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SURREBUTTAL TESTIMONY 1 

OF 2 

KAREN LYONS 3 

KANSAS CITY POWER & LIGHT COMPANY 4 

FILE NO. ER-2010-0355 5 

Q. Please state your name and business address. 6 

A. Karen Lyons, Fletcher Daniels State Office Building, Room G8,  7 

615 East 13th Street, Kansas City, Missouri 64106. 8 

Q. Are you the same Karen Lyons who previously filed direct and rebuttal 9 

testimony in this proceeding?  10 

A. Yes.  I filed information supporting Staff's Cost of Service Report in this case 11 

on November 10, 2010 and Rebuttal Testimony on December 8, 2010.  I also provided input 12 

into Staff's Cost of Service Report in Case No. ER-2010-0356 filed on November 17, 2010 by 13 

KCPL Greater Missouri Operations (GMO) for its MPS and L&P operations.  On 14 

December 15, 2010, I also filed Rebuttal Testimony in Case No. ER-2010-0356.  15 

Q. What is the purpose of your Surrebuttal Testimony in this proceeding? 16 

A. The purpose of my Surrebuttal Testimony is to respond to the Rebuttal 17 

Testimony of Melissa K. Hardesty of Kansas City Power & Light Company (KCPL or 18 

Company) with regard to Property Taxes and Gross Receipts Taxes (GRT).  In addition, 19 

I will respond to the Rebuttal Testimony of Terry S. Hedrick of KCPL on production 20 

maintenance.  I will also provide a response to the Rebuttal Testimony of KCPL witness 21 

John P. Weisensee on the topic of Injuries and Damages and Gross Receipts Taxes as related 22 

to Cash Working Capital and Rebuttal Testimony of KCPL witness Gregg N. Clizer on 23 
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nuclear decommissioning expense.  Finally, I will respond to the Rebuttal Testimony of 1 

KCPL witness Curtis D. Blanc on Hawthorn settlements received by KCPL. 2 

EXECUTIVE SUMMARY 3 

The Company and Staff disagree over the calculation of property taxes for plant added 4 

in 2010.  KCPL includes an amount for property taxes based on all property owned in 2010.  5 

In contrast, the amount Staff includes is based on property owned on the assessment date 6 

January 1, 2010.   7 

KCPL and Staff also disagree on how to handle Gross Receipts Tax.  KCPL treats the 8 

taxes as a prepayment by the Company when calculating cash working capital.  Staff’s 9 

position is that KCPL pays the Gross Receipts Taxes after it collects them from its 10 

customers—referred to as payment in arrears-- and, therefore, they are a part of cash working 11 

capital with a positive expense lag.   12 

The disagreement with injuries and damages is how Staff accounts for injuries and 13 

damages with regard to Cash Working Capital.  KCPL believes that if actual cash payments 14 

are used for determining a normalized amount of expense for this rate case, injuries and 15 

damages can no longer be used when calculating Cash Working Capital.  Staff’s position is 16 

the use of the actual cash method to determine the normalized level of expenses included in 17 

rates does not mean it is proper to ignore the reality of the how these very cash payments are 18 

paid out over time.  The sole purpose of the cash working capital analysis is to determine the 19 

flows of cash to the Company.   20 

Staff also disagrees with the Company’s method of indexing actual production 21 

maintenance costs to 2009 dollars by the use of the Handy Whitman (HW) index.  Instead, 22 
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Staff has determined an appropriate level of generation maintenance costs by relying on 1 

historical costs incurred.   2 

Finally, Staff disagrees with how the Company accounted for the receipt of cash 3 

settlements for performance failure of a SCR and the failure of a transformer at the Hawthorn 4 

plant.  As opposed to the Company, Staff’s position is the ratepayers should benefit from the 5 

receipt of these settlements.   6 

PROPERTY TAXES 7 

Q. Will the Staff and Company difference with property taxes be addressed in this 8 

case’s true-up? 9 

A. Yes.  Staff will adjust the property tax amount by using a ratio of the 2010 10 

property tax payment to the January 1, 2010 plant and applying that level to January 1, 2011 11 

(actually the December 31, 2010) plant in service balance.  This data will become available 12 

for the true-up period.   13 

Q. If the difference between Company and Staff can be resolved in the true-up, 14 

why are you addressing this issue in surrebuttal testimony? 15 

A. Although the dollars associated with this issue may be resolved in the  16 

true-up, the Company and Staff continue to disagree with the methodology used to 17 

determine an appropriate level of expensed property taxes to include in the Company’s cost 18 

of service.  19 

Q. What are the differences between the Company and Staff relating to 20 

property taxes? 21 

A. Staff included a level of estimated property taxes of $76,638,380 and the 22 

Company is proposing $72,032,532.  The different amounts can be shown as follows:  23 
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 1 

Staff  KCPL 

Annualized Property Taxes  $76,281,290   $71,278,832 

Spearville Pilot Payment  $357,090   $753,700 

Total Property Taxes  $76,638,380   $72,032,532 
 2 

Q. Explain the difference for the level of annualized property taxes between 3 

KCPL and Staff. 4 

A. Staff calculated the annualized property tax level by developing a ratio 5 

using property taxes paid in 2009 and plant-in-service balances as of January 1, 2009.  6 

This ratio was then applied to the September 30, 2010 plant balance which include Iatan 2.  7 

The Company calculated an annualized property tax level based on actual 2010 assessments 8 

and actual property taxes on Iatan 2.  The 2010 property taxes for Iatan 2 were assessed as 9 

construction work in process (CWIP). 10 

Q. Is there any other differences between Staff and KCPL for the estimated 11 

property tax level for 2010? 12 

A. Yes.  KCPL included pilot payments for Spearville 2.  Based on the 13 

documentation received by KCPL in Data Request No. 172, Spearville 2 pilot payments were 14 

not included.  During the true up Staff will use the same method by developing a ratio of 15 

actual property taxes paid in 2010 to plant-in-service balances as of January 1, 2010 and 16 

applying the ratio to the Company’s January 1, 2011 plant balances. 17 

Q. Please explain KCPL’s position regarding property taxes as identified in KCPL 18 

witness Hardesty's rebuttal testimony (page 5). 19 
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A. Ms. Hardesty’s rebuttal testimony, page 5, lines 16-18 states, “the Company 1 

considers the inclusion of the 2010 Iatan Unit 2 previously capitalized property taxes as a 2 

component of property tax expense in this case to be appropriate.” 3 

Q. Does Staff agree with Ms. Hardesty’s statement? 4 

A. No.  Since the Iatan 2 project was still under construction in 2010, the property 5 

taxes for the project would have been included with all other construction costs associated 6 

with the project and capitalized as part of the construction work order.  Upon completion, the 7 

construction costs are transferred from CWIP to plant, at which time depreciation begins.  8 

Property taxes are based on plant that is in-service effective January 1 of any given year.  9 

Since Iatan 2 was not placed in service until August 26, 2010, property taxes through this 10 

period would be identified as capitalized property taxes and treated as part of the construction 11 

costs of Iatan 2.  The capitalized property taxes are considered part of CWIP.  While in 12 

construction, the Company receives a deferred return on its construction investment for as 13 

long as those costs are included in CWIP.  This deferred return is known as allowance for 14 

funds used during construction (AFUDC).  Since CWIP includes all costs to construct Iatan 2, 15 

including property taxes, a deferred return is calculated on these capitalized property taxes.  16 

During the operating life of the unit, KCPL will receive recovery of these costs through 17 

depreciation—referred to as “return of investment.”  While the unit is included in rate base 18 

the Company will also receive a “rate of return on the investment.”   19 

Iatan 2 will be assessed on January 1, 2011 as part as the Company’s plant-in-service 20 

balance. The property taxes assessed on January 1, 2011 will not be paid until 21 

December 31, 2011.  If the Commission had not ordered a true-up in this case of 22 

December 31, 2010, the Company’s rates would be excessive because it would collect in rates 23 
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for overstated plant assessments that will not be reflected in property tax values until the next 1 

assessment date of January 1 2011. 2 

Q. What is the significance of the January 1 date? 3 

A. Personal property taxes are assessed on a local and state basis on this date.  4 

The only property assessed is that which is owned on that date.  The only property taxes that 5 

are expensed are those attributable to plant-in-service owned and assessed as of January 1 of 6 

any given year, in this case January 1, 2010 and for the true-up on January 1, 2011.  However, 7 

Iatan 2 was still in the construction phase on January 1, 2010.  While plant additions are under 8 

construction, the Company will capitalize all property taxes, along with all other construction 9 

costs.  When the property is both owned and in-service on January 1, it will be assessed and 10 

associated property taxes will be expensed.  Any property placed in-service from January 2nd 11 

through December 31st, will not be assessed until the following year.  In this case, Iatan 2 will 12 

not be assessed for property tax expense purposes until January 1, 2011, with property tax not 13 

actually being due until the end of that year.  Since the true-up in this case is based on the 14 

December 31, 2010 cut-off, property taxes on the Iatan 2 plant will be reflected in the true-up 15 

revenue requirement.   16 

Q. Why is Staff opposed to including capitalized property taxes as expense as 17 

KCPL proposes? 18 

A. The amount of capitalized property taxes for 2010 was included in CWIP and 19 

as of August 26, 2010 reflected in plant-in-service.  What KCPL proposes is to include 20 

the 2010 property taxes in expenses while at the same time have the 2010 property taxes 21 

capitalized in plant.  The same property tax dollars treated effectively twice—once in plant 22 

and as an expense in the cost of service.  When rates go into effect in this case the Company 23 
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would begin receiving a return of its investment including the capitalized property taxes 1 

(as depreciation expense item) and recovery of the same property taxes through property 2 

tax expense.   3 

Q. Does Staff agree with Ms. Hardesty’s rebuttal testimony on page 3 describing a 4 

computational error with Staff’s property tax calculation?   5 

A. Yes.  Staff did have a computational error in its workpaper resulting in an 6 

incorrect property tax to plant ratio for 2010.  Staff corrected the error and reflected the 7 

change in Staff’s accounting schedules.   8 

Q. When did you become aware of this computational error? 9 

A.  When I read Ms. Hardesty’s rebuttal testimony. 10 

Q. Is it customary to address errors in testimony? 11 

A. No.  It is my understanding there has been a long standing policy among the 12 

parties, and in particular, among the utility companies and Staff that errors are not addressed 13 

in testimony. 14 

Q. How do errors get addressed in rate cases? 15 

A. Typically, they are brought to the attention of Staff, either during prehearing 16 

conference or meetings and discussions with the company.   17 

Q. Was there a prehearing in this case? 18 

A. A prehearing occurred on November 22 through 23, 2010. 19 

Q. Did the Company discuss mistakes in Staff’s case during the prehearing? 20 

A. On a very limited basis but the property tax matter was not discussed at all.  21 

Subsequent to the prehearing however, Staff and Company met in our audit room at KCPL’s 22 

corporate offices for a series of meetings which dealt only with errors, omissions and 23 
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inconsistencies in the three rate case filings made on November 10 and November 17.  1 

Nothing was discussed about the computational error found in my property tax work papers.  2 

In fact, Staff not only met in person with KCPL personnel, but also had many contacts with 3 

the Company through conference calls and e-mails.  KCPL had every opportunity to bring this 4 

computational error to Staff’s attention but chose not to do so.  Perhaps it was simply an 5 

oversight on the Company’s part.  Under the press of the work load on everyone connected 6 

with these cases, I can certainly understand and appreciate how something can fall through the 7 

crack.  And I do give the Company the benefit of the doubt that it was not intentional that they 8 

waited to bring this error up in rebuttal testimony.   9 

Q. Why do errors occur in this process? 10 

A. Regrettably, errors are part of the process.  Thousands of calculations occur in 11 

the process of a revenue requirement calculation.  In the case of the KCPL rate case, Staff is 12 

performing in essence three separate revenue requirement calculations—one for the Company 13 

and two for GMO under MPS and L&P.  These certainly add to the level of increased 14 

mistakes.  While it is certainly not ever a desire to have mistakes in the case, they do occur 15 

and are a part of the process.  They range for computational errors such as the one occurred in 16 

the property tax area to getting incorrect or incomplete information from the Company which 17 

does occur on occasion.   18 

Q. How did Staff correct the property taxes for the computational error? 19 

A. Upon review of Ms. Hardesty’s rebuttal testimony I immediately reviewed my 20 

property tax work papers and found the mistake.  I made the necessary correction and 21 

provided an updated work paper to the Company.  I made the necessary corrections to the 22 

revenue requirement model – the Exhibit Modeling System (EMS) run.   23 
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Q. What was the nature of computational error? 1 

A. In the calculation we develop a ratio of the December 31 property taxes paid 2 

for expenses to the January 1 plant for the same year.  I inadvertently applied the 3 

December 31, 2009 property taxes paid for expenses to the January 1, 2010 plant instead of 4 

the January 1, 2009 balance.  This resulted in the property tax ratio being understated.  I have 5 

now corrected this calculation and applied it to the right balance.   6 

Also, the Spearville wind farm property taxes are paid differently from other property 7 

taxes.  They are paid to the taxing agent as a lump sum amount known as Pilot payments.  8 

I inadvertently included those in the ratio when they should not have been so that was 9 

corrected as well.   10 

Q. If this computational error for property taxes had been brought to the attention 11 

of Staff would it have been corrected? 12 

A. Yes.  If KCPL would have informed Staff of what it thought, and what turned 13 

out to be an error, Staff would have immediately fixed the mistake.  If this approach had been 14 

used by the Company instead of waiting to the filing of rebuttal testimony there would not 15 

have been a need to address it here in my surrebuttal testimony.   16 

Q. Does Staff intend to include Iatan 2 property taxes in the true-up for this case? 17 

A. Yes.  As explained in Staff’s Cost of Service report filed on November 10, 18 

2010, Staff calculated property taxes on all property that is currently providing service to 19 

customers based on property tax assessments made on January 1, 2010.  Any property placed 20 

in-service after January 1, 2010 would not be assessed by the taxing authority until January 1, 21 

