler.  Staff believes that any 19 

rate increase from the present case will represent additional cash flow provided by ratepayers 20 

for the purpose of KCPL maintaining a BBB credit rating as required under the Stipulation 21 

and Agreement  in  the Comprehensive Energy Plan in Case No. EO-2005-0329.  Mr. Cross is 22 
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incorrect in his implication that KCPL has the full burden of meeting the funding 1 

requirements of the Comprehensive Energy Plan.  2 

Q. On page 4, lines 17 through 23, of his rebuttal testimony, Mr. Cross suggests a 3 

fourth reason as to how customers benefit from KCPL’s achievement of financial objectives.  4 

He states that a utility can only deliver strong financial success through strong operational 5 

performance.  Does this statement support KCPL’s position that ratepayers should be 6 

responsible for 100% of KCPL’s incentive compensation costs? 7 

A. No.  This argument is similar to Mr. Cross’s earlier argument addressed above 8 

that “The use of financial measures is a very effective way to reflect performance on a broad 9 

range of customer service measures”.  As previously discussed, the Staff disagrees with the 10 

premise that strong financial performance is indicative of adequate customer service.  If this 11 

were true it would be unnecessary for KCPL to have performance goals tied to specific 12 

customer service metrics.  KCPL’s incentive plans contain goals tied to specific customer 13 

service metrics and therefore are not consistent with Mr. Cross’s premise that strong financial 14 

results, such as EPS and ROE, are indicative of adequate customer service.  In fact, KCPL 15 

recognizes that financial goals are independent of customer service goals and measures each 16 

independently under their incentive compensation plans.  KCPL’s ratepayers benefit from 17 

incentive compensation goals tied to customer service metrics such as the percentage of 18 

requests for access calls being processed within five minutes.  Accordingly, Staff has included 19 

all of KCPL’s incentive compensation costs except those related to maximizing EPS and/or 20 

ROE and those unsupported by defined goals. 21 
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Q. On page 5, lines 3 through 6, of his rebuttal testimony KCPL witness Cross 1 

states that customers benefit from the Company providing solid financial results to help 2 

maintain high operational performance.  Do you agree?  3 

A. Shareholders definitely benefit directly from solid financial results.  Customers 4 

may also benefit indirectly if the financial results are reinvested into maintaining high 5 

operational performance.  However, there is no guarantee that the Company will use these 6 

results to maintain even a minimum operational performance.  Indeed, as the Commission 7 

found in the aforementioned Report and Order in MGE’s Case No. GR-2005-0209, these solid 8 

financial results may be obtained through a decline in operational performance such as 9 

cutbacks in customer service.   10 

Q. On page 7, lines 7 and 8, of his rebuttal testimony, Mr. Cross states “By using 11 

EPS as the funding mechanism, the Company must be profitable in order to pay a short – term 12 

incentive.”  Is it Staff’s position that KCPL should not be permitted to fund its incentive 13 

compensation plans based upon EPS? 14 

A. No.  KCPL may fund its incentive compensation plans any way it chooses.  15 

The issue between Staff and KCPL is assigning the cost related to EPS/ROE incentives to the 16 

beneficiaries of their achievement - the shareholders of the Company.  The funding of the 17 

KCPL and GPE annual incentive plans in 2003, 2004 and 2005 was based upon the maximum 18 

EPS goal identified under the plan.  Funding the 2003, 2004 and 2005 plans at the Target 19 

level would have resulted in a 100% funding level.  Basing the funding level on the Maximum 20 

EPS goal increased the funding level by 50%.  Achieving GPE’s maximum EPS target is also 21 

influenced by GPE’s unregulated operations, primarily its subsidiary, Strategic Energy.  22 
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Ratepayers should not be responsible for the cost of incentive compensation tied to GPE’s 1 

unregulated operations.   2 

Q. Why is KCPL’s actual experience for 2003, 2004 and 2005 relevant to this 3 

issue? 4 

A. In its direct filing, KCPL’s annual level of incentive compensation to be 5 

recovered in cost of service is based upon an average of its actual costs for 2003, 2004 and 6 

