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Q.

	

Please state your name and business address.

A.

	

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

13 th Street, Kansas City, Missouri 64106 .

Q.

	

Bywhom are you employed and in what capacity?

A.

	

I am a Utility Regulatory Auditor with the Missouri Public Service

Commission (Commission or PSC).

Q.

	

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

this proceeding?

A.

	

Yes I am. 1 filed direct testimony on August 8, 2006, regarding incentive

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

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

Q.

	

What is the purpose ofyour surrebuttal testimony in this proceeding?

A.

	

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

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

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

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

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

Q.

	

Please state your comment regarding regulatory expense.
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A.

	

On page 15, lines 9 and 10, of her rebuttal testimony (filed September

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

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

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

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

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

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

the appropriate recommendations in its true-up testimony filing .

Q .

	

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

the areas of maintenance expense and incentive compensation?

A.

	

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

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

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

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

allocation between expense and construction . Using allocation factors of 76 .47% to expense

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

incentive compensation from test year expense.

EXECUTIVE SUMMARY

Q.

	

Please summarize Staffs position in the areas of incentive compensation and

normalized maintenance expense.

A.

	

It is Staffs position that incentive compensation based on financial goals tied

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

compensation paid to achieve an EPS goal or some other similar financial benchmark, such as
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return on equity, should be assigned to the Company's shareholders . Conversely, incentive

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

properly assignable to ratepayers through cost of service.

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

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

newer generating units and the most current actual costs.

INCENTIVE COMPENSATION

Q.

	

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

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

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

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

performance necessarily equates to adequate customer service performance?

A.

	

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

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

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

measurements such as "Quality survey rating by customer score" and "Percentage of requests

for access calls . . . processed within 5 minutes" (two of KCPL's Divisional Scorecard goals

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

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

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

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

adequate customer service .
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Q.

	

Canyou provide an example as to how financial performance can be improved

and at the same time be detrimental to customer service?

A .

	

Yes. Assume a utility's revenues were below normal because of an

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

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

eliminating some customer service representatives .

	

Both of these actions would improve

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

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

	

Reducing the

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

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

downed tree limb .

Q.

	

Has the Commission expressed this concern in a prior order?

A.

	

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

Energy, the Commission expressed its concern by stating :

The Commission agrees with Staff and Public Counsel that the
financial incentive portions of the incentive compensation plan should
not be recovered in rates . Those financial incentives seek to reward the
company's employees for making their best efforts to improve the
company's bottom line . Improvements to the company's bottom line
chiefly benefit the company's shareholders, not its ratepayers . Indeed
some actions that might benefit a company's bottom line, such as a
large rate increase, or the elimination of customer service personnel,
might have an adverse effect on ratepayers . If the company wants to
have an incentive compensation plan that rewards its employees for
achieving financial goals that chiefly benefits shareholders, it is
welcome to do so . However, the shareholders that benefit from that
plan should pay the costs of that plan . The portion of the incentive
compensation plan relating to the company's financial goals will be
excluded from the company's cost of service revenue requirement
(emphasis added) .
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Q.

	

On pages 3 and 4 of his rebuttal testimony, Mr. Cross suggests four ways by

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

Please identify these four suggested benefits .

A.

	

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

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

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

Q.

	

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

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

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

retain qualified employees . Does Staff disagree with this statement?

A.

	

As a general statement, no . Staff is not proposing to eliminate KCPL's

incentive compensation in total . The Staff `s disallowance is related to :

	

1) assigning the

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

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

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

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

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

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

Q.

	

How much incentive compensation cost was included in KCPL's 2005 test

year?

A.

Q. What amount has Staff included in cost of service for incentive compensation?



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Surrebuttal Testimony of
V. William Harris

A.

	

Prior to the allocation between expense and construction, Staff has included

**

	

** of the **

	

** total in 2005 which represents 65 .28% of the

total 2005 cost .

Q.

	

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

second and third benefit to customers ofKCPL achieving its financial objectives as being in a

position to "undertake" and "fund" the Comprehensive Energy Plan . Is the issue in this case

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

Energy Plan?

A.

	

No. Having ratepayers pay incentive compensation based upon maximizing

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

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

under the Experimental Regulatory Plan Stipulation and Agreement (Stipulation and

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

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

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

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

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

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

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

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

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

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

requirements of the Comprehensive Energy Plan.

Q.

	

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

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

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

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

responsible for 100% ofKCPL's incentive compensation costs?

A.

	

No. This argument is similar to Mr. Cross's earlier argument addressed above

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

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

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

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

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

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

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

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

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

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

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

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

I ROE and those unsupported by defined goals.
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Q.

	

On page 5, lines 3 through 6, of his rebuttal testimony KCPL witness Cross

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

maintain high operational performance. Do you agree?

A.

	

Shareholders definitely benefit directly from solid financial results . Customers

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

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

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

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

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

cutbacks in customer service.

Q.

	

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

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

incentive." Is it Staffs position that KCPL should not be permitted to fund its incentive

compensation plans based upon EPS?

A.

	

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

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

beneficiaries of their achievement - the shareholders of the Company.

	

The funding of the

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

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

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

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

influenced by GPE's unregulated operations, primarily its subsidiary, Strategic Energy.



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Surrebuttal Testimony of
V. William Harris

Ratepayers should not be responsible for the cost of incentive compensation tied to GPE's

unregulated operations .

Q.

	

Why is KCPL's actual experience for 2003, 2004 and 2005 relevant to this

issue?

A.

	

In its direct filing, KCPL's annual level of incentive compensation to be

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

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

adjustment 20A) to reflect an average ofits actual costs for 2004 and 2005 and budgeted costs

for 2006 .

Q .

	

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

compensation to be included in KCPL's cost ofservice for this case, ER 2006-0314?

A.

	

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

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

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

that is reflected in rates determined in this case .

Q.

	

When will KCPL's actual incentive compensation costs be known for 2006?

A.

	

KCPL's actual cost for the 2006 incentive compensation plans won't be known

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

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

Q .

	

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

payment of 2006 incentive compensation to employees would occur?

A.

	

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

frame of February 13 to March 15, 2007, four and a half to five and a half months beyond the
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September 30, 2006, true-up date for this case . Allowing KCPL to recover budgeted costs 4%

to 5Y~ months beyond the September 30, 2006, true-up date results in a mismatch of KCPL's

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

levels .

Q.

	

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

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

comparison of GPE's EPS to KCPL's EPS relevant to this issue?

A.

	

Ratepayers are responsible only for KCPL's regulated electric operations .

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

Energy, which resulted in funding the 2005 incentive plan at the "maximum level" . If

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

occurred .

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

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

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

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

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

Missouri .

Q.

