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CHARLES R. HYNEMAN
KCP&L GREATER MISSOURI OPERATIONS COMPANY

CASE NO. ER-2016-0156

Please state your name and business address.

My name is Charles R. Hyneman. My businessesfdis PO Box 2230, Jefferson City,
Missouri 65102.

By whom are you employed and in what capacity?

| am employed by the Missouri Office of the HabCounsel (“OPC”) as Chief Public
Utility Accountant.

What is the purpose of your direct testimony?

My testimony addresses OPC’s revenue requiremehtregulatory policies and cost of
service adjustments related to KCP&L Greater MigsdDperations’ (“GMO” or
“Company”) February 23, 2016 rate case filing. tdstimony includes certain OPC cost of
service adjustments that are necessary to estginisand reasonable rates for GMO when
the rates set in this case become effective. Tadgestments reference GMO'’s cost of
service adjustments found in Schedules RAK-1 thHmo®AK-4 attached to the direct

testimony of GMO witness Ron Klote.

EDUCATION AND EXPERIENCE

Please describe your educational background.

| earned an MBA from the University of MissouriColumbia and a Bachelor of Science
degree,cum laude in Accounting and Business Administration fromdiama State

University at Terre Haute.
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Q.

Please summarize your professional experiencetime field of utility regulation.

My professional experience as an auditor begah9®3 when | was employed by the
Missouri Public Service Commission (“Commission®) part of the audit division of the
Commission Staff's (“Staff’) accounting departmerts a member of the Staff from 1993
to 2015, | participated in rate cases and otheulaggyyy proceedings involving all major
electric, gas, and water utilities operating in #tate of Missouri. | also held various
positions including Manager of the Commission’s & City Auditing Office. | left the

Commission Staff in December 2015, holding the tmosiof Regulatory Auditor V, the

Staff's senior level auditing position.
Are you a Certified Public Accountant (“CPA”) li censed in the state of Missouri?

Yes. | hold a CPA license in the state of Missol am also a member of the American
Institute of Certified Public Accountants (“AICPA”)

What is the AICPA?

The AICPA in an organization that represents@RA profession nationally regarding rule-
making and standard-setting. The AICPA establisaecbuntancy as a profession and
developed its educational requirements, professginadards, code of professional ethics,
licensing status, and its commitment to serve th@ipinterest.

EXECUTIVE SUMMARY

Please summarize your direct testimony?

My testimony explains various policy positiorfstiee OPC in this rate proceeding and why
the Commission should apply these policy posititmsGMQO’s revenue requirement
proposal (“proposed cost of service”) in this reése. My testimony also supports several

cost of service adjustments proposed by our office.
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Q.

A.

Is GMO similar to other regulated electric utility companies in Missouri?

No, it is not. GMO is unique, at least in thats of Missouri, because it has no employees.
GMO owns and controls electric generation, transimsand distribution plant in service.
GMO's utility operations are managed by Kansas Edyer & Light Company (“KCPL")
employees. KCPL and GMO are electric utility dietss of Great Plains Energy
Incorporated (“GPE”). GPE is the holding compahiKtGPL and GMO.

Please list the withesses who will be filing dict testimony on behalf of the OPC in this

case and the issues that are addressed in their dat testimonies.

The following individuals will be filing directestimony on revenue requirement issues on
behalf of OPC in this case:

*Charles Hyneman - Regulatory policy, GMO’s impmope
accounting for natural gas and purchased poweriigdgarious
GMO cost of service adjustments.

*John Riley -GMO’s natural gas hedging policies &fIC hedging
adjustments.

*Lena Mantle — Changes to GMO'’s fuel adjustmenusta(FAC)
and prudent capacity costs.

*Michael Gorman —GMQ'’s capital structure and cdptasts

Does the fact that OPC does not address specif@/enue requirement issues in its rate
case testimony indicate that OPC is in agreement thi GMO’s ratemaking proposals

and proposed ratemaking adjustments?
No, it does not.

Does the fact that OPC does not address speci®&VO Commission rule violations in
its testimony in this case indicate that OPC belies other rule violations do not exist?
3
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A.

No, it does not. For example, based on pastcanmgnt GMO cases before the Commission
| have addressed several GMO rule violations aslates to GMO’s compliance with the
Commission’s Affiliate Transaction Rule. As of thate of its direct filing, OPC has not
conducted an affiliate transaction review of GMOfserations. However, this does not in
any way mean that OPC believes that GMO is in c@ngé with the Commission’s

Affiliate Transaction Rule.

REGULATORY POLICY

Q.

Please summarize the general regulatory policic®PC applied to the specific GMO
revenue requirement issues addressed by OPC in thigte case.

It is commonly accepted in the regulated utilitgustry a foundation of a utility’s revenue
requirement, as determined in a rate case proggeirthe recovery of reasonable and
prudent expenses. These are the expenses thaaassarily incurred in the provision of
regulated utility service. As will be describedelr in this testimony, reasonable expenses

are the minimum expenses that are necessarilyrettto provide utility service.

In addition to expense recovery, a revenue reougrg designed in a rate case allows utility
shareholders a reasonable opportunity to earnsamahle return (“profit”) on their equity

investment in the utility.

GMO'’s recovery of reasonable and prudent expeasewell as a reasonable profit is
necessary for GMO to fulfill its obligation to tipeiblic. GMO'’s obligation is to serve the

public. This service includes providing safe anedquate utility service at a reasonable
price (minimum cost) to its regulated utility custers.

The regulatory policies of the OPC, as put fortht$ direct testimonies, and the cost of
service adjustments proposed by OPC in this ca®e,dasigned to support GMO’s

fulfillment of its obligation to serve its Missowglectric ratepayers at a reasonable cost.
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Q.

Does OPC'’s policy positions and cost of serviadjustments proposed in its direct
filing support GMO'’s recovery of its prudently incurred and reasonable expenses and

provide GMO an opportunity to earn a reasonable retirn on invested capital?
Yes they do.

Is OPC proposing new approaches to two revenue regqament and regulatory policy

issues that have been problematic for GMO and the @nmission in the past?

Yes. In its direct testimony, OPC proposes aaable solutions to two regulatory issues
that have been problematic for GMO and other marte the Company’s past rate
proceedings. These issues are related to GMOigalagas hedging practices and the
design and structure of GMO’s fuel adjustment @aiBAC”).

What are OPC'’s proposals to address problems tii GMO’s hedging practices and its
FAC?

In her direct testimony, OPC witness Lena Mamnl#l propose changes to the FAC
structure and design. This proposal will stilloall for a very high percentage of current
FAC costs to flow through the FAC but also make BE#fC 1) more transparent and
manageable for GMO to administer, 2) easier forGbenmission to oversee, 3) easier for
OPC and other parties to monitor and audit in FAGdence audits, and 4) reduce the

number of errors GMO makes in its FAC.

It is a concern of OPC that the Company has madeseand included inappropriate costs in
its FAC on more than one occasion. These erroys m@art, be caused by the complexity
of GMO’s FAC. If the Commission adopts the FA©mosals outlined by Ms Mantle, it is

likely that the risk of GMO’s inclusion of inappnogte costs will be reduced to an

acceptable low level.
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OPC witness John Riley proposes a change in ho@®@Mduld employ its current hedging
policies. Adoption of these changes will providéeguards to GMO’s ratepayers protecting

them from excessive and imprudent hedging losses.

In addition to providing price protection to raagprs, OPC’s proposal also offers GMO an
opportunity to recover a reasonable level of hagitpsses related to the Company’s natural
gas fuel procurement. OPC also makes an alternptmeosal for GMO to return to its
hedging policy GMO found reasonable and pruderdrpgn 2005, which was to record
hedging gains and losses to below-the-line accadiant®oth accounting and ratemaking

purposes.

Q. Are the policy positions and cost of service adgtments recommended by OPC in this

rate case consistent with and supportive of the pmary purpose of the Commission?

A. Yes they are. The basis of OPC’s policies adgistments in this case is to serve the
interests of the rate paying public by protectirggainst the power of the natural monopoly
utility. OPC’s positions and adjustments in thisecaare entirely consistent with and

supportive of the Commission’s principle purpose serve and protect ratepayers.

Q. Are the ratemaking positions taken by OPC in thé case supportive of longstanding

Commission rate case policies?

A. Yes, they are. To the extent OPC takes a pasithconsistent with a longstanding
Commission ratemaking policy or contrary to decisieflected in a Commission Report
and Order, OPC will present new evidence for then@assion to consider in its
deliberations on that particular issue. For examph this testimony | will provide
additional evidence for the Commission to consasett relates to GMO'’s accounting for its

natural gas and purchased power hedging practices.

1 State ex. rel. Capital City Water Co. v. Publensice Commission, 850 S.W.2d 903, 911 (Mo. AppDWL.993). Citing State
ex rel. Crown Coach Co. v. Public Service Commissik¥9 S.W.2d 123 (1944).
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Q.

Are the positions taken by OPC in this case cois¢ent with and supportive of the

Commission’s rules as they apply to GMO?

Yes. In this rate case, OPC addresses its oomegth GMO’s compliance with two major
Commission rules for electric utilities. Theseemibre 4 CSR 240-3.16Electric Utility
Fuel and Purchased Power Cost Recovery Mechanisitiag Fand Submission
Requirementsa Commission Fuel Adjustment Clause rule (“FAC&Ruand Commission
Rule 4 CSR 240-20.030niform System of Accounts-Electrical CorporatidfidSOA
Rule”). The FAC rule will be addressed in the direestimony of OPC witness Lena
Mantle. | will address GMO’s compliance with ther@mission’s USOA rule later in this

testimony

Do any of OPC’'s positions taken in this rate ca&s require the Commission to

micromanage GMO'’s utility regulated or nonregulatedoperations?
No.

Has the Commission made comments in the recenagt expressing its concern about

potentially micromanaging Missouri utilities?
Yes.

Do you believe there may be some misunderstandindgp@ut ratemaking proposals by
parties to rate proceedings and actions that the Q@omission may consider as

micromanaging the utility?

Yes. The Commission’s powers were recently aratiactly listed at paragraphs 11 and 12
of the Staff's May 20, 2015 Complaint filing agai®&CPL and GMO in what is referred to
as the Allconnect complaint case (“Complaint”), I#€-2015-0309.

What is noteworthy in the Staffs Complaint is #gtatement that the Commission is

“charged with the supervision and regulation of lipultilities...” While the Complaint
7
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does not cite a specific definition of the phraBlack’s Law Dictionary, ¥ edition page
1452, defines supervision as the act of “managitiggcting, or overseeing persons or
projects.” Missouri statutes offers a general oatlfor the Commission’s authority to

oversee and regulate.

Powers of the Commission

11. Pursuant to Sections 386.250(1) and 393.140¢his
Commission is charged with the supervision andlagigm of public
utilities engaged in the manufacture and sale eftetity at retail
and is authorized by Section 386.250(6) to prontalgales which
prescribe the conditions of rendering public wtibervice. Pursuant
to this authority, the Commission has duly promtddaits Rule 4
CSR 240-20.015(2)(C) Affiliate Transactions, RuleC&R 240-
13.040(2)(A) Service and Billing Practices for Riesitial
Customers: Inquiries, and Rule 4 CSR 240-2.070 aintp.

12. Pursuant to Sections 393.140(2) and 393.2#e2°ommission
shall examine or investigate the methods employgcelbctrical

corporations and has power to order such adequase, and

reasonable improvements in the supply of eleggriag will best
promote the public interest, preserve the publalthe and protect
those using electricity. Section 393.270.1 stdtasd complaint may
be instituted as to any matter as provided in 8esti393.110 to
393.285.

The Commission’s primary obligation and respoliligfas to protect ratepayers. It does this
by allowing only reasonable, necessary, and pructesis to be included in utility rates. By
not including unreasonable, unnecessary, or imptuctests in rates the Commission is not

micro-managing the utility but merely fulfillingstmandate to protect the public.