2005.  KCPL has subsequently changed its annual level of incentive compensation (payroll 7 

adjustment 20A) to reflect an average of its actual costs for 2004 and 2005 and budgeted costs 8 

for 2006. 9 

Q. Should budgeted data be used for determining the annual level of incentive 10 

compensation to be included in KCPL’s cost of service for this case, ER 2006-0314? 11 

A. No.  KCPL’s cost of service should be based upon costs which are both known 12 

and measurable as of September 30, 2006, the Commission ordered true-up date for this case.  13 

Estimates or projections should not be used to determine the level of incentive compensation 14 

that is reflected in rates determined in this case. 15 

Q. When will KCPL’s actual incentive compensation costs be known for 2006? 16 

A. KCPL’s actual cost for the 2006 incentive compensation plans won’t be known 17 

until GPE’s books are closed and audited.  This won’t occur until some time in the first 18 

quarter of 2007, after the operation-of-law date which is January 1, 2007. 19 

Q. Did you request KCPL to provide its best estimate for the date that the 20 

payment of 2006 incentive compensation to employees would occur? 21 

A. Yes.  In response to Staff Data Request 523, KCPL provided an estimated time 22 

frame of February 13 to March 15, 2007, four and a half to five and a half months beyond the 23 
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September 30, 2006, true-up date for this case.  Allowing KCPL to recover budgeted costs 4½ 1 

to 5½ months beyond the September 30, 2006, true-up date results in a mismatch of KCPL’s 2 

revenue, expenses and rate base relationship which should all be stated at September 30, 2006 3 

levels. 4 

Q. On page 7, lines 9 through 11, of his rebuttal testimony, Mr. Cross states that 5 

he doesn’t understand your comparison of GPE’s 2005 EPS to KCPL’s 2005 EPS.  Why is a 6 

comparison of GPE’s EPS to KCPL’s EPS relevant to this issue? 7 

A. Ratepayers are responsible only for KCPL’s regulated electric operations.  8 

GPE’s EPS included net income contribution from its unregulated subsidiary, Strategic 9 

Energy, which resulted in funding the 2005 incentive plan at the “maximum level”.  If 10 

KCPL’s EPS for regulated electric operations were used for 2005, no funding would have 11 

occurred. 12 

KCPL’s position on incentive compensation in this case is a request to have Missouri 13 

electric customers pay incentive compensation based, in part, upon the performance of GPE’s 14 

unregulated operations.  Mr. Cross fails to recognize the inequity that results when captive 15 

ratepayers are expected to pay incentive compensation costs tied to the unregulated operations 16 

of GPE.  These unregulated operations have nothing to do with providing electric service in 17 

Missouri. 18 

Q. What were the Threshold, Target and Maximum EPS goals for GPE in 2005 19 

used to fund the incentive compensation plans and how did they compare to GPE’s and 20 

KCPL’s actual EPS for 2005? 21 

A. The GPE corporate EPS pay-out levels used to fund the incentive 22 

compensation plans for the period January 1, 2005 through December 31, 2005 were 23 
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established at: threshold - $2.05 (corresponding ROE of 12.9%), target - $2.16 (corresponding 1 

ROE of 13.6%) and maximum - $2.25 (corresponding ROE of 14.2%).  GPE’s actual EPS for 2 

2005 was $2.27 (corresponding ROE of 14.3% and KCPL’s EPS was $1.96 (corresponding 3 

ROE of 12.4%). 4 

Q. What percent of GPE’s earnings resulted from its unregulated operations in 5 

2004 and 2005? 6 

A. In response to Staff Data Request 531, KCPL indicated that GPE’s net income 7 

contributed by its unregulated operations for 2004 and 2005 was 16.3% and 9.6% 8 

respectively. 9 

Q. What is the significance of the contribution from unregulated operations? 10 

A. If the unregulated contribution is removed from GPE’s EPS of $2.27 for 2005 11 

(maximum payout at 150%), it would result in an EPS of $2.05 which only meets the 12 

threshold level (payout at 50%).  KCPL expects its ratepayers to not only pay the one-third of 13 

its incentive compensation directly attributable to regulated operations but also the two-thirds 14 

that is directly attributable to non-regulated operations.           15 

Q. Would KCPL be requesting recovery of incentive compensation for 2005, if 16 

the funding level were based upon KCPL’s EPS for 2005? 17 

A. No.  The Threshold, Target and Maximum EPS goals for GPE were all above 18 

KCPL’s actual EPS for 2005.  This means that KCPL’s request for cost of service recovery of 19 

its incentive compensation cost for 2005 is due entirely to GPE’s other unregulated 20 

operations.  KCPL’s ratepayers should not be responsible for incentive compensation tied to 21 