2011.  However, Staff made a decision to file a projected December 31, 2010 case at the time 22 

of direct filing.  Staff’s projected December 31, 2010 case includes anticipated costs for the 23 
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December 31, 2010 true-up which includes the Iatan 2 plant addition and the related property 1 

taxes.  As mentioned earlier in this testimony, Staff applies a ratio of property taxes paid to 2 

plant-in-service to determine an appropriate level of expense for property taxes.  To obtain an 3 

appropriate level of anticipated property taxes for 2011, Staff used the Company’s 4 

September 30, 2010 plant balances which include the Iatan 2 plant addition.  During the true 5 

up Staff will use the same method by developing a ratio of actual property taxes paid in 2010 6 

to plant-in-service balances as of January 1, 2010 and applying the ratio to the Company’s 7 

January 1, 2011 plant balances. 8 

Q. What is Staff’s recommendation on this issue? 9 

A. KCPL should not be allowed to include costs it is recovering through 10 

deprecation and as a rate base component of cost of service (the capitalized property taxes), 11 

and also be permitted to add additional property tax expenses in rates for amounts it will only 12 

pay out once as capitalized property taxes at the end of 2010.  However, the timing of the 13 

true-up should solve this issue as January 1, 2011 result in a new assessment with Iatan 2 now 14 

being considered plant-in-service by the taxing authorities.  This in turn will result in the 15 

expensing of Iatan 2’s property taxes in 2011.   16 

GROSS RECEIPTS TAX 17 

Q. Please explain KCPL’s position regarding GRT it pays to cities and 18 

communities it serves as identified in KCPL witness Hardesty's Rebuttal Testimony  19 

(pages 6-8). 20 

A. KCPL believes the GRT it pays to its municipalities are prepayments and treats 21 

them in cash working capital as though the Company paid these taxes before it collects the tax 22 

from its customers.   23 
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Q. What are the differences between the Company and Staff relating to gross 1 

receipts taxes? 2 

A. Staff believes KCPL’s approach is wrong and, therefore, should not be 3 

included in rates in this case.  Staff has included a level of GRT in the cash working capital 4 

schedule as a payment in arrears while KCPL treats these payments as prepayments.  The 5 

differences can be shown as follows: 6 

 7 

Staff KCPL 

KCMO ‐ 6% GRT  72.28 (56.56) 

KCMO ‐ 4% GRT  39.34 34.00 

All Other Cities (Monthly, 
Quarterly, Semi‐Annual)   60.94 (38.93) 

 8 

Q. What justification does KCPL provide to support GRT should be treated as a 9 

prepayment? 10 

A. Ms. Hardesty states in her Rebuttal Testimony on page 7, lines 4-6,  11 

“Prior to January 1, 1943, the tax was prepaid annually based on the number of meters.  12 

Starting on January 1, 1943, the City converted from the prepaid meter tax to a prepaid gross 13 

receipts tax based on a franchise fee.” 14 

Q. Does Staff agree with Ms. Hardesty’s statement indicating the tax was prepaid 15 

prior to January 1, 1943? 16 

A. Yes.  Prior to January 1, 1943 KCPL paid a yearly franchise tax that was 17 

based on the number of meters.  The following excerpt was taken from a letter dated 18 
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January 25, 1943 to Arthur Anderson & Co.  The entire letter is attached to this Surrebuttal 1 

Testimony as Schedule 1. 2 

The yearly payment of franchise taxes based on the meters instead on the existing 3 

collection from customers was in fact a prepayment.  Basing the franchise tax amount on the 4 

number of meters the Company paid to the city early in the year for the entire year—a 5 

prepayment.  However, Kansas City no longer assesses a franchise tax in this manner.   6 

Q. Does Staff agree with Ms. Hardesty’s statement indicating the City converted 7 

from the prepaid meter tax to a prepaid gross receipts tax based on a franchise fee? 8 

A. No.  Although the City of Kansas City did convert to a GRT after  9 

January 1, 1943, the tax was not prepaid as stated by Ms. Hardesty.  The following excerpt 10 

was taken from the amended ordinance, Section 9-1, identifying how the franchise tax would 11 

be collected after January 1, 1943.  The entire amended ordinance is attached as Schedule 2. 12 

Every electric light or power company shall pay to the City a 13 
quarter-annual license fee to be due and payable to the City 14 
treasurer on or before the 30th days of January, April, July and 15 
October, respectively, of each year based upon the business done 16 
during the preceding period of three (3) calendar months 17 
ending, respectively, on the last days of December, March, 18 
June and September.  The amount of such quarterly license fee 19 
shall be five per cent (5%) of gross receipts derived from the sale 20 
of electrical energy within the present or future boundaries of 21 
Kansas City. . . 22 
[emphasis added] 23 

Q. Does Staff agree with KCPL’s position on the ratemaking treatment for GRT?  24 

A. No.  Ms. Hardesty states in her rebuttal testimony on lines 9-25 of page 6, that 25 

KCPL has treated GRT as a prepayment based on the language contained in the Kansas City 26 

Missouri License and Miscellaneous Business Regulations Sec. 40-344 (Ordinance).  27 

The entire ordinance is attached as Rebuttal Schedule 1 to my rebuttal testimony filed on 28 

December 8, 2010.  Like the initial ordinance establishing a gross receipts tax this ordinance 29 
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clearly states the payments are based on the revenues received three months prior to when 1 

payment is due.  The argument made by Ms. Hardesty on page 6, lines 26-30, is that the 2 

license fee is for the period for which the payment was made.  Staff’s position is that the 3 

period for the licensee fee is irrelevant, since the GRT funds are actually collected during the 4 

three months prior to the month in which the payment is actually made.  Regardless what time 5 

period KCPL believes these collections are for, unmistakably these collections are made from 6 

KCPL’s customers for prior months and remitted the month after.   7 

As an example, the amount of GRT paid in January of any year is based on and 8 

collected during the three preceding months prior to this January payment.  The following 9 

excerpt was taken from the Kansas City Missouri License and Miscellaneous Business 10 

Regulations Sec. 40-344. 11 

Every electric light or power company…shall pay to the City 12 
Treasurer on or before the 30th days of January, April, July and 13 
October, respectively, of each year, based upon the business done 14 
during the preceding period of three (3) calendar months ending 15 
respectively, on the last day of December, March, June and 16 
September.   17 
[emphasis added] 18 

Q. Does Ms. Hardesty support Staff’s argument in her rebuttal testimony? 19 

A. Yes.  On page 6, line 30 and page 7, line 1 of Ms. Hardesty’s rebuttal 20 

testimony she states, “Thus a payment on the 30th of January would be for the license for the 21 

period of January 1 through March 31 and would be considered a prepayment even though the 22 

measurement period is the prior quarter.”  23 

Q. How does Ms. Hardesty’s statement support Staff’s position? 24 

A. The statement made above by Ms. Hardesty that she refers as the measurement 25 

period being the prior quarter is in reality the “collection of the GRT from customers period” 26 
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which occurs in the prior quarter.  Monies collected up front and paid out in the month 1 

following the close of the collection quarter.   2 

Cash working capital (CWC) is the amount of cash necessary for KCPL to pay the 3 

day-to-day expenses incurred to provide electric services to their respective customers.  4 

In other words, CWC can also be roughly defined as a measurement of the timing of the 5 

Company’s revenues received from the customer and the payment to vendors, employees and 6 

taxing authorities—it is an analysis of the inflow and outflow of cash from the Company.  7 

Therefore, the statement by Ms. Hardesty actually supports Staff’s argument taking into 8 

account the purpose of CWC which is the measurement of when revenues are collected from 9 

the customers and when payment is remitted to the taxing authority.   10 

Q. Does any other witness for KCPL address the GRT issue? 11 

A. Yes.  KCPL witness John P. Weisensee addressed this issue in his Rebuttal 12 

Testimony on pages 19 and 20.  Mr. Weisensee agrees with Ms. Hardesty’s testimony on 13 

prepayments for the Kansas City, Missouri 6% GRT and states the Company treats 14 

“most other city GRT” as prepayments.   15 

Q. Does Staff agree with the Company treating most of the cities GRT as 16 

a prepayment? 17 

A. No.  All cities for which the Company currently pays GRT are paid in the 18 

arrears.  Staff reviewed the tax billings for each city and municipality assessing gross receipts 19 

taxes on KCPL and determined the appropriate expense lag for each.  It weighted the various 20 

expense lag calculations and determined a composite expense lag for gross receipts taxes used 21 

in the cash working capital schedule.  Please refer to Staff workpaper, Schedule 6.1 22 

though 6.5 attached to my Rebuttal Testimony filed on December 8, 2010 in this case.   23 
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Q. Does it matter how KCPL treats gross receipts taxes on its books? 1 

A. No.  For the cash working capital analysis what matters is the collection of 2 

monies from customers in relation to the release of funds for the payment of goods and 3 

services to the utility.  In the case of 6% Kansas City gross receipts taxes, KCPL collects the 4 

taxes in the three month period prior to payment in the month following the close of this three 5 

month period.   6 

Regardless of what period KCPL believes the GRT is for, the cash flows of this tax are 7 

the essential element of this analysis.  Cash working capital analysis is a cash flow analysis 8 

with a narrow focus of looking at the inflows and outflows of cash to and from the Company. 9 

Q. Does the Company maintain its books on a cash basis? 10 

A. Typically no.  While most companies including KCPL keeps its accounting 11 

books on an accrual basis, the cash working capital analysis is strictly the measurement of 12 

cash.  This analysis examines when the company gets cash and when it pays it out.  13 

Consequently, how KCPL treats gross receipts taxes on its books is irrelevant. 14 

Q. What does the Staff analysis show? 15 

A. The analysis shows the GRT has a much longer expense lag than the Company 16 

is suggesting the funds are collected by the ratepayers prior to the payment being submitted to 17 

the taxing authority. 18 

Q. Does Staff have additional documentation to support Staff’s position that 19 

KCPL collects GRT prior to payment being made to the taxing authority?   20 

A. Yes. During Staff’s review of KCPL’s files containing city ordinances 21 

and various documents from the cities served by KCPL, Staff found a letter dated  22 

January 15, 1947 from the City of Sugar Creek, Missouri indicating the city had adopted an 23 
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ordinance which reflected a change from a $25  “Merchants License Tax” to a 5% gross 1 

receipts tax.  According to the letter, the City of Sugar Creek adopted an ordinance which 2 

levied a license fee equal to 5% of KCPL’s gross receipts.  Accompanied with the letter was a 3 

refund of $25 for the Merchants’ License Tax referenced above.  Please refer to Schedule 3 4 

attached to my Surrebuttal Testimony for a copy of the entire letter and supporting 5 

documentation of the refund.  6 

Q. Please explain how this document supports Staff’s position that GRT is 7 

collected from the ratepayers in advance. 8 

A. During the same review, Staff found a memorandum internally distributed to 9 

Company personal referencing the gross receipts tax and how payment would be made.  10 

The memorandum was dated January 29, 1947 and stated the following; 11 

Under date of December 16, 1946, an ordinance was passed by the 12 
City of Sugar Creek which requires us to pay a sum equal to 5% of 13 
our gross receipts derived from the sale of electricity used for 14 
domestic and commercial consumption.  This is intended to mean 15 
that we will pay 5% of the revenue derived from the sale of current 16 
within the City Limits of Sugar Creek, Missouri less the same 17 
exceptions as are now contained in the federal 3 1/3% energy tax.  18 
The first payment is due on or before July 31, 1947 and covers a 19 
period for the six months beginning January 1, 1947 to June 30, 20 
1947 and a like tax will be paid in July and January each year for 21 
the proceeding six months. 22 

Will you please see that the Customer’s Accounting Department 23 
furnishes us with the gross revenue and the exceptions so that we 24 
may pay this tax covered by the ordinance. 25 
[emphasis added] (See Schedule 4) 26 

Q. What is the significance of the memorandum described above? 27 

A. The language in the memorandum is another example of how KCPL collects 28 

GRT from its customers prior to submitting a payment to the taxing authority.   29 

Q. How does KCPL treat GRT for the city of Sugar Creek? 30 
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A. Despite the clear language of the 1947 ordinance that this city tax is a payment 1 

in arrears (monies collected in advance of payment), KCPL treats Sugar Creek as a 2 

prepayment—on its books and in its cash working capital schedule.   3 

Q. Ms. Hardesty indicates at page 7 of her rebuttal testimony that if KCPL ceases 4 

to provide service to customers located in the city of Kansas City it would not owe the city 5 

any amount for the last quarter of operations.  Does Staff agree with this statement? 6 

A. First, Staff hopes KCPL plans to continue serving Kansas City since this is 7 

where most of its customers reside.  It is assumed that KCPL, as an on-going concern and in 8 

receipt of the exclusive certificate of convenience and necessity to provide electric services to 9 

Kansas City area will perpetually be in business.  So Staff doesn’t expect Ms. Hardesty’s 10 

example in her rebuttal to be valid.  11 

But if KCPL did cease to be in business and all the lights went out in downtown 12 

Kansas City, unless the city gave specific instruction to no longer collect the gross receipts 13 

taxes for that last quarter of operation, KCPL would continue to collect the monies including 14 

gross receipts taxes from its customers to that very last kilowatt hour sold.  And if the city 15 

said to the Company you don’t need to remit those collected gross receipts taxes for that last 16 

quarter of business, then KCPL would receive quite a wind fall of funds.   17 

Q. Does KCPL’s affiliate, KCPL Greater Missouri Operations Company (GMO) 18 

account for gross receipts tax similar to how KCPL does? 19 

A. No.  As identified in my Rebuttal Testimony on pages 13 and 14, GMO 20 

accounts for the gross receipt taxes as a payment in arrears.  The approach used by GMO to 21 

develop the GRT lag for cash working capital is the same one used by Staff.  In other words, 22 