	

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

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

KCPL's actual EPS for 2005?

A.

	

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

compensation plans for the period January 1, 2005 through December 31, 2005 were
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established at: threshold - $2 .05 (corresponding ROE of 12.9%), target - $2.16 (corresponding

ROE of 13 .6%) and maximum - $2.25 (corresponding ROE of 14.2%) . GPE's actual EPS for

2005 was $2.27 (corresponding ROE of 14.3% and KCPL's EPS was $1 .96 (corresponding

ROE of 12.4%) .

Q.

	

What percent of GPE's earnings resulted from its unregulated operations in

2004 and 2005?

A.

	

In response to Staff Data Request 531, KCPL indicated that GPE's net income

contributed by its unregulated operations for 2004 and 2005 was 16.3% and 9 .6%

respectively .

Q.

	

What is the significance of the contribution from unregulated operations?

A.

	

Ifthe unregulated contribution is removed from GPE's EPS of $2.27 for 2005

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

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

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

that is directly attributable to non-regulated operations .

Q.

	

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

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

A.

	

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

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

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

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

GPE's unregulated operations .
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Q

	

Beginning at the bottom of page 9 and continuing on through page 10 of his

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

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

statement?

A.

	

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

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

Individual performance goals if the corporate EPS threshold is not met." Webster's New

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

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

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

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

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

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

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

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

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

made.

Q .

	

On page 12, lines 16 and 17, of his rebuttal testimony Mr. Cross states " . . . no

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

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

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

agree with these statements?
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A.

	

I agree with Mr. Cross's statement regarding the Officer Plan that no formal

objectives were identified.

	

As I stated on page 11 (lines 10 through 12) of my direct

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

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

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

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

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

follows :

Does Mr. Cross agree with Staff that the Company's Long Term Incentive

Compensation represents non-cash transactions?

Yes.

	

On page 15, line 22 of his rebuttal testimony, Mr. Cross states, "The

view that this is not cash may be accurate, but there is clearly an expense." Staffs point is

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

service for ratemaking purposes .

Does Mr. Cross agree with Staff that the Company's Long Term Incentive

Compensation for the test year reflects a "double payment"?

Q.

A.

Q.

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

KCPL officers and senior management under the 2004 and 2005 Annual

Executive Incentive Plan and ValueLink Plan .

Company Response 3) **
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A.

	

Yes. On page 16, lines 2 through 11, Mr. Cross agrees with Staff that KCPL's

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

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

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

instead of "doubling up" on its ratepayers .

MAINTENANCE EXPENSE

Q.

	

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

"removed the $168,515 transmission adjustment". Is this statement correct?

A.

	

Amore precise statement is that I revised the methodology used in normalizing

maintenance expense which resulted in no transmission adjustment .

Q.

	

Please explain .

A.

	

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

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

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

filing.

	

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

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

expense.

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

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

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

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

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

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

maintenance normalization analysis as Schedule 1 .

Q .

	

Please describe the attached Schedule 1 .

A.

	

I started with the maintenance normalization work paper in Staff's direct filing

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

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

revised normalized adjustments.

Q.

	

Please summarize the revised normalized adjustments.

A.

	

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

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

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

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

For nuclear production adjustments (Accounts 528 through 532), 1 used the test year

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

reflect the Wolf Creek Outage Accrual .

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

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

for one combustion inspection . The combustion inspection is preventive maintenance

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

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

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

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

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

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

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

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

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

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

and $17 million and back up to $21 .6 million as can be seen on Schedule 1 . The use of

six-year average costs levels out these large fluctuations .

Q .

	

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

and page 2, lines 13 through 23, of Mr. Crawford's rebuttal testimony .

	

These witnesses

contend that the "time value of money" and "escalated dollars" should be taken into account

when viewing historic costs.

	

Is the Company proposing the use of escalators in any other

cost-of-service expense or revenue?

A.

	

Not to my knowledge.

Q.

	

Is this approach consistent with traditional ratemaking?

A.

	

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

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

annualized and normalized expense and revenue items.

Q.

	

Has this Coni nission allowed the use of escalators in setting rates previously?

A.

	

Not to my knowledge.

Q.

	

Do you agree with the use of "escalated dollars" in adjusting actual historic

non-labor maintenance expense?
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A.

	

No. Escalation or inflation may have many contributing factors, such as,

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

his rebuttal testimony KCPL witness Crawford states "significant escalation was experienced

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

Q.

	

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

maintenance adjustments?

A.

	

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

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

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

Q.

	

Why are the inflation factors contained in the Handy-Whitman Index

inappropriate for use in ratemaking?

A.

	

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

things).

	

As I noted on page 20, lines I through 9, of my direct testimony, payroll is

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

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

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

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

Q.

	

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

Handy-Whitman Index?

A.

	

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

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

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

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

would thus influence the reliability of the Index.

Q.

	

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

applications to specific locality costs?

A.

	

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

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

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

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

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

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

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

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

establishing a rate base."

Q .

	

What is the significance of the last statement "Cost trends by such a method

are used to assist in establishing a rate base."?

A.

	

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

construction costs NOT expensed maintenance costs. This is evidenced throughout

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

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

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

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

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

have attached several pagcs from FERC's Uniform System of Accounts (USDA), including
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Electric Plant Instructions (Schedule 3-1 and 3-2), Operating Expense Instructions (Schedule

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

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

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

A.

	

This schedule contains the first two pages of FERC's USOA Electric Plant

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

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

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

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

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

expenses of employees of the utility engaged on construction work.

	

(3) Materials and

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

	

The cost of

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

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

The cost shall be charged to the appropriate operating expense .

Q. Please summarize Schedule 3-3 .

A .

	

This schedule contains the first page of FERC's USOA Operating Expense

Instructions . Operating Expense Instruction 2A states :

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

The list of work operations generally applicable to utility plant includes :
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Q.

1) Direct field supervision ofmaintenance.

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

to determine the need for repairs, replacements, rearrangements and

changes and inspecting and testing the adequacy of repairs which have

been made .

maintenance expense account.

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

restoring serviceability or maintaining life of plant.

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

A .

	

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

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

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

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

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

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

for the cost ofmaintenance on those furnaces and boilers .

Q .

	

Canyou provide a simple example of the differences between construction and

maintenance?

A.

	

Yes.

	

Comparing the capitalized construction cost of plant to the expensed

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

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

automobile .

Page 20
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Q.

	

Please summarize the Staffs disagreement with the Company's use of the

Handy-Whitman Index for normalizing its maintenance expense.

A.

	

KCPL is using inflationary factors, not generally accepted in traditional

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

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

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

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

costs for its production, transmission and distribution facilities .

Q.

