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 1             (Proceedings commenced at 6:08 PM.)
 2                     DON GRAY:  Item 7 of the agenda
 3      continuing of the rate hearing.  I would call
 4      Judge Carson.
 5                     KATHRYN PETERS:  With your
 6      permission I would like Judge Carson to step
 7      over to the table so that he can preside over
 8      the rate hearing.
 9                     PHILLIP CARSON:  My name is
10      Phillip Carson.  I'm the hearing officer for
11      purposes of the Kansas City Board of Public
12      Utilities 2010 rate hearing.  We last had a -- a
13      hearing on the proposed rate increase on May
14      4th, 2010.  It was left open or continued from
15      that time.  I'm going to reopen the -- the rate
16      hearing as far as parties and appearances, are
17      there any intervenors or their counsel present?
18      If so, please stand and state your appearance or
19      name.
20                     JAMES ZAKOURA:  Good evening,
21      Judge, James P. Zakoura of the law firm of
22      Smithyman and Zakoura and I am counsel for the
23      intervenors; Owens Corning, Griffin Wheel,
24      Certain-Teed Products, Water One, General
25      Motors, and KU Medical Center.
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 1                     PHILLIP CARSON:  Thank you, sir.
 2      Any other intervenors or their attorneys
 3      present?  Sir?
 4                     RICK YARNELL:  Rick Yarnell, 2424
 5      Nebraska Court.
 6                     PHILLIP CARSON:  All right.
 7      Thank you, Mr. Yarnell.
 8               And, Miss Peters, you're here on behalf
 9      of the Board of Public Utilities and I
10      understand that you have a presentation or a
11      statement you'd like to make.
12                     KATHRYN PETERS:  That -- that's
13      correct, Mr. Carson, and I would like to
14      identify a few people in the audience, take this
15      opportunity.  We have three of our engineering
16      consulting firm experts with us this evening.
17      Craig Brown is here and Ed Overcast is here.
18      I'm not sure if Bob -- and Bob Grady is here and
19      I believe that they have been previously sworn
20      and may make statements this evening as well.
21                     PHILLIP CARSON:  That will be
22      fine.  Please consider yourselves as still under
23      oath.
24                     KATHRYN PETERS:  Ladies and
25      gentlemen of the Board, members of the audience,
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 1      and, Mr. Carson, I would like to summarize what
 2      has happened since the rate hearing was
 3      continued on May 4th.  The BPU has received a
 4      number of data requests on behalf of the
 5      industrial group, which it has responded to.  It
 6      has provided evidence to the -- to the
 7      industrial group about its revenue requirements.
 8      It -- the staff has also taken a look at the
 9      underlying assumptions in the cost of service
10      studies, both the water and the electric cost of
11      service studies, and has basically agreed with
12      all of those assumptions.
13               The BPU staff has asked its engineering
14      consultants to examine a few facts in the -- in
15      the assumptions and the cost of service studies
16      as to the timing of certain expenditures and the
17      amount of certain expenditures, and some of
18      those expenditures have moved from a current
19      timeframe to either a few months or in some
20      cases to a year later.
21               Examples of these include that some of
22      the assumptions on the number of filled
23      vacancies at this point in time have not been
24      completely satisfied.  There are a fewer
25      employees in 2010 than the cost of service study
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 1      assumed.  There have been assumptions as to
 2      certain O&M expenses and some of those current
 3      expenses are slightly lower than the assumptions
 4      set forth in the cost of service study.  There
 5      has been a major capital project, which in the
 6      electric supply area has -- by the manager of
 7      the electric supply has -- has moved one year
 8      later and that's the CT5.  So some of the major
 9      cost drivers in the early years have moved
10      slightly and or been reduced slightly into later
11      years.
12               We have spent most of our time talking
13      with the -- with the industrial customer group
14      about these revenue requirements and have, I
15      believe, been satisfied with the -- with the
16      material that we've provided them.  We've also
17      discussed the two major riders which were
18      noticed up, and one of them has some slight
19      modifications to the ERC.  We've discussed the
20      BPU's position on some of the ERC recovery
21      matters and have fully explored pending trends
22      that may affect the ERC.
23               And, finally, we've talked about the
24      environmental surcharge or ESC Rider, which was
25      one of the riders which we have recommended for
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 1      your consideration.  And I believe that we have
 2      -- have basically reached agreement on the
 3      structuring of the ESC and substantial agreement
 4      on the ERC.  There are some matters which we
 5      will continue to tweak, but basically the
 6      approach as to both riders I think have been
 7      agreed to.
 8               The cost of service study and the rate
 9      design and cost allocation have not yet been
10      fully flushed out.  We, as I said, have spent a
11      great deal of time talking about revenue
12      requirements, the ERC and the ESC, and have not
13      yet begun serious consideration of rate design
14      and cost allocation.  There's been one rate
15      design matter that has been discussed and that
16      has to do with the AMR, AMI project.  As you
17      know, a substantial amount of that project
18      includes the installation of smart metering and
19      the engineering consultants have indicated that
20      it would be appropriate to take the meter costs
21      and assign those directly to the customer
22      classes.
23               In other words, that instead of
24      spreading a meter cost across the board, the
25      cost of residential meters would be assigned to
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 1      the residential class, weighted cost of
 2      industrial meters would be assigned to the
 3      industrial class and the like.  And that's
 4      the -- that is a slight modification in the cost
 5      allocation methods set forth in the cost of
 6      service study.
 7               At this point, as others will tell you,
 8      we are -- we believe that we are in agreement
 9      concerning the July 1, 2010 rate increase that
10      that should be a 7 percent increase.  We are not
11      in agreement concerning the amount of an
12      increased to commence January 1, 2011.  The
13      industrial group believes that a smaller
14      increase than set forth in the cost of service
15      setting would be warranted.
16               The staff had looked at some of these
17      shifting of costs out of the 2011 time period to
18      see whether or not staff could reasonably
19      recommend a lower increase than 7 percent in
20      2011, and staff had examined this with its
21      engineering consultants and felt that if -- if
22      appropriate, the staff could recommend an
23      increase of up to -- of 5 percent in 2011 on the
24      electric side.
25               The 2012 and '13 revenue expenses have
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 1      not yet been fully flushed out, but the reason
 2      that the staff felt it could recommend no less
 3      than a 5 percent increase in 2011 was that if
 4      you look at project -- now projected
 5      expenditures in 2012 and '13, we would not have
 6      lower than the days cash on hand at the end of
 7      the study period and lower than the target debt
 8      service coverage ratio at the end of the study
 9      period.
10               As far as the water side goes, the
11      staff and the -- and the industrial customers
12      were in basic agreement that the 2010 revenue
13      increase of 8 percent January 1 was appropriate.
14      The industrial group had asked the staff whether
15      they could recommend for settlement purposes a
16      7 percent increase in 2011 on the water side and
17      the staff looked at some -- again, some of the
18      costs that shifted out of 2011 and these
19      matrices and determined that the staff could for
20      settlement purposes recommend a 7 percent
21      increase.  We have not, as I said, reached
22      agreement with the industrial group for -- for
23      electric in -- in 2011.  We also discussed, as I
24      mentioned, the billing of the meters, that that
25      would be done -- that could be done, as our