GMO has determined the GRT expense for all cities and municipalities it operates in is 23 
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collected in advance from its customers before it pays out the funds to the taxing authorities.  1 

Both GMO and Staff have correctly calculated the GRT expense lag in the same way for 2 

many rate cases.  This is especially important considering that both KCPL and GMO serve 3 

parts of the city of Kansas City and both pay gross receipt taxes under the exact same city 4 

ordinance. 5 

Q. What is Staff’s recommendation with this issue? 6 

A. Based on Staff’s research of all the cities and municipalities ordinances that 7 

KCPL operates in along with Staff’s analysis of when the GRT is collected from the 8 

ratepayers and subsequently paid to each of these taxing authorities, all GRT paid by the 9 

Company is paid in the arrears.  Staff recommends the Commission adopt the Staff’s expense 10 

lag for Gross Receipts Taxes and order that going forward KCPL should account for gross 11 

receipts as a payment in arrears. 12 

INJURIES AND DAMAGES 13 

Q. What is the purpose of this portion of your surrebuttal testimony?  14 

A. This section of the testimony is to respond to the rebuttal testimony of 15 

John P. Weisensee regarding KCPL's position on the cash working capital treatment of 16 

injuries and damages which appear on page 21. 17 

Q. What is the difference between the Company and Staff's position? 18 

A. According to Mr. Weisensee’s rebuttal testimony on page 21, lines 3-11,  19 

the Company disagrees with how Staff accounts for injuries and damages with regard to Cash 20 

Working Capital.  Specifically, the Company believes that if actual cash payments are used 21 

for determining a normalized amount for this rate case, injuries and damages can no longer be 22 

a separate component when calculating Cash Working Capital. 23 
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Q. What are the differences between the Company and Staff relating to injuries 1 

and damages? 2 

A. The differences can be shown as follows: 3 

 4 

Staff KCPL 

Injuries and Damages  149.56  0.00  
 5 

Q. Does Staff agree with Mr. Weisensee’s argument? 6 

A. No.  While actual cash payments (or payouts) for injuries and damages were 7 

examined over several years to normalize the levels included in the revenue requirement 8 

calculation, the cash flow component (or timing of the cash payouts) of injuries and damages 9 

was used for CWC.  In some instances, customers supply CWC when they pay for electric 10 

services received before the Company pays expenses incurred to provide that service.  That is 11 

the case for injuries and damages.  When this happens in the aggregate, customers are 12 

compensated for the CWC they provide by reducing rate base by the amount of CWC the 13 

ratepayers provide. 14 

Q. What are injuries and damages? 15 

A. Injuries and Damages relate to amounts paid to third parties who have made 16 

claims against the Company for injuries to person or damages to property.  It represents the 17 

portion of legal claims against a utility that is not subject to reimbursement under the utility’s 18 

insurance policies.  Injuries and damages expense normally consists of the following 19 

components:  20 

• General Liability 21 

• Auto Liability 22 

• Worker’s Compensation 23 
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This includes worker’s compensation claims as well as those who sustain injury from 1 

accidents while using the Company's electrical system.  Staff and KCPL developed the proper 2 

level of normalized injuries and damages expenses using a three-year average of actual cash 3 

payments.  However, the Company believes that there is a relationship between using the 4 

actual cash payments used to determine the normalized injuries and damages expense amount 5 

included in the cost of service analysis and ignoring the timing when those cash payments are 6 

made for cash working capital purposes.  Staff disagrees with this approach. 7 

Q. Please further explain Staff's position for injuries and damages. 8 

A. Staff position on rate treatment of injuries and damages is to include 9 

a normalized level of annualized cash payouts in the cost of service.  Staff uses this 10 

method because it can calculate actual cash payments that are known and measurable, 11 

as opposed to the use of an estimate when using the accrual approach.  The known 12 

and measurable concept as it is used to develop expense amounts recommended to be 13 

included in the rate determination is that an expense that is both (1) “known”, meaning 14 

that the amount is an actual incurred cost or actual liability, and (2) ”measurable”, meaning 15 

that a change (for example, a payroll rate increase) can be calculated with a high degree 16 

of accuracy. 17 

The Staff has outlined three conditions which must be satisfied before they will 18 

consider recommending the use of a pro forma adjustment for ratemaking purposes: 19 

1. The adjustment must be based on auditable information, i.e., the 20 
underlying event must have occurred and be adequately 21 
documented and capable of quantifications; 22 

2. Potential pro forma adjustments must be considered for all 23 
components of the investment/revenue/expense relationship, so 24 
that an isolated “update” or change to one ratemaking 25 
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component is not made without considering possible offsetting 1 
impacts from updates to other ratemaking components; and, 2 

3. The pro forma adjustments, viewed in totality within the 3 
investment/revenue/expense relationship, must significantly 4 
impact the revenue requirement for the utility as determined 5 
from test year data. 6 

The use of the amounts of actual cash payments made for injuries and damages to determine 7 

the normalized level (the actual cash method) of expense was used in this case.  As a result, 8 

the Company and Staff calculation for determining a normalized injuries and damages 9 

expense is the same.  However, because it is appropriate to use the actual cash method to 10 

determine the normalized level of expenses included in rates does not mean it is proper to 11 

ignore the reality of when these very cash payments are paid out over time—the timing of the 12 

cash payments.  That is the analysis for cash working capital.   13 

Q. Is there a difference between including a normalized level of annualized cash 14 

payouts and including injuries and damages in cash working capital? 15 

A. Yes.  As previously mentioned, when calculating a normalized level of 16 

annualized cash payouts, Staff is determining the amount of expense the Company could 17 

incur for injuries and damages in the future.  On the other hand, Staff calculates cash working 18 

capital by determining when revenues are collected by the ratepayers and when expenses are 19 

paid out.  In other words, the amount that is reflected in cash working capital is based on 20 

timing of the actual payments made to those who have claims of injury in relation to when the 21 

injury took place.  KCPL collects funds from its customers throughout the year on claims that 22 

could in many instances take years to actually pay out.  Typically a claim will be paid out 23 

after an investigation of the claim, and in many instances, as a result of litigation for either 24 

actual court awarded damages or negotiated settlements.  This could result in a substantial lag 25 
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from the time of incurrence of an injury or property damages to an actual cash payment.  1 

While the cash basis is used to determine the ongoing level of costs to be recovered in rates, 2 

this in no way provides consideration to the timing of when those payments are actually 3 

made.  This is the role of the cash working capital analysis where the timing of actual 4 

occurrence of the injury or accident is measured compared to when the actual cash payments 5 

for injuries and damages are paid out.  These calculations determine who is paying for 6 

everyday on-going operations, the shareholders or ratepayers.  The expense lag for injuries 7 

and damages used in the cash working capital schedule is the number of days between when 8 

events take place creating the need for the claim and when payments are actually made to 9 

those injured. 10 

Q. Is there any similarity between determining a normalized expense level to 11 

include for injuries and damages and how injuries and damages are included in cash working 12 

capital schedule? 13 

A. No.  The analysis to determine the level of injuries and damages to include in 14 

expenses in the case simply looks at the amounts actually paid out over several years to 15 

determine a normalized expense level, just as a normalized maintenance or payroll expense 16 

level would be included in the case.  Injuries and damages when associated with cash working 17 

capital, however, is a cash flow issue in which the Staff determines when a claim occurs, 18 

when the cash payment is paid, and who supplied the funds, ratepayers or stockholders.  The 19 

first analysis—the levels paid out over several years—determines level of expense, and the 20 

second analysis—the timing of when the payout is made—identifies the interval of the 21 

occurrence of an event in relationship to when it was paid out.   22 
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Q. How does KCPL’s affiliate GMO calculate its injuries and damages as it 1 

relates to CWC? 2 

A. Although GMO used the same method as Staff in prior rate cases to develop 3 

the CWC timing impact of what it has identified as an average time it takes to make payments 4 

for claims in the past, and developed the normalized level based on cash payouts, GMO has 5 

adopted KCPL’s method in this case.  This average time period is measured by comparing 6 

when the injury takes place and how long it actually takes to make the payments for 7 

settlements and awards. 8 

Q. What was the impact of GMO’s cash working capital requirement for injuries 9 

and damages in the last rate case? 10 

A. In Case No. ER-2009-0090, GMO-MPS calculated 707.13 days and  11 

GMO-L&P 1,122.84 days for injuries and damages in its CWC study which was consistent 12 

with what Staff included in its CWC for GMO in that case.   13 

Q. What is the Company’s recommendation for this issue? 14 

A. Mr. Weisensee states in his rebuttal testimony on page 21, lines 13-16, 15 

“While a case could be made for such exclusion, the Company proposes that I&D expense be 16 

included in the “Net Other O&M Expense” line, a category where all O&M expenses are 17 

included that are not specifically included on other lines of the CWC schedule.” 18 

Q. Does Staff agree with the Company proposal? 19 

A. No.  The category Mr. Weisensee refers to is identified as “Cash Vouchers” on 20 

Staff’s CWC account schedule, line 17.  Mr. Weisensee is correct in stating this category is 21 

used to capture all O&M expenses that are not specifically included on other lines in the 22 

CWC schedule.  However, the expense lag used for this category is 30 days.  This means the 23 
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Company pays for all expenses captured in this category within 30 days.  In other words, 1 

Mr. Weisensee is stating that on average all injury and damage claims are paid in 30 days for 2 

the actual occurance. 3 

Q. Does Staff agree with Mr. Weisensee’s recommendation of a 30 day expense 4 

lag for injuries and damages? 5 

A. No.  Staff is recommending an expense lag of 149.56 days for injuries 6 

and damages. 7 

Q. How did Staff determine an expense lag of 149.56 days was appropriate in 8 

this case? 9 

A. Staff analyzed information received from the Company identifying all claims 10 

paid during the 2009 test year through the update period June 30, 2010.  Staff was able to 11 

calculate an expense lag using the date of each loss, date the claim was paid and the amount 12 

of the settlement.  Please refer to Schedule 5 in this surrebuttal testimony. 13 

Q. Has the Company identified an expense lag for injuries and damages in 14 

past cases? 15 

A. Yes.  The Company identified an expense lag for injuries and damages of 16 

185 days in Case No. ER-2007-0291 and 185 days in Case No. ER-2009-0089.  Based on the 17 

Company calculations in past cases and Staff’s calculation in this case, a 30 day expense lag 18 

proposed by the Company does not accurately represent the timing of claims paid by 19 

the Company. 20 

Q. What is Staff’s recommendation for this issue? 21 

A. Staff recommends the Commission adopt the Staff’s expense lag for injuries 22 

and damages. 23 
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Q. Are there any other CWC issues Staff would like to address? 1 

A. Yes.  Based on Mr. Weisensee’s rebuttal testimony, Mr. Meyer, an intervener 2 

in this case representing industrials, indicated the expense lag for Wolf Creek O&M was too 3 

low.  Mr. Meyer and the Company agreed to change the lag from 13.81 days to 25.85 days.  4 

Staff agrees with Mr. Meyer and the Company and has reflected this change in Staff’s CWC 5 

accounting schedule. 6 

MAINTENANCE - NON-WAGE 7 

Q. What is the purpose of your Surrebuttal Testimony in regards to 8 

Maintenance expense? 9 

A. The purpose of my Surrebuttal Testimony is to respond to Company witness, 10 

Terry S. Hedrick Rebuttal Testimony, addressing the non-wage and non-fuel maintenance 11 

normalizations used by Staff.   12 

Q. What is the difference between the Company and Staff’s position? 13 

A. Staff disagrees with the Company’s use of the Handy Whitman (HW) index to 14 

determine a normalized level of production expenses on an ongoing basis.  Staff has not used 15 

this method, relying instead on actual costs incurred for non-wage maintenance incurred by 16 

the Company. 17 

Q. Identify the levels of operation and maintenance expenses that Staff and the 18 

Company have included in their cases. 19 

A. The differences on a total KCPL basis (includes Kansas and wholesale) can be 20 

shown as follows:  21 
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 1 

Staff KCPL 

Production  $27,186,949 $28,461,137 

Nuclear  $11,203,194 $11,203,194 

Other Production  $2,485,196 $2,485,196 

Transmission  $2,241,370 $2,241,370 

Distribution  $17,906,770 $17,906,770 

Total Maintenance  $61,023,479 $62,297,667 
 2 

The difference between KCPL and Staff regarding maintenance is only in the Production 3 

accounts and is $1,274,188. 4 

Q. Why does the Company escalate the maintenance adjustment levels  5 

to 2009 dollars? 6 

A. Based on Mr. Hedrick’s Rebuttal Testimony, page 3, line 19, KCPL has chose 7 

to index production maintenance dollars as a result of market pricing fluctuations.   8 

Q. Does Mr. Hedrick explain what is meant by market pricing fluctuations in his 9 

rebuttal testimony? 10 

A. Yes.  Based on Mr. Hedrick’s testimony on page 4, lines 1-6, the Company 11 

“has faced cost fluctuations for its materials and contract labor costs related to generation 12 

maintenance.” 13 

Q. What is the HW index? 14 

A. The HW index is a publication of index factors used to estimate costs for 15 

electric, gas and water construction projects. 16 
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Q. Is the indexing approach consistent with traditional ratemaking? 1 

A. No. There are several reasons why the indexing approach is not consistent with 2 

traditional ratemaking.  First, a Company’s revenue requirement is determined using various 3 

adjusted, annualized and normalized expense and revenue items.  Second, ratemaking in 4 

Missouri is based on using “known and measurable” historical costs.  Inflationary factors are 5 

in conflict with the known and measurable concept as they are highly speculative in nature. 6 

Q. Are there any other reasons inflation factors should not be used when 7 

determining an appropriate level of maintenance costs? 8 

A. Yes.  First, the HW index was developed to estimate future construction costs.  9 

This not only is apparent in the title of the bulletin “The Handy-Whitman Index of Public 10 