	

Does this conclude your rebuttal testimony?

A.

	

Yes, it does.
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COST TRENDS OF BUILDING CONSTRUCTION
Cost T=d Tables - 1912 to July l, 2005 Table fume
North Atlantic Region B-1 B-1-1
South Atlantic Region B-2 B-2-1
North Central Region B-3 13-3-1
South Central Region B-4 13-4-1
Plateau Region B-5 B-5-1
Pacific Region B-6 B-6-1
Utility Materials M-1 B-M-1

COST TRENDS OF ELECTRIC UTILITYCONSTRUCTION
Cost Trend Tables- 1912 to July 1, 2005
North Atlantic Region E-1 E-1-1
South Atlantic Region E-2 E-2-1
North Central Region E-3 E-3-1
South Central Region E-4 E-4-1
Plateau Region E-5 E-5-1
Pacific Region E-6 E-6-I

COST TRENDS OF GAS UTILITY CONSTRUCTION
Cost Trend Tables - 1912 to July 1, 2005
North Atlantic Region G-1 G-1-1
South Atlantic Region G-2 G-2-I
North Central Region G-3 G-3-1
South Central Region G-4 G-4-1
Plateau Region G-5 G-5-I
Pacific Region G-6 G-6-1

COST TRENDS OF WATER UTILITY CONSTRUCTION
Cost Trend Tables - 1912 to July 1, 2005
North Atlantic Region W-1 W-1-1
South Atlantic Region W-2 W-2-1
North Central Region W-3 W-3-1
South Central Region W-0 W-4-1
Plateau Region W-5 W-5-1
Pacific Region W-6 W-6-1
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Tradition of Quality
The Handy-Whitman Index of Public Utility
Construction Costs has been published continuously
since 1924 . Formerly the Handy Index, Bulletin Nos. l
through 15 were developed by William W. Handy of
Baltimore who had wide valuation experience in public
utilities . Rebelievedrharvaluation studies shouldnot
be confined to rate cases butshould be kept alive to the
benefit ofthe utility industry. He began publishing
index numbers for electric and gas construction cost
trends. Carrying on with the tradition ol'quality, after
Mr. Handy's death, we continued publication for his
estate beginning with Bulletin 16. Then, January 1,
1950, Whitman, Requardt and Associates, LLP
purchased rights to the publication and have since been
the sole publishers.

The name "Handy-Whitman Index" was adopted for
Bulletin No. 53 and succeeding issues to combine the
names of Mr. Handy and Ezra B. Whitman, a well-
known valuation engineer . In 1957 an index of water
utility construction costs was added. Mr. Whitman
was a consultant on the publication of the Index until
his death in 1963 .

Whitman, Requardt and Associates, LLP
Ezra B. Whitman, a well-known valuation engineer
was one of the founders ofour firm. Major Whitman,
as he was known from his World War 1 service, had
already made a name for himself.

	

Prior to the
founding ofthe firm in 1915, Major Whitman had been
President and ChiefEngineer ofthe Water Board ofthe
City of Baltimore.

	

He designed the first rapid sand
filtration plant serving a major city while he was the
Baltimore Water Engineer.

	

He was also president of
the American Society of Civil Engineers and of the
American Institute of Consulting Engineers and a
chairman of the Public Service Commission of
Maryland.

The Handy-Whitman Index is prepared especially for
electric, gas and water utilities and is the only known
publication ofits kind available to the public . The list
of subscribers is international and includes operating
utilities, regulatory bodies, valuation engineers,
equipment indu$tries, insurance companies and
reference libraries .

Tradition of Quality Continued
Since 1915, Whitman, Requardt and Associates, LLP,
has been an independent consulting engineering firm
organized to serve government, industry and private
enterprise .

The firm has stcadily expanded its engineering
capabilities, providing complete services for civil,
sanitary, structural, mechanical and electrical

E4gFwogp
engineering and architectural projects from job
inception through construction management .
Construction cost data from utility projects of all types
are available from design and valuation assignments .
The staffis composed ofspecialists in these and related
disciplines who bring a diverse professional and
academic expertise to each assignment. A full-time
staff is maintained specifically for preparing the
Handy-Whitman Index.

Methods of Preparation of Indexes
An index number is a percentage ratio between thecost
of an item at any stated time and its cost at a base
period, or :

Index Numher =
cost at stated time x 100cost at base period

Index numbers have been prepared for many items,
including wage rates, cost-of-living, material and
equipment costs, and financial transactions. to the
Handy-Whitman Index, index numbers have been
developed for"Building Construction', "Electric Utility
Construction", 'Gas Utility Construction' and "Water
Utility Construction" . Prices ofbasic materials suchas
cement, sand, gravel, cast iron pipe, wire, etc., are
obtained from publications such as Engineering News-
Record and checked against prices actually being paid
for such materials. Labor cost trends are computed
from labor rates obtained from sources such as the
Construction LaborResearch Council. Prices and cost
trends of equipment arc obtained from nationally
recognized manufacturers, and operating utilities .

Handy-Whitman Index numbers are developed from
wage rates and prices prevailing on January 1 and July
1 each year . The index numbers ase generatly basedon
1973 = 100, although those items ofrecent origin are
based on a later year.

The proportions of basic materials, tabor, equipment
and other cost componentsused in the Handy-Whitman
Index are based on analyses developed during
valuation and design assignments and on data
furnished by utilities and industrial sources willing to
assist with the Index. These data are reviewed
continuously, and weightings and components are
revised as required . This review assures that the
indexes published retleet current construction practice .

Schedule VWH 2-4



Geographic Regions
To reflect differing cost trends throughout the 48
contiguous states, the index has been divided into six
geographical regions of similar characteristics . They
are shown on the accompanying map.

Use of Index Numbers
Handy-Whi¢nan Index numbershave been widely used
to trend earlier valuations and original cost records to
estimate reproduction cost at prices prevailing at a
certain date. The use of indexes for an appropriate
property item or group will provide a reliable guide to
changes in cost. Cost trends are given for all the
important items of property. The electric and gas
groups are arranged by the Federal Energy Regulatory
Commission Uniform System ofAccounts. The water
property accounts are arranged to follow the
classification oftheNational Association ofRegulatory
Utility Commissioners and the American Water Works
Association .

The Handy-Whitman Indexwill furnish a yardstick for
the fluctuations in value of property which will be
satisfactory for many purposes . In rate cases, when a
more exact determination ofvalue is desired, however,
the Index must be used carefully . Average prices and
cost trends are used to develop the Index, and any
direct application ofcost trends without checking with
actual local experience may not be accepted without
controversy . When local experience is compared with
the index and the correlation between the two trends is
determined, the result is satisfactory . Costs trended by
such a method are used to assist in establishing a rate
base.