Metropolitan Court Reporters, Inc.    913-317-8800







Page 10


 1      engineering consultants have advised us, could
 2      be done on the basis of a direct cost
 3      assignment.
 4               We had discussed several matters
 5      relating to the ERC, and after review would
 6      agree that the existing $2.6 million, a known
 7      capacity cost based on our firm long-term supply
 8      contracts, could remain in the ERC as it
 9      presently is instead of -- sorry -- could remain
10      in base rates as it presently is instead of
11      removing to the ERC.  I think that, as I say,
12      there are some additional discussions about
13      future ERC firm capacity matters but we are
14      continuing those discussions and we feel that
15      those are going well.
16               On the environmental surcharge, the
17      staff had always felt that this should be
18      limited to major capital projects, major capital
19      environmental projects that were not otherwise
20      recovered through the base rates.  And the
21      staff's original thought on the ESC was that
22      that should be projects that were bond financed.
23      We had included in the ESC language that would
24      allow certain cash financed projects.  After
25      discussing this with the environmental group,
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 1      we're comfortable that any cash expenditures
 2      would have to be tied to major projects that had
 3      been substantially funded with -- with bonds.
 4               Using the low NOx burner as an example,
 5      we have $40 million allocated for the low NOx
 6      burner project.  Expected to recovered it all
 7      through bonds.  But suppose that you had change
 8      orders toward the end of that that might have
 9      another million or two.  We think it's
10      appropriate that, you know, that million or two
11      would be recovered the same way through the ESC.
12      And we also agreed with the industrial group
13      that this is such a substantial imposition of a
14      rider that we would be hap -- we would be
15      comfortable evaluating that the way that we've
16      done the rate stabilization rider.  That is that
17      we have to give advance notice of any
18      application of the ESC and have a group have the
19      opportunity to take a look at that before it's
20      imposed.
21               But certainly what we're doing now
22      through this rate process on the low NOx burner
23      project, taking that to the Board, and we said,
24      well, that's what we're doing with the rate
25      stabilization rider.  And imposing a rider for a
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 1      major environmental project seems like having
 2      that kind of transparency would be consistent
 3      with what the Board has done in the past.  The
 4      environmental group -- the environmental
 5      projects that we now know of of course are just
 6      the low NOx burner, but this will give plenty of
 7      time for everyone's planning purposes for the
 8      implementation of this rider.
 9               One of the things that the -- that the
10      industrial group requested is the opportunity to
11      address the Board to make a presentation on a
12      couple of things.  One of those is revenue
13      requirements.  As I said, the industrial group
14      feels that the revenue requirement for 2011 is
15      not as great as the BPU staff does.  And the
16      second one is that the industrial group, as I
17      indicated, wants to address the Board on cost
18      allocation and rate design matters and they
19      indicate that they have a strong opinion on
20      that.
21               And Mr. Zakoura is here this evening
22      and I'm sure that he will want to take the
23      opportunity to talk to the Board about this.
24      What I would suggest at this time though is that
25      we ask Ed Overcast with Black & Veatch to
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 1      address you further on some of these matters,
 2      and then ask Lori Austin to address you further
 3      on some of these matters.  Then we'd like to
 4      give Mr. Zakoura the chance to address you and
 5      Mr. Yarnell, if he wishes to, the chance to
 6      address you as well.
 7               If you have any questions for me, I'd
 8      answer them now or perhaps let Mr. Overcast and
 9      Miss Austin kind of flush out this summary that
10      I've given you.  So I'd ask Ed Overcast to
11      address the Board and.
12               Again, Mr. Carson, he was previously
13      under oath.
14                     PHILLIP CARSON:  That's correct.
15                     ED OVERCAST:  Good evening.  I'm
16      Ed Overcast.  I'm a director with Black &
17      Veatch.
18                     KATHRYN PETERS:  I apologize.
19      I'm going to say one other thing.  I -- I do
20      apologize.  When I was doing my introductions I
21      looked at the phone and forgot to mention that
22      Mike Gorman with Brubaker and Associates is
23      attending the board meeting by phone.
24               Mike, are you there?
25                     MIKE GORMAN:  Yes, I am.  Good
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 1      evening.
 2                     KATHRYN PETERS:  Thank you.
 3                     ED OVERCAST:  As I said, I'm a
 4      director with Enterprise Management Solutions,
 5      the consulting division of Black & Veatch, and I
 6      have filed testimony in support of the cost of
 7      service studies and rate design proposals that
 8      we have made to the Board on behalf of the BPU
 9      staff.  And what I want to do tonight is talk
10      just a little bit about the rate planning
11      process and to give you some -- some things that
12      we think are important as part of the overall
13      process.
14               And it's important to understand that
15      this BPU rate plan is not driven by the cost and
16      revenues in any single year.  In fact, this rate
17      plan is based on a five-year forecast and that
18      five-year forecast is a series of four 7 percent
19      increases designed to meet the financial targets
20      of 60 days of operating cash and a debt service
21      coverage of 1.6 times.  Now these goals
22      represent what's really the minimum financial
23      requirements for maintaining your current
24      favorable bond rating and they also represent
25      your Board financial policy requirements.
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 1               So we are set a goal and we're not --
 2      we're not just looking at today.  We're looking
 3      today and at the end of this five-year period we
 4      want to reach those goals.  So we're moving a
 5      little bit each year and we said, What kind of
 6      rate increase do you need each year over this
 7      period for four periods to get to those goals at
 8      the end of fifth year?
 9               As -- as part of our discussion with
10      the industrial customer group, we have taken
11      additional information -- let -- let me back up
12      and tell you that this plan is predicated on
13      information provided to us by the BPU staff that
14      runs through November of 2009.  So that's the
15      data that the forecast is based on, okay.
16               We have used additional information and
17      this is -- this is common in rate cases where
18      you update your information for things that you
19      know have happened, and we've looked at
20      additional data that goes from December of 2009
21      up through about the end of May 6 of this year.
22      So -- so we have a picture of some things that
23      have changed over that time period.  And as a
24      result of those changes, and we -- we have
25      updated our forecast and we've said that we


Metropolitan Court Reporters, Inc.    913-317-8800







Page 16


 1      could meet the goal in 2011 that we had set as
 2      part of getting to the end goal in 2014 with a
 3      5 percent rate increase, at -- at least that, at
 4      least 5 percent.
 5               And it's very important that we -- that
 6      we agree on 2012 and '13 as well so that we
 7      actually reach that goal.  Because anything we
 8      take out in the early years, we can't get more
 9      than 7 percent in the later years.  So if we
10      take out too much we wouldn't reach the goal.
11      But we were unable to reach an agreement on this
12      5 percent amount.  The industrial customers felt
13      that a lower number was possible.
14               In addition to this detailed discussion
15      and -- and we -- we've spent a lot of time
16      discussing these issues and -- and exchanging
17      information with the industrial customers
18      related to the revenue requirements, we've
19      discussed changes related to the ERC Rider and
20      the new ESC Rider.
21               And I think Kathy described it pretty
22      well.  We're -- we're hopeful of being able to
23      reach agreement on both of these riders.  We're
24      further along on the ESC than we are on the ERC
25      in my view and -- but, nevertheless, we are --
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 1      we are reasonably certain that we can reach a
 2      conclusion that's acceptable to everybody on
 3      those two riders and those two riders are
 4      important.
 5               The ESC Rider is important because
 6      that's where the money's going to come from to
 7      pay for the bond issues associated with
 8      environmental costs.  And if you can show that
 9      you've got a source of revenue, it makes it
10      easier to get -- to get the bond issue.  And the
11      ERC Rider is important because the cost of fuel
12      and purchase power is the largest single O&M
13      item in your -- in your budget.
14               Now, during this time discussions
15      related to cost of service and rate design have
16      been deferred.  We -- we have really not talked
17      about those at all.  There's been no substantive
18      discussion on rate design and cost of service at
19      this point.  In addition, there's been no
20      substantive discussion related to the revenue
21      requirements for 2012 and '13.  But we continue
22      to believe that 7 percent per year is required
23      in those late -- later years to meet the
24      financial goal of having 60 days of cash
25      reserves and meeting the 1.6 times bond coverage
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 1      rate.
 2               Now, if you have any questions for me,
 3      I'd be happy to answer them.
 4                     DAVID ALVEY:  I do have a couple
 5      questions.  Some -- when Kathy was giving her
 6      summary, she mentioned that part of the
 7      objection from the intervenors was based upon
 8      the fact that we have not filled vacant
 9      positions that had been allocated for the
10      current period.  Is that correct?
11                     ED OVERCAST:  That's correct.
12                     DAVID ALVEY:  Okay.  Secondly,
13      that when the intervenors look at the
14      financials, the BPU financials, they find lower
15      operation -- operations and maintenance
16      expenditures than had been projected.
17                     ED OVERCAST:  That's correct as
18      well.
19                     DAVID ALVEY:  And then third they
20      had -- and we had said that we could delay
21      installation of CT5 for perhaps a year.  Was
22      that correct?
23                     ED OVERCAST:  That's -- that's
24      one of the assumptions in the -- in the process,
25      yes.
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 1                     DAVID ALVEY:  Okay.  And yet when
 2      I -- and when I listen to those things, what I
 3      understand is that vacant positions have not
 4      been filled because of a serious cash flow
 5      problem, cash reserves on hand.
 6               Secondly, lower operations and
 7      maintenance budget is not because the -- the
 8      base cost had been reduced but because we simply
 9      are not making expenditures, again, because of
10      the lack of revenues to fund these projects and
11      carry these projects to completion.
12               And that third the assumption that we
13      do not need CT5 for another year could be --
14      could be accurate; could not be accurate based
15      upon the weather and based upon if we delay
16      necessary improvements to the coal plants, the
17      -- the coal generators and other maintenance
18      issues at the plants that, in fact, if we delay
19      CT5 an additional year, we might, in fact, put
20      ourselves in a worse financial position and not
21      if -- if we went with a 5 percent, not have the
22      revenues in emergency funds to handle those
23      problems and would have to go out on an
24      emergency basis to get a bond issued which is
25      apparently pretty hard to do.