The Commission has the power to “supervise” atytiind its operations. OPC believes,
when necessary, the Commission should employ twepof supervision. Employing the
Commission’s supervisory powers should not be cemsd as micromanaging the utility. It
should be considered using conferred authority totept utility ratepayers from
inappropriate and imprudent monopoly utility acton

8
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The Commission has great discretion to allow layuto continue to engage in activities that
create imprudent, excessive, and unreasonable ddetsever, it has no discretion to allow
such costs in utility rates. When setting ratea uility rate case, the Commission sits as
sole fact finder with authority to determine whasts are to be included and what costs are
to be excluded from a utility’s cost of serviceTherefore, the Commission has absolute
authority and an absolute obligation, subject ticjal review, to oversee and scrutinize the

costs included in a utility’s cost of service.

Are the regulatory positions and ratemaking adjstments proposed by OPC in this
case based on the premise that GMO has the burdehmroof to show that its proposed

rate increase will result in rates that are just anal reasonable?

Yes. GMO has the burden of proof to show the coraptenof its proposed increase in
utility rates in this case are just and reasonalblee Commission addressed this point in its
December 3, 2014 Report and Order in Case No. GR-2052, (“2014 Liberty Report and
Order”). As the Commission noted at ParagraphtlédtBurden of Progfthe burden of

proving the increased utility rate is just and ceable is on the ultility.

Did the Commission define its purpose in a ratease proceeding in its 2014 Liberty
Report and Order?

Yes. The Commission has declared its “guidingopse” in a rate proceeding is to protect
the consumer against the natural monopoly of thdigutility. The Commission stated that

its dominant “thought and purpose in setting rate$d protect the public. At paragraph 9 of
its 2014 Liberty Report and Order, the Commisstates!:

The Commission’s guiding purpose in setting rasetiprotect the
consumer against the natural monopoly of the pubiidity,
generally the sole provider of a public necessity[Z]he dominant
thought and purpose of the policy is the protectibthe public . . .
[and] the protection given the utility is merelgidental.”30
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Q.

A.

Did the Commission also define a “just and reas@ble rate” in its 2014 Liberty Report

and Order?

Yes. At paragraph &atemaking Standards and Practick& Commission defined a “just
and reasonable rate” as a rate as having threecc@nis: First, the rate must be fair to both
the utility and its customers. Second, the raténoemore” than is sufficient to provide
effective utility service. As defined by the Comsi@, the third component of a just and

reasonable rate is that it provides for a reasenalirn on the funds invested in the utility.
At paragraph 8 of its 2014 Liberty Report and @tde Commission stated:

A “just and reasonable” rate is one that is faibaoh the utility and
its customers;26 it is no more than is sufficientkeep public utility

plants in proper repair for effective public seevifand] . . . to insure
to the investors a reasonable return upon funds

invested.”27

Is the definition of a “just and reasonable costas a “minimum” cost necessary to
provide safe and adequate utility service a commoydaccepted definition in the

regulated utility industry?

Yes, itis.

GMO'’S INAPPROPRIATE ACCOUNTING FOR HEDGING COSTS

Q.

A.

What is hedging?

Hedging is a form of insurance where, like anynmon forms of insurance, a premium is
paid to an insurer willing to accept the risk tha insuree is not willing to take. In the
event of an auto accident or a fire, or significacteases in utility expenses, as is the risk
addressed by utility hedging, the insuree is caldrem absorbing catastrophic cost

increases.

10
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For a utility, there are several forms of hedgingdtilities sometimes engage in physical
hedges, such as entering into long-term coal amralagas purchase contracts to hedge
against future price increases. Utilities, espci@MO, also engage in financial hedges

such as purchasing natural gas futures contraets@mmaodity exchange market.

Finally, construction or an acquisition of a neawmer plant can serve as a hedge against

volatility and availability of energy to meet theaus of utility customers.

Is it necessary for an electric utility such a&sMO to hedge for purchased power and

natural gas fuel?

That depends on market conditions. In the loiwep low volatile natural gas and energy
markets that have existed over the past severes,yieere is a lot less, if any, need for an

electric utility to hedge.

Electric utilities like GMO must guard againstking to old outdated hedging policies that
were put in place in the past to address highlgtieland high-priced natural gas markets.
Even in those old markets, GMO’s hedging practisese found to be imprudent and
excessive and even GMO agreed not to seek rateemyoof a significant amount of its past

hedging losses.

Does the fact that GMO is slow to change and date its hedging practices surprise

you?

No, not at all. That is the nature of utilitpropanies. For example, for many years
companies that are not regulated monopolies hae b®ving away from very high cost
and burdensome defined benefit pension plansityidmpanies, however, have been very
slow to move away from these very high-cost andatetd employee pension arrangements.
It appears to be the same way for hedging poliwiés at least some of Missouri electric

utilities.

11
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Q.

A.

What is cross-hedging?

Cross hedging for GMO is GMO'’s hedging for puasbd power in addition to hedging for
natural gas as a fuel source. Cross hedging iadhef hedging ones position by taking an
offsetting position in another good with similaigar movements. GMO cross-hedges its
purchased power price exposure with the price tfrahgas on the NYMEX natural gas
futures exchange. Although the price movemenisuothased power and natural gas are
not identical, GMO believes they are correlatedigehtly enough to create a hedged

position as long as the prices move in the saneettn.

Cross hedging was originally adopted by Aquila;, pmior to 2005 and retained by GMO
when GPE acquired Aquila Inc. (now GMO) in 2008.reégards to GMO, cross hedging is
a strategy that requires the purchase by GMO eraptowpf natural gas futures contacts in
an effort to mitigate the volatility in on-peak egye prices. The gains or losses that are
accrued to GMO when the hedge contract settlethareapplied, in theory, to the price of
purchased power. Cross-hedging is similar to ahtgas fuel hedging except that it
attempts to mitigate price volatility in purchagemlver as opposed to natural gas as a fuel

source.
What should be the goal of natural gas hedgingf an electric utility?

It is not essential that an electric utility aut a heavy reliance on natural gas as a fuel
source to hedge. This is evident by the fact that Kansas Corporation Commission
(“KCC") has not allowed either KCPL or The Empirgsiiict Electric Company (“Empire”)

to engage in hedging transaction in its Kansasicenerritory. KCPL's and Empire’s

hedging plans did not meet the standards of the.KCC

The fact it is not essential for an electric tytilivith less than heavy dependence on natural
gas to hedge is also evident from the fact that GM® agreed not to hedge for its L&P

service territory operations.

12
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Given that it is not essential for GMO to hedde gjoal of GMO’s hedging program in a
low price and low volatile natural gas and purcdagewer market should not be price
volatility mitigation. Rather, the goal should bely to soften the blow to ratepayers of

significant price spikes in its purchases of natgas as a source of fuel.

Natural gas price mitigation in a non-volatilewtprice natural gas market, as has been and
is the current market, is a detriment to ratepay#rs a detriment as a hedging policy such
as GMO’s hedging policy requires ratepayers to fbey bill for millions of dollars in

hedging losses with no real associated benefit.

Ratepayers are interested in enjoying the berwdfilisis low cost natural gas market. They
are not interested in paying a premium or a sugehadder to this current low price natural
gas and purchased power market. They are not steerén paying additions costs through
GMO'’s FAC just to allow GMO to obtain “price cemdy” in its natural gas or purchased

power prices.
Has GMO'’s cross-hedging strategy been succes$tul

No. GMO'’s cross hedging strategy has forcedatspayers, more specifically MPS (GMO
does not hedge for its L&P service territory) ratggys, to pay multi-millions of dollars in
excessive hedging losses with little or no assediaatepayer benefit. GMO’'s cross-
hedging strategy has imposed significant finangettiments in the form of higher utility
rates on its MPS ratepayers for too long. Becthese excessive hedging losses have been
recovered by GMO through its FAC, there is litthepact on GMO’s shareholders from
incurring these large hedging losses. GMO'’s heglgwsts are simply pass-through costs

that do not in any way receive the scrutiny thesetee.

If GMO'’s hedging losses were removed from its F&@I it actually had to assume some
risk of non-rate recovery of these losses, maybeOGMshareholders would then apply
pressure to GMO management to stop the unneceassaryence of millions and millions

13
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of dollars of hedging losses each and every y#amay be that only when GMO moves
away from its current guarantee of rate recoverhailging losses through its FAC that
common sense and competitive pressures will pratieleequired incentive for GMO to act

in a prudent manner with respect to its hedgingtjoes.

OPC witness John Riley will sponsor OPC'’s adjustintie eliminate GMO’s cross-hedging

losses from its cost of service in this rate case.

Why did you only refer to GMO’s customers in its MPS service territory and not

GMO's customers in its L&P service territory in your previous answer?

GMO'’s costs are allocated between its custortieswere previously served by Missouri
Public Service Company and St. Joseph Light & Pa@@mpany. The official names of
the GMO rate districts are; 1) KCP&L Greater MissdDperations—MPS (“MPS”) and 2)
KCP&L Greater Missouri Operations — L&P (“L&P”).

OPC understands that GMO, in response to L&P ouests concerns, ceased its hedging
activities in meeting its L&P customers’ needs. sThinderstanding was confirmed in

discussions with GMO personnel.

Has L&P customers been elevated to a much bettgosition financially because GMO
agreed with L&P customers not to hedge in its L&P ervice territory?

Yes. GMO’s L&P customers have not been foraegay any part of the multi-millions of
dollars in hedging losses GMO charges its MPS austs through its fuel adjustment

clause.

Is it common for a utility to be allowed to hedg in part of its service territory and not

hedge in other parts of its service territory?

Yes. This is the current situation with both GMind KCPL. As noted above, GMO’s

sister utility, KCPL, operates in Missouri and Kass The Missouri Public Service
14
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Commission allows KCPL to continue to engage irurgtgas hedging but the KCC has

prohibited KCPL from hedging in its Kansas electritity service territory.

Q. In a past cases has the Staff been strongly ogsal to GMO'’s cross-hedging strategy
and raised serious concerns about excessive hedgilngses forced on GMO’s MPS

customers?
A. Yes, it has.

Q. Has GMO publicly stated that it had an “agreemeti’ to recognize its purchased power

hedging costs (cross hedges) as fuel expense?

A. As stated at page 32 of GPE’'s March 31, 2016u@exs and Exchange Commission
(“SEC”) Form 10-Q, Quarterly Report:

GMO's risk management policy uses derivative imsénts to
mitigate price exposure to natural gas price Mdiaih the market.

At March 31, 2016, GMO had financial contracts lace to hedge
approximately 61%, 35% and 11% of the expectedeakmatural
gas generation and natural gas equivalent purchpsegr price
exposure for the remainder of 2016, 2017 and 2@5pectively.

The fair value of the portfolio will settle agatrectual purchases of
natural gas and purchased power. GMO has desigitatedtural
gas hedges as economic hedges (non-hedging dezslati

In connection with GMQO's 2005 Missouri electriceratase, it was
agreed that the settlement costs of these contmotdd be
recognized in fuel expense

The settlement cost is included in GMO's fuel recgynechanism.

A regulatory asset or liability is recorded to eetlthe change in the
timing of recognition authorized by the MPSC. Remgvof actual
costs will not impact earningbut will impact cash flows due to the
timing of the recovery mechanism.(emphasis added).
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Q.

In this quote above, it states that in “GMO's 205 Missouri electric rate case, it was
agreed that the settlement costs of these contractsould be recognized in fuel

expense.” Is this a true statement?

No, there was no such agreement. GMO partiadpateCase No. EO-2011-0390 (“GMOQO’s
2011 FAC Case”). In this case, Staff expressembiserdisagreement with the GMO’s
interpretation of the language in the Stipulationl Agreement to GMQO’s 2005 rate case
(“2005 S&A”).

Staff made it clear in this case there wasarmotagreement that GMO’s cross hedging, or
hedging losses attributed to purchased power shmeilldharged to a fuel account. Five
years after this 2011 FAC case, in a SEC finamedrt, GMO still erroneously asserts that

there was an agreement as to the language in G%eSZA.

As will be described below, in GMQO'’s StipulationdaAgreement dated January 31, 2006,
the parties to this Stipulation and Agreement ayaeespecific Accounting Authority Order
(“AAQ”) language. This language allowed GMO to ost hedging gains and losses to a
purchased power account (account 555) and alsoftelaaccount (547). There was no
agreement that hedging settlement cost would begetiaonly to a fuel account. The
language is clear that there was an agreemertelging costs would be charged to both a
fuel account for natural gas fuel hedges and ahasexd power account for purchased power
cross-hedges. In is my professional opinion thisrily logical reading of the AAO and is
the professional opinion reached by the CommisSiaff who was the primary party in the
determination of the language of the AAO.