Indexes in these bulletins are used to trend earlier
valuations or original cost records for insurance
purposes.

The Handy-Whitman Index has agemial application in
valuations of all types of property. The building
construction cost trends may be used wherever similar
items of property are to be compared .

	

Many of the
other trends may be used for related items in other
industries because of theirsimilarity .

State-of-the-art changes often affect costs
independently of inflation . New regulatory and
environmental requirements, changes in workrules and
improved design standards, for instance, increase
construction costs even though the price of wages,
materials and equipment may be static . Trended
construction costs will not reflect such changes .
However, trended costs are a reasonably accurate
measure ofthe cost ofreproducing actual plant.

FOREWORD

Although every effort is made to maintain accuracy,
Whitman, Requardt and Associates, LLP disclaim any
responsibility for the use of these indexes, because
local conditions may vary.

No guarantee or warranty of any kind is made in the
sale ofthe Handy-Whitman Index . Published numbers
are occasionally subject to change based upon receipt
of new or different information . These numbers will
be bolded .

Further inquiries on electric, gas and water indexes
should be addressed to Whitman, Requardt and
Associates, LLP.

Total Electric Plant and Function
Three indexes are provided for total plant. The first is
for all steam generation and the other two for weighted
combinations of steam and nuclear, and steam and
hydro generation . Indexes are also provided for each
function.

Indexes are not maintained for plant accounts
323,324,325,341,345 and 346 . We believe that
indexes for comparable accounts in other functions are
sufficiently accurate for these accounts .

The indexes for total nuclear production and total other
production incorporate comparable indexes from the
steam production function for the accounts not listed .

Value of Index Numbers
We believe that present-day reproduction cost of any
property can be calculated more accuratelyusing index
numbers than by repricing a complete inventory .

Trending the controlling items ofproperty in any utility
by the index method saves time and effort in arriving at
a valuation. Analyzing and determining cost trends for
all of the great numbers of articles of plant that
represent only a very small proportion of the value of
the utility is not necessary. They may be assumed to
follow in general the trend ofthe controlling items, and
the fluctuations in value above or below the trends of
the controlling items will tend to offset each other and
have a very slight effect on the total value .

Comments on Bulletin No. 162
During the twelve month period ending July 1, 2005,
the average index ofall geographical regions for Total
Gas Plant decreased 0.4% and the comparable index
for Electric Plant-All Steam Generation increased
1 .6%.

iv

Novcmbcr, 2005
Whitman, Requardt end Associate, LLP
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E-3 COST TRENDS OF ELECTRIC UTILITY CONSTRUCTION

NORTH CENTRAL REGION (1973=100)

E-3-8
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COST INDEX NUMBERS
1999 lobo 2001 2002 2003 2004 2005

L F

i CONSTRUCTION ANDEQUIPMENT E Jan. Jul. Jan . Jut. Jan . Jul. Jan. Jul . Jan . Jul. Jan. Jul . Jan. Jul .
n A 1 1 1 I 1 7 1 1 1 1 1 I 1 1

e C

1 Total Plant-All Steam Generation 358 360 364 378 381 390 395 402 411 410 418 434 453 460
2 Total Plant-All Steam & Nuclear Gen . 357 359 363 376 380 389 393 401 409 409 417 433 452 459
3 Total Plant-AJI Steam & Hydro Gen. 357 359 363 377 380 389 393 4D1 409 409 417 433 452 459
4
5 Steam Production Plant
6 Total Steam Production Pleat 374 380 386 401 404 414 417 428 438 436 446 456 477 491
7 Structures & Improvements-Indoor 311 330 333 338 354 357 371 371 393 389 386 398 413 435 438
8 Structures & Improvements-Semi-Outdoor 311 323 329 338 346 348 358 360 364 369 369 396 404 418 425
9 Boiler Plant Equipment-Coal Fired 312 397 401 405 423 426 440 442 453 459 454 459 475 495 499
10 Boiler Plant Equipment-Gas fired 312 - - -
I1 BoilcrPlant Piping Installed 336 336 335 348 350 359 360 367 373 370 381 394 439 443
12 Turbogenerstor Units 314 366 372 381 393 396 394 400 410 433 434 438 441 464 461
13 Accessory Electrical Equipment 315 398 409 414 435 446 463 472 493 505 504 513 522 562 572
14 Misc. Power Plant Equipment 316 397 404 410 d25 427 439 441 452 457 453 465 479 511 513
15
16 Nuclear Production Plant
17 Total Nuclear Production Plant 349 354 359 371 374 382 386 395 404 405 410 422 447 449
18 Structures&Improvements 321 314 321 326 338 338 353 354 364 370 367 378 389 406 410
19 Reactor Plant Equipment 322 348 351 355 366 368 376 379 387 391 393 396 413 439 441
20
21 Hydra Production Plant
22 Total Hydraulic Production Plant 331 338 342 349 350 356 357 363 367 368 382 384 397 400
23 Structures & Improvements 331 330 333 339 354 357 371 371 383 389 386 398 413 435 439
24 Reservoirs, Dams & Waterways 332 311 319 322 329 328 338 337 346 349 348 364 370 384 388
25 Water Wheels, Turbines & Generators 333 378 384 392 393 398 385 395 390 396 402 410 393 399 397
26
27 Other Production Plant
29 Total OtherProduction Plant 394 399 405 434 441 412 417 429 436 439 430 437 428 435
29 Fuel Holders, Producers & Accessories 342 359 359 360 371 373 382 383 392 397 397 402 427 454 460
30 Gas Turbogeneraturs 344 399 403 410 395 402 413 418 430 437 439 428 434 420 427
31 471
32 Transmission Plant
33 Total Transmission Plant 372 369 371 393 396 406 410 413 418 417 427 454 471 485
34 Station Equipment 353 368 373 377 398 401 414 417 423 428 424 427 466 483 495
35 Towers & Fixtures 354 341 344 355 361 366 372 381 382 389 390 417 424 436 439
36 Poles& Fixnues 355 401 406 399 408 412 427 432 436 442 444 453 457 476 493
37 Overhead Conductors & Devices 356 424 182 384 436 438 448 451 442 447 448 455 487 Sit 542
38 Underground Conduit 357 328 325 326 336 338 350 354 367 377 376 389 404 436 436
39 Underground Conductors & Devices 358 446 459 448 452 464 447 451 460 467 469 473 523 529 547
40
41 Distribution Plant
42 Total Distribution Plant , 326 325 326 335 339 346 352 359 367 369 373 391 408 417
43 Station Equipment 362 374 377 378 380 383 397 388 383 387 386 391 441 457 464
44 Poles, Towers & Fixtures 364 368 374 373 381 384 395 399 411 419 423 425 434 453 457
45 Overhead Conductors & Devices 365 379 365 369 400 404 416 422 427 439 442 449 468 489 512
46 Underground Conduit 366 317 326 332 338 342 352 356 374 383 380 393 395 420 422
47 Underground Conductors & Devices 367 310 316 314 322 330 319 324 329 333 335 337 354 382 393
48 Line Transformers 368 230 225 226 227 230 237 241 247 249 253 244 264 275 283
49 Pad Mounted Transformers 368 323 325 326 328 328 350 351 362 359 359 387 457 492 541
50 Services-Overhead 369 312 315 318 326 330 338 344 349 362 362 371 378 395 402
51 Smites-Underground 369 229 230 236 245 247 246 249 260 264 264 268 269 279 292
52 Meters Installed 370 220 207 203 204 216 235 256 270 282 282 319 319 306 306
53 Street Lighting-Overhead 373 391 394 397 402 4D7 416 423 442 467 471 474 4811 499 508