Metropolitan Court Reporters, Inc.    913-317-8800







Page 20


 1                     ED OVERCAST:  I think it's fair
 2      to say that, you know, there's -- there's a lot
 3      of uncertainty in any forecast.  From my
 4      perspective this was the minimum forecast that
 5      we could possibly live with.
 6                     DAVID ALVEY:  And so --
 7                     ED OVERCAST:  And you're
 8      absolutely right if --
 9                     DAVID ALVEY:  So we're arguing
10      about what the minimum is?
11                     ED OVERCAST:  At -- at this point
12      I think this is the minimum that we -- that we
13      could find acceptable, the 5 percent.
14                     DAVID ALVEY:  And -- and I'm
15      going to push that a little bit further.  That's
16      the minimum and when we target for the minimum,
17      sometimes we'll hit the minimum; sometimes we
18      won't hit the minimum.  We'll be below the
19      minimum.  Sometimes we'll go over it.  Whereas
20      if you go for the -- the safety and the
21      reliability, you shoot for the reliability and
22      if we were to accept the 5 percent, we would not
23      be -- would even below -- be below our minimum.
24      Perhaps --
25                     ED OVERCAST:  I think what you're
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 1      asking is, is the forecast really the mean of
 2      what you would expect in the future.  And I
 3      think my answer to that would be there's --
 4      there's probably more risk that you would be
 5      under what we forecast than there is risk that
 6      we would be over.  That would be my opinion.
 7                     DAVID ALVEY:  Okay.  And so what
 8      I understand then is the intervenors will be
 9      trying to prove to us that our minimum is not
10      accurate?
11                     ED OVERCAST:  That's correct.
12                     DAVID ALVEY:  Okay.
13                     MARY GONZALES:  Could I ask a
14      question on that number, the attrition number,
15      was that a significant number?
16                     PHILLIP CARSON:  What's your
17      name, please?
18                     CRAIG BROWN:  Craig Brown with
19      Black & Veatch.  I was previously sworn in.
20                     PHILLIP CARSON:  All right.
21      Thank you.
22                     KATHRYN PETERS:  He was also
23      under oath.
24                     PHILLIP CARSON:  I remember.
25                     CRAIG BROWN:  I believe the --
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 1      the labor attrition amounted to because in the
 2      forecast we'd actually projected to slowly
 3      increase it about 25 percent per year back to
 4      the 2009 budgeted numbers of about 680
 5      employees.  I think the baseline we're working
 6      from at that point was about 610 to 620.  I
 7      believe the current -- to-date currently there's
 8      about 599 employees.  So I think the dollar
 9      impact by accepting the 2010 was about
10      1.7 million we were able to reduce, and I think
11      our projection for 2011 was 620 employees and I
12      think that reduced what we had projected by
13      about $909,000.
14                     DAVID ALVEY:  Okay.  That -- and
15      I'm going to go back to this point and -- and
16      kind of see where this comes from where it seems
17      to be going.  It -- it seems to me that the --
18      some of the objections, some of the major
19      objections of the intervenors, the industrial
20      group, are that, well, this is what you've been
21      operating with under these circumstances but
22      these circumstances that we've been operating
23      at -- under for the last two years have
24      certainly not been optimal in terms of revenues,
25      delayed capital projects, delayed maintenance,
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 1      delayed hiring, and that what we're really
 2      trying to do is restore to the utility to its
 3      optimal functioning and their argument is that
 4      we don't need to do that?  Is that your sense?
 5      Am I --
 6                     ROBERT MILAN, SR.:  Mr. Alvey,
 7      with all due respect, please let the intervenors
 8      explain to this Board what their positions are.
 9      At this point you're -- you're giving me
10      information that I'm not familiar with.  And
11      until I understand what their positions are,
12      then I am going to listen to their point.
13                     DAVID ALVEY:  Fair enough.
14                     PHILLIP CARSON:  Any other
15      questions for Mr. Overcast?  Thank you.
16                     LORI AUSTIN:  From the BPU staff
17      side we have put together a four-year plan --
18                     PHILLIP CARSON:  Would you state
19      your name?
20                     LORI AUSTIN:  I'm sorry.  Lori
21      Austin.
22                     PHILLIP CARSON:  Thank you,
23      Miss Austin.
24                     LORI AUSTIN:  We have put
25      together a four-year plan in order to meet the
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 1      financial goals of the utility.  We feel that
 2      it's important that this plan and -- and even
 3      this interim agreement of the first two years
 4      demonstrates that we have a plan and to look out
 5      in the years for future planning.  We need to
 6      demonstrate -- and if we're to issue bonds, we
 7      need to demonstrate to the credit rating
 8      agencies that there is commitment to our
 9      financial stability and to meet our goals over
10      the -- the study period of the 1.6 and the
11      60 days of cash.
12               So we have worked with the customer
13      group.  We've reviewed multiple proposals from
14      them in order to reach a reasonable compromise,
15      one that in which we can still meet our
16      financial goals.  We've offered to continue our
17      discussions with them on the revenue
18      requirements, the cost of service, and the --
19      and the rate design and -- and bring this back
20      before the Board in the Fall, 2010.
21               So we will continue to work with them.
22      We have received multiple data requests from
23      them.  We've had completed those data requests.
24      So we have provided a lot of information based
25      on their questions and we'll continue to work it
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 1      to address their issues.  Thank you.
 2                     PHILLIP CARSON:  Thank you.
 3      Mr. Zakoura.
 4                     JAMES ZAKOURA:  Thank you.  I'd
 5      first like to state that I want to thank the
 6      BPU, their counsel, their staff.  They've been
 7      very responsive to the requests that we've --
 8      we've put forward.  I would thank Mr. Gray
 9      personally that he has made the staff available.
10      The Black & Veatch people have been very
11      responsible.  So we're in the process of
12      gathering information, but what I would like to
13      take a little bit of time with if I could for
14      the Board is kind of tell you where we are, how
15      we got here, how this is maybe a little bit of
16      an unusual situation.
17               And the first thing I would like to say
18      to the Board is, you have a really difficult job
19      and I recognize that's the case.  You're
20      balancing a situation where you're balancing
21      reliability and safety and planning for the
22      future in a situation where many in the
23      community are having difficult economic times,
24      that would go for individual residences, people
25      who have retired, people in small businesses,
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 1      people in large businesses.  For the most part
 2      the current economic recession has not missed
 3      many people.  So a lot of people are in the
 4      same -- same place.  So I am certainly
 5      appreciative of your work and attention in those
 6      balancing items that you have to at all times
 7      take a look at.  And in response -- in response
 8      to -- how do you say your last name, sir?
 9                     DAVID ALVEY:  Alvey.
10                     JAMES ZAKOURA:  Mr. Alvey.
11      Pardon me, I didn't know how to say your last
12      name.  In response to the questions that you
13      asked, which I thought were all excellent
14      questions, that is in fact what -- what we're
15      trying to do as well, all of us together.  What
16      we started out to do was to say, How can we
17      approach these cases where there is a rate
18      increase and provide for necessary revenues to
19      the utility, at the same time look out for the
20      customers that -- that we hit that proper
21      balance that is enough but not too much?  And I
22      think that's what the Black & Veatch people were
23      speaking to and Miss Austin and -- and also
24      Miss Peters, that's -- that's the kind of
25      balance that we're all looking at.
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 1               So as a starting point I would say that
 2      we have not raised any issue with salaries,
 3      amount of salaries, amount of employees.  We
 4      did, as I believe Mr. Overcast said, we -- we
 5      looked at that.  We looked at a history really
 6      of where the employee count was of the utility
 7      from, oh, an extended period of time really,
 8      from several years past to -- to looking out to
 9      the future as to what it would be.
10               The other thing that I would say to you
11      is, it's a difficult time for employees in
12      capital, but it's also a difficult time to try
13      to forecast how much power you're going to sell.
14      I mean, you know, how many units you're going to
15      spread whatever cost is that you ultimately
16      approve across what number of units.  You've got
17      a lot of things going on at once.  Last year we
18      had a historically cool summer.  Twenty-
19      seven percent lower degree days than the typical
20      year.  Add to that the fact that we have an
21      economic recession, it was also ongoing and deep
22      seated and that affected the amount of -- of
23      units that utility sold.  So not only are you
24      trying to calculate the amount of revenue
25      needed, but how many units that's going to be
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 1      spread across.
 2               But before we get to -- before we get
 3      to the individual points, let me talk a little
 4      bit about the process and I -- I'm acquainted
 5      with most of the people here.  I've been in this
 6      business across Kansas and Missouri and Oklahoma
 7      for more than 25 years and the typical way you
 8      look at these situations is you try to look at a
 9      test year, which is a 12-year period immediately
10      preceding when the rate case is going to be and
11      you look at those set of costs and then you
12      adjust those forward for anything that you might
13      call would be known and measurable changes.
14      What you're -- what you're going to do in the
15      future that might cost money.
16               And the typical case in Kansas and
17      Missouri -- let me give you kind of a way that
18      this has been looked at by the legislatures in
19      Kansas and Missouri.  For those utilities that
20      are regulated by the Kansas Corporation
21      Commission, they usually give us 240 days to do
22      that, that study, which is eight months
23      basically.  In Missouri it's a little longer
24      than that.  In Missouri they usually take about
25      -- I looked at the last couple of cases, Aquila
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 1      and Kansas City Power and Light, and they
 2      typically run from one year one month to one
 3      year three months.  So we're looking at a block
 4      of time for consideration by really boards like
 5      you to look at these issues of about eight
 6      months to let's call it 14 months.  That's the
 7      normal way you look at that.
 8               This case is a little bit different in
 9      that, as correctly summarized by Mr. Overcast,
10      the -- what we're looking at is a block of time
11      moving forward as well as a block of time in the
12      past, the so-called test year.  He's trying to
13      estimate what the next four or five years look
14      like for the utility in terms of what their
15      employee needs are, what their capital needs
16      are, what their bonded indebtedness that Kathy
17      -- excuse me -- Miss Peters spoke to, and so
18      it's a moving target going forward as well.
19               The other things that I wanted to speak
20      to you a little bit about and this was also
21      discussed somewhat by Miss Peters is the class
22      cost of service and rate design studies.  And
23      let me give you just the very simple
24      understanding of -- or as I understand it to be
25      very simple statement of that.  Class cost of