GPE’s unregulated operations.  22 
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Q  Beginning at the bottom of page 9 and continuing on through page 10 of his 1 

rebuttal testimony, Mr. Cross takes issue with your statement in direct testimony that “EPS is 2 

the primary goal for all of the GPE and KCPL incentive plans.”  What is your basis for the 3 

statement?   4 

A. Page 3 of the 2005 GPE ValueLink Plan Document, provided as Schedule 5 

VWH 3-4 of my direct testimony, states “There is no payment for any KCPL, Division or 6 

Individual performance goals if the corporate EPS threshold is not met.”  Webster’s New 7 

World Dictionary, Third College Edition, defines primary as 1) first in time or order of 8 

development 2) from which others are derived 3) of or in the first stage of a sequence 4) first 9 

in importance; chief; principal; main 5) firsthand; direct. 10 

The Company’s highlighted statement referenced above (bolded and underlined by the 11 

Company in its ValueLink document not by Staff) makes it clear that 1) the EPS threshold 12 

goal must first be met before any payments are developed 2) payment amounts are derived 13 

only after the EPS threshold goal is met 3) achievement of the EPS threshold goal precedes 14 

the sequence of other goals, calculations and payments 4) the EPS threshold goal is first in 15 

importance and 5) the EPS threshold goal must be met directly  before any payments are 16 

made.  17 

Q. On page 12, lines 16 and 17, of his rebuttal testimony Mr. Cross states “… no 18 

formal objectives were identified for the individual component of the 2005 Officer Plan”.  On 19 

page 13, lines 11 and 12, of his rebuttal testimony Mr. Cross states “The objectives used to 20 

pay the individual performance piece of the ValueLink plan are very well defined.”  Do you 21 

agree with these statements?  22 
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A. I agree with Mr. Cross’s statement regarding the Officer Plan that no formal 1 

objectives were identified.  As I stated on page 11 (lines 10 through 12) of my direct 2 

testimony, KCPL did not provide the Staff with any defined goals despite the fact that Staff 3 

asked on three separate occasions (Data Requests 220.2, 376 and 406).  However, there 4 

appears to be some inconsistency between Mr. Cross’s second statement regarding the 5 

ValueLink plan and data KCPL provided to Staff.  Highly Confidential Data Request 0376 6 

specifically asked for the individual personal goals for the 2004 and 2005 ValueLink Plan as 7 

follows: 8 

Staff Question 3) Provide a copy of the actual personal goals for all GPE and 9 

KCPL officers and senior management under the 2004 and 2005 Annual 10 

Executive Incentive Plan and ValueLink Plan. 11 

Company Response 3) **12 

13 

** 14 

Q. Does Mr. Cross agree with Staff that the Company’s Long Term Incentive 15 

Compensation represents non-cash transactions?     16 

A. Yes.  On page 15, line 22 of his rebuttal testimony, Mr. Cross states, “The 17 

view that this is not cash may be accurate, but there is clearly an expense.”  Staff’s point is 18 

that expenses that don’t result in a cash outlay by a utility should not be included in the cost of 19 

service for ratemaking purposes.  20 

Q. Does Mr. Cross agree with Staff that the Company’s Long Term Incentive 21 

Compensation for the test year reflects a “double payment”? 22 
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A. Yes.  On page 16, lines 2 through 11, Mr. Cross agrees with Staff that KCPL’s 1 

test year plan reflected a double payment but attempts to justify it as only being fair to KCPL 2 

executives because there had been no payment the previous year.  Staff does not wish to be 3 

unfair to KCPL’s executives but rather suggests that KCPL shareholders share in the expense 4 

