
Exhibit No. :
Issues :

Witness:
Sponsoring Party:

Type ofExhibit:
Case No . :

Date Testimony Prepared:

MISSOURI PUBLIC SERVICE COMMISSION

UTILITY SERVICES DIVISION

SURREBUTTAL TESTIMONY

OF

ROSELLA L. SCHAD, P.E., C.P.A.

Jefferson City, Missouri
October 2006

*'Denotes Highly Confidential Information" N

Depreciation
Rosella L. Schad, P.E, C.P.A .
MOPSC staff
Surrebuttal Testimony
ER-2006-0314
October 6. 2006

KANSAS CITY POWER AND LIGHT COMPANY

CASE NO. ER-2006-0314

LE
NOV 1 3 2006

MI'eiab~,1 fl Pu¢IIqIsom~c® L,orvlralission

Exhibit No.-\3-9--
Case Nlo(s) . ba3~~
Date \C2--1s-ob Rptr?s~-F



BEFORE THE PUBLIC SERVICE COMMISSION

STATE OF MISSOURI

	

)
ss.

COUNTY OF COLE

	

)

OFTHE STATE OF MISSOURI

In the Matter of the Application of Kansas City )
Power & Light Company for Approval to Make )

	

Case No. ER-2006-0314
Certain Changes in its Charges for Electric Service

	

)
to Begin the Implementation of Its Regulatory Plan .

	

)

AFFIDAVIT OF ROSELLA L. SCHAD

Rosella L. Schad, of lawful age, on her oath states :

	

that she has participated in the
preparation of~foregoing Surrebuttal Testimony in question and answer form,
consisting of I

	

pages to be presented in the above case ; that the answers in the
foregoing Surrebuttal Testimony were given by her ; that she has knowledge of the
matters set forth in such answers ; and that such matters are true and correct to the best of
her knowledge and belief.

Rosella L. Schad, P .E., C.P.A .

Subscribed and sworn to before me this <n±"ay of October 20n-(4.

ISCN
MY Commission Expires

Augus131,2010
We County

Commission AOM78

E;MA.



2

3

4

5

6

7

8

9

10

11

12

13

SURREBUTTAL TESTIMONY

OF

ROSELLA L. SCHAD, P.E., C.P.A .

KANSAS CITY POWERAND LIGHT COMPANY

CASE NO. ER-2006-0314

EXECUTIVE SUMMARY... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1

THE APPROPRIATENESS OF REVIEWING DEPRECIATION RATES ... . . . . . . . . . . . . . . . . . . . . . . . . . . 2

THE TREATMENT OF GENERATION ASSETS AS MASS PROPERTY ACCOUNTS

RATHER THAN LIFE SPAN ACCOUNTS . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3

THE AVERAGE SERVICE LIVES FOR TRANSMISSION, DISTRIBUTION, AND

GENERAL ACCOUNTS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4

THE LEVEL OF NET COST OF REMOVAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7

THE LEVEL OF INTERIM RETIREMENTS FOR THE NUCLEAR ACCOUNTS .. . . . . . . . . . . . . 8



Q.

	

Please state your name and business address.

A.

	

Rosella L. Schad, P.O . Box 360, Jefferson City, Missouri, 65201

Q .

	

Bywhom are you employed and in what capacity?

A .

	

I am employed by the Missouri Public Service Commission (PSC or

Commission) as an Engineer in the Engineering and Management Services Department .

Q .

	

Are you the same Rosella L. Schad who has previously filed direct testimony

on behalfofthe Staffofthe Missouri Public Service Commission (Staff) in this proceeding?

A. Yes.

Q.

	

Please provide a summary ofyour surrebuttal testimony .

EXECUTIVE SUMMARY

SURREBUTTAL TESTIMONY

OF

ROSELLA L. SCHAD, P.E., C.P.A.

KANSAS CITY POWERANDLIGHTCOMPANY

CASE NO. ER-2006-0314

A.

	

I will respond to the rebuttal testimony of Kansas City Power & Light (KCPL

or Company) witness Don A. Frerking . I will clarify statements Mr. Frerking made regarding

depreciation . A summary of the concerns raised by his statements are:

1) The appropriateness of reviewing depreciation rates.

2) The treatment of generation assets as mass property accounts rather than

life span accounts .
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3) The average service lives for Transmission, Distribution, and General

Accounts .

4) The level of net cost of removal, and

5) The level of interim retirements for the nuclear accounts .