- 54 Mast Arms & Luminaires Installed 373 404 406 406 412 417 421 427 4J3 4J8 444 447 453 482 496
55 Street Lighting-Underground 373 391 394 398 404 409 419 426 450 481 494 488 492 510 517
56



from the difference between tile
amount of the liability for the asset re-
tirement obligation in account 230,
Asset retirement obligations . and the
amount paid to settle the obligation,
shall be accounted for as follows

(1) Gains shall be credited to account
421. Miscellaneous nonoperating in-
come, and.

(2) Losses shall be charged to account
426.5 . Other deductions.
E. Separate subsidiary records shall

he maintained for each asset retire-
ment obligation showing the initial li-
ability and associated asset retirement
cost . any incremental amounts of the
liability incurred in subsequent report-
ing periods for additional layers of tile
original liability and related asset re-
tirement cost, the accretion of the It
ability. the subsequent measurement
changes to the asset retirement obliga-
tion . tile depreciation and amortization
of the asset retirement costs and re-
lated accumulated depreciation, and
the settlement date and actual amount
paid to settle the obligation. For pur-
poses of analyses a utility shall main-
tain supporting documentation so as to
be- able to furnish accurately mid expe-
ditiously with respect to each asset re-
ttremenc obligation the full details of
the identity and nature of the legal ob-
ligation, the year incurred . the iden-
tity of the plant giving rise to the obli-
gation . the full particulars relating to
each component and supporting com-
pitations related to the measurement
of the asset retirement obligation .

Electric Plant Instructions

i . Classification of electric plant at er-
fcrtirc date of system of accounts (Major
onhries) .
A. The electric plant accounts pro-

vided herein are tile same as those con-
tained in the prior system of accounts
except hit inclusion of accounts for nu-
clear production plant and some
changes in clnssificatlnn in the general
equipment accounts . Except for these
changes, tile balances in the various
plant accounts, as determined under
the prior system of accounts, should be
carried forward_ Any remaining bal-
ance of plant which has not yet been
classified . Pursuant to the require-ment, of the Drior system . ,hall be

332
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classified to accordance with the fol-
lowing instructions.
B. The cost to the utility of its on-

classified plant shall be ascertained by
analysis of the utility's records. Ad-
justments shall not be made to record
in utility plant accounts amounts pre-
viously charged to operating expenses
or to income deductions in accordance
with the uniform system of accuunu in
effect at the time or in accordance
with the discretion of management as
exercised under a uniform system of
accounts, or under accounting prac-
tices previously followed .
C. The detailed electric plant ac-

counts (301 to 399. inclusive) shall be
stated on the basis of cost to the util-
ity of plant consttvcted by it and the
original cast. estimated if not known,
of plant acquired as an operating unit
or system . The difference between the
original cost . as above . and the cost to
the utility of electric plant after giving
effect to anyaccumulated provision for
depreciation at amoffizatiun shall be
recorded in account 114 . Electric Plant
Acquisition Adjustments. Tire original
cost of electric plant shall be deter-
mined by analysis of the utility's
records or those of the predecessor or
vendor companies with respect to elec-
tfic plant previously acquired as oper-
ating units or systems and tile dif-
ference between the original cost so de-
termined . less accumulated provisions
for depreciation mid amortization and
the cost to the utility with necessary
adjustments for retirements from the
date of acquisition. shall be entered in
account 114. Electric Plant Acquisition
Adjustments. Any difference between
tile cuss of electric plant and its book
cost, when not properly includible in
other accounts . shall be recorded in ac-
count 116. Other Electric Plant Adjust-
ments.
D. Plant acquired by lease which

qualifies as capital lease property
under General Instruction 19- Criteria
for Classirying Leases, shall be recorded
in Account 101 .1 . Property under Cap-
ital Leases, or Account 1206 . Nuclear
Fuel under Capital Leases . as appro-
priate .

2 . Electric Plant Tn Be Recorded at
Cost .
A . All amounts included in tile ac-

counts for electric plan, acv.real ac sn
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operating unit or system, except as
otherwise provided in the texts of the
imangible plant accounts, shall be
stated at the cost incurred by the per-
son who first devoted the property to
utility service . All other electric plant
shall be included in the accounts at the
cost incurred by the utility, except for
property acquired by lease which quali-
fies as capital lease property under
General Instruction 19. Criteria for
Classifying Leases, arid is recorded in
Account 101 .1 . Property under Capital
Leases, or Account 120 .6, Nuclear Fuel
under Capital Leases . Where the term
cost is used in the detailed plant ac-
counts. i t shall have the meaning stat-
ed in this paragraph.
B . When the consideration given for

property is other than cash. the value
of such consideration shall be deter-
mined on a cash basis (see, however,
definition 9) . In the entry recording
such transition, the actual consider-
ation shall be described with sufficient
particularity to identify it . The utility
shall be prepared to furnish the Com-
mission the particulars of its deter-
mination of the cash value of the con-
sideration if other than cash .
C . When property is purchased under

a plan Involving deferred payments . no
charge shall be made to the electric
plant accounts for interest, insurance .
or other expenditures occasioned solely
by such form of payment .
D . The electric plant accounts shall

not include the cost or other value of
electric plant contributed to the com-
pany . Contributions in the form of
money or its equivalent toward the
construction of electric plant shall be
credited to accounts charged with the
cost of such construction. Plant con-
structed from contributions of cash or
its equivalent shall be shown as a re-
duction to gross plant constructed
when assembling cost data in work or-
ders for posting to plant ledgers of ac-
counts. The accumulated gross costs of
plant accumulated in the work order
shall be recorded its a debit in the plant
ledger of accounts along with the re-
lated amount of contributions concur-
rently be recorded as a credit .
3 . Components ofconstruction cost.
A . For Major utilities . the cost of

construction properly includible in the
electric plant accounts shall include,
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where applicable, the direct and over-
head cost as listed and defined here-
under :

(1) Contract work includes amounts
paid for work performed under contract
by other companies . firms . or individ-
uals, costs incident to the award of
such contracts . and the inspection of
such work .