Metropolitan Court Reporters, Inc.    913-317-8800







Page 30


 1      service and rate design basically try to do cost
 2      assignment to the people who cause the expense.
 3      It's matching expense and cause -- cause of that
 4      expense together.
 5               That is not an exact science.  In this
 6      case Black & Veatch has presented one to the
 7      Board.  In the case that I'm currently handling
 8      for a group of industrial customers involving
 9      Kansas City Power and Light on the Kansas side,
10      there are four cost of service studies found in
11      that case.  There's one by the staff of the
12      Kansas Corporation Commission, one sponsored by
13      the utility, one sponsored by the Citizens
14      Utility Ratepayer Board, and a fourth sponsored
15      by the industrialists.  So there are multiple
16      ways of looking at that issue by intelligent
17      people who work in the field.
18               So therein comes somewhat of the
19      difference between what we have had and when we
20      looked at that cost assignment and cost in
21      incurrence and were to place those, and we have
22      agreed though to go forward and look at that
23      carefully.  We've talked about everything from
24      getting another independent study to us
25      presenting our own study, letting the Board
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 1      decide which they think is -- is best suited to
 2      this particular utility and -- but we're
 3      approaching that matter hopefully on a
 4      thoughtful basis.
 5               Now, let me speak to, if we could, a
 6      little bit of what Miss Peters and Miss Austin
 7      spoke to and that's initial rate revenue
 8      increases and rate increases.  Basically the --
 9      the staff of the BPU has made the case that
10      there needs to be an immediate rate increase of
11      -- of as they said 7 percent on the electric
12      side.
13               And although we may not necessarily
14      agree when the timing of that will come into
15      place, whether it be 2010 or whether it be some
16      later period of time, we did agree to that
17      because what we wanted to do was to, Okay, let's
18      have the time to really look at this in a bit
19      more detail as we go forward.  Because when you
20      look at the entirety of the rate increases that
21      are being proposed here, they are scheduled to
22      come in over about a four-year period and they
23      come in in roughly equal increments on a yearly
24      basis.
25               So the idea was, Okay, we're all people
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 1      of good faith.  We're moving forward looking at
 2      this in an intelligent manner.  Let's get
 3      started on the process.  We always have these --
 4      these periods to address, you know, for the
 5      Board actually in the end to address whether
 6      we're right or wrong as we go forward but we
 7      need to take this first step together.  So that
 8      is part of what we've done here.
 9               We realize we haven't completed the
10      work but what we think we need to do is take a
11      first step to -- to then get that behind us and
12      to look at the rate design, to look at the
13      revenues needed in the future years on a more
14      thorough basis and a -- a more -- in my opinion
15      a little more business-like basis.  We've
16      basically been working together pretty much
17      every day for the last two months trying to
18      figure these items out.  So that's the idea of
19      the first initial rate increase, the 7 percent
20      Ms. Peters spoke to.
21               Then the next piece and what we had
22      talked about is getting these items, concluding
23      them, bringing them to the Board no later than
24      the end of September I believe.  And the reason
25      that that was done in that fashion was that we
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 1      were trying to be on a budget, schedule that
 2      fits -- excuse me -- we were trying to be on a
 3      presentation schedule that fitted the way you
 4      budget here at the utility.
 5               So the idea was that we would continue
 6      our work with the permission of the Board and
 7      that we would either agree to a -- a resolution
 8      to present to the Board on a several year basis
 9      that goes out as scheduled through that
10      2012-2013 period, or we have a day where we can
11      talk directly to the Board and present the case
12      to the Board at least on a couple of points for
13      the Board to hear directly from our people.
14               Now, if I can talk a little bit if you
15      don't mind if I could step over to the water
16      side.  We do have an agreement on the water side
17      for 2010 and 2011.  So those -- those items also
18      have -- have a good start a little further along
19      in that regard.  The water is actually a little
20      easier to deal with.  There aren't -- there
21      aren't as many expense items.  The -- the
22      scheduling of those expense items is -- has more
23      visibility to it.
24               So that is -- that is where we are.  We
25      start from the point that certainly the -- it is
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 1      the responsibility of -- of this Board to
 2      operate the utility in a manner that it can
 3      operate and provide safe and reliable service.
 4      Everyone agrees with that and you have a history
 5      of being able to do that which runs decades and,
 6      frankly, more than probably a hundred year years
 7      at this point in time.
 8               The -- but what we're trying to do is
 9      hit that balance and really the balance in -- in
10      speaking to the Board members question is, okay,
11      if you can reasonably and with reliability look
12      at some of those items and schedule them in a
13      manner that may be a little easier for people to
14      handle a year from now or two years from now as
15      hopefully the economy comes back and that
16      there's a bit more cash available to address on
17      these issues than had been in the past, we're
18      hoping that time will be on our side as we move
19      forward and address some of those items.
20               What we have tried to do as well as --
21      as that is to address the issues on an immediate
22      basis, the two years on the water as I said, the
23      initial year on the electric service with the
24      commitment to come back to the Board no later
25      than the end of September for the Board to make
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 1      a -- a determination -- I believe their meeting
 2      is scheduled for October 6th as I recall -- to
 3      -- to speak to those out years at -- at that
 4      point in time.
 5               As far as the environmental rider and
 6      as far as the energy cost adjustment that Black
 7      & Veatch spoke to, I would say that, yes, we're
 8      -- I would second what the gentlemen said in
 9      that regard.  We're very close and I -- I don't
10      think we have any particular material
11      differences to those -- those issues and they --
12      are important issues.
13               Number one, the environmental issue
14      needs to have a stream of income because you're
15      making a -- an investment, a dedicated
16      investment to the low NOx burners I believe that
17      you're talking about.  That's not particular
18      just to this utility.  That's helping all over.
19      So I'm familiar with that issue and that issue
20      has been handled in that fashion.
21               The -- the energy cost adjustment also
22      is important and I think we're pretty close on
23      that, too, what's that's to do is we've tried to
24      put -- put a fence post around those areas where
25      we understand the predictable expenses and then
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 1      you know what, we all know being in this
 2      business that there's some unpredictable
 3      expenses that occur and those are typically in
 4      the -- in the fuel, either the purchase power
 5      cost or -- or something of that nature.  Maybe
 6      you're doing some work at one of the facilities
 7      and you're buying more or less purchase power on
 8      the grid.
 9               There's going to be some variation with
10      that and -- and basically the economic cost
11      adjustment is a matter in which those variations
12      that come up which are unpredictable can be
13      handled.  Again, that particular mechanism for
14      recovering those costs are common in the utility
15      business both in the Midwest and all over the
16      United States.
17               So in summary, I would say to you that
18      while we may not have worked as quickly as the
19      Board would like us to work or hope that we
20      work, we are working diligently.  What I would
21      say to you is, we are not outside the timeframe
22      for this kind of decision that you would
23      normally see throughout the Midwest, that eight
24      months to 13-month bracket that we talked about
25      when we looked at that.  And then I think I
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 1      would ask the Board to give us some
 2      consideration because this is one of the most
 3      complex cases that I've been involved with and
 4      the complexity of it relates to the fact that
 5      we're trying to forecast the future as to what
 6      the needs of the utility are; what the -- what
 7      the interest rates in the bond market are; how
 8      much energy you'll likely be selling in the
 9      future.
10               All of those things are not easy things
11      to do but we have a lot of good people looking
12      at that and we are committed to working diligent
13      and to bring the Board back a resolution to the
14      remaining years either by agreement, which the
15      Board would thoughtfully consider at that time
16      or simply a presentation of evidence and the
17      Board would therein decide -- discharge their
18      responsibility by making a decision.
19               So I -- I'm sorry I droned on too long.
20      I appreciate the courtesy of being here.  Again,
21      I thank Mr. Gray and his staff for the work
22      they've done and Black & Veatch for the work
23      that they've done.  I think we have much work to
24      do and I think with the Board's permission we'll
25      be back with greater visibility in just a short
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 1      period of time.  Thank you.
 2                     DAVID ALVEY:  Mr. Zakoura, you --
 3      you would anticipate when you would ask for a
 4      presentation to the Board?
 5                     JAMES ZAKOURA:  When I spoke with
 6      the professional staff at the utility, they --
 7      they informed me of the budgeting process that
 8      you do and it has to be and I think to meet your
 9      criteria no later than say mid-September.  Am I
10      right, Miss Peters, that that's kind of --
11                     ROBERT MILAN, SR.:  That's about
12      the timeframe.
13                     LORETTA COLOMBEL:  I thought
14      August was the timeframe we were looking at like
15      the middle -- middle of August.
16                     KATHRYN PETERS:  I think what,
17      Mr. Zakoura, one of the things the Board asked
18      us for, what kinds of timeframes do they have to
19      give to you and to us to have the case fully
20      together so that all of the evidence will be in
21      front of them by mid-September so that when we
22      come to them by the end of September they'll
23      have a chance to review things before they have
24      the presentation.  And we've given them some
25      time suggestions on filing of evidence by the
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 1      industrial group and by the BPU to meet the goal
 2      of being done by the end of September.
 3                     JAMES ZAKOURA:  Thank you.  I
 4      misunderstood the question.  If what you and
 5      Mr. Alvey are saying is should -- should we have
 6      a -- should we have a documentation or have
 7      evidence presented to you in August, the answer
 8      is, yes, we can certainly do that with -- with
 9      preparing for the Board to make a decision in
10      September.
11                     LORETTA COLOMBEL:  Thank you.
12                     JAMES ZAKOURA:  Okay.  Or
13      whatever reasonable schedule but --
14                     JOHN PETTEY:  We were looking at
15      August the 16th, which would be two months from
16      now, and then and they come back by September
17      the 30th.
18                     JAMES ZAKOURA:  I -- subject to
19      checking with clients, I would say that August
20      16 would be a schedule we can meet, sir.
21                     KATHRYN PETERS:  And,
22      Mr. Zakoura, the staff then thought that if they
23      had an additional three weeks to respond or
24      September 7th, the day after Labor Day, they
25      would have all of the evidence in front of the
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 1      Board by mid-September.
 2                     JAMES ZAKOURA:  That -- that
 3      seems to me certainly to be very a reasonable --
 4      seems to be a very reasonable schedule which we
 5      can certainly meet.  Thank you.  And I think
 6      scheduling it out that way is a good way of
 7      approaching it.
 8                     MARY GONZALES:  Well, I mean,
 9      I -- I would just like to have some assurance
10      that we are going to meet those deadlines
11      because I -- I feel, and no disrespect intended,
12      that, you know, we should have maybe engaged a
13      little bit earlier.  I know we're not KCP and I
14      know that's -- you know but I -- I've sort of
15      been waiting on hearings, some sort of written
16      testimony which I thought I understood on the