Was OPC a party to this Stipulation and Agreemet?

My review of the case documents indicates OPG nat a party to the Stipulation and

Agreement to GMQO'’s 2005 rate case.
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Q.

A.

Did you participate in GMQO’s 2005 rate case as member of Staff?

Yes. In addition, | was the primary Staff accangtvitness in GMO’s 2011 FAC case. In
this case | testified to the Commission that tiveas no agreement between GMO and the
Staff on the hedge accounting language includethenAAO and reflected in the 2005
S&A.

| maintained at that time as | do today that ndgasional accountant would ever agree that
GMQO's interpretation of this AAO language is cotrec even reasonable. Simply stated,
and as will be explained below, GMO'’s interpretatiof this AAO results in very bad

accounting.

Application of GMQO'’s accounting for GMO’s hedgimgsts is not in accordance with the
Federal Energy Regulatory Commission’s (“FERC”) fomnh System of Accounts
(“USOA"), is not in accordance with the 2005 S&Adais not consistent with very basic
generally accepted accounting principles (“GAAP”).

How is GMO’s accounting for its hedging lossesat in compliance with basic GAAP?

According to GAAP, one of the required elemeotsfinancial information is that it be
representational faithful. This means that therestnbe a correspondence or agreement
between a measure or description and the phenontleaibih purports to represent. The fact
GMO hedges for purchased power and records thituelsreflects a serious lack of
correspondence or agreement between the measatecf{pagainst volatility of purchased
power prices charged to Account 555) and how &hiepresented by GMO (as a cost of
natural gas fuel charged to Account 547).

Please summarize GMQ'’s natural gas and purchasgabwer hedging accounting.

GMO engages in hedging against price volatifidy both its natural gas fuel expenses

(account 547) and purchased power non-fuel expdiasesunt 555). These transactions
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are accomplished through financial hedges on thev Nerk Mercantile Exchange
(“NYMEX") futures market, the largest commodity tmés market in the world. NYMEX

trades in commodities such as natural gas, gty scopper, energy, and platinum.

GMO'’s hedging for fuel and purchased power resultgains (dollars received) or losses
(dollars paid) to NYMEX depending on the underlyipgce changes of the natural gas
commodity. Even if a hedging gain or loss is a pased power hedging transaction, it is

recorded to a fuel account (account 547), not ehased power account (account 555).
Is GMO required to keep its books and records iraccordance with FERC’'s USOA?

Yes. The purpose of Commission Rule 4 CSR 03D -“‘Uniform System of
Accounts—Electrical Corporations” is to direct ef@al corporations within the

Commission’s jurisdiction to use the uniform systeinaccounts prescribed by the FERC.

Electric utility fuel and purchase power expenaes contained entirely within FERC’s
USOA Account 501 Steam-Fuel, Account 518 Nucleael Fand Account 547 Other-Fuel

while purchased power expenses are recorded inudt&®5 Purchased Power.

Is GMO’s accounting for purchased power hedgindpsses in a natural gas fuel account

inconsistent with the requirements of the USOA?

Yes and therefore GMO’s hedge accounting presticolate Commission rule 4 CSR 240-
20.030.

What are FERC’s USOA accounting rules for naturdgas hedging?

FERC’s USOA accounting rules for hedging are adar@sn General Instruction No. 24,
Accounting for Derivative Instruments and Hedgirggivities Paragraph D which states:

24. Accounting for derivative instruments and hedging
activities.
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D. If the utility designates the derivative instremh as a fair
value hedge against exposure to changes in thevéire of a
recognized asset, liability, or a firm commitmeihshall record the
change in fair value of the derivative instrumemtaiccount 176,
derivative instrument assets-hedges, or account 2ébivative
instrument liabilities-hedges, as appropriate, vatltorresponding
adjustment to the subaccount of the item being &&ddrhe
ineffective portion of the hedge transaction shallreflected in the
same income or expense account that will be usesh e hedged
item enters into the determination of net incoinghe case of a fair
value hedge of a firm commitment a new asset biliig is created.
As a result of the hedge relationship, the newtasséability will
become part of the carrying amount of the item denedged.
(emphasis added)

Please describe how GMO’s purchased power hedgecounting is not in compliance
with General Instruction No. 24 of the USOA.

In transactions where GMO hedges against purcha®edr price volatility, the “hedged
item” referred to in General Instruction 24 is phased power expense in which is an
expense charged to FERC Account 555 and reflecte@BNIO’s income statement in
Account 555. In GMO'’s hedging against purchase gyoprice volatility, purchased
power expense - not fuel expense - is the purpbfieedhedge. This is the hedged item
referred to in General Instruction 24. In transeas where GMO hedges against on-
system fuel natural gas price volatility, the hetigem is natural gas fuel expense, which
is recorded in FERC Account 547, Fuel. The hedgiogts associated with these
transactions (hedging for on-system natural galspukchases) are appropriately charged
to a fuel account, as fuel is the “hedged itemthis type of hedge.

In accordance with the USOA, purchased power exgseage required to be charged to
FERC expense account 555. GMO’s purchased poweenses enter into the
determination of GMQO’s net income in Account 55Blatural gas fuel expenses are
required to be charged to FERC expense account6éll- GMO’s natural gas fuel
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Q.

A.

expenses enter into the determination of GMO’sinedme in Fuel account, Account
547.

Despite this very clear guidance provided by FER®ugh its General Instruction No.
24 to the electric USOA, GMO continues to recosd Account 555 purchased power
hedging losses directly to a fuel expense accdbespite purchased power being the
“hedged item” GMO, contrary to specific languageahae USOA General Instruction No.

24, charges this expense to fuel expense.

What are FERC USOA's definitions of the two fuelaccounts, Nos. 501 and 547, where

GMO is required to record its fuel costs?

The FERC USOA definitions of these fuel accounessirown below:

501 Fuel. A. This account shall include the cdduel used in the
production of steam for the generation of eledyjcincluding
expenses in unloading fuel from the shipping medid handling
thereof up to the point where the fuel enters trst boiler plant
bunker, hopper, bucket, tank or holder of the bdieuse
structure. Records shall be maintained to showgttamtity, B.t.u.
content and cost of each type of fuel used.

547 Fuel. This account shall include the cost @etid at the
station of all fuel, such as gas, oil, kerosenel, gasoline used in
other power generation.

What is FERC USOA'’s definition of purchased powe account, account No. 555,

where GMO is required to charge purchased power c¢s?

The FERC USOA definition of account 555 is showlote

555 Purchased power. A. This account shall inclindecost at
point of receipt by the utility of electricity purased for resale. It
shall include, also, net settlements for exchanfgelectricity or
power, such as economy energy, off-peak energyofepeak
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energy, spinning reserve capacity, etc. In additibie account

shall include the net settlements for transactiomder pooling or

interconnection agreements wherein there is a baigrof debits

and credits for energy, capacity, etc. Distinctchases and sales

shall not be recorded as exchanges and net amonulytsecorded

merely because debit and credit amounts are cowhhimethe

voucher settlement.
Was an issue very similar to GMO’s hedging accating issue raised by OPC in this
rate case also addressed by FERC in iSrder Reecting Proposed System Agreement
Arrangement (“Entergy Order”), Docket No. ER07-684-000 issuedy FERC on May

27,20077?

Yes. In its Entergy Order FERC directed Ente8grvices Inc. (“Entergy”) to revise its

accounting procedures for recording gains and $osseyas hedges.

This hedging issue was related to Entergy’s d@titd change the accounts in which it
recorded hedging gains and losses. The Louisian@licP Service Commission

(“Louisiana PSC”), acting as an intervener in tlase; argued the ineffective portion
(losses) of the hedge should be reflected in tinees@come or expense account to be
used when the hedged item enters into the detetiminaf net income. Because the
hedged item is natural gas and all natural gasscax# accounted for by Entergy in
Account 501, the Louisiana PSC argued the only twagflect the ineffective portion of

a cash flow hedge is to include the gains and $o$smn the hedging in the same

account.

The argument made by the Louisiana PSC againstrdgynie the same argument OPC
makes against GMO in this case. When GMO hedgpsotect against purchased power
price volatility, GMO’s hedged item is purchasedveo. Since all purchased power costs
are accounted for in Account 555, OPC argues & ¢hse, as the Louisiana PSC did in
the FERC Entergy case, the only way to reflectittedfective portion of GMO’s cash
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flow hedge is to include the gains and losses ftbe hedging in the same account,
Account 555.

How did FERC rule in this Entergy docket?

In paragraph 18 of the Entergy Order, FERC natedccounting rules for hedging are
addressed in General Instruction 24counting for Derivative Instruments and Hedging
Activities FERC then described that General Instruction2darequires gains and losses,
or ineffective portion, from hedge transactions ‘fedlected in the same income or
expense account that is used when the hedged i&msanto the determination of net

income.”

FERC concluded that in the Entergy case the “hedigaal’ is natural gas reflected in
Account 501, therefore the gains or losses on gdgés are to be charged or credited to

Account 501, as appropriate.

FERC then noted “the purpose of providing hedge®isnanage the price volatility
associated with natural gas burned at power s&tioRERC rejected Entergy’s proposed
accounting treatment and required Entergy to revésgrocedures to ensure that Account
501 is used to record gains and losses on gas fi¢dgeare used to manage the price
volatility associated with natural gas burned av@ostations.

Finally, FERC required Entergy to resubmit its 20tBRC Form No. 1 within 30 days
from the date of the order to properly report ta&ahce for Account 501.

Has the Commission previously allowed GMO to hage both for on-system natural gas

purchases and also to hedge for volatility in itsgrchase power costs?

Yes. The issue of GMO’s hedging for purchased powerscbsgan in GMO’s 2005 rate
case, No. ER-2005-0436 In the Non-Unanimous Stipulation and Agreement M@s

2005 rate case (“2005 S&A”) the Signatory Partiesluding GMO and Staff, agreed to the
22
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Q.

following language in the Stipulation and Agreeminserve as a basis for an Accounting
Authority Order (“AAQ”):

17. The Signatory Parties agree, for accounting ratemaking
purposes, that hedge settlements, both positivenagdtive, and
related costs (e.g. option premiums, interest ongmaaccounts,
and carrying cost on option premiums) directly tedato natural
gas generation and on-peak purchased power traorsacinder a
formal Aquila Networks- MPS hedging plan will bensidered
part of the fuel cost and purchased power costsrded in FERC
Account 547 or Account 555 when the hedge arrangense
settled. These hedging costs will continue to beonsed on a
Mark-To-Market basis, as required by Financial Aguing

Standard No. 133, with an offsetting regulatory easEERC
Account 182.3 or regulatory liability FERC Accowti4 entry that
recognizes the change in the timing of value reitmgn under

Financial Accounting Standard No. 71 . Aquila agrdere will be
no rate base treatment afforded to hedging expaeditrecorded
on the Mark-To- Market basis. Aquila agrees to namseparate
accounting in Accounts 547 and 555 to track the ghnep
transaction expenditures recorded under this agree01

Is it clear the language in this AAO required GMD to record fuel hedging costs to a

fuel account and purchased power hedging costs tgpairchased power account?

Yes, itis very clear. The 2005 S&A AAO reqEr€MO to maintain separate accounting in
Accounts 547 and 555 to track hedging transactigperditures recorded under this
agreement. GMO clearly violated the intent of @éiceounting described in this agreement

by never charging any hedging costs to account 555.

Is it clear that Staff's position on the languag of the AAO is consistent with OPC’s

interpretation in this direct testimony?

Yes. OPC and Staff are in complete agreemeittratates to the purpose and meaning of
the language in this AAO.

23



Direct Testimony of
Charles R. Hyneman
Case No. ER-2016-0156

a b~ W N P

»

10
11

12
13
14

15
16

17
18
19
20
21
22

23
24
25

The parties to the AAO agreed that, for both backounting (USOA) and ratemaking
purposes, GMO’s hedging gains and losses incursed eesult of hedging for fuel and
purchased power will be considered fuel (accouid) B4hd purchased power (account 555)
costs. To read this statement as meaning GMO leange purchased power hedging losses

to a fuel account stretches this plain language.