instead of “doubling up” on its ratepayers. 5 

MAINTENANCE EXPENSE 6 

Q. On page 2, line 6, of his rebuttal testimony, Mr. Marshall states that you 7 

“removed the $168,515 transmission adjustment”.  Is this statement correct? 8 

A. A more precise statement is that I revised the methodology used in normalizing 9 

maintenance expense which resulted in no transmission adjustment. 10 

Q. Please explain. 11 

A. In its direct filing, KCPL normalized non-labor production maintenance 12 

expense using historical 6-year average costs multiplied by inflation factors.  KCPL originally 13 

did not normalize transmission and distribution (T&D) maintenance expense in its direct 14 

filing.  Per lines 14 and 15, of page 2, and Schedule JRM-4 of Mr. Marshall’s rebuttal 15 

testimony, KCPL has now included adjustments to normalize non-labor T&D maintenance 16 

expense. 17 

Staff initially adopted KCPL’s 6-year approach but without the inflation factors in its 18 

direct testimony.  After additional consideration relating to discussions with the Company 19 

after the August 8, 2006, direct filing, I concluded the Company’s straight-across-the-board 20 

approach was deficient in recognizing differences inherent in varying types of plant (nuclear 21 

vs. coal-fired production, combustion turbines, transmission vs. distribution, etc.).  22 

Subsequently, I analyzed each functional plant group separately and determined what 23 
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methodology to use for normalizing maintenance expense.  I have attached my revised 1 

maintenance normalization analysis as Schedule 1.  2 

Q. Please describe the attached Schedule 1. 3 

A. I started with the maintenance normalization work paper in Staff’s direct filing 4 

(using 6-year average costs) and added columns to reflect 2 and 3-year average costs and the 5 

most current data for the 12-months ended June 30, 2006.  The highlighted boxes indicate the 6 

revised normalized adjustments. 7 

Q. Please summarize the revised normalized adjustments. 8 

A. The adjustments for steam production (Accounts 510 through 514) reflect 9 

two-year average costs.  I used two-year data because it reflects the most current historical 10 

calendar year data since the Hawthorn 5 unit rebuild became fully operational.  Using the 11 

two-year data eliminates the need for adjustment S-16.4 in the Staff’s direct filing. 12 

For nuclear production adjustments (Accounts 528 through 532), I used the test year 13 

ended December 31, 2005, data to give effect to more current actual costs and adjusted it to 14 

reflect the Wolf Creek Outage Accrual. 15 

The adjustments for other production (Accounts 551 through 554) for combustion 16 

turbines (CTs) reflect the data for the 12-months ended June 30, 2006, with a projected cost 17 

for one combustion inspection.  The combustion inspection is preventive maintenance 18 

recommended by the turbine manufacturer.  Since the Company has 5 newly-owned CTs that 19 

have not yet required such an inspection, Staff was forced to use a projected amount.  Staff 20 

chose the 12-months ended June 30, 2006, to give effect to more current pricing and because 21 

the 2, 3 and 6-year average costs each includes 2004 costs that were 4 to 5 times higher than 22 

any other year.  The other five years averaged $332,639 while 2004 costs were $1,549,247.   23 
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For transmission maintenance (Accounts 568 through 573), I used the unadjusted test 1 

year ended December 31, 2005, (as stated above).  The test year appears to be reasonably 2 

indicative of the most recent 5-year period and reflects the most current calendar year data.  3 

For distribution maintenance (Accounts 590 through 598), I retained the original 4 

six-year average costs used in Staff’s direct filing.  The costs in these accounts reflected large 5 

fluctuations – going from $16 and $17 million up to almost $29 million, back down to $18 6 

and $17 million and back up to $21.6 million as can be seen on Schedule 1.  The use of 7 

six-year average costs levels out these large fluctuations.   8 

Q. Please refer to page 2, lines 8 through 15, of Mr. Marshall’s rebuttal testimony 9 

and page 2, lines 13 through 23, of Mr. Crawford’s rebuttal testimony.  These witnesses 10 

contend that the “time value of money” and “escalated dollars” should be taken into account 11 