17      May 4th meeting that we were going to have from
18      the intervenors.  So I -- so I would like to
19      have assurance that we will meet those
20      deadlines.
21                     JAMES ZAKOURA:  Certainly I will
22      provide that assurance to you at this time.
23      Thank you.
24                     LORETTA COLOMBEL:  Thank you.
25                     JAMES ZAKOURA:  And -- and the
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 1      criticism I accept as being just.  Thank you.
 2                     ROBERT MILAN, SR.:  Thank you.
 3                     PHILLIP CARSON:  Any other
 4      questions for Mr. Zakoura?  Thank you.
 5               Mr. Yarnell, do you have a statement
 6      you would like to make?
 7                     RICK YARNELL:  Rick Yarnell.
 8      Good evening, ladies and gentlemen.  I do have
 9      some things I would like to address to the
10      specifics for the recommendations of the
11      professional staff and Black & Veatch have made.
12      One thing, concerning the industrial -- I'm
13      sorry -- the energy rate component rider.  The
14      agreement to keep the $2.6 million cost a firm
15      capacity in the base rates rather than moving it
16      to the ERC is something that is wise.  Also the
17      implementation of the environmental surcharge is
18      also very wise.  As you all know, we are going
19      to have many, many costs of environmental
20      concerns going to be facing us in the future and
21      I do believe this needs to be implemented.
22               There are two things that I'm really
23      concerned about.  One, is that I would like to
24      remind the Board that when the combustion
25      turbine No. 4 was put into place in 2004, the
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 1      bonded cost for that was 34 and a half million
 2      dollars.  The CT5 as presented in the cost of
 3      service study that is expected to be put in,
 4      that cost is projected to be well north of
 5      $70 million, which is doubling in quite a few --
 6      in very few years.
 7               Delay of putting that in makes me very
 8      concerned that the cost will continue to
 9      skyrocket.  If the economy does improve, true
10      the BPU will get more revenues, but the cost of
11      commodities as you well know are going to
12      skyrocket with it.  We have seen $140 barrel
13      oil.  As you well know the cost of copper, the
14      cost of steel, the cost of all commodities that
15      go into building these things are going to
16      skyrocket if the economy improves.
17               And I really do believe that delaying
18      the cost or delaying this implementation of the
19      CT5 will probably put the cost well north of
20      $80 million and that is just unwise to delay
21      this.  So I would urge the staff to please
22      consider putting this in as soon as possible.
23      It is needed and a delay will only raise the
24      cost to the customers.
25               The last item I would like to point out
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 1      is that the cost of service studies, a very good
 2      one I might say, pointed out that the small and
 3      medium-size businesses have been paying more
 4      than their cost of service for quite a few
 5      years.  The residential and the large power
 6      sources of which Mr. Zakoura is representing a
 7      few of those customers tonight have not been
 8      paying their cost of service.
 9               And when you are going to consider a
10      7 percent across the board rate increase to all
11      classes, then you are putting a 7 percent rate
12      increase to those classes, the small and medium-
13      size businesses that are struggling, to those
14      that have already been paying more than their
15      cost of service.  And as you go forward and
16      think about this, you might consider whether or
17      not that would be a wise choice.  And thank you
18      for your time.
19                     PHILLIP CARSON:  At this point
20      are there any Board members that would like to
21      make a statement?
22                     LORETTA COLOMBEL:  I would like
23      to say something to Mr. Yarnell and -- and I do
24      appreciate your observations.  And -- and I
25      think we -- we have looked at that and that's
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 1      what we're waiting on the intervenors for the
 2      rate design so that we can adjust and make sure
 3      that everyone is paying what it cost us to
 4      provide to them and so I do want to thank you
 5      for those statements.
 6                     RICK YARNELL:  Thank you.
 7                     ROBERT MILAN, SR.:  I would like
 8      to thank you for your comments and first time I
 9      had an opportunity to hear your position.  It is
10      well taken in consideration and thank you for
11      your valuable input.
12                     PHILLIP CARSON:  Ladies and
13      gentlemen that -- whatever --
14                     JOHN PETTEY:  I -- I would -- I
15      would suggest as a Board we would vote for the
16      7 percent across the board for power, the
17      8 percent for electric to go into effect on July
18      the 1st.
19                     DON GRAY:  Eight percent for
20      water.
21                     JOHN PETTEY:  Eight percent for
22      water -- I'm sorry -- on July the 1st, 2010 but
23      with the understanding these discussions will
24      continue as you discussed tonight and there will
25      be no changes in the cost of service study and
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 1      it will stay as it stands until your discussions
 2      are -- are completed and we'll see what the
 3      recommendations then come back for 2011, '12 and
 4      '13.  And I see where we're talking August -- by
 5      August the 16th to get us this which would give
 6      us time for a final September 30th to hear it
 7      all and then we would vote on October the 6th to
 8      see what we would decide from hearing all the
 9      final arguments for both sides.
10                     ROBERT MILAN, SR.:  Will you put
11      it in a formal motion?
12                     JOHN PETTEY:  That's a
13      suggestion.  If somebody wants to make a motion,
14      that would be fine.
15                     ROBERT MILAN, SR.:  I will make a
16      motion to -- for the suggestion -- the
17      suggestions -- any more comment before I make a
18      motion?
19                     JOHN PETTEY:  You know what,
20      before we make this motion there are several
21      ways we could do it.  When we -- we would make
22      the motion to accept July 1st for this and then
23      would -- would we then want to approve an
24      interim electric increase of 7 percent for 2011,
25      '12 and '13, and then the water increase would
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 1      be 8 percent for 2011, 7.5 for 2012, and '13
 2      effective January 1st of each year which
 3      would -- this would all be spread across the
 4      board.  Just --
 5                     LORETTA COLOMBEL:  Would that
 6      motion be an interim motion --
 7                     KATHRYN PETERS:  May I -- may
 8      I --
 9                     LORETTA COLOMBEL:  -- before the
10      testimony we would receive in August?
11                     KATHRYN PETERS:  May I correct
12      one thing.  On the water, we do not recommend
13      spreading that across the board.  There's rate
14      design built into the water increase and at this
15      point we've received no indication that there's
16      any concerns about that.  So we would have the
17      2011 water increase be as set forth in the cost
18      of service study.  Any changes from '12 -- '11,
19      '12 and '13 would be upon further
20      recommendations, please.
21                     ROBERT MILAN, SR.:  Separate
22      issue then.  Okay.  Thank you.
23                     KATHRYN PETERS:  And I apologize,
24      we did not make that clear to you in our
25      presentation that the cost of service were
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 1      related to electric.
 2                     LORETTA COLOMBEL:  So, John, your
 3      motion is to accept 7 percent electric,
 4      8 percent water July -- effective July 1.
 5                     JOHN PETTEY:  July 1.
 6                     LORETTA COLOMBEL:  That --
 7                     JOHN PETTEY:  And then --
 8                     LORETTA COLOMBEL:  Not more than
 9      7 percent for '11, '12 and '13 depending on the
10      testimony from Mr. Zakoura that that is subject
11      to change?
12                     JOHN PETTEY:  Right.
13                     LORETTA COLOMBEL:  Am -- am -- am
14      I understanding that -- that's a correct motion?
15                     ROBERT MILAN, SR.:  Subject to
16      what?
17                     MARY GONZALES:  Subject to
18      testimony from the --
19                     TERRY EIDSON:  Subject to
20      testimony from the intervenors.
21                     LORETTA COLOMBEL:  Right, yes.
22      It's subject to change.  In other words, it's
23      there but we -- we are allowing them and we need
24      to hear their testimony but this allows us to go
25      ahead and proceed forward.
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 1                     JOHN PETTEY:  Correct, it
 2      would -- right.
 3                     ROBERT MILAN, SR.:  Okay.  Are we
 4      clear now?  Make sure we're clear.
 5                     DON GRAY:  Just so I understand
 6      now what about the water, I know we had
 7      discussed 2011, but we also were looking at
 8      future years for water as well.  So do we want
 9      to also insert water in that?
10                     MARY GONZALES:  Mr. Zakoura said
11      they were agreed on 2010 and 2011 in water, is
12      that correct?
13                     JOHN PETTEY:  Well, is that two
14      motions?
15                     KATHRYN PETERS:  Yes.
16                     ROBERT MILAN, SR.:  Yeah, that's
17      two -- two separate issues here.
18                     JOHN PETTEY:  Oh, okay.
19                     ROBERT MILAN, SR.:  Be careful
20      now.
21                     JOHN PETTEY:  So we -- we need a
22      motion to approve.
23                     KATHRYN PETERS:  May I suggest
24      motions to you?
25                     MARY GONZALES:  Yes, please.
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 1                     ROBERT MILAN, SR.:  Will you
 2      summarize that because we have two different
 3      things.  Thank -- thank you.
 4                     KATHRYN PETERS:  I'm going to
 5      first suggest an electric motion and that is
 6      that you move that you approve a rate increase
 7      effective July 1, 2010 for 7 percent on an
 8      across the board basis.
 9                     DAVID ALVEY:  So moved.
10                     ROBERT MILAN, SR.:  I second the
11      motion.
12                     TERRY EIDSON:  Without any
13      discussion or nothing that relates to what
14      Mr. Zakoura and the other intervenors are going
15      to --
16                     KATHRYN PETERS:  I think that you
17      should give those directions as well.  I just
18      was giving you a separate motion.  But I think
19      these all have to be contingent on presentation
20      to you by no later than the end September, the
21      final recommendations.
22                     TERRY EIDSON:  I'll -- I'll go
23      along with that.
24                     ROBERT MILAN, SR.:  Put those
25      dates in every -- because it would be one-step
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 1      deal; the date, the time, et cetera, please.
 2                     KATHRYN PETERS:  Okay.  Let --
 3      let's start with the -- the motion then that you
 4      direct the --
 5                     LORETTA COLOMBEL:  We -- we had a
 6      motion on the floor.  Bob, did you hear --
 7                     ROBERT MILAN, SR.:  I thought it
 8      was on a motion because I seconded it.  Withdraw
 9      my second.  Make it over.
10                     KATHRYN PETERS:  I suggest that
11      you direct that the following schedule be
12      approved for the completion of this rate
13      hearing, that the -- all -- all intervenors be
14      directed to pre-file any testimony by no later
15      than August 16th two months from tonight, that
16      the BPU staff and engineers be directed to file
17      any rebuttal testimony by no later than
18      September 7th and that the -- any presentation
19      -- and that any recommendations to the Board be
20      provided to you by the end of September.
21                     LORETTA COLOMBEL:  David?
22                     DAVID ALVEY:  So moved.
23                     ROBERT MILAN, SR.:  I second this
24      time.  Thank you.
25                     JOHN PETTEY:  Roll call, please.
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 1                     DAVID ALVEY:  Do we need a
 2      separate motion for the --
 3                     LORETTA COLOMBEL:  Do the roll
 4      call first.
 5                     DAVID ALVEY:  Okay.  Very good.
 6                     TERRY EIDSON:  Would someone read
 7      the motion again, please.
 8                     (Whereupon, page 46, line 12,
 9      through page 46, line 18 was read by the
10      reporter.)
11                     LORETTA COLOMBEL:  Would it be
12      suggested we do another motion?
13                     KATHRYN PETERS:  Sure, I'll just
14      go ahead and --
15                     LORETTA COLOMBEL:  We would have
16      to withdraw again the second.
17                     KATHRYN PETERS:  I'll -- maybe
18      I'll just say what I think the motion was and
19      that is that the intervenors -- all intervenors
20      be directed to file their pre-file testimony by
21      no later than August 16th two months from today.
22      That the BPU staff and its engineers be directed
23      to file any rebuttal testimony by no later than
24      September 7th so that this matter may be
25      presented to the Board by no later than the end