Utility Construction Costs, Trends of Construction Costs”, but also throughout the entire 11 

bulletin (See Schedule 6 in this surrebuttal testimony).  The HW index identifies cost trends 12 

by plant account as established by the Uniform System of Accounts (USOA) as established by 13 

the Federal Energy Regulatory Commission (FERC) (See Schedule 6 (“E-3”) page 7 14 

through 14).  The chart found on page E-3 of the HW index includes FERC accounts 311-373 15 

which are used for capitalized construction costs.  KCPL uses the HW index to normalize 16 

non-labor production maintenance costs which are FERC accounts 510-514 and 551-554.   17 

Second, the HW index numbers, used by the Company, are developed from prevailing 18 

wage rates (among other things).  Since payroll is annualized separately in the ratemaking 19 

process any inflation index that also includes labor rates is not appropriate to use as it is 20 

inconsistent because the payroll driven index is being applied to non-payroll operation and 21 

maintenance costs.  The maintenance costs that both KCPL and Staff are making adjustments 22 

for in this case relate strictly to non-labor maintenance costs.  In other words, maintenance 23 
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costs for material and supplies excluding salaries and wages.  The HW index uses labor costs 1 

in computing the index numbers.   2 

Third, the HW index used by KCPL is for a large region not specific to the Company's 3 

Missouri operations, therefore, it does not apply to any real inflation that KCPL may or may 4 

not be experiencing for operation and maintenance costs for its production, transmission and 5 

distribution facilities. 6 

Fourth, the KCPL approach to maintenance normalization has resulted in an over 7 

collection of maintenance dollars.  Two out of three rate cases, maintenance costs included in 8 

rates were higher than actually incurred.   9 

Q. Please explain the dollar difference between Staff and Company proposals for 10 

non-labor production maintenance. 11 

A. Staff has proposed $27,186,949 for production maintenance accounts 510-514 12 

based on a two year average of actual historical costs for the years 2008 and 2009.  The 13 

Company’s proposal for the same accounts of $28,461,137 is based on an indexed seven (7) 14 

year average.  The difference between Staff and Company production maintenance 15 

normalization is $1,274,188 on a total Company basis.  On a total Missouri jurisdictional 16 

basis the difference is $681,691 ($1,274,188 times Missouri jurisdiction demand allocation 17 

factor 53.50%). 18 

Q. Does KCPL believe Staff’s proposal for production maintenance represents 19 

future production maintenance costs? 20 

A. No.  Based on Mr. Hedrick’s testimony, page 3, lines 3-7, he states Staff’s 21 

proposal will not accurately reflect future production maintenance costs because Staff used 22 
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a two (2) year average as opposed to the Company proposal of a seven (7) year 1 

indexed average. 2 

Q. Why does the Company believe a seven (7) year indexed average 3 

is appropriate? 4 

A. Mr. Hedrick states on page 3, lines 4 and 5, “Staff’s use of a two-year 5 

average of actual costs ignores the reality that turbine maintenance is scheduled roughly every 6 

seven years.” 7 

Q. Does Staff agree with Mr. Hedrick’s statement indicating Staff ignored turbine 8 

maintenance when using a two (2) year average? 9 

A. No.  In the two year average used by Staff for 2008 and 2009 KCPL had major 10 

maintenance performed on Iatan 1 and Montrose Unit 1.  Those outages were included in the 11 

two year average.   12 

As outlined in Staff’s Cost of Service Report and Rebuttal Testimony, several steps 13 

were taken to analyze production maintenance.  One such step was analyzing production 14 

maintenance, including major maintenance, using a two (2) year average through a seven (7) 15 

year average.  Based on Staff’s analysis, Staff used a two (2) year average for 2008 and 2009.  16 

The two (2) year average used by Staff represents more then what KCPL has spent for 17 

production maintenance in five of the last seven years for production maintenance including 18 

major maintenance.  Please refer to my Rebuttal Schedule 7. 19 

Q. If Staff used a seven (7) year average as proposed by the Company what would 20 

be the result? 21 

A. A seven (7) year average using actual historical costs would result in 22 

a normalized level of $25,783,875 for production maintenance or in other words, 23 
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$1,403,074 less than Staff’s proposal in this case.  As a result, Staff does not believe that 1 

a seven (7) year average reflects an appropriate amount for future production 2 

maintenance costs. 3 

Q. Is the difference between KCPL’s proposal the result of using a seven (7) year 4 

average of KCPL’s use of the HW index? 5 

A. Mr. Hedrick would have the Commission believe Staff ignored major 6 

maintenance in its analysis.  As mentioned above, Staff analyzed production maintenance 7 

expense including major maintenance, using a two (2) year average to a seven (7) year 8 

average.  The difference between Staff’s and KCPL’s proposal is not a result of using a 9 

seven (7) year average or ignoring major maintenance overhauls but in fact the use of the 10 

HW index used by KCPL.  11 

Q. Has KCPL collected more in rates than actually experienced for maintenance? 12 

A. Yes.  KCPL has collected more maintenance dollars from their customers 13 

based on rates set in two out of the last three rate cases.  The table below illustrates that KCPL 14 

collected more in maintenance dollars in 2007 and 2008 than it actually incurred.  Is also 15 

should be noted that KCPL may have under collected during the twelve (12) month period 16 

ending August 31, 2010.  However, KCPL did not under collect in the area of production. 17 

 18 

 19 

 20 

 21 

 22 

continued on next page 23 
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 1 

 Maintenance  Maintenance  Commission  Maintenance  Commission  Maintenance 

  Agreement Balances Order Balances Order Balances 
 Case No.  

ER-2009-0089 
12-Month 

Period Ending 
August 31, 

2010 

Case No.  
ER-2007-0291 

2008 Case No.  
ER-2006-0314 

2007 

Rates in 
Effect 

September 1, 2009 January 1, 2008 January 1, 2007 

           Actual         Actual         Actual 
Production $29,753,040 $29,192,691 $27,489,357 $29,700,543 $26,335,410 $26,827,119 
Wolf Creek $10,386,698 $12,405,235 $11,996,183 $11,627,624 $12,021,367 $10,648,013 
Production 
Other 

 
$1,397,237 

 
$2,310,465 

 
$1,046,792 

 
$1,397,237 

 
$765,351 

 
$1,284,242 

Transmission $1,920,763 $3,969,502 $3,376,788 $1,920,763 $1,517,048 $1,766,579 
Distribution $15,444,941 $17,827,970 $21,668,896 $15,444,941 $21,629,071 $14,857,099 
Vegetation 
Management 

 
$3,100,000 

          

 
Total  

 
$62,002,679 

 
$65,705,863 

 
$65,578,016 

 
$60,091,108 

 
$62,268,247 

 
$55,383,052 

 
Over or under 
collection 

 
-$3,703,184 

 
$5,486,908 

 
$6,885,195 

 2 

Q. Was the HW Index used in any of the above rate cases? 3 

A. Yes.  In Case Nos. ER-2006-0314 and ER-2007-0291, KCPL was allowed to 4 

use this index to determine maintenance expense for those rate cases.  In the 2006 rate case, 5 

rates become effective in January 1, 2007 so the actual 2007 maintenance costs were 6 

compared to the level included in rates for that case.  For the 2007 rate case, rates became 7 

effective January 1, 2008 so actual 2008 maintenance costs were compared to the level 8 

included in rates for that case.  The combined total of over collection of maintenance costs 9 

from customers was $12.4 million ($5.5 million in 2008 and $6.9 million in 2007).  When the 10 

last rate case—the 2009 case-- the under collection of $3.7 million is taken into consideration, 11 

KCPL over collected $8.7 million over the last three rate cases.   12 

Q. Was an agreement reached in the Case No. ER-2009-0089 regarding 13 

maintenance? 14 
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A. Yes.  An agreement between KCPL and Staff for maintenance was made in the 1 

2009 case.  A copy of this agreement is attached to this surrebuttal testimony as Schedule 7.   2 

Since rates became effective on September 1, 2009 for the 2009 case, Staff compared 3 

the actual maintenance costs for the 12 months ended August 31, 2010 to  the levels agreed to 4 

by the Company and Staff in that case.   5 

Q. Did KCPL perform extensive major maintenance in 2010? 6 

A. In KCPL’s response to Data Request No. 43, major maintenance was 7 

performed on LaCygne 1, Hawthorn 5 and Hawthorn 9.  During the true-up in this case, Staff 8 

will review 2010 production maintenance dollars, including major maintenance, and make 9 

a determination whether or not Staff will need to update its proposal for 10 

production maintenance. 11 

Q. Please summarize the Staff’s disagreement with the Company’s use of the HW 12 

index for normalizing its maintenance expense. 13 

A. KCPL is using inflationary factors, not generally accepted in traditional 14 

ratemaking, that are based on labor related capitalized construction costs to normalize its  15 

non-labor related expensed maintenance costs.  In addition, using inflationary factors to 16 

increase maintenance costs would not be considered a known and measurable cost.  The last 17 

area of concern with the Staff and the use of HW index is the lack of incentive that 18 

inflationary factors provide to the Company to improve efficiency.  Inflationary factors put all 19 

the risk on the ratepayers.  20 

DECOMMISSIONING EXPENSE 21 

Q. What is the purpose of this portion of your Surrebuttal Testimony?  22 
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A. This section of the Surrebuttal Testimony is to respond to the Rebuttal 1 

Testimony of Gregg N. Clizer the Nuclear Decommissioning Trust Fund contributions 2 

(Trust Fund). 3 

Q. What is the issue with the Trust Fund contributions? 4 

A. Based on Staff’s Cost of Service Report Staff witness David Murray 5 

recommends no change to the Company’s current level of Trust Fund contributions.  6 

In addition, I accepted the Company proposal to reduce the annual funding level by $122,847 7 

from its current level of $1,281,264 to $1,158,417.  As a result, Staff was inconsistent with its 8 

recommendation for the Trust Fund contributions. 9 

Q. Does the Company agree to Mr. Murray’s recommendation of making no 10 

change to the Trust Fund contribution? 11 

A. Yes.  Based on Mr. Clizer’s rebuttal testimony on page 2, lines 9-15, the 12 

Company will accept leaving the Trust Fund contributions at the higher level if Staff removes 13 

adjustment E-38.1.  However, it is expected that KCPL actually make the contribution to the 14 

decommission Trust Fund at the higher level not at its initial proposed reduced level.   15 

Q. Has Staff removed adjustment E-39.1? 16 

A. Yes.  Staff has removed its Trust Fund adjustment which has changed to 17 

adjustment E-41.1 in Staff’s Accounting Schedules. 18 

HAWTHORN 5 SELECTIVE CATALYTIC REDUCTION SETTLEMENT 19 

Q. What is the purpose of this portion of your Surrebuttal Testimony?  20 

A. This section of the Surrebuttal Testimony is to respond to the Rebuttal 21 

Testimony of KCPL witness Curtis D. Blanc on settlement proceeds received by the 22 
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Company in 2007 related to the performance standards of a selective catalytic reduction 1 

system (SCR). 2 

Q. Please describe what led to the settlement proceeds received by the Company 3 

for the failure of the SCR? 4 

A. In February 1999 an explosion entirely destroyed the Unit 5 boiler located at 5 

the Hawthorn generating plant.  After the explosion Babcock & Wilcox (B&W or Babcock) 6 

and KCPL entered into an engineering, procurement, and construction (EPC) agreement for 7 

the construction of Hawthorn Unit 5 boiler island (B&W Agreement or Agreement).  The 8 

Agreement required B&W to install an SCR at Hawthorn Unit 5.  The SCR was installed to 9 

reduce pollution associated with operating a coal-fired generating unit.  Under the Agreement, 10 

B&W guaranteed specific performance standards, including an ammonia slip test.  After the 11 

SCR was placed in service in June 2001, the boiler failed the ammonia slip test.  The 12 

guaranteed performance standards were part of the contractual agreement between B&W and 13 

KCPL.  The contract price KCPL paid for the SCR equipment included the guaranteed 14 

performance standard. 15 

As a result of the failed performance standards, KCPL and B&W tried to resolve the 16 

issues by B&W doing additional work in 2002.  Although attempts were made by B&W to 17 

adhere to the guaranteed performance standards, problems with the equipment still existed in 18 

2004.  Since B&W was unable to meet the performance standards set forth in the Agreement, 19 

B&W and KCPL entered into a Memorandum of Understanding (MOU), and revised the 20 

requirements of the ammonia slip test standards.  This revision lowered SCR performance 21 

standards originally agreed to by B&W that was identified in the original contract Agreement 22 

regarding the ammonia slip test.  Subsequently, B&W failed to meet these revised lowered 23 
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standards.  Because the SCR never met either the original contract performance standards or 1 

the revised lowered standards, B&W’s failure to meet the ammonia slip test standards caused 2 

KCPL to experience increased replacements of catalysts, increased usage of ammonia, plus 3 

additional cleaning and maintenance expense, all resulting in significantly higher than 4 

expected costs to run and maintain the SCR equipment.  After the revised standards identified 5 

in the MOU could not be met, KCPL requested liquidated damages from B&W based on the 6 

difference between the costs KCPL would incur if the standards were met and what costs 7 

KCPL incurred because the standards were not met.   8 

In 2007, KCPL received a settlement from B&W as recognition of the higher costs to 9 

operate this generating unit.  Because the performance standards identified in the initial 10 

Agreement and the MOU were never met the settlement in essence recognized a lower 11 

performing piece of equipment which would require higher operating and maintenance costs 12 

over the life of the unit—all of the costs KCPL has and will pass on to its customers.  13 

Q. How much did KCPL receive in settlement proceeds from B&W? 14 

A. KCPL received a settlement of **  ** on a total KCPL basis on 15 

December 12, 2007. 16 

Q. How did KCPL treat the settlement proceeds for ratemaking purposes in Case 17 

ER-2009-0089? 18 

A. KCPL made an adjustment to remove the settlement proceeds from its cost of 19 

service in the last case. 20 

Q. What is the significance of how KCPL treated the settlement proceeds? 21 

A. KCPL adjustments passed the settlement proceeds to Great Plains Energy 22 

shareholders.  KCPL effectively gave all the benefits from the settlement proceeds to 23 