THE APPROPRIATENESS OF REVIEWING DEPRECIATION RATES

Q. Mr. Frerking states on page 15, line 7, of his rebuttal testimony :

However, while review of depreciation rates is generally part of a rate
proceeding, the Company does not believe it is appropriate in this case .

Do you agree with this statement?

A.

	

No.

	

As I stated on page 5, line 4, of my direct testimony, "The purpose of

depreciation in a regulatory setting is to recover the cost of capital assets allocated rationally

over the asset's useful lives."

In order to establish proper useful lives for the Company's plant assets, it is necessary

to perform a depreciation study. Thus, it is appropriate for Staff to perform a depreciation

study and set depreciation rates based on the results of that study.

Q. Did the Stipulation and Agreement (S&A) from KCPL Case No.

EO-2005-0329 specifically allow for parties to request additional changes in depreciation

rates that may result from depreciation studies?

A.

	

Yes. Page 32, line 9, of the S&A in KCPL Case No. EO-2005-0329, states :

Q.

Paragraph III .B.Li does not preclude KCPL, or any other party from
requesting that this amortization be directed toward specific plant
accounts or from requesting additional changes in depreciation rates
that may result from depreciation studies .

Would you summarize Staffs position on the appropriateness of reviewing

depreciation rates at this time?
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A.

	

Yes.

	

Staff's position is that a review of depreciation rates is necessary to

determine the appropriate level ofannual depreciation expense for the Company.

THE TREATMENT OF GENERATION ASSETS AS MASS PROPERTY ACCOUNTS

RATHER THAN LIFE SPAN ACCOUNTS

Q. Mr. Frerking states on page 17, line 4, ofhis rebuttal testimony :

If the Staff study did not incorporate lifespan analysis for the
generation accounts, Ms. Schad has misapplied the generation
retirement data that the Company provided and has not followed
standard depreciation principles with regard to generation assets .

Staff has advocated the fitting of Iowa curves to the mortality data of the generation

accounts, just as with the mass property accounts . Staff s position on this reflects the

situation of uncertainty of retirement dates of generation facilities . In the Company's 2005

Depreciation Study, a footnote asserts :

The lifespan and retirement date estimates listed above are for capital
recovery purpose only and do not necessarily represent retirement date
expectations for the Company's generation planning nor general
corporate planning purposes.

Has the Commission addressed this concern lately?

A.

	

Yes, in the Report and Order from The Empire District Electric Company

Case No. ER-2002-0570, page 51, line 4, the Commission stated :

The record shows that generation plants tend to remain in service
indefinitely under present conditions and that this is likely to continue
to be the case in the future . For these reasons, the Commission will
reject the reduced service lives sponsored by Empire in favor of the
longer lives produced through the use of Iowa Curves as advocated by
Staff and Public Counsel. The Commission concludes that the
estimated retirement dates relied upon by Roff are simply not
persuasive .
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Q.

	

Does Staff have any basis to conclude that KCPL's retirement dates relied

upon by Mr. Frerking in the Company's 2005 Depreciation Study are any more persuasive

than the Empire District Electric Company's retirement dates for its generation plant?

A.

	

** No. In the Company's 2006 Capacity Balance Spreadsheet Response

attached to this testimony as Schedule 1, the Company did not present any plans to eliminate

capacity, a condition that shows retirement of plant(s) is not imminent . **

Q.

	

Would you summarize Staffs position on the treatment of generation assets as

mass property accounts rather than life span accounts?

A .

	

Yes. Staff's position is that absent a verifiable retirement schedule for specific

generation assets, it is more appropriate to treat the generation assets as mass property

accounts than life span accounts .

THE AVERAGE_ SERVICE LIVES FOR TRANSMISSION, DISTRIBUTION, AND

GENERAL ACCOUNTS

Q. Mr. Frerking states on page 18, line 22, of his rebuttal testimony :

In order to check the reasonableness of Staffs curve matches, I plotted
Staffs proposed curve matches against the observed life data in the
Company's last depreciation study.

Have you compared the observed life data in the Company's last depreciation study

andthe Staffs depreciation study?

A.