when viewing historic costs.  Is the Company proposing the use of escalators in any other 12 

cost-of-service expense or revenue? 13 

A. Not to my knowledge.  14 

Q. Is this approach consistent with traditional ratemaking? 15 

A. No.  Specialized treatment of any one expense (or revenue) constitutes single-16 

issue ratemaking.  A Company’s revenue requirement is determined using various adjusted, 17 

annualized and normalized expense and revenue items.  18 

Q. Has this Commission allowed the use of escalators in setting rates previously? 19 

A. Not to my knowledge. 20 

Q. Do you agree with the use of “escalated dollars” in adjusting actual historic 21 

non-labor maintenance expense? 22 
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A. No.  Escalation or inflation may have many contributing factors, such as, 1 

population growth, catastrophic weather and rising labor costs.  On page 2, lines 22 and 23, of 2 

his rebuttal testimony KCPL witness Crawford states “significant escalation was experienced 3 

for bulk materials, labor and other costs associated with maintenance.”  4 

Q. How did KCPL determine what level of inflation factor to use for its 5 

maintenance adjustments? 6 

A. The Company used cost trend tables from a document source known as the 7 

Handy-Whitman Index of Public Utility Construction Costs (Handy-Whitman Index or 8 

Index).  I have attached select pages of the Handy-Whitman Index as Schedule 2.   9 

Q. Why are the inflation factors contained in the Handy-Whitman Index 10 

inappropriate for use in ratemaking? 11 

A. The Index numbers are developed from prevailing wage rates (among other 12 

things).  As I noted on page 20, lines 1 through 9, of my direct testimony, payroll is 13 

annualized separately in the ratemaking process; therefore, any inflation index that also 14 

includes labor rates is not appropriate to use.  The maintenance costs that both KCPL and 15 

Staff are making adjustments for in this case relate strictly to non-labor maintenance costs.  In 16 

other words, maintenance costs for material and supplies excluding salaries and wages.   17 

Q. Do you have any additional concerns regarding the wage rates used in the 18 

Handy-Whitman Index? 19 

A. Yes.  The Handy-Whitman Index separates the country into large geographic 20 

areas as illustrated on Schedule 2-3.  KCPL lies in the North Central Region.  This region 21 

consists of North and South Dakota, Nebraska, Kansas, Minnesota, Iowa, Wisconsin, Illinois, 22 

Indiana, Michigan, and Ohio.  This is a large geographic area including many states (and 23 
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metropolitan areas such as Chicago) that likely have very different wage rates than KCPL and 1 

would thus influence the reliability of the Index.   2 

Q. Does the Handy-Whitman Index address the issue of applying broadly based 3 

applications to specific locality costs? 4 

A. Yes.  Page IV of the forward to the Index (attached as Schedule VWH 2-5) 5 

states, in part, “The Handy-Whitman Index will furnish a yardstick for the fluctuations in the 6 

value of property which will be satisfactory for many purposes.  In rate cases, when a more 7 

exact determination of value is desired, however, the Index must be used carefully.  Average 8 

prices and cost trends are used to develop the Index, and any direct application of cost trends 9 

without checking with actual local experience may not be accepted without controversy.  10 

When local experience is compared with the index and the correlation between the two trends 11 

is determined the result is satisfactory.  Costs trended by such a method are used to assist in 12 

establishing a rate base.”   13 

Q. What is the significance of the last statement “Cost trends by such a method 14 

are used to assist in establishing a rate base.”? 15 

A. The Handy-Whitman Index is a measure of cost trends in capitalized 16 

construction costs NOT expensed maintenance costs.  This is evidenced throughout 17 

Schedule 2 and specifically on the chart on page E-3-8 of the Index , attached as Schedule 2-18 

8.  The chart includes a column listing Federal Energy Regulatory Commission (FERC) 19 

account numbers 311 through 373 for capitalized construction.  The chart illustrates the cost 20 

index factors were related to these capitalized construction accounts although KCPL has 21 

applied these factors to its expensed maintenance (FERC Account Nos. 510 through 598).  I 22 

have attached several pages from FERC’s Uniform System of Accounts (USOA), including 23 
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Electric Plant Instructions (Schedule 3-1 and 3-2), Operating Expense Instructions (Schedule 1 