(Z) Labor includes the pay and ex-
penses of employees of the utility en-
gaged on construction work, and re-
lated workmen s compensation insur-
ance, payroll taxes and similar items of
expense . It does not include the pay
and expenses of employees which are
distributed to construction through
clearing accounts nor the pay and ex-
penses included in other items here-
under .

(3) Materials and supplies includes the
purchase price at the point of free de-
livery plus custorns duties, excise
taxes . the cost of inspection . loading
and transportation . the related stores
expenses . arid the cost of fabricated
materials from the utility's shop. In
determining the cost of materials and
supplies used for construction, proper
allowance shall be made for unused
materials and supplies, for materials
recovered from temporary structures
used in performing the work involved .
and for discounts allowed and realized
in the purchase of materials arid sup-
plies .
NOTE: The cost of individual items of

equipment of small value (for example . $500
or less) or of short lire . Including small port-
able tools arid implements . shall not be
charged to utility plant accounts unless the
correctness of the accwnting therefor is
verified by torrent inventories . The cost
shall be charged to the appropriate operating
expense or clearing accounts, according to
the use of such items. or. if such items are
consumed directly in corswctioo work . the
cesc shall be included as part of the cost of
the construction

(4) Transportation includes the cost of
transporting employees . materials and
supplies, tools, purchased equipment .
and other work equipment (when not
under own power) to and from points of
construction . It includes amounts paid
to others as well as the cost of oper-
ating the utility's own transportation
equipment . (See item 5 following .)

(5) Special machine service includes the
cost of labor (optional) . materials and
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distribution facilities according to the
purpose for which used .
E. Land (other than rights of way)

and structures used jointly for trans-
mission and distribution purposes shall
be classified as transmission or dis-
tribution according to the major use
thereof .

15 . Hydraulic production plant (Major
Utilluml .
For the purpose of this system of ac-

counts hydraulic production plant
means all land and land rights, struc-
tures and improvements used in con-
nection with hydraulic power genera-
tion . reservoirs dams and waterways.
water wheels . turbines . generators . ac-
cessory electric equipment, miscella-
neous powerplant equipment, roads,
railroads, and bridges. and structures
and improvements used in connection
with fish and wildlife, and recreation .

16- Nuclear Fuel Records Required
(Major Utilities) .
Each utility shall keep all the nec-

essary records to support the entries to
the various nuclear fuel plant accounts
classified under "Assets and Other Deb-
its.' Utility Plant t20A through 120.6,
inclusive, account $18, Nuclear Fuel
Expense and account 157, Nuclear Ma-
terials Held for Sale . These records
shall be so kept as to readily furnish
the basis of the computation of the net
nuclear fuel costs .

Operating Expense Instructions

1 . Supervision and Engineering (Major
Utilities) .
The supervision and engineering in-

cludible in the operating expense ac-
counts shall consist of the pay and ex-
penses of superintendents . engineers .
clerks, other employees and consult-
ants engaged in supervising and direct-
ing the operation and maintenance of
each utility function . Wherever alloca-
lions are necessary in order to arrive
at the amount to be included in any ac-
count, the method and basis of alloca-
tion shall be reflected by underlying
records.

ITEMS

Labor
1 . Special tests to detemne efficiency of

equipment operation .
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Z. Preparing or reviewing budgets . esti-
mates. and drawings relating to operation or
maintenance for departmental approval .
3. Preparing instructions for operations

and maintenance activities .
Reviewing and analyzing operating re-

suhs.
5 . Establishing organizational setup of de-

partments and executing changes therein .
6 . Formulating and reviewing routines of

departments and executing changes therein .
L Central training and instruction of em-

ptuyees by supervisors whose pay is charge-
able hereto . Specific instruction and train-
ing in a particular type of work is chargeable
to the appropriate functional account iSee
Electric Plant Instruction 3(19)) .

fl . Secretarial work for supervisory per-
sonnel, but not general Clerical and steno-
graphic work chargeable to ocher accounts.

Expenses
9. Consultants' fees and expenses .
10 . Meals, traveling and incidental ex .

penses.
2. Maintenance .
A. The cost of maintenance charge-

able to the various operating expense
and clearing accounts includes labor,
materials . overheads and other ex-
persses incurred in maintenance work .
A list of work operations applicable
generally to utility plant is included
hereunder. Other work operations ap-
plicable to specific classes of plant are
listed in functional maintenance ex-
pense accounts .
8. Materials recovered in connection

with the maintenance of property shall
be credited to the same account to
which the maintenance cost was
charged .
C. If the book cost of any property is

carried in account 102 . Electric Plant
Purchased or Sold, the cost of maln-
taining such property shall be charged
to the accounts for maintenance of
property of the same class and use, the
book cost of which is carried in other
electric plant in service accounts.
Maintenance of property leased from
others shall be treated as provided in
operating expense instruction 3 .

ITEMS

1 . Direct field supervision of maintenance.
2 . lnsp~Ung, testing . and reporting on

condition of plant specifically to determine
the need for repairs . replacernents, re-
arrangements and changes and inspecting
and testing the adequacy of repairs which
have teen made .
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2 . PRODUCTION Ptgtrr

A. SrEam PROUUOIION
310 Land and land rights .
311 Structures and Improvements .
31213oiler plant equipment.
313 Engines aM engine-drivengenerators.
314 Turbogenerator units.
315 Accessory electric equipment.
316 Miscellaneous power plant equipment

6. NUCI .EMt PRODUCTION
320 Land and land rights (Major only).
321 Structures and improvements (Major

only).
32Z Reactor plant equipment (Major only).
323 Turbogeneiator units (Major only).
324 Accessory electric equipment (Major

Only).
325 Miscellaneous power plant equipment

(Major only).

c NVDRatltrC PRODUCTION
330 Land and land rights.
331 Structures and improvements .
332 Reservotrs . dams . and waterways.
333 Water wheels. turbines and generators.
334 Accessory electric equipment .
335 Miscellaneous power plant equipment.
1,45 Roads. railroads and bridges .

D. OTHER PRUUU"IDN
3W Lard and land rights.
341 Structures and improvements
342 Fuel holders . producers. and accessories.
343 Prime movers .
344 Generators.
345 Accessory electric equipment.
346 Miscellaneous power plant equipment .