	

Yes. I have provided the Company's (Mr. Frerking's) observed life data and

graph from their last depreciation study attached as Schedule 2, and Staffs observed life data

and graph from Staff's depreciation study attached as Schedule 3, for Account 358,

Transmission Underground Conductors and Devices. Staffs study examined historical data

up to and including year 2005 . Staffs Survivor Curve plotting Percent Surviving on the

Page 4
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vertical axis and Age in Years on the horizontal axis does not produce the same data

dispersion Mr. Frerking presents as his results in his last depreciation study or in his rebuttal

testimony on Schedule DAF-9, page 2 of 11, attached as Schedule 4 . The observed life data

and graph from Mr. Frcrking's study does not represent the account's observed life data and

graph as of December 31, 2005, from Staff's study. Staffs study more accurately depicts the

current survival history, whereas Mr. Frerking's study does not. 1 reviewed the Company's

Original Life Table, attached as Schedule 2, and Staffs Original Life Table, attached as

Schedule 3 . Most notably one can see where the entries for exposures differ : A comparison

of the two tables indicate that Mr. Frerking's data is approximately five years short; i.e ., the

point at which EXPOSURES drop below $1 million occurs at AGE 37 .5 years for

Mr. Frerking's analysis and at AGE 42.5 years for Staffs analysis . I examined this account,

shorting the experience band incrementally by a one year period starting with the most recent

year of 2005 data, and continuing for a total of five years, as shown in Schedule 5. The

survivor curve with experience up to and including year 2000 data only, seems to produces

the survivor curve Mr. Frerking produced in his study and, subsequently, in his rebuttal

testimony to use as a reasonable check against which he judged Staffs study. Mr . Frerking's

conclusion that major flaws exist with regard to Staff s study is wrong. In fact, Mr. Frerkings

study appears to lack validity .

Q.

	

On the basis of the historical data Mr. Frerking selected to use, what was

Mr. Frerking's best mathematical fit curve andbest visual fit curve for Account 358?

A.

	

As shown in Schedule 6 attached to this testimony, his best mathematical fit

curve was a 72 year Average Service Life (ASL) and his best visual fit curve was a 45 ASL.

Q.

	

Mr. Frerking states on page 19, line 4, of his rebuttal testimony :

Page 5
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The results of these questionable curve matches are average service
lives for many of these accounts that are approximately 10-20 years too
long .

Do you agree with this statement?

A.

	

No . As noted earlier, Mr. Frerking's observed life data and graph do not

represent the account's current survival history and, thus, are incomplete . Based on current

historical data, Staff recommended an ASL of 60 years attached as Schedule 7. Staffs best

mathematical fit curve was 72.1 years as shown in Schedule 3. The selection of an ASL of

60 years was a better visual fit to the observed life data and, if anything, could be considered

somewhat short rather than 10-20 years too long. I have provided a graph attached as

Schedule 8, depicting Staffs best mathematical fit curve of IOWA 72.1 L2 .5 and Staffs

recommended curve IOWA 60 L4, demonstrating the fitting of the curves to the data

dispersion . Mr. Frerking choice to recommend a 45 ASL for this account is almost a 30 year

reduction from his best mathematical fit curve of 72 ASL. Mr. Frerking's selection of a

45 ASL, in and of itself, can frame Staffs selection as 10-20 years too long, even without

consideration for Mr. Frerking's failure to analyze the account's current survival history.

Staff s average service lives for the Transmission, Distribution, and General accounts

reflect the most current examination of the Company's mortality data, including retirements

and additions through year 2005 .

Q.

	

Would you summarize Staffs position on the average service lives for

Transmission, Distribution, and General accounts?

A.

	

Yes. Staffs position is that the average service lives from Staffs depreciation

study are based on the most current historical data available through year-end 2005, and take

into consideration current retirement and addition activity, as well as current developments

and informed judgment.

Page 6
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THE LEVEL OF NET COST OF REMOVAL

Q. Mr. Frerking states on page 20, line 20, of his rebuttal testimony:

The result of Ms. Schad's `correction' significantly overstates the net
salvage rates that have been proposed by the Staff to be included in the
depreciation rate calculations .

Do you agree with this statement?

A.

	

No.

	

Staff's net cost of removal percentages in the depreciation rates, as

attached in Schedule 9, provide for $4,227,417 net cost of removal annually .

	

Based on an

actual average annual net cost of removal expense (for the ten years 1996-2005) of $679,893,

as shown in Schedule 10 of this testimony, Staffs annual depreciation expense is providing

for over six times the average annual amount spent over the last ten years . Significantly

overstating the net salvage rates would create a situation where the Company's annual net

cost of removal expense was not covered by the depreciation rate allowance and based on the

last ten years of cost ofremoval and gross salvage data that is simply not the case .

Q .

	

Did Staff calculate, with respect to Mass Property Accounts, traditional accrual

of net salvage?

A.

	

Yes.