NP 
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Great Plains while the customers have to pay the higher plant costs for the equipment under 1 

the original B&W contract, the higher maintenance costs due to SCR failure and higher fuel 2 

costs for the ammonia.  All of these costs have been reflected in rates starting with the 2006 3 

rate case.  The higher costs were also reflected in the 2007 and 2009 rate cases.   4 

Q. What is Staff’s position regarding the settlement proceeds for the SCR? 5 

A. The performance standards of the SCR were never met and, as such have 6 

resulted in higher capital and O&M maintenance costs that have been paid in the past and are 7 

currently being paid by KCPL customers.  KCPL has, and continues to experience increased 8 

capital and operating and maintenance costs at Hawthorn 5 as the direct result of the 9 

performance failure of the SCR.  As a result of the terms and agreement of the settlement, 10 

KCPL accepted lower performance standards for the SCR then what was initially guaranteed 11 

by B&W.  By KCPL’s own admission the lowered performance standards have resulted in 12 

increased costs for ammonia included in the fuel costs, more frequent replacements of 13 

catalysts resulting in higher capital and maintenance costs, and increased cleaning of the 14 

catalysts resulting higher maintenance costs.  These increased costs started occurring in 2001 15 

at the time the unit was placed back in service from the rebuild and continue to exist today 16 

resulting in higher operating and maintenance costs which KCPL customers are required to 17 

pay.  Consequently, KCPL customers should receive the benefit of the settlement proceeds 18 

since they have and will continue to pay for all the capital and operating and maintenance 19 

costs over the life of the plant.  Staff is proposing to reduce KCPL’s rate base by the amount 20 

of the settlement proceeds.  A detailed discussion on this proposed treatment is identified in 21 

the Staff Cost of Service Report filed on November 10, 2010, at page 108 under Section E- 22 

Other Non-Labor Adjustments—Hawthorn 5 SCR Impairment adjustment. 23 
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Q. Does KCPL agree that customers should benefit for the settlement proceeds? 1 

A. No.  It is KCPL’s position that KCPL customers are not entitled to the 2 

settlement proceeds because they claim the settlement proceeds represented reimbursement 3 

for replacement of purchased power and increased ammonia costs.  KCPL claims the 4 

customers never paid for these costs.  Mr. Blanc provides four reasons in his Surrebuttal 5 

Testimony, page 49, lines 7-18, why KCPL customers are not entitled to the settlement 6 

proceeds.  They are as follows:   7 

(1)  The proceeds of this litigation have nothing to do with the test 8 
year in this case. 9 

(2)  The cost of replacement power and additional ammonia 10 
expenses that resulted from the H5 catalyst outage (representing 11 
90% of the settlement proceeds) was never paid by the customers. 12 

(3)  To the extent KCP&L personnel were included in the process 13 
there would not have been any incremental costs to the Company 14 
or in turn its customers. 15 

(4)  This issue represents retroactive ratemaking, which is not 16 
appropriate, where for the Company’s benefit or detriment. 17 

Q. Does Staff agree with Mr. Blanc’s first statement “The proceeds of this 18 

litigation have nothing to do with the test year in this case” ? 19 

A. It is correct the settlement proceeds were not received in the test year for this 20 

case.  Staff considers this issue to be a continuation of Case No. ER-2009-0089.  Staff 21 

addressed this issue in its Cost of Service Report and again in Surrebuttal Testimony in Case 22 

No. ER-2009-0089.  The Commission did not hear the arguments related to this issue because 23 

a settlement was reached between the parties in this case. 24 

In addition, the settlement proceeds are a direct result of increased capital and O&M 25 

maintenance costs all of which directly relate to this rate case.  These increased costs began 26 

when the SCR was placed in service in 2001, continued in the 2009 test year of this case and 27 
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continue today.  KCPL should have reflected the proceeds as a reduction to rates at the 1 

time of receipt of the proceeds but chose not to.  In response to Data Request No. 133 in Case 2 

No. ER-2009-0089, KCPL stated: 3 

**  4 
 5 
 6 
 7 
 8 

 9 
 10 

 11 
 12 
 13 
 14 
 15 

 ** 16 

Although KCPL received the settlement proceeds in 2007, two years prior to the test 17 

year in this case, KCPL customers paid for increased capital and O&M maintenance costs 18 

during the test year and will continue to pay increased maintenance costs throughout the life 19 

of the plant.  Yet, despite this increase in operating and maintenance costs and the increase in 20 

capital costs which increases return and depreciation costs, KCPL passed all the settlement 21 

benefits to its owner- Great Plains.   22 

Q. Does KCPL recognize that its customers are currently incurring and will 23 

continue to incur additional capital costs, additional fuel expense and additional maintenance 24 

expenses as a result of this under-performing SCR plant being included in KCPL’s rate base? 25 

A. Yes.  As noted in the quote above KCPL recognizes that the additional costs 26 

caused by this under-performing plant equipment will be paid for by its customers through the 27 

life of the plant. 28 

NP 
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Q. Explain why KCPL has and will continue to incur additional costs for 1 

replacement catalysts. 2 

A. Since B&W was never able to meet the performance standards they 3 

guaranteed, KCPL will need to change out the catalysts more frequently then what would 4 

be expected if the performance standards had been met.  According to a memorandum dated 5 

June 6, 2007 provided by KCPL in Data Request No. 530 in Case No. ER-2009-0089,  6 

**  7 
 8 
 9 

 10 
 11 
 12 
 13 
 14 
 15 
 16 
 17 
 18 

   19 
 20 
 21 
 22 
 23 
 24 
 25 
 26 
 27 
 28 
 29 

 ** 30 
 31 

[emphasis added] (The entire memorandum is attached to the 32 
surrebuttal testimony as Schedule 8)  33 

Q. What are the costs KCPL would expect for changeout of the catalyst if the 34 

performance standards were met? 35 
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A. KCPL states in the memorandum mentioned above, the changeout costs would 1 

range from ** . ** 2 

Q. What is the significance of the costs KCPL is anticipating over the life of the 3 

plant as a direct result of the failed performance standards? 4 

A. KCPL received a settlement for **  ** for damages related to the 5 

failure of B&W to meet specific performance standards.  KCPL is expecting its customers to 6 

absorb costs over the life of the plant ranging from ** . **  7 

These costs represent the costs associated with changing out the catalysts more frequently in 8 

the future due solely from the failure of this equipment to meet the original performance 9 

standards.  When additional ammonia costs and other O&M costs are included, KCPL 10 

customers will pay significantly higher costs over the life of the plant and not receive any 11 

benefit of the settlement proceeds.  This is the classic case of the customers pay for all the 12 

costs and shareholders reap the benefits of the settlement.  13 

Q. Does the settlement with B&W cover all the costs to operate the SCR? 14 

A. No.  Unfortunately, the settlement only will cover a fraction of the substantial 15 

costs caused by this contract failure.  While customers unquestionably should get the benefit 16 

of the settlement, they have had to pay and will have to continue to pay capital costs increases 17 

and O&M cost increases until the SCR is replaced or retrofitted. 18 

Q. Does it appear that KCPL made a good settlement? 19 

A. Considering all the higher costs KCPL has and will experience for this  20 

under-performing equipment which it has and fully intends on passing on to its customers, the 21 

settlement does not cover much of those costs.  Considering the range of increase costs KCPL 22 

estimated of **  ** compared to **  ** level, this 23 

NP 
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settlement leaves a lot of additional costs that will not be covered by the settlement.  1 

Yet, regardless of the level, the settlement should be fully given as benefit to the customers 2 

for the cost increases they will have to endure because of this failed equipment. 3 

Q. Does Staff agree with Mr. Blanc’s second statement “The cost of replacement 4 

power and additional ammonia expenses that resulted from the H5 catalyst outage 5 

(representing 90% of the settlement proceeds) was never paid by the customers.” 6 

A. No.   Based on the Company response to Data Request No. 133 in Case  7 

No. ER-2009-0089, the Company accounted for the settlement proceeds as a reduction to 8 

FERC expense accounts 501, 512 and 555.  The highly confidential dollar settlement 9 

distribution is identified in the following chart.   10 

** 11 

** 12 

Although the Company distributed **    ** of the settlement proceeds to a 13 

purchased power expense account, the damage incurred, by KCPL’s own admission, 14 

manifested in several areas: **   15 

  **  The major expenses incurred in the past, currently 16 

and in the future will be the higher operating fuel costs, higher maintenance costs and higher 17 

capital costs. 18 

NP 
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Q. Have KCPL’s customers paid plant-related, purchased power and 1 

maintenances costs, as a result of this under-performing SCR plant being included in rate base 2 

and the excess maintenance costs included in KCPL’s cost of service.   3 

A. Yes.  In the last three KCPL rate cases, Case No. ER-2006-0314, Case  4 

No. ER-2007-0291 and Case No. ER-2009-0089 the plant-related costs for the  5 

under-performing SCR plant were included in rate base and the excess maintenance costs 6 

were included in KCPL’s cost of service.  The higher fuel costs for ammonia additive were 7 

fully reflected in each of the three rate cases.  The higher purchased power costs was also 8 

included in the rate case and reflected in rates.  Staff witness Cary G. Featherstone will 9 

address these higher costs in his Surrebuttal Testimony.  In each of these cases, Staff includes 10 

operating costs and plant levels consistent with the test year, update period and true-up period 11 

ordered by the Commission.  Likewise, Staff includes an expense level that is consistent with 12 

the test year and update period for each case.   13 

Q. What were the test years and true-up periods used in past KCPL rate cases? 14 

A. The following table identifies the test year and update period for each of the 15 

three cases. 16 

 17 

Case Number Test Year  Update Period True-Up Period 
Effective Date of 

Rates 

ER-2006-0314 
Calendar Year 

2005 June 30, 2006 September 30, 2006 
 

January 1, 2007 

ER-2007-0291 
Calendar Year 

2006 March 31, 2007 September 30, 2007 
 

January 1, 2008 

ER-2009-0089 
Calendar Year 

2007 September 30, 2008 March 31, 2009 
 

September 1, 2009 
 18 

Q. KCPL claims customers have never had to pay for any of the costs relating to 19 

the settlement.  Is this true? 20 
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A. No.  According to Mr. Blanc’s statement the settlement proceeds represented 1 

reimbursement for cost of replacement power (90% of the proceeds) and additional ammonia 2 

expenses that resulted from the Hawthorn 5 catalyst outage.  The catalyst outage began 3 

February 24, 2007 and ended March 9, 2007.  This information was provided by KCPL in 4 

Data Request No. 533 in Case No. ER-2009-0089.  The Company also provided a study in 5 

Data Request No. 533 which was used as the basis for its position related to reimbursement of 6 

purchase power costs.  (See Schedule 9 in this surrebuttal testimony). 7 

As mentioned earlier in this testimony, Mr. Blanc claims KCPL customers have never 8 

paid for the costs of replacement power or additional ammonia expenses that resulted from 9 

the Hawthorn 5 catalyst outage.  In addition, he states on page 50, lines 2-4, in his Rebuttal 10 

Testimony, “KCP&L did not request a rate increase at any time during the outage or 11 

subsequent to the outage that resulted in recovery of the replacement power costs and the 12 

additional ammonia expenses.  Thus, customers have never paid these costs.”  These 13 

statements are simply not true.  Both KCPL and Staff developed their respective revenue 14 

requirements case in Case No. ER-2009-0089 using a test year for that case based on the 15 

twelve (12) month period ending December 31, 2007.  The replacement purchased power and 16 

the additional ammonia costs for the catalyst outage would have been included in the test 17 

year.  Consequently, Mr. Blanc inferring KCPL customers have never paid for expenses for 18 

the under-performing SCR equipment is incorrect.  The higher fuel and purchased power 19 

costs were included which will be discussed by Staff witness Featherstone.  The higher 20 

maintenance costs were clearly reflected in the three rate cases and ultimately in rates.  21 

The higher plant costs were included in each of the last three rate cases—not just the 2009 22 

rate case.  Thus, customer’s rates reflect higher depreciation and return costs. 23 
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Q. Did KCPL provide the Staff all settlement documents related to the SCR? 1 

A. Yes.  Staff requested all documents related to the SCR settlement in Data 2 

Requests No. 133 and 530 in Case No. ER-2009-0089.  As a result, Staff received 3 

correspondence to and from B&W addressing the Company position with the SCR 4 

performance, Memorandum of Understanding revising the SCR performance to lower 5 

standards and the Settlement Agreement.   6 

Q. Did any of these documents indicate KCPL was seeking damages for 7 

replacement power costs?   8 

A. No.  Staff did not find any documentation indicating KCPL was seeking 9 

damages for recovered replacement power costs.   According to the documents provided to 10 

Staff, KCPL was seeking damages for **   11 

 ** 12 

Q. Does Staff agree with Mr. Blanc’s third statement appearing at page 49 of his 13 

rebuttal “To the extent KCP&L personnel were included in the process there would not have 14 

been any incremental costs to the Company or in turn its customers”? 15 

A. No.  Mr. Blanc’s statement referring to incremental costs related to KCP&L 16 

employee costs is irrelevant.  As noted earlier in this testimony, rates were set in the last 17 

three KCP&L rates based on the costs KCPL incurred during the test year, update period, and 18 

true-up period established in each case.  Negotiations related to the SCR performance 19 

standards were occurring during the time period of each of these cases and as such any costs 20 

related to this issue would have been included in KCPL’s cost of service by virtue of how 21 

Staff develops its case.  As shown below in response to Data Request No. 271 in Case No. 22 

ER-2009-0089, KCPL provided a long list of senior KCPL executives and employees who 23 

NP 
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were involved with the Hawthorn SCR performance issues, litigation, settlement discussions 1 

and settlement agreement over several years.  KCPL’s customers are paying the salaries and 2 

benefits to each of these executives and employees who worked to get the under-performing 3 