3 . TRANsmis910c1 Pew
350Land and land rights .
351 IReservedl
352 Structures and improvernents-
353 Station equipment.
354 Towers and fixtures .
355 Poles and fixtures .
356 Overhead conductors and devices.
357 Underground conduit.
358 Underground conductors and devices .
359 Roads and trails.

4 . D15tatauOnN P.~
360 Land and land rights .
%I Structures and improvements .
362 Stationequipment.
363 Storage battery equipment .
364 Poles. towers and fixtures .
365 Overhead conductors and devices
366 Underground conduh .
367 Underground conductors and devices
368 Line transformers .
369 Services .
370 Meters .
371lnstatiaclonsoncustomers pren,tses

379
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372 Leased property on customers premises .
373 Street lighting and signal systems.

5. GE7tERAL PLI.frf
389 Land and land nghts.
390 Structures and improvements.
391 Office furniture and equipment.
392 Transportation equipment.
393 Stores equipment.
394 Tools. shop and garage equipment.
395 Laboratory equipment .
3% Power operated equipment .
397 WmmunSCetfon equipment.
399 Miscellaneous equipment.
399 Other tangible property .

Electric Plant Accounts

301 Organisation.
This account shall include all fees

paid to federal or state governments
for the privilege of incorporation and
expenditures incident to organizing the
corporation. partnership. or other en-
terprise and putting it into readiness
to do business .

I . Cast of obtaining certificates author-
izing an enterprise to engage In the Public-
utility business .
2. Fees and expenses for .corptiration
3. pees and expenses for mergers or con-

solidations.
4. Office expenses incident to organizing

the utility .
5. Stock and minute books and corporate

seal .
NOra A : This account shall not include any

discounts upon securities issued or assumed:
nor shall it include any costs incident to ne-
gotiating loans. selling bonds or other evi-
dences of debt or expenses in connection
with the authorization. Issuance or sale Of
capital stuck.
NOTE B: Eutiude from this account and in

cltde in the appropriate expense account the
cost of preparing and filing papers in connec .
tion wnh the extension of the term of incor-
poration unless the first organization costs
have been written off When charges are
made to this account for expenses incurred
in mergers. consolidations. or reorganiza-
tions . amounts previously included herein or
in similar accounts in the books of the com-
panies concerned shall be excluded from this
account.

302 Franchises and consents.
A. This account shall include

amounts paid to the federal govern-
Client . to a state or to a political sub-
divo,o .r thercs.f ,n eon,;sdecvt:on for
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franchises . consents, water power li-
censes . or certificates . running in per-
petuity or for a specified term of more
than one year, together with necessary
and reasonable expenses incident to
procuring such franchises, consents,
water power licenses, or certificates of
permission and approval . including ex-
penses of organizing and merging sepa-
rate corporations, where statutes re-
quire, solely for the purpose of acquir-
ing franchises .
B . If a franchise, consent . water

power license or certificate is acquired
by assignment . the charge to this ac-
count in respect thereof shall not ex-
ceed the amount paid therefor by the
utility to the assignor, nor shall it ex-
ceed the amount paid by the original
grantee, plus the expense of acquisition
to such grantee . Any excess of the
amount actually paid by the utility
over the amount above specified shall
be charged to account 426 .5, Other De-
ductions .
C . When any franchise has expired .

the book cost thereof shall be credited
hereto and charged to account 426 .5 .
Other Deductions . or to account 111 .
Accumulated Provision for Amortiza.
tion of Electric Utility Plant (for
Nonmajor utilities . account 110 . Accu-
mulated Provision for Depreciation and
Amortization of Electric Plant) . as ap-
propriate .
D. Records supporting this account

shall be kept so as to show separately
the book cost of each franchise or con-
sent .
Nmb : Annual or other periodic payments

order franchises shall not be included herein
but in the appropriate operating expense ac-
count.

303 Miscellaneous intangible plant.
A . This account shall include the

cost of patent rights, licenses . privi-
leges . and other intangible property
necessary or valuable in the conduct of
utility operations and not specifically
chargeable to any other account.
B. When any item included in this ac-

count is retired or expires . the book
cost thereof shall be credited hereto
and charged to account 426 .5, Other De-
ductions, or account 111 . Accumulated
Provision for Amortization of Electric
Utility Plant (for Nonmajor utilities .
acemmr 116 . Arctrmttlated Provision for
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Depreciation and Amortization of Elec-
tric Plant) . as appropriate .
C . This account shall be maintained

in such a mariner that the utility can
furnish full information with respect to
the amounts included herein .

310 Land and land tights.
This account shall include the cost of

land and land rights used in connection
with steam-power generation. (See
electric plant instruction 7 .)

311 Structutea and improvemeots.
This account shall include the cost in

place of structures and improvements
used in connection with steam-power
generation . (See electric plant instruc-
tion 8 .)
NmE- Include steam production roads and

railroads in this account .

312 Boiler plant equipment.
This account shall include the cost

installed of furnaces, boilers . coal and
ash handling and coal preparing equip-
ment, steam and feed water piping .
boiler apparatus and accessories used
in the production of steam, mercury . or
other vapor . to be used primarily for
generating electricity .

frn ets
I . Ash handling equipment . Including hop-

pers . gates, cars, conveyors, hoists . sluicing
equipment . including pumps and motors .
sluicing water pipe and fittings, sluicing
trenches and accessories.etc . .except sluices
which are a part ofa building .

2 . Boiler feed system . Including feed water
heater. evaporator condensers . heater dmin
pumps . heater drainers . deaerators. and vent
condensers . boiler feed pumps . surge tanks .
Feed water regulators, feed water measuring
"Wpnrent . and all associated drives.

3 . Boiler plant cranes and hoists and asso-
ciated drives .

4 . Boilers and equipment . Including boilers
and baffles . economizers, superheaters . snot
blowers . foundations and settings. water
walls, arches . grates, insulation . blow-down
system . drying out of new boilers. also asso-
ciated motors or other power equipment .
5. Breaching and accessories . including

breaching . dampers . soot spouts . hoppers and
gates, cinder eliminators . breaching insula-
tion. soot blowers amt associated motors .
6. Coal handling and storage equipment, in-

cluding coal towers, coal lorries. coal cars-
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Account 253, Other Deferred Credits . and am-
oftized by credits to this account over a pe-
riod out to exceed 5 years.

Operation and Maintenance Expense
Chart of Accounts

1 . POWER PROIXiCrIO0I EXPFNSES

A. 57EAM POWER CENERATR)N

Pperatim
500 Operation supervision and engineering .
501 Fuel .
502 Steam expenses (Major only).
503 Steam from other sources.
504 Steam transferred-Credit .
505 Electric expenses (Major only).
506 Miscellaneous steam power expenses

(Major only).
507 Rents.
See Operation supplies and expemes

(Nonmajoronly).
509 Allowances .