	

Staff's calculation for net cost of removal was in accordance with the

Commission's Report and Order from a recent Empire District Electric case . In the Report

and Order from Empire Case No . ER-2002-0570, page 55, line 4, the Commission stated, "As

in the Laclede case cited above, it is the Commission's conclusion that, with respect to Mass

Property, traditional accrual of Net Salvage is required ." To address continuing concerns of

the level of net cost of removal, Staff recommends that KCPL keep a separate tracking

mechanism.

Q. Has the Commission addressed a tracking mechanism lately?

Page 7
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A.

	

Yes. On page 21, in the Third Report and Order issued January 11, 2005, from

Laclede Case No. GR-99-315, The Commission stated : "That Laclede Gas Company shall

keep a separate accounting of its amounts accrued for recovery of its initial investment in

plant from the amounts accrued for the cost ofremoval."

Q.

	

Would you summarize Staff s position on the level of net cost of removal?

A.

	

Yes.

	

Staff calculated depreciation rates using the traditional accrual of net

salvage. Staffs level of net cost of removal in annual depreciation expense is over six times

the average annual net cost of removal incurred over the last ten years.

	

Staff recommends

KCPL keep a separate accounting of its amounts accrued for recovery of its initial investment

in plant form the amounts accrued for the cost of removal.

THE LEVEL OF INTERIM RETIREMENTS FORTHE NUCLEAR ACCOUNTS

Q. Mr. Frerking states on page 18, line 3, of his rebuttal testimony :

Staffs study suggests that the average service life for the nuclear
accounts should be 59.5 years. In order to have an average service life
of 59.5 years, one would have to assume that there have been no
retirements in the past in these nuclear accounts, and that there will be
no retirements of existing plant in these nuclear accounts in the future
until the final retirement of the whole plant at the end of the assumed
extended operating license.

Do you agree with this statement?

A.

	

No. Page 24, line 15, of the S&A for KCPL Case No. EO-2005-0329, states :

"Upon the effective date of this Agreement, KCPL will begin recording depreciation expense

for the Wolf Creek Nuclear Generating Station based on a 60-year life span." The Wolf

Creek nuclear unit was originally licensed for 40 years . Per the Report and Order in KCPL

Case Nos. EO-85-185 and EO-85-224, page 208, "Accordingly the Commission finds that the

Wolf Creek depreciation accrual rate shall be 2.60 percent." A depreciation life rate of 2.5%

Page 8
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for the 40-year lifespan plus and interim retirement rate of 0.1 percent made up the 2.60%. In

KCPL Case No. EO-94-199, the depreciation rates for the Wolf Creek accounts were changed

to just over 3% (approximately a 0.53% adjustment from the life depreciation rate of 2.5%) .

After 20 years of a 40-year lifespan, the depreciation reserve for Wolf Creek is 51 .5 % of

plant balance ($387,126,235 of $751,882,142 on a Missouri jurisdictional allocated basis) . In

order to not overcollect over the next 40 years remaining in the 60 year lifespan, an ASL of 80

years (depreciation rate of 1 .25%) needs to be used to arrive at the 60-year life span required

from Case No.EO-2005-0329. With the depreciation reserve at 51 .5% of plant balance, an

adjustment for interim retirements of 0.43% (0.53%- 0.1%) was added to the life rate of

1 .25%, producing a 1 .68% depreciation rate . This equates to a 59.5 ASL to be used in the

depreciation rate formula to arrive at the proper amount of depreciation expense over the

60-year lifespan .

Q.

	

Would you summarize Staff's position on interim retirements for nuclear

plants?

A.

	

Yes.

	

Staff included a level of interim retirements in the nuclear account

depreciation rate equal to 0.43% . As the plant is half-way through a 40-year license, and an

extension of 20 years is anticipated to the operating license, a 60-year lifespan has been

adopted. Staff's interim retirement rate is higher than the 0.1% ordered in 1985, but should

allow for retirement activity through the life extension . Future analysis of any change to this

interim retirement rate for the nuclear plant accounts may be warranted as circumstances

necessitate.

Q.

	

What is Staffs view regarding the appropriateness of its recommended

depreciation rates?
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A .

	

Staff conducted a depreciation study of the Company's capital assets and based

on the mortality characteristics determined in the study, net cost of removal experience,

current developments, and informed judgment, Staff determined the appropriate depreciation

rates and annual depreciation expense, which should be included in the revenue requirement

for the Company. Staff recommends that the Commission order the depreciation rates

proposed in Schedule 2 ofmy direct testimony.

Q.

	

Does this conclude your testimony?

A. Yes.
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