SCR plant settlement, not KCPL’s shareholders.  4 

Question No. 0271: 5 
Please provide a list of all KCPL/GPE employees who were 6 
directly or indirectly involved with the Hawthorn SCR 7 
performance issues, litigation, settlement discussions and 8 
settlement agreement. For each, please describe this involvement. 9 

Response: 10 
Steve Easley's (Senior Vice President, Supply) involvement was 11 
lead negotiator regarding the settlement and was involved with 12 
George Burnett (Consulting Engineer, Production Engineering 13 
Services), Gerald Reynolds (Assistant General Counsel, Law 14 
Department) and Peter Vanderwarker (Senior Attorney, Law 15 
Department) in developing the “damages” KCP&L was expected 16 
to incur due to the SCR/catalyst’s inability to meet its ammonia 17 
slip performance guarantee. The following individuals had indirect 18 
involvement in this process: Lora Cheatum (Vice President of 19 
Procurement, Procurement), David Price (Vice President of 20 
Construction, Construction Management) and William Riggins 21 
(Vice President of Legal and Environmental Affairs and General 22 
Counsel, Law Department). 23 

Q. Were other KCPL personnel involved in the effects of the poor performance 24 

surrounding the Hawthorn 5 SCR? 25 

A. Yes.  Hawthorn 5 plant personnel have to handle all the additional operation 26 

and maintenance issues relating this problem.  KCPL engineers located at the corporate office 27 

are also involved in the operational and maintenance issues concerning the SCR failures.  28 

The fuels departments have to procure more ammonia at greater prices for the Hawthorn 5 29 

SCR. These individual departments would very likely been involved in supplying information 30 

on the performance of the SCR and the evaluation of options for correcting the problem.  31 

The settlement process would have included a body of support from the performance issues to 32 



Surrebuttal Testimony of 
Karen Lyons 

Page 46 

the resolution options.  Staff does not believe only employees working on this settlement were 1 

those specifically identified in the data request response.   2 

Q. Were the costs regarding the settlement incremental costs? 3 

A. There likely were incremental costs as well as direct out of pocket costs 4 

associated with the settlement.  The point that is important to recognize is that KCPL has an 5 

infrastructure in place for employees to work on this project as well as others.  Customers pay 6 

for all these costs—not the shareholders.  To suggest KCPL alone without customer support 7 

was responsible for this settlement is just pain inaccurate. 8 

Q. Does Staff agree with Mr. Blanc’s fourth statement appearing at page 49 of his 9 

rebuttal “This issue represents retroactive ratemaking, which is not appropriate, where for the 10 

Company’s benefit or detriment.” 11 

A. No.  This statement is similar to Mr. Blanc’s first statement, “The proceeds of 12 

this litigation have nothing to do with the test year in this case.”  Staff agrees with Mr. Blanc 13 

that the settlement proceeds were received two years prior to the 2009 test year established in 14 

this case.  However, does not agree this issue represents retroactive ratemaking. 15 

KCPL received settlement proceeds as a direct result of B&W’s failure to meet 16 

performance standards for the SCR.  The failed performance standards have led to increased 17 

capital and maintenance costs.  Although the settlement was received in 2007, KCPL’s 18 

customers have paid and will continue to pay for these increased capital and maintenance 19 

costs throughout the life of the plant.  Since KCPL customers have and will continue to pay 20 

for increased costs associated with a under-performing SCR plant, retroactive ratemaking 21 

does not apply.  To suggest as Mr. Blanc has that customers have not had to pay increased 22 

costs for the SCR is simply inaccurate and misleading.   23 
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Q. If KCPL would have treated the settlement as Staff is recommending could 1 

KCPL now make any claim of retroactive ratemaking? 2 

A. No.  If KCPL would have correctly treated the settlement as a reduction to the 3 

plant investment when they received it in 2007 the Company could not now attempt to hide 4 

behind a claim of retroactive ratemaking.  In addition, Staff considers this issue to be a 5 

continuation of Case No. ER-2009-0089.  Staff addressed this issue in its Cost of Service 6 

Report and again in Surrebuttal Testimony in Case No. ER-2009-0089.  The Commission did 7 

not hear the arguments related to this issue because a settlement was reached between the 8 

parties in this case. 9 

Q. Is there anything else you need to address relating to KCPL’s position on 10 

this issue? 11 

A. Yes.  Mr. Blanc makes the statement in his Rebuttal Testimony on page 49, 12 

lines 16-18, “I don’t think Ms. Lyons would support the Company if it were to propose to 13 

reach back to 2007 and charge customers now for the cost of replacement power and 14 

additional ammonia expense during this period.”  KCPL customers have already paid for the 15 

cost of replacement power and additional ammonia expense during the catalyst outage period 16 

by virtue of how Staff develops its case.  The higher costs for all impacts of the poorly 17 

performing SCR have been paid for by the customers.  And, unfortunately customers will 18 

continue to have to pay these higher costs in the future.   19 

Q. Mr. Blanc addresses the issue of retroactive ratemaking in his Rebuttal 20 

Testimony.  Has KCPL had a history of seeking rate recovery of costs that were incurred 21 

several years prior to initiating a rate case? 22 
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A. Yes.  In KCPL’s 2006 rate case, No. ER-2006-0314, the Commission ordered 1 

that KCPL be allowed to recover an annual level of $4.5 million for ice storm costs that were 2 

incurred by KCPL in 2002 and deferred under an Accounting Authority Order (AAO).  3 

The closest test year to the year KCPL incurred the ice storm cost in 2002 was three years 4 

later in the 2005 test year ordered by the Commission in KCPL’s 2006 rate case.  On page 60 5 

of its report and Order in Case No. ER-2006-0314, the Commission characterized KCPL’s 6 

position on ice storm expense recovery as follows “because the amortization allowed by the 7 

AAO case was in effect during the test year and true-up period, KCPL asserts that it should be 8 

able to recover those costs.”   9 

Q. How does the 2002 ice storm issue relate to the SCR settlement issue in 10 

this case? 11 

A. The Commission allowed recovery of the 2002 ice storm expenses because 12 

the amortization allowed by the AAO was in effect during the test year and true-up period 13 

for that case.  Similarly, customers paid for increased maintenance costs as a result of the 14 

under-performing SCR plant during the test year and true-up in this case and will continue to 15 

pay for increased maintenance costs throughout the life of the plant.   16 

Customers are paying for the higher fuel costs for ammonia.  Customers are paying 17 

higher depreciation costs because of the higher plant investment—the initial investment which 18 

is higher than it should be because of a lesser performance standard and higher subsequent 19 

investment resulting from the increases capital costs for more frequent replacement of 20 

the catalysts. 21 

Q. Does Mr. Blanc provide any additional points in his Rebuttal Testimony? 22 
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A. Yes.  Mr. Blanc suggests the Commission has dealt with a similar issue in 1 

another KCPL rate case.  Mr. Blanc states on page 50, lines 17-20 in his Rebuttal Testimony, 2 

“In the ER-2007-0291 case, the company removed from its case the impact of receiving 3 

$16.9M in subrogation proceeds that were recorded by KCP&L in 2006 related to the 4 

H5 boiler explosion that occurred in 1999.  The Commission found the issue in favor of 5 

KCP&L for precisely the same reasons I raise here.” 6 

Q. Does Staff agree with Mr. Blanc’s statement? 7 

A. No.  The subrogation proceeds received by KCPL in 2006 and the settlement 8 

proceeds for the SCR received in 2007 are two distinctly different issues.  The Hawthorn 5 9 

subrogation issue that was litigated in Case No. ER-2007-0291 involved costs that were 10 

directly related to the 1999 Hawthorn plant explosion.  Specifically, costs that occurred during 11 

the period beginning when the explosion occurred in 1999 and ended when the plant was 12 

placed back in service in 2001.  The only similarity between the subrogation issue and the 13 

SCR settlement is KCPL claimed a majority of the proceeds represented costs incurred for 14 

replacement power.  The time period representing the costs incurred for replacement power 15 

for the subrogation proceeds was 1999-2001.  Unlike the SCR incident, KCPL did not file a 16 

rate case any time during the Hawthorn explosion or subsequent to this time period during the 17 

rebuilding of this generating unit.  As demonstrated earlier in this testimony, KCPL recovered 18 

the costs for the SCR settlement as a result of rates set in the last three rate cases.  This was 19 

not the case in the subrogation issue.  In addition, the Commission stated in its Report and 20 

Order in Case No. ER-2007-0291, “The proceeds are an unusual non-recurring event. . .”  21 

Unlike the costs related to the Hawthorn 5 subrogation proceeds, the costs associated with the 22 

under-performing Hawthorn 5 SCR plant that KCPL passes on to its customers, by KCPL’s 23 
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own admission, is being incurred currently and will be incurred over the life of the plant.  1 

The operating and maintenance costs and capital cost increases are recurring in nature and, 2 

and for this reason, are reflected in rates.  The costs for replacement power that KCPL claims 3 

their customers never paid for in this issue were paid for by KCPL customers based on the 4 

rates set in Case No. ER-2009-0089.  Higher capital and operating and maintenance costs that 5 

occurred during the last three rates cases have also been reflected in KCPL’s rates.  Customer 6 

rates today reflect all these higher costs. 7 

Q. Please summarize Staff’s position with the Hawthorn 5 SCR settlement.   8 

A. KCPL would have the Commission believe the settlement proceeds received 9 

from B&W represented costs KCPL customers have never paid for and thus should not be 10 

entitled to the proceeds.  Staff has presented evidence that contradicts KCPL’s position.  11 

KCPL customers paid for the costs the Company claims the customers never paid and KCPL 12 

customers are responsible for all the future capital and operating and maintenance costs that 13 

KCPL will incur as a result of the Company accepting lower performance standards for the 14 

SCR.  Staff recommends KCPL customers receive the benefit of the settlement proceeds by 15 

making an adjustment to increase depreciation reserve and making a corresponding 16 

adjustment to depreciation in effect reducing KCPL’s rate base as discussed in Staff’s Cost of 17 

Service Report at pages 108 to 111.   18 

HAWTHORN 5 TRANSFORMER SETTLEMENT 19 

Q. What is the purpose of this portion of your Surrebuttal Testimony?  20 

A. This section of the Surrebuttal Testimony is to respond to the Rebuttal 21 

Testimony of KCPL witness Curtis D. Blanc on settlement proceeds received by the 22 



Surrebuttal Testimony of 
Karen Lyons 

Page 51 

Company in 2008 related to the failure of a generating step-up transformer (GSU or 1 

transformer), located at the Hawthorn generating plant. 2 

Q. Please describe what led to the settlement proceeds received by the Company 3 

for the transformer? 4 

A. In August 2005, the generator step-up transformer on KCPL’s Hawthorn 5 5 

failed.  In September 2005, a backup step-up transformer was installed.  During June 2006, 6 

a new step-up transformer was installed.  KCPL sued the contractors and subcontractors 7 

claiming they were responsible for the transformer failure.  The case settled at the end 8 

of 2007, and was finalized in 2008 with payment made to KCPL.  KCPL received a dollar 9 

settlement for the transformer failure from Siemens Power Transmission & Distribution, Inc. 10 

(Siemens).  KCPL has made no adjustment in its books and records to provide any benefit of 11 

this settlement to its customers.  It is Staff’s position that KCPL’s customers should receive 12 

the benefit of the settlement since they are the ones who paid higher costs for the substandard 13 

plant performance due the transformer failure. 14 

All the increased costs to KCPL of the operation of Hawthorn 5 resulting from the  15 

transformer failure were paid by KCPL customers in its utility rates.  These costs include the 16 

salaries and benefits, office space, and all employee-related costs of KCPL’s attorneys and 17 

employees who worked on KCPL’s dispute with the contractors and subcontractors, increased 18 

maintenance, increased fuel and purchased power expense, and increased expenses that were 19 

capitalized to the new plant.   20 

Q. Did KCPL provide Staff with documentation to support KCPL incurred 21 

increased maintenance costs prior to the transformer failing in 2005? 22 
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A. Yes.  According to the First Amended Petition (Petition), included in KCPL’s 1 

response to Data Request No. 527 in Case No. ER-2009-0089, Siemens performed 2 

maintenance on the transformer prior to it failing in 2005.  The following excerpt was taken 3 

from the Petition: 4 

**  5 
 6 
 7 

  ** 8 

Selected pages of the First Amended Petition are attached to this surrebuttal testimony 9 

as Schedule 10.  Staff felt the entire document was too voluminous to attach as a schedule.  10 

However, the highly confidential document is available for review by the Commission or 11 

other parties.  12 

Q. How much did KCPL receive in settlement proceeds from Siemens? 13 

A. KCPL received a total settlement of **  ** of which, 14 

**  ** was received by KCPL, net of legal costs incurred for this settlement.  15 

The settlement is on a total KCPL basis and was received on February 7, 2008. 16 

Q. How did KCPL book the settlement proceeds? 17 

A. Based on the Company response to Data Request No. 510 in Case  18 

No. ER-2010-0355, the Company accounted for the settlement proceeds in the following 19 

FERC accounts 108, 555 and 923.  The highly confidential dollar settlement distribution is 20 

identified in the following chart.   21 

 22 

 23 

 24 

continued on next page 25 

NP 
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** 1 

** 2 

Q. Does Staff believe KCPL customers should receive the benefit of the full 3 

amount of the net proceeds of **  ** ? 4 

A. No.  In Staff’s Cost of Service Report, Staff recommended an increase to 5 

depreciation reserve and a corresponding adjustment to depreciation for the entire amount of 6 

the net proceeds.  After Staff’s direct filing, November 10, 2010, Staff received a response to 7 

Data Request No. 510 learning the net proceeds were distributed to the FERC accounts 8 

detailed above.  Based on KCPL’s response to this data request, Staff believes KCPL 9 

customers are entitled to the proceeds booked to FERC account 555-Purchased Power-Energy 10 