Has GMO violated and does it continue to violatéhe specific accounting requirements
of this 2005 S&A?

Yes. In the 2005 S&A, GMO agreed to “maintaipate accounting in Accounts 547 and
555 to track the hedging transaction expenditugesrded under this agreement.” Despite
GMOQO’s agreement to maintain separate accountinguimchased power account 555 and

track hedge transaction in this account, it hagndane so.

Is it your understanding that there is a much laver burden of proof applied by the
Commission in general rate cases than is applied kdhe Commission in single issue

ratemaking cases such as FAC prudence audits andility construction audits?

Yes, based on my experience before the Commisdibere is a higher burden of proof on

non-utility parties in single issue ratemaking caaed construction audits.

However, this case is a rate case, and the burfdanoaf should be placed on GMO once a
reasonable concern about a utility cost or actiigtyaised. In this direct testimony, | am
raising such a concern by offering the Commissiew evidence that GMO’s accounting
for its hedging activities is inappropriate and imotompliance with the FERC’s USOA. In
addition | show that GMQO’s hedge accounting is imotompliance with the 2005 S&A
AAO and not in compliance with GAAP.

This evidence includes the fact that GMO is requlvtg Commission rule to comply with
the FERC’s USOA and the only accounting guidancéhan FERC USOA on hedging

“General Instruction No. 24" clearly shows GMO'’sdige accounting is improper and a
24
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violation of the clear language of the USOA. Asaiik®d above, the ineffective portion
(hedging losses) of the hedge transaction shaktected in the same income or expense
(account 555 for purchased power) account that kel used when the hedged item
(purchased power expense) enters into the deteromnaf net income. GMO charging
hedging losses to a fuel account when the hedgedig purchased power costs, it clearly a
violation of the USOA.

Finally, | provide evidence of an actual FERC oakere, under very similar circumstances,
that agency ordered Entergy to charge natural gasgimg losses to a fuel account in
accordance with General Instruction No. 24. Thikdates that, if GMO’s hedge accounting
was challenged at FERC, the exact same result wamddr. FERC would order GMO to

stop its accounting and to resubmit its FERC fir@rgtatements within a short period of

time.

Through data requests has OPC asked GMO on if gought the opinion of any CPA or
any accounting expert outside of its regulatory aaunting utility Staff as to the

appropriateness of GMO’s hedge accounting?

Yes. Despite the significant controversy oveavesal years surrounding its hedge
accounting, GMO indicates it has never sought thieian of any expert outside of its

regulatory department utility employees.

What action is OPC asking the Commission to tak&vith respect to GMQO’s hedging

accounting?

OPC believes GMQO'’s purchase power hedging loasegmprudent and should be excluded
from its cost of service in this case. This issuaddressed in the direct testimony of OPC
witness John Riley. However, to the extent the @@sion continues to allow rate

recovery for GMO’s imprudent purchased power heglgiosts, it should require that
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hedging losses incurred to mitigate purchased pdwedging costs should be charged to
FERC Account 555.

If the Commission does not order a change in GM® accounting for its hedging costs,
should the Commission order that GMO seek accountgnguidance from the FERC on
whether or not its hedge accounting is in accordamowith the FERC USOA?

Yes. While the evidence provided in this testity should be sufficient for the Commission
to conclude that GMO’s hedge accounting is notdooedance with the USOA or even
complaint with the 2005 S&A, OPC believes, at aimum, the Commission should direct
GMO to seek guidance from FERC on this issue.

EXPENSE TRACKERS IN RATE BASE

Q.

What is OPC'’s position on the inclusion of GMO’sxpense trackers and GMO’s

other miscellaneous deferred expenses in its rat@ase in this case?

A.

OPC'’s position is no expense trackers or defeepgpense projects, with the exception of
legitimate prepaid assets and liabiliies and GMQ@isestment in Demand Side

Management (“DSM”) programs, should be includedsirate base.

Expense trackers are simply mechanisms to trackdliment by the utility and the direct
rate recovery by the utility of normal and recugriatility operating expenses recovery.
With the exception of prepaid pension/OPEB asséiability and DSM assets, none of
GMO'’s deferred recurring operating expenses shdd classified as shareholder
investments and included in rate base. Deferrgemses should not be included in rate

base as they are not prepayments, working capitalther capital investments.

Similar to expense trackers, GMO'’s deferred expesseh as GMO'’s latan 1 and latan
2 construction accounting deferrals, are not ragelassets. These deferred expenses are

simply the result of special accounting and ratantakreatment afforded these normal
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and recurring operating expenses by the Commisslarsubstance, these deferrals are
nothing more than a special allowance for GMO tfedeoutine utility expenses such as
depreciation, property tax, operation and mainteeaand fuel outside of a rate case test

year.

Are GMO’s deferred construction accounting expeses similar to expenses the
Commission has, in the past, afforded special accoting treatment under an

Accounting Authority Order?

Yes, they are similar to expenses the Commissias allowed to be deferred on a
utility’s balance sheet under an AAO. They areilsimin that they are routine and
ordinary utility expenses attached to an eventithabt part of normal utility operations,

such as a major ice storm or major utility plamitouction projects.

Essentially, these income statement expenses areaptal” costs that would normally
be recorded as an asset or liability on the utdityalance sheet. Capital costs are the
types of costs that may qualify for rate base tneat but “period” costs or expenses do
not. Period costs are “expensed” or charged tonecin the year incurred. Capital costs
are investments that benefit utility service ovepexiod of years. Period costs, or
expenses, are not investments as they providetooefperiod benefit and do not qualify

for rate base treatment under current Commissiatetines.

Is it typical for period costs deferred under aCommission AAO to be included in

rate base?

No. For example, GMO and KCPL have a historyseturing special accounting
treatment for its deferred ice storm costs. These storm costs, while afforded
regulatory asset treatment by the Commission, ak imcluded in rate base for
ratemaking purposes. The rate recovery of thegerses by GMO was obtained
through income statement amortizations. There wagcovery “of” the expenses

27
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Q.

through the amortization to expense, but not awvego “on” the expenses through

inclusion in rate base.

In a previous Report and Order, did the Commission express its position on the tgs
of costs eligible to be included in rate base antidse costs that are not appropriately
included in rate base?

Yes, it did. In itsReport and Orderin KCPL's 2006 rate case, ER-2006-0314, the
Commission addressed this issue. The Commissiserided that additions to rate base
must be an “asset”. The Commission also descrined'asset” as “some sort of

possession or belonging worth something that isealor controlled by the utility.”

Did the Commission, in its ER-2006-0314&Report and Order, include language

relevant to KCPL’s proposal to include expense trakers in its rate base in this case?

Yes. The Commission stated to include expemsggts in rate base, as KCPL proposed,
was making a “mockery” out of what constitutes terhase asset. The Commission

stated:

"....In order for an item to be added to rate basenust be an
asset. Assets are defined by the Financial AccogntStandards
Board (FASB) as 'probable future economic benefiitained or
controlled by a particular entity as a result oftpmansactions or
events' (FASB Concept Statement No. 6, ElementSirmdncial

Statements).

Once an item meets the test of being an assetist also meet the
ratemaking principle of being 'used and usefuthi& provision of
utility service. Used and useful means that thestass actually
being used to provide service and that it is attuaéeded to
provide utility service. This is the standard a@aptby many
regulatory jurisdictions, including the Missouri g Service
Commission."

The Commission finds that the competent and sutigtavidence
supports the position of Staff, and finds this esguStaffs favor.
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While KCPL's projects appear to be prudent, KCPbdprced
insufficient evidence for the Commission to finathhese projects
rise to the level of an asset, on which the compaouyld earn a
rate of return.

What is at issue is not whether a project is a bpbbe future
economic benefit", as KCPL asserts in its briefats at issue is
the remainder of the FASB definition Mr. Hynemarotgd, which
is "obtained or controlled by an particular entiya result of past
transactions or events."

In other words, an asset is some sort of possessidielonging
worth something. KCPL obtains or controls assetszhsas
generation facilities and transmission lines.

To attempt to turn an otherwise legitimate managenegpense,
such as a training expense, into an asset by dghba "project”
makes a mockery of what an asset really is, whickome type of

property.

Using KCPL's argument, any expense is potentiaflyaaset by
simply calling it a "project”, and thus could becluded in rate
base. KCPL's projects do not rise to the levelraitk base.
(emphasis added)

Do you believe GMO must meet its burden of proothat the expense trackers and
other deferred expenses it seeks to include in ratease in this rate case meet the

specific standards for rate base inclusions develed by the Commission in its ER-
2006-0314 Report and Order?

A. Yes. Unless GMO can provide evidence thatiitgpsal to include expense trackers and
other normal utility expense deferrals in rate bassets the Commission’s standards
outlined above, the Commission should not suppat¢ base inclusion of expense
trackers. The Commission should apply the verye‘rbase inclusion” standards it
applied to KCPL in its 2006 rate case to GMO irs tfate case.
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Q.

In its direct filing did GMO provide any support for rate base inclusion of expense

trackers and deferred construction accounting expese projects?

No. In the testimony of GMO witness Ron Klole, stated certain expense trackers were
included in rate base as a result of past Stimratand Agreements to settle rate cases.
That was his only support for including these exgasnn GMO'’s rate base.

What trackers and deferred construction accountig expense projects has GMO

included in its rate base in this case?

These individual trackers and deferred consioaciccounting expense projects are listed

below:
Rate Base @ Revenue
12/31/15 Requirement @
(cut-off) KCPL ROE
latan 1 & Common Regulatory Asset $5,222,168 $579,661
latan 2 Regulatory Asset $14,324,053 $1,589,970
Regulatory Asset - ERISA Minimum Tracker-Elec $2,779,089 $308,479
Regulatory Asset - ERISA Minimum Tracker-Steam $140,738 $15,622
Reg Asset - FAS 87 Pension Tracker $35,370,117 $3,926,083
Reg Asset (Liab) - OPEB Tracker (S5,986,847) (5664,540)

What tracker amounts does OPC recommend the Comission exclude from GMQO’s

rate base in this proceeding?

Based on discussions with GMO personnel, OPCerstdnds the ERISA Minimum
trackers represent GMQO'’s prepaid pension assets [iGMO’s acquisition by Great
Plains Energy. In addition, GMO’s Regulatory Ligli— OPEB tracker also represents
a ratepayer prepayment of GMO OPEB expense. Tdmesthe only trackers in GMO'’s
rate base that qualify as rate base investmentselsblder or ratepayer prepayments)
under the Commission’s ER-2006-0314 Report and Qate base inclusion guidelines.
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SOLAR ELECTRICAL PRODUCTION TRAINING FACILITY

Q. Did GMO include the estimated costs of a solarectric production training facility
associated with Case No. EA-2015-02567

A. Yes. GMO included a plant estimate of $6,031,#2GMOQO'’s rate base for this training

facility. This facility is currently under consttion but GMO expects this facility to be
completed by the true up date in this rate cas&®OGvas authorized to construct this
facility by the Commission’s March 2, 2016 RepondaOrder in Case No. EA-2015-
0256. This facility is addressed at page 12 of GMihess Ronald Klote's direct
testimony in this case:

Q: Was there an adjustment to include the solactrgal
production facility contemplated in Case No. EA-3@I256 in
rate base?

A: Yes. As part of Case No. EA-2015-0256, GMO madequest

for permission and approval of a Certificate of RuGonvenience

to construct a solar electrical production facilitfhe solar

electrical production facility is anticipated to lmeservice prior to

the true-up date in this case. As such, a projezmtedunt has been
included in this direct filed case with actual amtsuincurred

expected to be included at the true-up in this cate.

Q. Did OPC appeal the Commission’s EA-2015-0256 Rep and Order?

A. Yes. OPC challenges the lawfulness and reasenab$ of the Commission’s findings
and conclusions issued in its March 2, 2016 RegadtOrder.

Q. Does GMO need this solar facility to provide s& and adequate service to its
customers?
A. No and OPC believes the Court of Appeals wilerun our favor on this matter.

31



o 01 b~ W

10
11

12

13
14
15
16

17
18
19
20
21

22

23
24

Direct Testimony of
Charles R. Hyneman
Case No. ER-2016-0156

GMO'’S SUPPLEMENTAL EXECUTIVE RETIREMENT PLAN (*SERP_ ")

Q.