Metropolitan Court Reporters, Inc.    913-317-8800







Page 52


 1      of September.
 2                     DAVID ALVEY.  2010.
 3                     KATHRYN PETERS:  2010.
 4                     TERRY EIDSON:  And the rate?
 5                     KATHRYN PETERS:  I think that you
 6      -- we're suggesting that you take these motions
 7      up separately.  So that was just that motion on
 8      -- on the timing and then I would give you
 9      motions on the rates after this.
10                     DAVID ALVEY:  So moved.
11                     TERRY EIDSON:  Second.
12                     ROBERT MILAN, SR.:  Second.
13                     JOHN PETTEY:  Roll call, please.
14                     JODY BOEDING:  Roll call on the
15      motion.  Miss Colombel?
16                     LORETTA COLOMBEL:  Aye.
17                     JODY BOEDING:  Miss Gonzales?
18                     MARY GONZALES:  Aye.
19                     JODY BOEDING:  Mr. Eidson?
20                     TERRY EIDSON:  Aye.
21                     JODY BOEDING:  Mr. Alvey?
22                     DAVID ALVEY:  Aye.
23                     JODY BOEDING:  Mr. Milan?
24                     ROBERT MILAN, SR.:  Aye.
25                     JODY BOEDING:  Mr. Pettey?
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 1                     JOHN PETTEY:  Aye.
 2                     JODY BOEDING:  Motion carries.
 3                     KATHRYN PETERS:  My -- my
 4      understanding was that you wanted that as a
 5      separate motion because all of your other
 6      motions would be predicated on that.  The
 7      recommendation then of -- of the staff would be
 8      that you approve a rate increase -- a -- a
 9      increase in revenues from base rates for
10      electric of 7 percent effective July 1, 2010,
11      such rates to be spread across the board.
12                     LORETTA COLOMBEL:  Motion --
13                     JOHN PETTEY:  Have the water on
14      there also?
15                     LORETTA COLOMBEL:  No we're going
16      to have separate.  Motion would be effective
17      July 1st and 7 percent across the board rates
18      for electric.
19                     DAVID ALVEY:  Second.
20                     JOHN PETTEY:  Roll call, please.
21                     JODY BOEDING:  Roll call on the
22      motion.  Miss Colombel?
23                     LORETTA COLOMBEL:  Aye.
24                     JODY BOEDING:  Miss Gonzales?
25                     MARY GONZALES:  Aye.
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 1                     JODY BOEDING:  Mr. Eidson?
 2                     TERRY EIDSON:  Aye.
 3                     JODY BOEDING:  Mr. Alvey?
 4                     DAVID ALVEY:  Aye.
 5                     JODY BOEDING:  Mr. Milan?
 6                     ROBERT MILAN, SR.:  Aye.
 7                     JODY BOEDING:  Mr. Pettey?
 8                     JOHN PETTEY:  Aye.
 9                     JODY BOEDING:  Motion carries.
10                     KATHRYN PETERS:  And then a
11      motion, again, as recommended by the -- the
12      staff and also the -- the industrial intervening
13      group that you approve a water increase of
14      8 percent over revenues from the existing base
15      rates to be effective July 1st, 2010 with costs
16      to be allocated as set forth in the water cost
17      of service study.
18                     DAVID ALVEY:  So moved.
19                     TERRY EIDSON:  Second.
20                     JOHN PETTEY:  Roll call, please.
21                     JODY BOEDING:  Roll on the
22      motion.  Miss Colombel?
23                     LORETTA COLOMBEL:  Aye.
24                     JODY BOEDING:  Miss Gonzales?
25                     MARY GONZALES:  Aye.
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 1                     JODY BOEDING:  Mr. Eidson?
 2                     TERRY EIDSON:  Aye.
 3                     JODY BOEDING:  Mr. Alvey?
 4                     DAVID ALVEY:  Aye.
 5                     JODY BOEDING:  Mr. Milan?
 6                     ROBERT MILAN, SR.:  Aye.
 7                     JODY BOEDING:  Mr. Pettey?
 8                     JOHN PETTEY:  Aye.
 9                     JODY BOEDING:  Motion carries.
10                     KATHRYN PETERS:  And I would ask
11      is it the Board's pleasure that you approve
12      interim rate increases for 2011, '12 and '13?
13                     LORETTA COLOMBEL:  Yes.
14                     KATHRYN PETERS:  Pending --
15      pending final decision following the completion
16      of the filing of all testimony on revenue
17      requirements, cost allocation, and rate design
18      matters?  And if you tell us what percentage you
19      want to increase in those years, I'll go ahead
20      and give you the form of that motion.
21                     JOHN PETTEY:  Well, we're looking
22      at 7 percent 2011, '12 and '13 effective January
23      the 1st of each year for power.  Water would
24      be --
25                     LORETTA COLOMBEL:  Separate
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 1      motion, John.
 2                     JOHN PETTEY:  Pardon?
 3                     LORETTA COLOMBEL:  Separate
 4      motion.
 5                     JOHN PETTEY:  Water would be
 6      8 percent for 2011, 7.5 -- 7.5 for 2012 and '13
 7      effective January the 1st.
 8                     TERRY EIDSON:  Excuse me, I
 9      thought we had already approved the water.
10                     KATHRYN PETERS:  These would be
11      for the interim increases for 11, '12 and '13
12      and I ask --
13                     TERRY EIDSON:  We're -- we're not
14      voting on the -- on the water as such the way it
15      was presented?
16                     KATHRYN PETERS:  You've approved
17      the water increase for 2010.
18                     TERRY EIDSON:  Only 2010.
19                     KATHRYN PETERS:  Only 2010.  So
20      the -- the question then is if it's your
21      pleasure to have interim increases I just ask
22      what direction from the Board of the percentages
23      to give you in the form of the motion.
24                     ROBERT MILAN, SR.:  That includes
25      having an additional rate hearing, is that
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 1      correct, in the interim?
 2                     KATHRYN PETERS:  Yes, that --
 3      that means that you will receive evidence on --
 4                     ROBERT MILAN, SR.:  Yes --
 5                     KATHRYN PETERS:  -- these
 6      matters.
 7                     ROBERT MILAN, SR.:  -- thank you.
 8                     TERRY EIDSON:  Were there any
 9      intervenors on the water?
10                     KATHRYN PETERS:  Yes.
11                     ROBERT MILAN, SR.:  I make the
12      motion to accept the interim increase on the
13      water side as recommended by counsel.
14                     JOHN PETTEY:  Well -- okay, we'll
15      go water first.  That'd be -- would take two
16      motions.
17                     MARY GONZALES:  I'll second
18      Mr. Milan's motion.
19                     JOHN PETTEY:  Roll call please.
20                     JODY BOEDING:  Roll call on the
21      motion.  Miss Colombel?
22                     LORETTA COLOMBEL:  Aye.
23                     JODY BOEDING:  Miss Gonzales?
24                     MARY GONZALES:  Aye.
25                     JODY BOEDING:  Mr. Eidson?
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 1                     TERRY EIDSON:  Aye.
 2                     JODY BOEDING:  Mr. Alvey?
 3                     DAVID ALVEY:  Aye.
 4                     JODY BOEDING:  Mr. Milan?
 5                     ROBERT MILAN, SR.:  Aye.
 6                     JODY BOEDING:  Mr. Pettey?
 7                     JOHN PETTEY:  Aye.