3-3), Electric Plant Accounts (Schedule 3-4 and 3-5) and Operation and Maintenance Expense 2 

Accounts (Schedule 3-6 and 3-7). 3 

Q. Please summarize Schedule 3-1 and 3-2. 4 

A. This schedule contains the first two pages of FERC’s USOA Electric Plant 5 

Instructions.  Electric Plant Instruction 1C states “The detailed electric plant accounts (301 to 6 

399, inclusive) shall be stated on the basis of cost to the utility of plant constructed by it”.  7 

Electric Plant Instruction 3A states “For Major utilities, the cost of construction properly 8 

includable in the electric plant accounts shall include:  (1) Contract work includes amounts 9 

paid for work performed under contract by other companies.  (2) Labor includes the pay and 10 

expenses of employees of the utility engaged on construction work.  (3) Materials and 11 

supplies includes the purchase price at the point of free delivery.  NOTE:  The cost of 12 

individual items of equipment of small value (for example, $500 or less) or of short life, 13 

including small portable tools and implements, shall not be charged to utility plant accounts. 14 

The cost shall be charged to the appropriate operating expense. 15 

Q. Please summarize Schedule 3-3. 16 

A. This schedule contains the first page of FERC’s USOA Operating Expense 17 

Instructions.  Operating Expense Instruction 2A states: 18 

The cost of maintenance chargeable to the various operating expense 19 
and clearing accounts includes labor, materials, overheads and other 20 
expenses incurred in maintenance work.  A list of work operations 21 
applicable generally to utility plant is included hereunder.  Other work 22 
operations applicable to specific classes of plant are listed in functional 23 
maintenance expense accounts. 24 

The list of work operations generally applicable to utility plant includes: 25 
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1)  Direct field supervision of maintenance. 1 

2)  Inspecting, testing, and reporting on condition of plant specifically 2 

to determine the need for repairs, replacements, rearrangements and 3 

changes and inspecting and testing the adequacy of repairs which have 4 

been made. 5 

3)  Work performed specifically for the purpose of preventing failure, 6 

restoring serviceability or maintaining life of plant.       7 

Q. Please provide an example of a specific class of plant and its related functional 8 

maintenance expense account. 9 

A. FERC Account No. 312, Boiler Plant Equipment, states: 10 

This account shall include the cost installed of furnaces, boilers, 11 
coal and ash handling and coal preparing equipment, steam and feed 12 
water piping, boiler apparatus, and accessories used in the production 13 
of steam, mercury, or other vapor, to be used primarily for generating 14 
electricity.  [emphasis added] 15 

FERC Account No. 512, Maintenance of boiler plant, states “This account shall 16 

include the cost of labor, materials used and expenses incurred in the maintenance of 17 

steam plant, the book cost of which is includable in Account 312.”  [emhasis added] 18 

In short Account 312 is for the installed cost of furnaces and boilers; Account 512 is 19 

for the cost of maintenance on those furnaces and boilers. 20 

Q. Can you provide a simple example of the differences between construction and 21 

maintenance?  22 

A. Yes.  Comparing the capitalized construction cost of plant to the expensed 23 

maintenance cost of the same plant would be akin to comparing the cost of an automobile to 24 

the cost of an oil change or tune-up needed to maintain the continued operation of the 25 

automobile.   26 



Surrebuttal Testimony of 
V. William Harris 

Page 21 

Q. Please summarize the Staff’s disagreement with the Company’s use of the 1 

Handy-Whitman Index for normalizing its maintenance expense. 2 

A. KCPL is using inflationary factors, not generally accepted in traditional 3 

ratemaking, that are based on labor related capitalized construction costs to normalize its non-4 

labor related expensed maintenance costs.  The Handy-Whitman Index used by KCPL is for a 5 

large region not specific to the Company's Missouri operations, therefore, it does not apply to 6 

any real inflation that KCPL may or may not be experiencing for operation and maintenance 7 

costs for its production, transmission and distribution facilities.   8 

Q. Does this conclude your rebuttal testimony?  9 

A. Yes, it does.  10 




