A.

What is a SERP?

According to the IRS’ June 20TM¥onqualified Deferred Compensation Audit Techniques
Guide (“IRS Audit Guide”)a SERP is a nonqualified deferred compensation PRQ
plan. According to the IRS Audit Guide, SERPs am@intained primarily for a select

group of management or highly compensated employees

A SERP is designed to supplement qualified retirldmgans such as GMOs all-
employee defined benefit pension plan. SERPs aglisimthis by "making up"” for the

benefits unavailable to the base qualified pengiam due to IRS employee maximum
compensation limits on the qualified pension plarhe SERP plan usually covers only

the company’s highest compensated employees.
Are there different types of SERPs?

Yes. One type of SERP is a basic restorati@m.plA basic restoration SERP plan is
created solely to restore benefits an employee dvedeive if the IRS had no maximum
income restrictions for qualified pension plansisTis the only type of plan in which the

associated expenses should be considered for ioliursa utility’s cost of service.

Another type of SERP is a Restoration Plan “PIuER8. Because of a company’'s
freedom to design a SERP as it wishes, it can dechll types of compensation and other
executive benefits in the SERP. The expenses asedawvith a SERP Restoration Plus
Plan, to the extent they exceed a basic SERP R#istoPlan, should not be included in
a utility’s cost of service.

What type of SERP is GMO’s SERP?

GMO'’s SERP can be classified as a SERP Respor&tius plan as the benefits provided

by GMQO’s SERP are not restricted solely to thearedion of pension benefits limited by
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IRS compensation restrictions. In addition, GMSERP benefits are based, in part, on
certain types of executive compensation such asirgm-based and equity-based

compensation.
What is the difference between a NQDC and qual#d deferred compensation plan?

According to the IRS Audit Guide, NQDC plans dmt provide employers and
employees with the tax benefits associated witHiftph plans because NQDC plans do
not satisfy all of the requirements of IRC § 401(&MOQ'’s all-employee pension plan is
a qualified plan while its SERP is a non-qualifipldn. Because GMO’s SERP is a
nonqualified plan, GMO’s management and Board ak@ors are free to design the

SERP in virtually any manner desired.

GMO has included in its SERP, pension benefits #matbased on executive bonuses,
stock compensation, and other compensation thaCtmemission has not recognized as
reasonably included in its cost of service. Howgedee to the cost in terms of dollars
and work hours required in separating past SEREfligrnto 1) basic SERP restoration
plant benefits (which the Commission has alloweth¢dncluded in cost of service) and
2) SERP Plus benefits based on executive bonusesings-based compensation and
equity based compensation (which the Commissiombtallowed to be included in cost
of service, OPC believes its adjustments to GM(ERB provide a reasonable level of

SERP expenses in this case.

Has OPC included a prudent and reasonable levedf GMO’s recurring SERP

payments in its cost of service in this rate case?

Yes. OPC is proposing a reasonable and prudentiadized level of actual monthly
recurring SERP payments made by GMO to its formescetives and other highly-

compensated former employees.
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Q.

A.

Is OPC agreeable to potentially increasing itsnoposed level of SERP expense?

Yes. OPC is proposing rate recovery of 100 parcé the SERP dollars proposed by
GMO, as adjusted, that GMO incurs and pays to foruieS executives. OPC believes
GMO made a reasonable attempt to adjust this amouatrelatively reasonable level.
This amount is $123,806 on an annual basis.

However, GMO also included a level of SERP charfgesetired KCPL executives. In
2015 KCPL made SERP payments in the amount of $9%d former KCPL executives.
OPC understands that most of these former exesutatged from KCPL prior to GPE
acquiring GMO in July 2008.

To the extent that KCPL SERP payments are madedoudéive retirees who retired prior
to July 2008, they did not provide any benefits<a®O and no KCPL SERP costs for
these retirees should be charged to GMO. If GM@ sfzow that these former KCPL
retired executives did provide benefits to GMO,nt@PC is willing to increase its

proposed SERP adjustment to reflect a reasonabtdarahese benefits.

Does GMO allocate the dollar amount of SERP payants between pension expense

and plant in service?

Yes. GMO allocates a portion of SERP payment&doount 926, Pensions and Benefits,

and construction work in progress (“CWIP”) plantagnts.
Is it appropriate accounting to capitalize SERFpayments to CWIP?

No. Pension costs recorded under accrual atrmuiithe method of accounting for
GMQO'’s all-employee defined benefit pension plamresent costs incurred by GMO for
employees services performed currently. The cb#iese employee services are placed

in a pension trust to be paid to employees aterai@nt.
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It is appropriate under accrual accounting thatogign of the pension costs incurred
currently by GMO be capitalized to CWIP. Thesetgoare capitalized as utility
employees perform services that benefit not onlyrezu utility operations and

maintenance, but utility plant construction operasi as well.

However, the utility does not benefit in currenilityt operations or in its capital plant
operations from the services provided by retirathier executives. The SERP payments
made by GMO currently are very similar in natureghte payments from its all-employee
pension fund that it provides to all retirees. Tdayments to GMO retirees from its
pension fund are not capitalized to CWIP nor shqudgments for SERP expenses be

capitalized as they do not provide a benefit to G8A@ility operations currently.

Is OPC proposing that GMO remove all past capithized SERP expenses from its

utility plant accounts?

Yes. This is OPC’s recommendation unless GM® slaow why SERP payments are

appropriately capitalized to plant in service.

RATE CASE EXPENSE

Q.

A.

What types of costs are included in GMO'’s propad rate case expense?

As reflected in GMO workpaper CS-80, GMO is seglrate recovery of current rate case
expenses for consulting services, engineering casyilegal costs, employee meals, and
mileage reimbursement. As of December 31, 2015 Gad€erts that it has incurred

$223,724 in current rate case expense. GMO issaksking rate recovery in this case of rate

case expenses it incurred more than four yearsedged to its 2012 rate case.
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Q.

A.

Has OPC reviewed these current rate case expender reasonableness and prudency?

No. To the extent it appears GMO’s proposeé Ese expense includes costs that are
excessive, unreasonable or imprudent, OPC may peopo adjustment to these expenses

later in this rate case.

What is OPC’s position on the appropriate allocabn of rate case expense between

ratepayers and shareholders in a utility rate case?

OPC supports the adjustment methodology of ating rate case expense based on the ratio
of the dollar revenue requirement ordered by then@wssion as reasonable to the dollar
revenue requirement sought by the utility in tretercase. This adjustment methodology
was ordered by the Commission in its Report an@rdKCPL's ER-2014-0370 rate case.
Since this Commission Order, this has also beenr#te case expense adjustment

methodology advocated by the Staff in utility resses.

In its Report and Order in Case No. ER-2014-037@id the Commission develop a

systematic and rational approach to the allocatiomf rate case expense?

Yes it did. Some portion of rate case expensgy be “disallowed” based on
reasonableness and imprudence. However, expesaowdiance was not the substance of
the Commission’s position on rate case expends ER-2014-0370 Report and Order.

The Commission’s position was based on the apijgitéo rate case expense of reasonable
and prudent cost allocation principles. To obtainuaderstanding of the Commission’s
stated position on rate case expense in its ER-Q878 Report and Order, it is important
not to confuse the Commission’s creation of a nealsle and appropriate cost allocation
adjustment with a “rate case expense” disallowaalpestment. Disallowance adjustments
are applied to inappropriate cost of service expersuch as lobbying and charitable

contributions.
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Q.

Is it appropriate to allocate rate case expensesmilar to other utility expenses that

are allocated to shareholders?

Yes. Like every other utility expense, rate cagpense is subject to an allocation to the

parties that benefit from the incurrence of theemge.

For example, GMO has no employees. GPE as angolbmpany has no employees.
None of GPE’s nonregulated entities that performregulated services have employees.
All employees involved with GMO are KCPL employeetherefore, for accounting and
ratemaking purposes, KCPL has to allocate the pawral benefits costs of KCPL
employees to the companies that benefit from thek yperformed by KCPL employees.

This allocation by KCPL should be done on a “systicrand rational” basis.

This is the same type of allocation adjustmenhoalogy created by the Commission for
rate case expense in KCPL's last rate case. Thar@ssion found that rate case expense
benefits both ratepayers and shareholders anldaagd the cost to both entities based on a

systematic and rational allocation factor.

Similarly, the cost GMO incurs to process a rateecprovides a benefit GMO'’s ratepayers
to the extent the cost was incurred to secure gast reasonable rates. Costs that are
incurred by GMO to secure rates that are highem fhat and reasonable do not benefit
ratepayers. In fact these costs, if included ist @ service, would be a detriment to
ratepayers. The Commission’s allocation methodolprevents ratepayers from being
charged costs that were incurred to raise utéitgs above what the Commission determines

is a reasonable level.

In summary, costs that GMO incurs to increasesraver and above what the Commission
determines are fair and reasonable rates shouldencitarged to ratepayers. Similarly, rate

case expenses that are determined to be excassreasonable, and imprudent should also
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not be charged to ratepayers. That is a very simghsonable, and appropriate way to view

the issue of cost responsibility for rate case rgpe

What is the normalization period assumed by OPGn determining the annual and
normalized level of rate case expense to include BMQO’s cost of service in this rate

case?

OPC is proposing a normalization period for icdse expense of four years. GMO filed its
previous case, ER-2012-0175 on February 27, 2@MO filed this rate case on February
23, 2016, four days short of four years. Becaub&OCGhas an FAC, four years is the
maximum period of time GMO is allowed to recovestsounder an FAC without filing a

rate case to reset its base fuel and purchased posis.

In addition to the rate case expense GMO has ingred in this current rate case, is it

also seeking to recover residual rate case expenséprevious rate cases?

Yes. In this current rate case, GMO is propgsmrecover past expenses incurred in

GMO'’s last rate case, which occurred four years ago

Is it appropriate for GMO to include in rates in this case dollars it incurred to

prosecute a rate case four years ago?

No. There are several reasons why this is irgpgate. In this testimony | will discuss

two of these reasons.

First, while it is not required by the FERC USOARIisi customary in Missouri for utilities
to seek Commission authority to defer expenses r@guatory asset in FERC account
182.3 outside of a rate case test year. To my lediye, GMO has not sought nor
obtained approval by the Commission under an ActwogrAuthority Order (“AAQO”) to
defer its post 2012 test year rate case experdaesh a deferral is necessary to allow for

the possibility of including these 2012 rate caspe@ses in a future rate case. Without
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these costs being deferred on GMO'’s balance stiest,would have been required to be
expensed on GMOQO’s income statement in the yearried and be considered “expired

Costs”.

As will be discussed below, under the USOA, howe@W¥ O is required to justify its
deferrals of expenses to account 182.3 outsiderafeacase test year. In its direct filing

in this case GMO has not provided such a justificat

Q. Is OPC asserting Missouri utilities must seek Comnssion approval under an AAO

to defer expenses outside of a rate case test year?

A. No, not at all. In fact, just the oppositengd. Missouri utilities need not and should not

involve the Commission in decisions related todkéerral of expenses in FERC account

182.3, Other regulatory assets outside of a rage.ca

The Commission requires utilities in Missouri tongady with the FERC USOA.
Commission involvement in regulatory asset defatealisions is not a requirement of the
FERC USOA. The FERC USOA allows utilities to detxpenses in regulatory asset
account 182.3 if the utility 1) is not currentlycoxering these costs in rates and 2) utility
management believes the expense is “probable” tafduate recovery. FERC account
182.3 reads as follows:

182.3 Other regulatory assets. A. This accounll sihadude the
amounts of regulatory-created assets, not incladiil other
accounts, resulting from the ratemaking actionsrejulatory
agencies. (See Definition No. 30.) B. The amoimtkided in this
account are to be established by those chargeshwoald have
been included in net income, or accumulated otberprehensive
income, determinations in the current period uniher general
requirements of the Uniform System of Accounts foutit being
probable that such items will be included in aeatiint period(s)
for purposes of developing rates that the utilgyauthorized to
charge for its utility services. When specific itBoation of the
particular source of a regulatory asset cannot Ademsuch as in
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plant phase-ins, rate moderation plans, or ratelilation plans,

account 407.4, regulatory credits, shall be crediiehe amounts

recorded in this account are generally to be clthrgencurrently

with the recovery of the amounts in rates, to #ime account that

would have been charged if included in income wheaurred,

except all regulatory assets established throughudie of account

407.4 shall be charged to account 407.3, regulatepits,

concurrent with the recovery in rates. C. If rageavery of all or

part of an amount included in this account is thsatd, the

disallowed amount shall be charged to Account 42@%her

Deductions, or Account 435, Extraordinary Dedudidn the year

of the disallowance. D. The records supportingehgies to this

account shall be kept so that the utility can fsinnfull information

as to the nature and amount of each regulatoryt asdaded in

this account, including justification for inclusiai such amounts

in this account.
Please explain why, under the FERC USOA, federabbnd state regulatory
commissions are not required to be involved in thelecision whether or not a

particular expense is deferred as a regulatory assen FERC account 182.3.