 8                     JODY BOEDING:  Motion carries.
 9                     JOHN PETTEY:  Now we need a
10      motion for electric interim, approve electric
11      for 7 percent for 2011, '12, and '13 effective
12      January the 1st.
13                     LORETTA COLOMBEL:  I'll make a
14      motion at the -- January the 1st of each year
15      for 2011, '12, and '13, 7 percent electric.
16      Interim, correct?
17                     ROBERT MILAN, SR.:  Is that
18      across the board?
19                     KATHRYN PETERS:  No, no, no.
20                     LORETTA COLOMBEL:  It's interim.
21      I'm sorry.
22                     KATHRYN PETERS:  That's an
23      interim increase.
24                     LORETTA COLOMBEL:  That's interim
25      because we're waiting on testimony.
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 1                     KATHRYN PETERS:  Correct.  And,
 2      in fact, it would be our expectation that you
 3      would have recommendations on rate design and
 4      cost allocations.
 5                     MARY GONZALES:  I'll second that
 6      motion.
 7                     JOHN PETTEY:  Roll call please.
 8                     JODY BOEDING:  Roll call on the
 9      motion.  Miss Colombel.
10                     LORETTA COLOMBEL:  Aye.
11                     JODY BOEDING:  Miss Gonzales?
12                     MARY GONZALES:  Aye.
13                     JODY BOEDING:  Mr. Eidson?
14                     TERRY EIDSON:  Aye.
15                     JODY BOEDING:  Mr. Alvey?
16                     DAVID ALVEY:  Aye.
17                     JODY BOEDING:  Mr. Milan?
18                     ROBERT MILAN, SR.:  Aye.
19                     JODY BOEDING:  Mr. Pettey?
20                     JOHN PETTEY:  Aye.
21                     JODY BOEDING:  Motion carries.
22                     KATHRYN PETERS:  Mr. Zakoura or
23      Mr. Yarnell, if you have anything else to put
24      before the Board this evening, let me know.
25      Otherwise, I think we'll ask the hearing officer
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 1      to continue the hearing to a date to be
 2      determined.
 3                     JAMES ZAKOURA:  Thank you.  I
 4      have nothing further.
 5                     RICK YARNELL:  I do have one
 6      question.  It's my understanding tonight that
 7      you have approved as you called it interim rate
 8      increases for the years 2011, '12 and '13 to
 9      electric base revenues and that's 7 percent or
10      so for those years of base revenues subject to
11      the design of cost of service?
12                     LORETTA COLOMBEL:  Correct.
13                     RICK YARNELL:  That does not mean
14      across the board?
15                     LORETTA COLOMBEL:  Correct.
16                     ROBERT MILAN, SR.:  No, no.
17      That's clear.
18                     TERRY EIDSON:  Thank you.
19                     PHILLIP CARSON:  Ladies and
20      gentlemen, that -- the rate hearing is continued
21      subject to call to be rescheduled.  I think
22      that's it.  Thank you.
23                     DON GRAY:  Thank you, Mr. Carson.
24                     PHILLIP CARSON:  You bet.
25                     DON GRAY:  Item 18 is board
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 1      comments.
 2                     JOHN PETTEY:  Miss Gonzales?
 3                     MARY GONZALES:  I have no
 4      comments.
 5                     JOHN PETTEY:  Miss Colombel?
 6                     LORETTA COLOMBEL:  I just want to
 7      thank the staff and the intervenors, Mr. Zakoura
 8      and Mr. Yarnell, Black & Veatch.  I know
 9      everybody has -- has worked and worked and
10      worked and I -- and I have to compliment the
11      Board.  I think we have worked just as hard.  So
12      thank you all and thank you Board I think we're
13      -- I am -- I am pleased that we've had a full
14      affirmative vote from the Board to move our
15      utility forward.
16                     JOHN PETTEY:  Mr. Milan?
17                     ROBERT MILAN, SR.:  I just want
18      to thank the Board for their concern and
19      consideration of the job that's before us.  It's
20      a tough decision to make.  Sometimes not
21      properly, but that's what we are here to do the
22      best we can do under the circumstances, and I
23      appreciate listening to the testimony so we can
24      be clear in the direction we're supposed to be
25      going here.  Thank you.
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 1                     JOHN PETTEY:  Mr. Alvey?
 2                     DAVID ALVEY:  Again, I think that
 3      the work that everyone has done we're -- what
 4      we're trying to do and what we will accomplish
 5      is we will rebuild the infrastructure of the
 6      BPU.  We will provide reliable power and water.
 7      We will secure the utility into the future.
 8                     JOHN PETTEY:  Mr. Eidson?
 9                     TERRY EIDSON:  I have no
10      comments.
11                     JOHN PETTEY:  I would only say I
12      agree with what the rest of the board members
13      have said and thanks for their time spent and
14      thank you for -- intervenors for their time and
15      our -- our staff.  Mr. Gray?
16                     DON GRAY:  Also representing
17      staff I certainly want to thank the Board for
18      their consideration and also allowing us to move
19      forward.  I know these are difficult decisions
20      for a Board to make in raising rates and we
21      can't thank you enough for your due diligence.
22      Also want to thank Jim Zakoura, his comments
23      this evening, Rick Yarnell, his comments, and
24      also Black & Veatch for being in attendance.  Ed
25      Overcast, we had to ask him to come in from out
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 1      of town on an emergency to get here and he was
 2      happy to do that for us and I can't thank Ed
 3      enough for that.  Also want to thank Kathy
 4      Peters again for representing us.  I appreciate
 5      it.
 6               Just staff for all the hard work.  I
 7      know a lot of hours with all the -- the data
 8      requests and all the information that was
 9      requested.  It takes a lot of time and effort to
10      put all that together and I just want to thank
11      staff for being able to -- to meet the deadlines
12      and to get the information out.  Again thanks
13      for all your hard work and that's all I have.
14                     JOHN PETTEY:  The next item we
15      have an executive session to discuss a legal
16      matter not to exceed a half an hour.  Entertain
17      a motion to go into --
18                     LORETTA COLOMBEL:  Will there be
19      anything --
20                     JOHN PETTEY:  No, there will be
21      no vote after the -- after the session and 20
22      after.
23                     MARY GONZALES:  I move we go into
24      executive session not to exceed 30 minutes.
25                     JOHN PETTEY:  It's twenty-five
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 1      after.  That will work?
 2                     LORETTA COLOMBEL:  Second.
 3                     DAVID ALVEY:  Second.
 4                     JOHN PETTEY:  All in favor?
 5                     (Board responds aye.)
 6                     JOHN PETTEY:  Opposed?
 7                     (No response.
 8                     JOHN PETTEY:  Motion carried.
 9               (Proceedings concluded at 7:19 PM.)
10
11
12
13
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15
16
17
18
19
20
21
22
23
24
25
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 1                    C E R T I F I C A T E