Capacity Purchases which is the **  ** amount.  Staff has reflected the change in 11 

its EMS-Accounting Schedules.  Staff treated the amount the same as an increase to 12 

depreciation reserve with a corresponding adjustment to depreciation. 13 

Q. How did KCPL treat the settlement proceeds for ratemaking purposes in Case 14 

No. ER-2009-0089? 15 

A. KCPL made an adjustment to remove the settlement proceeds from its cost of 16 

service in the last case.  17 

Q. What is the significance of how KCPL treated the settlement proceeds? 18 

A. KCPL adjustments passed the full amount of the settlement proceeds to 19 

Great Plains’ shareholders.  KCPL effectively gave all the benefits from the settlement 20 

NP 

________

________
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proceeds to Great Plains while KCPL customers paid all employee-related costs of KCPL’s 1 

attorneys and employees who worked on KCPL’s dispute with the contractors and 2 

subcontractors, increased maintenance, fuel and purchased power expense, and increased 3 

expenses that were capitalized to the new plant.  All of these costs have been reflected in rates 4 

starting with the 2006 rate case.  The higher costs were also reflected in the 2007 and 2009 5 

rate cases.   6 

Q. What is Staff’s position regarding the settlement proceeds for the transformer? 7 

A. The Staff’s position is the settlement dollars received by KCPL during the 8 

updated test year in Case No. ER-2009-0089 represents a reimbursement to KCPL for the 9 

costs of the defective transformer.  As previously mentioned in this surrebuttal testimony, 10 

KCPL customers paid for all the costs relating to the replacement of the transformer in rates 11 

set in the last three rate cases.  A detailed discussion on this proposed treatment is identified 12 

in the Staff Cost of Service Report filed on November 10, 2010, at page 111 under Section E- 13 

Other Non-Labor Adjustments— Hawthorn 5 Transformer Settlement. 14 

Q. Does KCPL agree that customers should benefit for the settlement proceeds? 15 

A. No.  It is KCPL’s position that KCPL customers are not entitled to the 16 

settlement proceeds for the same reasons identified in the SCR settlement presented in this 17 

surrebuttal testimony.  Mr. Blanc states in his Rebuttal Testimony on page 51, lines 8-14: 18 

These proceeds were received as a result of activities that 19 
happened in a prior period.  The corresponding costs are not in this 20 
test year.  KCPL’s customers never paid the costs being 21 
reimbursed by this settlement.  KCP&L did not have a fuel 22 
adjustment clause that would have recovered replacement power 23 
costs.  It is no more appropriate to reach back beyond the test year 24 
as Staff proposes, than it is for the Company to reach back for rate 25 
increased foregone between rates cases. 26 
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Q. Does Staff agree with Mr. Blanc’s statement “These proceeds were received as 1 

a result of activities that happened in a prior period.  The corresponding costs are not in this 2 

test year.”? 3 

A. It is correct the settlement proceeds were not received in the test year for this 4 

case.  However, KCPL should have reflected the proceeds as a reduction to rates at the time of 5 

receipt of the proceeds but chose not to.  In addition, Staff considers this issue to be a 6 

continuation of Case No. ER-2009-0089.  Staff addressed this issue in its Cost of Service 7 

Report and again in Surrebuttal Testimony in Case No. ER-2009-0089.  The Commission did 8 

not hear the arguments related to this issue because a settlement was reached between the 9 

parties in the 2009 rate case. 10 

Q. Does Staff agree with Mr. Blanc’s statement “KCPL’s customers never paid 11 

the costs being reimbursed by this settlement.  KCP&L did not have a fuel adjustment clause 12 

that would have recovered replacement power costs.” 13 

A. No.  Similar to the SCR settlement, KCPL customers paid for the costs 14 

related to the replacement of the transformer in rates set in the last three rate cases.  In the 15 

last three KCPL rate cases, Case No. ER-2006-0314, Case No. ER-2007-0291 and Case No. 16 

ER-2009-0089 the plant-related costs for the defective transformer were included in rate base 17 

and the excess maintenance costs were included in KCPL’s cost of service.  Staff witness 18 

Cary G. Featherstone will address the higher costs for fuel and purchased power in his 19 

Surrebuttal Testimony.  In each of these cases, Staff includes operating costs and plant levels 20 

consistent with the test year, update period and true-up period ordered by the Commission.  21 

Likewise, Staff includes an expense level that is consistent with the test year and update 22 

period for each case. 23 
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As mentioned earlier in this surrebuttal testimony, the transformer failed August 2005.  1 

A back-up transformer was installed September 2005 and the new transformer was installed 2 

June 2006.  The capital costs and operating expenses leading up to the replacement of the 3 

transformer in 2006 would have been included in the rates set in Case No. ER-2006-0314 and 4 

the capital costs and operating expenses following the replacement were included in rates set 5 

in Case No. ER-2007-0291 and Case No. ER-2009-0089.  According to KCPL’s response to 6 

Data Request No. 529 in Case No. ER-2009-0089: 7 

**  8 
 9 
 10 
 11 
 12 

  ** 13 

KCPL experienced two outages as a result of the transformer failure.  The first occurred from 14 

August 29, 2005-date the Siemens transformer failed to September 29, 2005-when an old 15 

back-up transformer was placed in service.  The back-up transformer was used until KCPL 16 

received a new transformer to replace the Siemens transformer.  The second outage occurred 17 

from June 6, 2006 to June 19, 2006 when KCPL replaced the old back-up transformer with a 18 

new GE Transformer.  This information was provided by KCPL in Data Request No. 526.1.  19 

Based on this information, the outages occurred during the 2005 test year for Case No.  20 

ER-2006-0314 and the 2006 test year for Case No. ER-2007-0291.  As such, any increases to 21 

purchase power expense were included in rates set in that case.  Therefore, KCPL customers 22 

paid for the replacement power related to the outages. 23 

Q. Have KCPL’s customer paid higher rates in the past and will they continue to 24 

pay higher rates because of issue? 25 

NP 
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A. Yes.  According to KCPL’s response to Data Request No. 366.1 in Case No. 1 

ER-2006-0314, KCPL included **  ** in new plant in its rate base for the 2 

purchase of the new GE transformer and retired **  ** from plant-in-service for 3 

the original transformer.  At a minimum, KCPL customers were charged for additional plant 4 

of ** . ** 5 

Q. When was the original transformer installed at the Hawthorn power plant? 6 

A. According to the Petition discussed earlier in this testimony **  7 

 8 

 9 

 10 

 11 

  ** This documentation supports that KCPL 12 

admitted the original transformer was defective.   13 

Q. Was KCPL reimbursed for the costs related to the services identified above? 14 

A. Yes.  In Case No. ER-2006-0314, KCPL normalized production maintenance 15 

expense using a six (6) year average of 2000-2005.  The costs related to the services identified 16 

above occurred during this period. 17 

Q. Was the normalization of production maintenance expense using a six (6) year 18 

average of 2000-2005 used to set rates in Case No. ER-2006-0314.   19 

A. Yes.  The Commission ruled in favor of KCPL’s position on production 20 

maintenance expense.  KCPL customers began paying the rates set in the 2006 rate case 21 

effective January 1, 2007. 22 

NP 
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Q. Similar to the Hawthorn SCR settlement, does KCPL suggest the 1 

transformer settlement is related to the Hawthorn subrogation proceeds litigated in Case No. 2 

ER-2007-0291? 3 

A. Yes.  Mr. Blanc states in his Rebuttal Testimony, page 51, lines 6-8, Staff’s 4 

position here, like the H5 SCR settlement and the subrogation proceeds, is a violation of the 5 

“matching” principle and represents retroactive ratemaking. 6 

Q. Does Staff agree with Mr. Blanc’s statement? 7 

A. No.  Similar to the SCR previously discussed in this surrebuttal testimony.  8 

The subrogation proceeds received by KCPL in 2006 is a distinctly different issue then the 9 

settlement proceeds for the Siemens transformer.  KCPL recovered the costs related to the 10 

transformer failure through rates set in the last three rates cases.  The costs for replacement 11 

power that KCPL claims their customers never paid for in this issue were paid for by KCPL 12 

customers based on the rates set in Case No. ER-2006-0314.  Higher capital and operating and 13 

maintenance costs that occurred as a result of the transformer failure were paid by KCPL 14 

customers through rates set in Case No. ER-2006-0314.   15 

Q. Please summarize Staff’s position with the Hawthorn 5 transformer settlement.   16 

A. KCPL would have the Commission believe the settlement proceeds received 17 

from Siemens represented costs KCPL customers have never paid for and thus should not be 18 

entitled to the proceeds.  Staff has presented evidence that contradicts KCPL’s position.  19 

KCPL customers paid for the costs the Company claims the customers never paid.  Staff 20 

recommends KCPL customers receive the benefit of the settlement proceeds by making an 21 

adjustment to increase depreciation reserve and making a corresponding adjustment to 22 
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depreciation in effect reducing KCPL’s rate base as discussed in Staff’s Cost of Service 1 

Report at pages 111 to 112.   2 

Q. Does this conclude your surrebuttal testimony?  3 

A. Yes, it does. 4 
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Seo. 9-1.9<). gLE.CfHlC LIlJ.lIr on POi;ER nusmsss. Evory
oleotrio light or power company, and evory oorporntion, oompany
assooiation, joint stook company or assooin.tion, partnership and
person, their lessees, trustees or reooivoro appointed ~J any
court whatsoever, orming, oporatinG. oontrolling, lensing or
managing any eleotrio plant or system generating, maunfnoturing,
8011in~, distributing or trans~tting eleot~ioity for liGht,
heat or power, shall pay to the City a quarter-awlual 110enso
fee to be due and payabke to tho Gity ·.rreasureron or before
tho }Oth days of January, April, Julj' and Ootober, respeotively,
of each year, based upon the business done during the preceding
period of throe (3) onlendar Montha ending, respeotively, on the
last days of Dooe;nber, Harch, June and Soptember. The amount
of suoh quarterly lioense fee shall be five pe~ oent (5%) of
the gross rooeipts derived rro~ the sale of oleGtrioal energy
within the present or future boundaries of Kansas City during
the said prooeding poriod of three ,(3) nonths ending as afore-
said for douostio or oommeroial oonsumption, as heroinafter
dnfined, and not for resale. No electrioal energy sold to the
United States or,to the State of Missouri, or to any agenoy or
politioal subdivision thereof, shall be Ino1uded in the compu•.
tation of said gross rooeipts. rhe sale of eleotrionl energy
to an ovmar or lessee of'a building, \'ihopurchases Buoh eleotdoal
energy for resale to the tenants therein, shall, for the purposes
of this seotion, bo oonsidered as n sale for oonsumption and not
for resale, but the resale to the tenant shall not be oonsidered
as 8 sole for Qons~~ption. The lioens8e shall and it is hereby
required to make true and faithful reports under oath to the
Direotor of Finanoo and to the Lioense Colleotor of' Kansas City,
in suoh fo~ as may bo prosoribed by the Direotor of Flnanoe,
and oontaining suoh infonnntion as may be n(;0)08s8.11'to determine
tho 800untS to whioh the lioense tax shall apply, on or before
the 30th day s 0f January , April, July, and Ootober of eaoh yoar ,
for all gross receipts for the three (3) colendnr nonths ending,
respeotively, on the last days of Deoember, Unroh, June Dnd
September. Eaoh fee 80 paid shall constitute payment for tho
three (3) month~ beginning on the first days of the months of
January, April, July and Ootober, respeotively, du~iUb whioh
months suoh paymcnts mall be due and payable as herein pre-
soribed; provided, however, that the aooeptanoe of such fee
shall not prejudice the right of the city to oolleot any addi-
tional fees thoreafter Bound to be due. rhe city, the Direotor
of Finanoo thereof Dnd his assistnnts, and any publio aocountants
soleetod by the City Counoi} or by the City Uanager shall hove
tho right, at all reasonable tines during business hours, to
make 8uoh examinations and inspeotions of the books of ~aid
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1i nl"~n:-S~:3(':. ,,.,••.:/ b~ llfH:t,; to: lr;: t'J ,1':t 'J,· .••inc the co :-ructuOt;l; of
cuch l"r:)0J·t~, o.nu the or1ui.nrll:i 0(' all r ccor-d s , bo oks , CO(;Ul1e;lto,
aoco •..•:l';;S, t;ont l'tl.cts ti:1d vc ucho rn , showln:; f.CO~I·a.tlll:; th~ L r-uo
conditi.on o£ the gross lnCO~B and business of tho lioonsoo,
shall be kept in its orrioo in Kansn a Cit:" J:issouri, and
lioonsee sho'll not rcnove tho same from. the city o•xcopb when
neoe ssary for t enporary use or whon te~poraril~' ruqui.red to do
so by legal process, and in any suoh oaso of tOhpornry use or
prooess, the saeo shall be pvonptly returnod at the conolusion
tho roof to tho 0 ffice 0 r the lioensee in Ran sa 5 Oity, Iii s 50uri •
1'ho oity shall have the right, at its own 6xpcns6, to employ
tho O6J:'.ee.ceountant s who lMke the annua 1 audlt or the books,
records and accounts o£ the business of tho lioensee, to nudit,
at the snne tirllO, its acoounts and r-eoords and oerti1'y as to tho
oorrectness o£ any paynents due nnd payable by the lioensee to
Kanans 01t:f.

For each and every nonth or par-b thereof, any such liconse
tee remains unpnid, aftor the sane bocom~s due and payable,
thoro shall be added to suoh lioens8 feo, as a penalty for suoh
delayed payment, "ten per oent (IOfo) or tho amount of such lioense
£ee tor the first nonth or part thereof tho same is unpaid, and
for eoch end everJ nonbh thereafter" two per oent (~) of tho
amount of suoh lioense fee until the samo is fully paid.