FERC puts that responsibility directly on théity management. That is why FERC and
state utility commissions are not required to appra utility’s deferral of expenses
outside of a test year as a regulatory asset; motstheir responsibility to make this
decision. While this has been the process employddissouri for many years, it is not

necessary and it adds an unnecessary burden @othmission.

As described above, FERC noted in Account 182.3& th utility must be able to
“furnish full information as to the nature and ambaf each regulatory asset included in

this account, including justification for inclusiah such amounts in this account.”

In the current AAO practice in Missouri, does the Commission make decisions
about the probability of rate recovery of deferredexpenses at issue in an AAO case

when it approves an AAO?
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A.

Yes and that is problematic. If the Commissauthorizes a utility to defer expenses to
account 182.3 the Commission is effectively tellitg utility the costs that are the
subject of the AAO are “probable of recovery” irtte rates. That is the standard or
requirement for costs to be deferred to account3l82owever, the Commission in its
AAO consistently states it is not making any ratkimg determination. That is a

contradiction.

FERC Account 182.3 states that dollars chargedit @ccount are probable of being
included in “rates that the utility is authorizeal ¢harge for its utility services.” When
the Commission orders a utility to charge expertseaccount 182.3, it is making a
declarative statement these costs are probabletwiefrate recovery. FERC places this

decision on utility management and, in the futtiness Commission should do the same.

Please summarize OPC’s primary reason why GMOQO’sate case expenses incurred
four years ago should not be included in its ratease cost of service in this rate case.

In accordance with the FERC USOA, regulatoryeasteferral decisions made by utility
management outside of rate case test year musfusbBed. GMO has provided no
justification in its direct filing why this Commigm should include routine rate case
expenses incurred four years ago in 2012 in thils2@te case. Until GMO provides
sufficient justification why these past expensesusth be borne by current ratepayers, the

Commission should not allow these cost in GMO’s cbservice.

What is a secondary reason why OPC’s GMOQO’s ratease expenses incurred four
years ago should not be included in its rate casest of service in this rate case?

Under the rate case expense methodology ordeyetie Commission in its ER-2016-
0314 Report and Order, GMO has already recoverezhrmore than a reasonable share

of these past rate case expenses from its ratepayer
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In GMO'’s last rate case, No. ER-2012-0175, GMOgétba total (between MPS and
L&P) rate increase of $83.5 million. In its Janu8r 2013 Report and Order in that case
the Commission determined that a just and reaserabéd increase was $49 million, or
59% of what GMO sought. Under the Commission’s enirrrate case expense
adjustment methodology, GMO would allocate 59%t®fate case expense to ratepayers

and 41% to its shareholders.

Applying this reasonable and fair ratemaking methogly for rate case expense, any
residual rate case expense dollars remaining on GNdGoks from its rate case four
years ago can easily be assigned to its sharelsoldérhile OPC is not proposing GMO
apply this Commission rate case expense adjustnedraspectively, if this had been
done, ratepayers would be entitled to a refund gibdion of the rate case expenses

recovered by GMO since its last rate case.

INCOME TAX EXPENSE

Q.

A.

Is OPC proposing an adjustment to GMO’s incomedx expense?

OPC is not proposing a dollar adjustment at plast. As will be described below, OPC
is asking GMO recalculate its current and defeiredme tax expense and remove any

“current” income taxes from its income tax cossefvice request in this rate case.

Have you reviewed GPE’s Securities and Exchanggommission (“SEC”) Form 10-
K Annual Report (“10-K”) to determine the level of income taxes paid by GMO in

2015 and in past years?

Yes. While GPE, GMO and KCPL'’s parent compaeghnically files the 10-K with the
SEC, KCPL and GPE operations are reflected separatethis report. GMO’s
operations are not reported separately like KCPLcbmbined with the parent company

GPE’s operations.
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In its 2015 10-K, GPE stated KCPL did not pay eatrincome taxes in 2013, 2014 and
2015. Page 104 of this 10-K also reflects GPE paid¢urrent income taxes in 2013 and

2015 and paid only a small amount of state incaared in 2014.

Have you reviewed GMO’s FERC Form 1, Annual Repd to determine the level of
income taxes paid by GMO?

Yes. | reviewed GMO's last five years of infaation provided in its FERC Form 1. The
chart below reflects GMO has paid no federal incamees during this period and a

relatively small amount of Missouri income taxes:

Federal
Income | Missouri
Taxes Income
Year Paid Taxes Paid
2011 S0 $14,448
2012 SO $25,203
2013 SO $198,000
2014 SO $12,992
2015 SO (5620)
GMO FERC Form 1, Annual Report page
262

How does GMO file its federal income tax forms Wh the Internal Revenue Service?

As described in GMO’s FERC Form 1, GPE and uibstdiaries (including KCPL and
GMO) file consolidated/combined federal income testurns. Income taxes for
consolidated or combined subsidiaries are alloctidte subsidiaries based on separate
company computations of income or loss. For rateémgagurposes, GMQO’s income tax
provision includes taxes allocated based on itsrs#@ company income or loss. Due to
its accumulated of net operating losses, in parvedr by very generous bonus

depreciation tax deductions, GMO has not paid nmetaxes for several years.
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Q.

Are the transactions you described above subjett GMQO'’s requirements under the

Commission’s affiliate transaction rules?

Yes, they are. However, OPC did not includeexaew of GMO’s compliance with the

Commission’s Affiliate Transaction Rule as a pdrit®audit scope in this rate case.

Have you reviewed GMO's Internal Revenue Service Fm 1120 (federal income tax
return) for the years 2010 through 20147

Yes. GMO provided its federal income tax retuims2011 and 2014 in response to Staff
Data Request No. 184 in this rate case. GMO pealits 2010, 2012 and 2013 federal
income tax returns in response to Staff Data Redues284 in Case No. ER-2014-0370.

My review of GMO’s tax returns for 2010 through120support the facts reported in
GMO’s FERC Form 1 and GPE’s Form 10-K. GMO hasl pe federal income taxes
for at least the period 2010 through 2014. GM@4 2 federal income tax return will
not be available until after September 2016. Bu&MO'’s significant accumulation of
future tax deductions to offset future utility ték&@ income (net operating loss
carryforwards), it is unlikely that GMO will pay wrfederal income taxes for several

years.

Is GMO requesting rate recovery of current incone tax in its cost of service in this

rate case?

Yes. Despite the fact the GMO has paid no faldecome taxes since at least 2009 and
there is little or no chance of GMO will pay anyléeal income taxes in 2016 and in the
near future, GMO is requesting $21.1 million inremt income taxes in this case. This
request is reflected in Schedule RAK-7 Income Tetxedule attached to GMO witness

Ron Klote’s direct testimony.

44



10
11
12

13

14
15

16
17
18
19
20

21
22
23
24
25
26

Direct Testimony of
Charles R. Hyneman
Case No. ER-2016-0156

Q. Should GMO recalculate and amend its request foincome taxes in this case by

eliminating and request for current income taxes?

A. Yes. For the reasons cited above, GMO shoatmlculate its current and deferred

income tax expense in this case to zero out amgruincome tax expense.

Q. If GMO recalculates its income tax expense a®flected in its RAK-1 Income Tax
Schedule, is it likely that a portion of current income taxes will be shifted to

deferred income taxes?

A. Yes, that is likely. However, that would resthie correct classification of its income
taxes. Shifting income taxes from current to def@mwill likely have some effect on the
overall income taxes required in this case and wi#o have an impact on GMQO’s rate
base accumulated deferred income tax reserve andate base cash working capital

requirement.

KCPL EMPLOYEE EXPENSE REPORT ALLOCATION TO GMO

Q. Did GMO propose an adjustment to remove a portin of its employee expense

account charges from GMQO'’s cost of service in thisate case?

A. Yes. This adjustment is summarized at page 32MOGvitness Klote’s direct testimony
and it titled CS-11 “Out-Of-Period Items/Miscellans Adjustments”. It appears GMO
conducted some type of minimal review of its empexpense report charges incurred in the
test year and determined that it should remove 8B|¢56 charged in the test year. Mr. Klote

described this adjustment as follows:

These costs for which the Company is not seekingpvery
primarily include director and officer equity conmzation, prior
period transactions, and certain non-recoverablieeof expense
report items. We believe the costs were ordinany @easonable
business expenses, however, we are not requesicayary of
these costs from ratepayers in this case.
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Q.

Does GMO have a policy on the types of employepenses that are reimbursable
by the utility?

Yes. Provided to OPC in response to DR 100dnisoverview of KCPL's company
policy “KCP&L-E201 Reimbursement of Employee-InadrBusiness Expenses.” Since
GMO has no employees and is allocated a portioG@RPL employee costs, this policy
also applies to employee expense charges allotaté#10. KCPL and GMO state that
it will reimburse employees for all reasonable,itietate and properly-documented

expenses.

During your employment with the Staff, did you fle testimony on several occasions
in KCPL and GMO rate cases describing the many exssive, unreasonable and

imprudent KCPL officer and employee expenses?

Yes. Staff had had significant problems with KC&#id GMO employee expenses in this
area in most if not all of its rate cases filedceir2006. There were times when KCPL
and GMO indicated they were serious about fixingsth problems, but this did not

happen until recently.

Has KCPL and GMO made what could potentially besignificant improvements in

its office and employee expense report charges?

Yes. | was provided with a list of proposed pes by KCPL which would lessen the
risk of inappropriate expense report charges begftected in KCPL and GMO'’s

regulated books and records. If these changeactmally made and effectively enforced,
then there will be less risk of inappropriate emypl® and officer charges being included

in utility rates.

Were these changes proposed by KCPL and GMO inffect during the test year

ended June 30, 2015 in this rate case?
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A.

No, | do not believe they were in effect. Therefthere would be no reflection of any
actual dollar changes in its test year income statg as a result of any changes in

employee expense account procedures.

My review in this rate case, however, indicates GNIDits post test year accounting
charges, is making an attempt to charge more exeeSsieal” and other excessive

employee charges to below the line accounts.

Is OPC concerned about employee expenses chargedelow the line non-operating

accounts as well as above the line operating accds®

Yes. In past rate cases, GMO has expressedenorabout Commission ratemaking
practices and the impact of regulatory lag ontytdiarnings. Even though some of the
excessive charges in KCPL employee expense reamtsharged below the line, all of

these employee expenses are paid with utility costaevenues.

If these utility customer revenues were not spent umreasonable and excessive
employee expenses, even those charged below #eGiMO’s earnings and achieved
returns on equity would be higher. This would abi¢®, to some extent, GMQO’s concerns
about regulatory lag. In effect, GMO is intentibpareducing its earned ROE by

continuing to engage in excessive, unreasonabteinaprudent employee expenses.

When GMO charges excessive employee expense acdoanges “above-the-line”, it is
spending money charged specifically to ratepaysra aost of providing utility service.
When GMO charges excessive employee expense accloarges “below-the-line” it is
spending “return money”, or “return on equity mohthat should be reflected in GMO'’s

net income and provided to shareholders.

It is not only the Commission that should haveaesiconcerns with KCPL and GMO’s
corporate culture as it relates to expense chdrgess shareholders as well. Ratepayers

and shareholders both are affected by KCPL and GM&ak of compliance with its own
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expense account policies. Ratepayers and shasrhadtike are also both affected by

KCPL and GMO'’s total lack of internal controls over expense report charges.