Maintenance
SID Maintenance supervision and engineering

(Major only).
511 Maintenance ofstructures (Major only).
512 Maintenance of broiler plant (Major only).
513 Maintenance of electric plant (Major

only).
514 Maintenance of miscellaneous steam

plant (Major only).
515 Maintenance oI steam production plant

(Nonmajor only).

3, NUCLEAR POWER GENERATION

Operation
517 Operation supervision and engineering

(Major only).
518 Nuclear fuel expense (Major only) .
519 Coolants and water (Major only).
520 Steam expenses (Major only).
521 Steam from other sources (Major only).
522 Steam transferred-Credit (Major only).
523 Electric expenses (Major only).
524 Miscellaneous nuclear power expenses

(Major only).
525 Rents (Major only).

Maintenance
S28 Maintenance supervision and engineering

(Major only).
529 Maintenance of structures (Major only).
530 Maintenance of reactor plant equipment

MMajor only).
531 Maintenance of electric plant (Major

only).
532 Maintenance of miscellaneous nuclear

plant (Major only) .

C. HYDRAULIC POWER C~tRATION

Operation
535 Operation supervision and engineering .

Pl . 101

536 Water for power.
537 Hydraulic expenses (Major only) .
538 Electric expenses (Major only) .
539 Miscellaneous hydraulic power genera-

tion expenses (Major only).
510 Rents.
540.1 Operation supplies and expennses

(Nonmajor only).

Maintenance
511 Maintenance supervision and engineering

(Major only).
542 Maintenance of structures (Major only).
543 Maintenance of reservoirs . dams and wa.

terways (Major only)_
534 Maintenance of electric plant (Major

only).
54S Maintenance of miscellaneous hydraulic

plant (Major only).
545.1 Maintenance of hydraulic production

plant 0donmajor only) .

n. 073WR POWER GENERATION

Operation
546 Operation supervision and engineering .
547 Fuel .
548 Generation expenses (Major only) .
549 Miscellaneous other power generation ex-

penses (Major only).
550 Ran"
$50.1 Operation supplies and

(Nonmajor only) .

Maintenance

E. UTIMR MINIM SUPPLY PXPENS~

2 . TRANSMISSION ExPENS£S

Operation

expenses

551 Maintenance supervision and engineering
(Major only).

552 Maintenance ofstructures (Major only).
553 Maintenance of generating and electric

plant (Major only).
554 Maintenance of miscellaneous other

power generation plant (Major only).
554.1 Maintenance of other power production

plant (Nonmajor only)_

555 Purchased power.
556 System control and load dispatching

(Major only).
557 Ocher expenses .

SW Operation supervision and engineering .
561 Load dispatching (Major only) .
562 Station expenses (Major only).
SW Overhead line expenses (Major only).
564 Underground line expenses (Major only)_
565 Transmission of electricity by others

(Major only).
566 Miscellaneous transmission expenses

(Major only).
567 Rents.
567.1 Operation supplies and expenses

(Nonmajor only).
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512 Maintenance of boiler plant (Major
only).

A. This account shall Include the
cost of labor. materials used and ex-
penses incurred in the maintenance of
steam plant the book cost of which is
includible in account 312 . Boiler Plant
Equipment. (See operating expense in-
struction 2.)
B. For the purpose of making charges

hereto and to account 513, Maintenance
of Electric Plant. the point at which
steam plant is distinguished from elec-
tric plant is defined as follows :

1 . Inlet flange of throttle valve on
prime mover.

2. Flange of all steam extraction
lines on prime mover.

3. Hotwell pump outlet on condensate
lines .

4 . Inlet flange of all turbine-room
auxiliaries.

5. Connection to line side of motor
starter for all boiler-plant equipment.
513 Maintenance of electric plant

(Major only).
This account shall include the cast of

labor. materials used and expenses in-
curred in the maintenance of electric
plant. the book cost of which is includ .
ible in account 313, Engines and En-
gine-Driven Generators, account 314 .
Turbogenerator Units. and account 315 .
Accessory Electric Equipment. (See op-
erating expense instruction 2 and pars-
graph B of account 512.)

514 Maintenance of miscellaneous
steam plant (Major only) .

This account shall include the cost of
labor. materials used and expenses in-
curred in maintenance of miscella-
neous steam generation plant, the hook
cost of which is includible in account
316, Miscellaneous Power Plant Equip-
ment . (See operating expense mstruc-
tiun 2.)
515 Maintenance of steam production

plant (Nonmajor only) .
This account shall include the cost of

labor, materials used and expenses in-
curred in the maintenance of steam
production plant the book cost of
which is includible in plant accounts
311 to 316, inclusive . (See operating ex-
pense instruction 2.)
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517 Operation supervision and engi-
neering (Major only).

This account shall include the cost of
labor and expenses incurred in the gen-
eral supervision and direction of the
operation of nuclear power generating
stations. Direct supervision of specific
activities . such as fuel handling . reac-
tor operations . generator operations,
etc., shall be charged to the appro-
priate account. (See operating expense
instruction 1.)
518 Nuclear fuel expense (Major only).
A. This account shall be debited and

account 120.5 . Accumulated Provision
for Amortization of Nuclear Fuel As-
semblies, credited for the amortization
of the net cost of nuclear fuel assem-
blies used in the production of energy .
The net cost of nuclear fuel assemblies
subject to amortization shall be the
cost of nuclear fuel assemblies plus or
less the expected net salvage of ura-
nium, plutonium. and other byproducts
and unburned fuel . The utility shall
adopt the necessary procedures to as-
sure that charges to this account are
distributed according to the thermal
energy produced in such periods.
B. This account shall also include the

costs involved when fuel is leased .
C. This account shall also include the

cost of other fuels, used for ancillary
steam facilities, including superheat.
D. This account shall be debited or

credited as appropriate for significant
changes in the amounts estimated as
the net salvage value of uranium. plu-
tonium, and other byproducts con-
tained in account 157 . Nuclear Mate-
rials Held for Sale and the amount re-
alized upon the final disposition of the
materials. Significant declines in the
estimated realizable value of items car-
ried in account 157 may be recognized
at the time of market price declines by
charging this account and crediting ac-
count 157 . When the declining change
occurs while the fuel is recorded in ac-
count 120.3, Nuclear Fuel Assemblies in
Reactor. the effect shall be amortized
over the remaining life of the fuel .
519 Coolants and water (Major only).
This account shall include the cost of

labor . materials used and expenses in-
curred for heat transfer materials and

Schedule VWH 3-7