Tho term tlgross receipten as applied to Gales of elootrical
energy ror donostio or oommercial purposes, as used in this
section, shall not inolude (1) electrioal enor~y Bold for
industrial consum,tion such as for Use in manufaoturing, pro~
ooss1&n,"mining, rerining, ship-building, and building con~
struotion, and (2) that sold £or other usos, whioh likewise
oannot be ola ssed as domesti 0 or oOIrunercie.1, such ne the
eleotrioal energy used b~tpublio utilities, telephone, telegrnph
and radio co~unioation oompanies, railroads, or other oo~non
carriers, eduoational institutions not operatin~ for profit,
ohurohes and oharitable institutions} as such sales and usages
have beon oonstrued by the Unitod Statos Department of Internal
Revenue under the Revenue Aot or 1932 nnd amendnents thereot.

Porr.dssion is her eby granted to lioensee to tri~ trees
upon and overhanhing streets, alleys, sidewalks, and pUblio
places o£ enid city BO as to prevent the branohes o£ such
trees from coninr, in oontaot ,11th the ldres and oables or lioensee,
all the said tri~ing to be done under the supervision and direotion
of any oity official to WhOM said duties havo been or may be
del e;;n ted.
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li 0t;hl1;0 h:;roi)L 1.;0 . .Lr, 'i~''J rl r, ~ ••i 1 t)'; C;)Hst rurd na gilrhl(; V. n
lieon soc r.;-.~'ts:.-:ollwi VO ;?l'l 'Ii ~e~~f;s, ;_,;I' cha Ll, 1i; u rfcet on~c ;1rior
or 6xi3tinl; ri~hts of 11 licensoe. to nnintein an electric plant
within said city.

\-,nere an o.ddil.;ionc.l u::l':nmt is added for fnilui'o to make ?tl~-
ment of nn~' eleotrio bill ..•.t1thin a prescribed period the liconse
feo shall boObased on the total e.nount aotually paid, as part of
the II~ro8s recaiptsll of the lioensee.

Tho fi rat q'lEl.rter-nnnu:ll lioense fee shall be due and payabl e
hereunder on or be£ore Janunry 30, 194~, for the three (3) nonths
period oonmencdug lJe.nual")· 1, 1943, and endin~ Ila rch 31, -1943. and
lioenseo £oes heretofore paid for the businesses herein dosoribed
ahall be prorated as of Jantt'lryI, 1943, and a~' amo\D\ts due
lioensoo on aocount of any prepn~~ent or lioons6 fees shall be
oredi ted upon said first quarter •.annual lioensoo £ee payment duo
and pa~'nblo JanuaI"'t 30. 1943.

rhree per oent (~:) of all £ees horonfte~ collectod and
peid into the City Troa5u17 for liconses mlder and pursuant to tho
provisions of this Seotion shall belon~ exclusively to the Piro-
menta Pension F~d, and it ahall be Ule duty of tho City Counoil
to appropriate ftnd o£ tho Direotor o£ financo to apportion and
orodit such £fiI6S to said Firor:lon'a Pension Fund I'rort tit\e to time
as tho same nro oollected and paid.
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UH0.ar data of D~cc,:.b~r 16. 1')46. nn ordinance WltB pa s se d by tho
Clt~f of' SU6.:...r Cl'f)ek whLeh re'lul)"tls Us to pa.y £\ sum equal to 5~
of our gross receipts deriv~u ~ro)';\ the sale of eleotrici ty used
for domestio and comner c ie;,1 oonsumption. Thi G is intended to
nQan th~t we vi11 pay 5% of the reYenue derived from the snle
of current ~~thin the City Limits of Sugar Creek, Missouri 1068
tho SlilM 9.xemp:tj,.@~~~aTenCJ1l contninad in the i'ederv.l 3 l/~j~

iiilfitliiil!!!!ll~!!'!!~1F!~il!t7
will you ploP-s9 sao that the CUstomerl B Aooo\.lnting Department
furnishes us with the gr oee revenue and the. exemptions 80 tha. t
we may pay this tax covered by the ordinanoe.

Yours ver,y truly.

¥.ff: Ivlt

LinvillO~
Steele
lIrindley

13131 H. O.
C. E.
L. A •
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Settlement of all Non-wage Maintenance Issues for  
Kansas City Power & Light Case No. ER-2009-0089 and  

KCPL Greater Missouri Operations Case No. ER-2009-0090 
(non-KCPL labor, dollars are total company except where noted) 

 
 
KCP&L 
 
Production (excluding Wolf Creek) 
Production maintenance expense, excluding Wolf Creek, will be based on 2008 actual 
expense of $31,150,277 per Data Request 178R, with no addition at true-up for Iatan 1 
AQC.  This amount is made up of FERC accounts 510, 511, 512, 513 and 514 of 
$29,753,040 and FERC accounts 551, 552, 553 and 554 of $1,397,237. 
 
 
Production - Wolf Creek (excluding amortization of refueling outage costs 
determined to be above “normal outage levels”) 
Wolf Creek production maintenance expense will be based on unadjusted 2007 actual 
expense of $10,386,698 including $7,378,432 for test year amortization of Outage #15 
costs but before consideration of Outage #16 costs identified as being above “normal 
outage levels” addressed as a separate issue below. 
 
 
Transmission & Distribution  
Transmission and Distribution maintenance expense will be based on 2008 actual 
expense of $17,365,704 (transmission- $1,920,763 and distribution- $15,444,941) per 
Data Request 178R plus an additional $3,100,000 (Missouri jurisdictional) for 
incremental costs related to the new Vegetation Management regulations. Infrastructure 
and Reliability Reporting effects will be deferred for consideration in the next rate case.    
 
KCPL agrees to maintain reasonable and adequate records to separately identify the costs 
to implement the vegetation management costs between Missouri and Kansas using 
FERC accounts 593000 (distribution) and 571005-006 (transmission), department 252. 
Similar segregation of costs will occur for the infrastructure (inspection) costs, involving 
many different FERC accounts.  
 
KCPL agrees not to request a Vegetation Management tracker mechanism in this case.   
 
 
IT Maintenance 
IT maintenance will be based on 2008 actual expense of $3,132,762. 
 
 
Wolf Creek Refueling O&M Costs 
The Missouri jurisdictional portion of Wolf Creek Outage #16 refueling O&M costs 
considered to be above “normal outage levels” ($1,570,581) will be set up in a regulatory 
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asset and amortized over five years beginning with the effective date of new rates in this 
case, with one-fifth of this cost included in cost of service in this case.   
 
 
GMO 
Maintenance expense in this case will be based on the 12 months ending December 2008 
for production, distribution and transmission maintenance expense.  The amounts using 
this method for MPS are: production- $14,695,784; transmission- $1,782,445; and 
distribution- $10,238,425, for a total of $26,716,654.  For SJLP the amounts are: 
production- $6,232,522; transmission- $617,729 and distribution- $2,194,658 for total of 
$9,044,909.  GMO is not requesting any additional funds for the new Vegetation 
Management, Infrastructure or Reliability Reporting regulations in this case. 
 
GMO agrees to maintain reasonable and adequate records to separately identify the costs 
to implement the vegetation management costs between Missouri and Kansas using 
FERC accounts 593000 (distribution) and 571005-006 (transmission), departments 752 
(MPS) and 952 (SJLP). Similar segregation of costs will occur for the infrastructure 
(inspection) costs, involving many different FERC accounts.  
 
GMO agrees not to request a Vegetation Management tracker mechanism in this case.   
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Total Purchased Power Expense for Haw 5 Catalyst outage (2/24/07-3/9/07) 2,305,700.00$    

Replacement power studies serve as the source for this information.  These studies import a "base case" 
output file from PACE.  "Base case" references actual conditions on our system (load, generation, 
purchases and sales).  The output file is modified to consider a scenario where a particular unit is 
available (in this case Haw5).  
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Kansas City Power & Light Company 
           File No. ER-2010-0355



Feb07H5 Unit Off Unit On Net Difference Total Replace
Total Gen Total Purchase CT's Rep H5 Add Total Purchase Increased Generation Reduced Purchases Costs

Date MWh $ MWH $ MWh MWh MWh $ MWH $ MWh $ MWh $ $
Feb0107.
Feb0207.
Feb0307.
Feb0407.
Feb0507.
Feb0607.
Feb0707.
Feb0807.
Feb0907.
Feb1007.
Feb1107.
Feb1207.
Feb1307.
Feb1407.
Feb1507.
Feb1607.
Feb1707.
Feb1807.
Feb1907.
Feb2007.
Feb2107. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Feb2207. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Feb2307. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Feb2407. 44,423              593,950$          3,130                201,840$          2,886                47,309              554,840$          244                   (4,690)$             2,886                (39,110)$           (2,886)               (206,530.00)$    245,640$          
Feb2507. 44,392              544,810$          3,316                144,520$          3,182                47,574              555,260$          134                   (6,720)$             3,182                10,450$            (3,182)               (151,240.00)$    140,790$          
Feb2607. 48,506              601,600$          2,114                136,360$          2,109                50,615              524,650$          5                       (110)$                2,109                (76,950)$           (2,109)               (136,470.00)$    213,420$          
Feb2707. 49,155              602,420$          1,558                62,710$            1,110                50,265              520,470$          448                   (28,770)$           1,110                (81,950)$           (1,110)               (91,480.00)$      173,430$          
Feb2807. 49,213              555,850$          753                   17,820$            736                   49,949              517,130$          17                     (10)$                  736                   (38,720)$           (736)                  (17,830.00)$      56,550$            

-                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      

Total 235,689 2,898,630$       10,871 563,250$          0 10,023 245,712 2,672,350$      848 (40,300)$          10,023 (226,280)$        (10,023) (603,550)$        829,830$          

Notes: Total Replacement Cost 829,830$             
1) Production calculations based on daily WindowCouger unit commitment runs.

For the Units Off case, the model runs a fixed dispatch for the day as it occurred; Generation, Load, Sales and purchases are all as they actually occurred for the day.
For the Units On case, the model is made to run H5 at max of 560 MW, L-1 at 350 MW, L-2 at 340 MW, M-1 at 160 MW, M-2 at 170 MW, M-3 at 179 MW, I-1 at 469 MW x 24 hrs per day,
commit and dispatch generating units, dispatch purchases (use as needed), and keep load and sales as they occurred in the base case (unless higher capacity is demonstrated).

2) The production cost runs do not evaluate any potential lost interchange sales.
3) Runs can be reproduced;  Files are in  e:\pub\couger\2005\mmmddyy.inp
4) LaCygne 1 Add MWH represents the additional generation that could have been produced had the unit been available.
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Mar07H5 Unit Off Unit On Net Difference Total Replace
Total Gen Total Purchase CT's Rep H5 Add Total Purchase Increased Generation Reduced Purchases Costs

Date MWh $ MWH $ MWh MWh MWh $ MWH $ MWh $ MWh $ $
Mar0107. 48,495              545,630$          3,617                183,740$          3,428                51,923              532,480$          189                   (3,190)$             3,428                (13,150)$           (3,428)               (186,930.00)$    200,080$          
Mar0207. 49,880              537,480$          2,445                127,690$          2,168                52,048              532,940$          277                   (3,010)$             2,168                (4,540)$             (2,168)               (130,700.00)$    135,240$          
Mar0307. 51,579              532,580$          1,045                60,930$            1,045                52,624              523,630$          -                    -$                  1,045                (8,950)$             (1,045)               (60,930.00)$      69,880$            
Mar0407. 50,263              525,840$          397                   25,010$            397                   50,660              518,080$          -                    -$                  397                   (7,760)$             (397)                  (25,010.00)$      32,770$            
Mar0507. 43,160              554,740$          4,311                264,450$          4,311                47,471              476,010$          -                    -$                  4,311                (78,730)$           (4,311)               (264,450.00)$    343,180$          
Mar0607. 41,353              580,950$          4,681                322,010$          4,681                46,034              448,640$          -                    -$                  4,681                (132,310)$         (4,681)               (322,010.00)$    454,320$          
Mar0707. 40,143              449,720$          5,433                373,190$          1,210                41,353              580,950$          4,681                322,010$          1,210                131,230$          (752)                  (51,180.00)$      (80,050)$           
Mar0807. 41,644              499,190$          5,444                365,060$          5,444                47,088              551,100$          -                    -$                  5,444                51,910$            (5,444)               (365,060.00)$    313,150$          
Mar0907. 43,447              518,390$          5,708                300,240$          5,617                49,064              504,060$          91                     4,360$              5,617                (14,330)$           (5,617)               (295,880.00)$    310,210$          
Mar1007.
Mar1107. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1207. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1307. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1407. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1507. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1607. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1707. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1807. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar1907. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2007. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2107. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2207. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2307. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2407. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2507. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2607. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2707. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2807. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar2907. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar3007. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      
Mar3107. -                    -$                  -                    -$                  -                    -                    -$                  -                    -$                  -                    -$                      -                    -$                  -$                      

Total 409,964 4,744,520$       33,081 2,022,320$       0 28,301 438,265 4,667,890$      5,238 320,170$         28,301 (76,630)$          (27,843) (1,702,150)$     1,778,780$       

Notes: Total Replacement Cost 1,778,780$          
1) Production calculations based on daily WindowCouger unit commitment runs.

For the Units Off case, the model runs a fixed dispatch for the day as it occurred; Generation, Load, Sales and purchases are all as they actually occurred for the day.
For the Units On case, the model is made to run H5 at max of 560 MW, L-1 at 350 MW, L-2 at 340 MW, M-1 at 160 MW, M-2 at 170 MW, M-3 at 179 MW, I-1 at 469 MW x 24 hrs per day,
commit and dispatch generating units, dispatch purchases (use as needed), and keep load and sales as they occurred in the base case (unless higher capacity is demonstrated).

2) The production cost runs do not evaluate any potential lost interchange sales.
3) Runs can be reproduced;  Files are in  e:\pub\couger\2005\mmmddyy.inp
4) LaCygne 1 Add MWH represents the additional generation that could have been produced had the unit been available.
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