Q. Is there a change in GMQ'’s expense report procedles that you have recommended
be made in the past that was not included in GMO’secent changes to its expense

report procedures?

A. Yes. KCPL and GMO have a policy or had a polityhe past that limits its professional
consultants’ meal charges in the Kansas City apea per diem of $50 per day. |

consider this an effective internal control agaastessive consultant charges.

However, while KCPL and GMO apparently believe ti§50 per diem limit on
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consultants is necessary to protect itself agarséssive consultant expense charges, it
KCihd &MO have no standard or

restriction on the level of meal charges that nsplyees incur and are reimbursed.

does not hold this same standard to itself.

When it comes to this expense, there is no linatatAs will be shown below, | reviewed
one employee expense report where the averagengaoyee meal cost for one meal
was $240. That meal charge was approved and resmtbu If $240 per meal is a

reasonable charge, one wonders if $500 per medtvib@eureasonable to GMO as well.

Q. Have you attempted to determine if GMO has a linh on meal charges for its

employees?

A. Yes. GMO indicated that it has no limit oné@sployee meal charges.

Q. Does KCPL make any attempt to enforce its policthat employee expenses must be
reasonable, legitimate and properly documented?

A. Absolutely not. This policy has been ignored KgPL for at least ten years and my

review of KCPL officer expense reports in this cakew that it was ignored again in the

test year in this case.
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Q.

Based on your review of KCPL and GMO expense rept charges over the last 10
years, is it your opinion KCPL employees are far mee likely to incur and charge

unreasonable, excessive, and imprudent expense repoharges to the utility than

KCPL and GMOs’ consultants?

Yes. That is my firm opinion based on 10 yeafr;volvement in KCPL and GMO rate

cases.

Is it your opinion that a material amount of KCPL and GMO'’s excessive employee
expense report charges would be eliminated if KCPland GMO simply applied the
same $50 per diem limit to its employees as it apes to its professional consultants?

Yes. The adoption of this one internal conttbé same internal control KCPL places on
its professional consultants, would reduce unreatisien excessive, and imprudent
expense report charges. Adoption of this one malecontrol would, in my opinion, not
only be effective for utility operations, as it wdeliminate the payment of unnecessary
expenses and improve financial performance, butatld also reduce the risk of

inappropriate, excessive, and imprudent expenses lileing passed on to ratepayers.

Did you and other OPC personnel conduct a reviewof GMO’s officer expense
charges?

Yes.
What were your findings?

My findings were consistent with my findings previous KCPL and GMO rate cases.
KCPL and GMO continue to reimburse unreasonableessive, and imprudent

employee expense charges.

Attached as Schedule CRH-D-1 is a listing of expsrharged to the utility by just one

of KCPL's approximately 1,100 management employe@ghile these costs alone are
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excessive, if all KCPL officers and employees arbject to the same expense account
policies and procedures as this one KCPL employes the excessive cost incurred by

the utility could be very material.

Is OPC proposing an adjustment in an attempt toreduce the risk of excessive
employee expense charges being passed on to rategrayin this rate case?

Yes. Based on its review and the significant¢he excessive cost by just one KCPL
employee, OPC is proposing an adjustment to acc@2htin the amount of $594,000.
This amount is designed to protect against all 2ypé excessive employee expense
changes including, the excessive number of meatgelain the Kansas City area,
excessive meal charges, travel meals, hotel chadgegs, and other charges for KCPL’s

approximately 1100 management employees.
How did you calculate you adjustment?

The calculation is based on my review of sev&i@PL employees’ expense reports and
recognizing the amount above what would be constleeasonable expenses. | arrived
at an amount per employee and multiplied that amtoe the number of management
employee and then allocated that amount to GMOgs@MO’s proposed corporate

allocation factors.

Can you provide additional examples where KCPL ad GMO employee expenses were

excessive, unreasonable and imprudent?

Yes. In November 2015 five KCPL employees dined at dargant in Hollywood,
Florida. The total bill for this one meal was %132 This is an average per meal charge
for each KCPL employee of $240.

According to the FederalPay.org website the fedeealdiem rate for the Ft Lauderdale,
Florida area in 2015 was $64 per day:
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The meals & incidentals rate (M&IE rate) of $64i80ntended to
cover the costs of a single days' worth of meald iacidental

costs (such as tips and parking) based on the gevexast for these
expenses in the Fort Lauderdale area. If you spessl than the
$64.00 per diem, you can generally keep the reneaind

KCPL and GMO employees who approved this expenaegehto account 912, an above-
the-line expense in GMO'’s cost of service madeddesion that a fair and reasonable
charge for KCPL employees for one meal is approtetgeour times the amount of the

federal per diem for all three daily meals, plusdentals such as tips and parking.

Assuming that the per diem rate of $64 includeery eonservative $30 per dinner meal
then the average charge per KCPL/GMO employeehior dne dinner meal is 8 times
the per diem rate for that area. That is excesainkunreasonable and imprudent.

Q. Did OPC ask GMO to explain why certain employeeexpense report charges are

reasonable?

A. Yes. However GMO responded that because theifspexamples provided by OPC in

its DR were not in the test year in this rate q@sen though there were in the test year
update period) it would not respond to any of thec#ic questions asked by OPC. In
effect, GMO admitted that it could not show how sheemployee charges were

reasonable.

The following are OPC’s questions posed to GM@'OPC DR 1013 that still remain

unanswered:

Expense Report 0000049698 dated 6/11/2015.

1. The 3/18/15 charge for goods and services fransd@d’s Bar &
Steakhouse in Chicago, IL was $516.40 for apparetto
individuals. Once receipt for $33.07 at 8pm anceeosad receipt
for $483.33 at 9:34 pm. A) Please provide the namwieshe
individuals who attended this event, B) Please ig@va
comprehensive and detailed description of the lessipurpose of
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this event, C) Please attest to the fact that KBElieves these
charges are prudent and explain why KCPL belielese charges
are prudent. D) Was alcohol consumed at this eviérsi®, please
provide the KCPL/GPE policy that allows the constiomp of
alcohol at a business event and describe how thsuoaption of
alcohol at this event was consistent with the KGHRE employee

policy.

Reference Expense Report 0000050937 dated 6/11/2015

2. The 3/31/15 charge for goods and services frapit@l Grille

was $455.23 for apparently three individuals. AgaRke provide
the names of the individuals who attended this gveh Please
provide a comprehensive and detailed descriptiothefbusiness
purpose of this event, C) Please attest to the tlaat KCPL

believes these charges are prudent and explairk@L believes
these charges are prudent. D) Was alcohol consatibis event?
If so, please provide the KCPL/GPE policy that aBo the

consumption of alcohol at a business event andritbeshow the
consumption of alcohol at this event was consisteith the

KCPL/GPE employee policy.

Reference Expense Report 0000051748 dated 7/6/2015.

3. The 6/3/15 charge for goods and services fronuffitean

Stadium was $1,929.36 for apparently 20 individuéls Please
provide the names of the individuals who attendesd ¢vent, B)
Please provide a comprehensive and detailed daéearipf the

business purpose of this event, C) Please attetitet fact that
KCPL believes these charges are prudent and expllaynKCPL

believes these charges are prudent. D) Was alcmmwdumed at
this event? If so, please provide the KCPL/GPEgydihat allows
the consumption of alcohol at a business eventdasdribe how
the consumption of alcohol at this event was co@siswith the
KCPL/GPE employee policy. E) Was the $180 all daydrage
refresh for alcoholic or non-alcoholic beverages?

Reference Expense Report 0000051748 dated 7/6/2015.

4. The May 21-June 20 charge from Verizon Wirelesdor
monthly wireless charges for an employee of KCPL.KICPL
paying for this employee’s personal home wirelebarges or
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wireless phone charges? If yes, why? B) Please iggoa
comprehensive and detailed description of the legsipurpose of
this charge, C) Please attest to the fact that KG&lieves these
charges are prudent and explain why KCPL belielese charges
are prudent.

RATE BASE - ACCUMULATED DEFERRED INCOME TAX RESERVE

Q. What are accumulated deferred income taxes?

A. Accumulated deferred income taxes are also knasvia company’s deferred tax reserve.
GMO'’s deferred tax reserve represents a net pregatyof income taxes by GMO’s
customers prior to GMO being required to make ¢asbme tax payments to the federal
and state taxing authorities.

As an example, because GMO is allowed to dedymted@&tion expense on an accelerated
basis for income tax purposes, the depreciatiorerese deduction used for income taxes
paid (deduction on the income tax return) is maehdr than the book depreciation expense
deduction used for ratemaking purposes. Thistesulwhat is referred to as a “book-tax

timing difference” and creates a deferral of incamess to a future date.

Accumulated deferred income taxes can be asselgtgylor liabilities (credits). The net

credit balance in GMO'’s deferred tax reserve ramissa source of cost-free funds to GMO
from its ratepayers. This is the reason why thecreglit balance in the deferred tax reserve
is a reduction to rate base. This ratemaking naetlogy is necessary to prevent ratepayers

from paying a rate of return on funds that are rdgsly prepayments and are cost-free to

the utility.
Q. Has OPC reviewed GMO'’s proposed deferred tax re&sve in this case?
A. Yes. GMO'’s proposed adjustments to its defeteedreserve is reflected in its workpaper

“RB-125 ADIT-GMO Cut-off GMO” (RB-125"). This worgaper reflects GMO’s

proposed deferred tax reserve at December 31, 2015.
53



o 01 A W DN P

10
11
12
13
14

15
16
17
18

19
20
21

Direct Testimony of
Charles R. Hyneman
Case No. ER-2016-0156

Q.

A.

Is OPC proposing any adjustments to the amountfdGMO is proposing to include in
rate base as reflected on RB-125?

Yes. OPC has data requests outstanding orissue and will update its adjustments in
rebuttal testimony. However, in this testimony GB@roposing the following adjustments
to the balance of the deferred tax reserve propbge@MO to include in its rate base at
December 31, 2015.

Debit
OPC RB-125 Adjustments (Credit)
Amortization of Gain on Boiler (L&P) $28,441
Crossroads Transmission Credits $937,311
Transource Deferred Gain $2,162,048
Unrealized Gain/Loss $14,392
Total $3,142,192

What is the basis of OPC’s adjustment?

As reflected in its RB-125 workpaper, GMO cothgcwent through the process of
reviewing each of the individual deferred tax comgruts to determine if the transaction
created the deferred tax was related to GMO'styitiperations. There is a presumption
that if the deferred tax is related to an evenhsaga utility investment or utility revenue or
expense, the associated deferred tax will be iedud the rate base accumulated deferred

income tax balance.

OPC reviewed GMOQO’s work paper adjustments toetswok accumulated deferred income
taxes and is in agreement with substantially alGbfO’s adjustments. OPC has questions
whether or not the four deferred tax componentsdigibove are related to GMO’s utility

operations.

Three of the components in the list above arg¢e@lto the recognition of gains and losses.
It is not clear the actual gain or loss transactitet created these deferred taxes were

reflected in GMQO’s cost of service for ratemakingpgoses or are related to GMO’s utility
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operations. While not an express policy of the @ussion, historically the Commission
has treated utility gain and loss transactionsvioéle line. If GMO can show these gains
and losses were reflected in utility operations sewbrded above the line, then OPC will
withdraw its adjustment as the associated defénmne taxes would likely be appropriate
to include in rate base.

SEVERANCE PAYMENTS

Q.

Has GMO charged employee severance payments te iest year income statement?

Yes. GMO'’s response to Staff Data Request Né&. (DR 125”) shows t in 2014 and
2015 GMO made $208,892 in severance payments ftieefoemployees. Of this amount
it appears $81,956 was charged to GMO'’s test yeded June 2015 income statement in
FERC accounts 557and 921. The remainder of thenpais appears to be charged to
non-operating accounts (accounts not included inQZ&Mcost of service income
statement) or charged outside of the test yedrigrate case.

Did you review GMO's test year income statemertty resource code as provided by
GMO in response to Staff Data Request No. 13?

Yes, | did. However, I did not see any chartgea severance resource code in any of the
income statement accounts. If all of the severgmegnents listed in DR 125 were
charged to KCPL and not GMO, then OPC is not primgpan adjustment in this rate
case. However, if GMO did charge severance paysterits test year income statement
accounts in which it is seeking rate recovery is tase, OPC is proposing an adjustment
to remove the dollar amount of all severance paysiarthese accounts.

Does the Commission typically allow rate recovgrof utility severance payments?

No. The Commission has historically not allowate recovery of severance payments.
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Q.

Are severance payments a type of utility cost #t should be included in a utility’s

cost of service?

No, for several reasons. One primary reasoith& severance payments are often
recovered by the utility through regulatory lagamounts significantly in excess the
amount of the payment. Regulatory lag usually adlawutility not only to recover the
amount of severance payments, but sometimes rectwerand three times the amount
of the payment. This is the result of a utilitgogering the salaries and benefits of the
severed employees in rates (an expense that snger incurred) until rates are changed
in the next utility rate case.

An additional reason why the cost of utility severa agreements should not be included
in cost of service is that the agreements requineble signed by the severed employee
contains language designed to protect utility effscand shareholders from potential
litigation and embarrassment. This is the consid@n received by the utility in return

for the severance payments, including additionalebies, cash compensation, medical

coverage costs and outplacement services.

Utility severance agreements typically requiresbeered employee to waive and release
any legal claims the employee may have againsttiliy for any reason and prohibits
the employee from making any disparaging or ciitistatements of any nature
whatsoever about the utility. The cost of secutihgse types of commitments from

severed employees should be borne by shareholdenscd ratepayers.

RATE BASE - PREPAYMENTS

What are prepayments and why are they includedi GMO's rate base?

Prepayments relate to items that the Compangpaid” so that the services required will

be available during the normal course of the yidibperations. Prepayments are booked

to FERC asset account No. 165. FERC Account 16kides amounts representing
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prepayments of insurance, rents, taxes, interedt rarscellaneous items. Just as
accumulated deferred income taxes represents aayrgmt of income taxes by
ratepayers, prepayments such as insurance andepnégsent a prepayment of the cost of

certain utility services by shareholders and agr@priately included in rate base.

Q. Does GMO include the Missouri Public Service Comission Assessment (“PSC
assessment”) in FERC Account 165 and include thisnaount in prepayments in its

rate base?

A. Yes. According to GMO workpaper RB-50, GMO mdés quarterly PSC assessment
payments in FERC account 165.009, Prepayments OB8MO has also included the

amount of its PSC Assessment in its proposed ldvelte base prepayments here.

Q. Are PSC assessments appropriately recorded in FHE asset account 165,
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Prepayments?

No. The unamortized amount of the PSC assedsimeequired by the FERC USOA to
be recorded in FERC asset account 186, Miscellanddeferred Debits. FERC's

description of Account 928 in its USOA is reflectaelow:

928 Regulatory commission expenses.

A. This account shall include all expenses (except gfasegular
employees only incidentally engaged in such wonlgpprly
includible in utility operating expenses, incurreg the utility
in connection with formal cases before regulatory
commissions, or other regulatory bodies, or casesvhich
such a body is a party, including payments madeato
regulatory commission for fees assessed againaitility for
pay and expenses of such commission, its offi@gsnts, and
employees, and also including payments made toUthieed
States for the administration of the Federal PoMatr

B. Amounts of regulatory commission expenses which by
approval or direction of the Commission are to peead over
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future periods shall be charged to account 186c#lisneous
Deferred Debits, and amortized by charges to teoant.
(emphasis added).

Has GMO sought a waiver from Commission rule 4 SR 240-20.030 Uniform
System of Accounts—Electrical Corporations to inclde the PSC assessment in
FERC Account 165 Prepayments instead of FERC Accournl82 Miscellaneous

Deferred Debits?

No, it has not. Commission rule 4 CSR 240-20.Q8tiform System of Accounts—
Electrical Corporations directs electrical utilgigithin the commission’s jurisdiction to
comply with the USOA prescribed by the FERC. It slagt appear that GMO’s
accounting for the PSC assessment is in accordaitbethe FERC USOA and this

Commission rule.
What is OPC'’s proposal in this case as it relateto GMO’s prepayments?

Unless GMO can provide justification why its aoating for the unamortized amount of
the PSC assessment is recorded as a Prepaymeaiased to a Miscellaneous Deferred
Debits, the Commission should order GMO to cortleist accounting irregularity and not

include the PSC Assessment in GMO's rate basdsmndke case.

If GMO correctly accounted for its PSC assessnmuld it still reflect this expense in

its Cash Working Capital (“CWC”) calculation andleet this amount in its rate base?

Yes. If the PSC assessment is an actual upligpayment, including this expense as a
component of its CWC calculation would be the cormaethod to reflect this item in
GMO's rate base.

Is it possible from reviewing GMO’s Prepaymentsvorkpaper, RB-50, to determine
the amount of PSC assessment dollars are included GMO'’s proposed rate base?

No.
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Q. Does this conclude your direct testimony?

A. Yes, it does.
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ER-2016-0156 GMO Expense Account Charges

Hyneman Schedule CRH-D-1

Meal Cost Restaurant & Location Account
Lunch $20 Ingredient - KC, MO 921000
Lunch $30 Woodward Table - Washington, DC 921000
hotel $589 Sofitel Wash DC 921000
Dinner $33 Gibson's Bar & Steakhouse - Chicago, IL 921000
Lunch S3 DCA Venture Il, LLC - Chicago, IL 921000
hotel $293 The Thompson Chicago ?°7?
Breakfast S5 McDonald's - KC, MO 921000
Dinner S7 EEI Meeting - Softel - Washington, DC 921000
Dinner $483 Gibson's Bar & Steakhouse - Chicago, IL 426500
Dinner $455 The Capital Grille - KC, MO 921000
Lunch $135 Bristol 162 - KC, MO 921000
Lunch $985 Grandma's Office Catering - KC, MO 921000
Dinner $529 Majestic Restaurant - KC, MO 426102
Dinner $544 Levy Restaurants - KC, MO 426500
Lunch $821 Affordable Catering - OP, KS 921000
Dinner $3,695 The Capital Grille - KC, MO 426102
Drinks $250 The Capital Grille - KC, MO 426102
Drinks $557 Aramark, Royal's Stadium - KC, MO 426500
Lunch S64 Bristol 162 - KC, MO 426402
Lunch $43 Bristol 162 - KC, MO 921000
Hotel $504 Sofitel Wash DC 426402
Parking Garage $110 MCI - KC, MO 921000
Breakfast $39 Room Service - New Orleans, LA 7
Lunch S44 Room Service - New Orleans, LA ?7??
Flower Delivery S77 Toblers Flowers - OP, KS 426500
Dinner $49 Vitascope Hall - New Orleans, LA 921000
Dinner $393 Bourbon House - New Orleans, LA 426500
Hotel $1,109 Hyatt Regency New Orleans LA 921000
Hotel Misc $124 Hyatt Regency New Orleans LA 921000
Drinks $1,034 Aramark, Royal's Stadium - KC, MO 426500
Misc $28 Royal's/Red Sox Game Kaufman 426500
Dinner $525 The Capital Grille - KC, MO 921000
Lunch $45 North - Kansas City - KC, MO 921000
Dinner $176 Moonshadow's Restaurant - Malibu, CA 921000
Dinner $284 Enterprise Fish Co. - Santa Monica, CA 921000
Drinks $1,048 Aramark, Royal's Stadium - KC, MO 426500
Dinner $462 Sullivan's Steakhouse - Leawood, KS 921000
Hotel $233 Virgin Hotels Chicago 921000
Dinner $1,862 The Capital Grille - KC, MO 426402
Drinks S68 The Capital Grille - KC, MO 426402
Dinner $240 The Capital Grille - KC, MO 426402
Lunch S68 The Capital Grille - KC, MO

Dinner $169 Three Degrees - Portland, OR 921000
Hotel $811 The Heathman Hotel Portland OR 921000
Misc S47 The Heathman Hotel Portland OR 921000
Dinner $1,364 Levy Restaurants - KC, MO 426500
Concert $1,335 Kenny Chesney/Jason Aldean Concert Arrowhead Stadium 426500
Drinks $1,249 Aramark - Kauffman Stadium - KC, MO 426500
Lunch $65 Jason's Deli - KC, MO 921000
Breakfast $38 Blue Star -- Portland, OR 921000
Motel $691 The Heathman Hotel Portland OR 921000
Dinner $505 Kreis' - STL, MO 417100
Breakfast $135 The Mixx - P&L - KC, MO 921000
Dinner $194 Levy Restaurants - KC, MO 426500
Drinks $61 Levy Restaurant - KC, MO 426500
Dinner $20 Levy Restaurant - KC, MO 426500




ER-2016-0156 GMO Expense Account Charges

Hyneman Schedule CRH-D-1

Drinks $28 Levy Restaurant - KC, MO 426500
Dinner $383 Urban Farmer - Portland, OR 921000
Lunch S44 Jake's Grill - Portland, OR 921000
Hotel $669 Heathman Hotel Portland 417100
Dinner S48 Timberline Grill - Portland, OR 921000
Parking $108 MCI - KC, MO 921000
Drinks $97 Heathman Hotel 417100
Dinner $739 Sullivan's Steakhouse - Leawood, KS 417100
Dinner $2,444 Inspired Occasions - KC, MO 426402
Parking $331 Park It - KC, MO 426402
Entertainment $2,167 ALDS G5 Royal's Game 426500
Drinks $494 Arrowhead Stadium - KC, MO 426500
Entertainment $2,009 ALDS Game 5 Business & Networking - Aramark 426500
Entertainment $460 ALCS Game 1 Business Networking - Aramark 426500
Entertainment $1,082 ALCS Game 2 Business Networking - Aramark 426500
Dinner $60 Tequileria - KC, MO 921000
Dinner $366 1789 Restaurant - Washington, DC 921000
Lunch $39 Beacon Bar and Grill - Washington, DC 921000
Hotel $1,019 Hyatt Regency Wash DC 921000
Hotel $101 Room Service Hyatt Regency 921000
Lunch $76 Loews Madison Hotel - Washington, DC 921000
Parking $93 MCI - KC, MO 921000
Taxi $179 Uber Teterboro NJ 426500
Hotel S447 The Parc Hotel Flushing NY 426500
Taxi $142 Uber Flushing NY 426500
Dinner $565 The Fish Hopper - Monterey, CA 417100
Dinner $420 The Capital Grille - KC, MO 921000
Dinner $88 54th Street Grill & Bar - KC, MO 921000
Dinner $121 Zocalo - KC, MO 417100
Dinner $695 The Capital Grille - KC, MO 417100
Dinner $290 Bobby Van's Steakhouse - Washington, DC 417100
Dinner $204 The Capital Grille - KC, MO 426402
Dinner $366 Bourbon Steak - Scottsdale, AZ 417100
Dinner $153 Tanzy Scottsdale - Scottsdale, AZ 417100
Dinner $140 Zinc Bistro - Scottsdale, AZ 417100
Dinner $426 Del Frisco's Double Eagle - Houston, TX 417100
Hotel $729 Fairmont Scottsdale Princess, Scottsdale AZ 921000
Dinner $81 Room Service - Marriott Dearborn 921000
Breakfast $69 Dearborn Inn - Dearborn Ml 921000
Dinner $792 Alexandro's Restaurant - JC, MO 417100
Hotel $447 DoubleTree By Hilton Jefferson City 417100
Dinner $269 Garozzo's Ristorante - OP, KS 921000
Dinner $278 The Derby - Arcadia, CA 417100
Dinner $161 Paparazzi Ristorante - Los Angeles, CA 417100
Hotel $459 Courtyard Marriott Monrovia CA 417100
Hotel $300 Sheraton Hotels & Resorts Los Angeles 417100
Lunch $105 Generation Team Building - Meals 426500
Dinner $873 Government Affairs, community investment - MEAL 426500
Lunch S44 Business Meal; EV deployment 921000
Lunch $36 Travel Meal 921000
Lunch $51 Business Meal 921000
Dinner $148 Business Meal 921000
Hotel $342 Loding during EEI Retail Energy Service 921000
Drinks $1,556 No Business on receipt 7?

Drinks $519 Chiefs v Bears Hosted KC Fire & PD - Aramark 77?7

Dinner $777 Sullivan's Steakhouse 7?