 2


 3                I, Kimberly R. Greiner, a Certified


 4      Shorthand Reporter of the State of Kansas, do


 5      hereby certify:


 6                That prior to being examined the


 7      witness was by me duly sworn;


 8                That said proceeding was taken down by


 9      me in shorthand at the time and place


10      hereinbefore stated and was thereafter reduced


11      to writing under my direction;


12                That I am not a relative or employee


13      or attorney or counsel of any of the parties, or


14      a relative or employee of such attorney or


15      counsel, or financially interested in the


16      action.


17                WITNESS my hand and seal this 16th day


18      of June, 2010.


19


20


21                        ______________________________


22                        Kimberly R. Greiner, RMR, CRR


                          KS CSR # 1140
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 1  (Proceedings commenced at 6:08 PM.)
 2      DON GRAY: Item 7 of the agenda
 3  continuing of the rate hearing.  I would call
 4  Judge Carson.
 5      KATHRYN PETERS: With your
 6  permission I would like Judge Carson to step
 7  over to the table so that he can preside over
 8  the rate hearing.
 9      PHILLIP CARSON: My name is
10  Phillip Carson.  I'm the hearing officer for
11  purposes of the Kansas City Board of Public
12  Utilities 2010 rate hearing.  We last had a -- a
13  hearing on the proposed rate increase on May
14  4th, 2010.  It was left open or continued from
15  that time.  I'm going to reopen the -- the rate
16  hearing as far as parties and appearances, are
17  there any intervenors or their counsel present?
18  If so, please stand and state your appearance or
19  name.
20      JAMES ZAKOURA: Good evening,
21  Judge, James P. Zakoura of the law firm of
22  Smithyman and Zakoura and I am counsel for the
23  intervenors; Owens Corning, Griffin Wheel,
24  Certain-Teed Products, Water One, General
25  Motors, and KU Medical Center.
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 1      PHILLIP CARSON: Thank you, sir.
 2  Any other intervenors or their attorneys
 3  present?  Sir?
 4      RICK YARNELL: Rick Yarnell, 2424
 5  Nebraska Court.
 6      PHILLIP CARSON: All right.
 7  Thank you, Mr. Yarnell.
 8      And, Miss Peters, you're here on behalf
 9  of the Board of Public Utilities and I
10  understand that you have a presentation or a
11  statement you'd like to make.
12      KATHRYN PETERS: That -- that's
13  correct, Mr. Carson, and I would like to
14  identify a few people in the audience, take this
15  opportunity.  We have three of our engineering
16  consulting firm experts with us this evening.
17  Craig Brown is here and Ed Overcast is here.
18  I'm not sure if Bob -- and Bob Grady is here and
19  I believe that they have been previously sworn
20  and may make statements this evening as well.
21      PHILLIP CARSON: That will be
22  fine.  Please consider yourselves as still under
23  oath.
24      KATHRYN PETERS: Ladies and
25  gentlemen of the Board, members of the audience,
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 1  and, Mr. Carson, I would like to summarize what
 2  has happened since the rate hearing was
 3  continued on May 4th.  The BPU has received a
 4  number of data requests on behalf of the
 5  industrial group, which it has responded to.  It
 6  has provided evidence to the -- to the
 7  industrial group about its revenue requirements.
 8  It -- the staff has also taken a look at the
 9  underlying assumptions in the cost of service
10  studies, both the water and the electric cost of
11  service studies, and has basically agreed with
12  all of those assumptions.
13      The BPU staff has asked its engineering
14  consultants to examine a few facts in the -- in
15  the assumptions and the cost of service studies
16  as to the timing of certain expenditures and the
17  amount of certain expenditures, and some of
18  those expenditures have moved from a current
19  timeframe to either a few months or in some
20  cases to a year later.
21      Examples of these include that some of
22  the assumptions on the number of filled
23  vacancies at this point in time have not been
24  completely satisfied.  There are a fewer
25  employees in 2010 than the cost of service study
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 1  assumed.  There have been assumptions as to
 2  certain O&M expenses and some of those current
 3  expenses are slightly lower than the assumptions
 4  set forth in the cost of service study.  There
 5  has been a major capital project, which in the
 6  electric supply area has -- by the manager of
 7  the electric supply has -- has moved one year
 8  later and that's the CT5.  So some of the major
 9  cost drivers in the early years have moved
10  slightly and or been reduced slightly into later
11  years.
12      We have spent most of our time talking
13  with the -- with the industrial customer group
14  about these revenue requirements and have, I
15  believe, been satisfied with the -- with the
16  material that we've provided them.  We've also
17  discussed the two major riders which were
18  noticed up, and one of them has some slight
19  modifications to the ERC.  We've discussed the
20  BPU's position on some of the ERC recovery
21  matters and have fully explored pending trends
22  that may affect the ERC.
23      And, finally, we've talked about the
24  environmental surcharge or ESC Rider, which was
25  one of the riders which we have recommended for
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 1  your consideration.  And I believe that we have
 2  -- have basically reached agreement on the
 3  structuring of the ESC and substantial agreement
 4  on the ERC.  There are some matters which we
 5  will continue to tweak, but basically the
 6  approach as to both riders I think have been
 7  agreed to.
 8      The cost of service study and the rate
 9  design and cost allocation have not yet been
10  fully flushed out.  We, as I said, have spent a
11  great deal of time talking about revenue
12  requirements, the ERC and the ESC, and have not
13  yet begun serious consideration of rate design
14  and cost allocation.  There's been one rate
15  design matter that has been discussed and that
16  has to do with the AMR, AMI project.  As you
17  know, a substantial amount of that project
18  includes the installation of smart metering and
19  the engineering consultants have indicated that
20  it would be appropriate to take the meter costs
21  and assign those directly to the customer
22  classes.
23      In other words, that instead of
24  spreading a meter cost across the board, the
25  cost of residential meters would be assigned to
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 1  the residential class, weighted cost of
 2  industrial meters would be assigned to the
 3  industrial class and the like.  And that's
 4  the -- that is a slight modification in the cost
 5  allocation methods set forth in the cost of
 6  service study.
 7      At this point, as others will tell you,
 8  we are -- we believe that we are in agreement
 9  concerning the July 1, 2010 rate increase that
10  that should be a 7 percent increase.  We are not
11  in agreement concerning the amount of an
12  increased to commence January 1, 2011.  The
13  industrial group believes that a smaller
14  increase than set forth in the cost of service
15  setting would be warranted.
16      The staff had looked at some of these
17  shifting of costs out of the 2011 time period to
18  see whether or not staff could reasonably
19  recommend a lower increase than 7 percent in
20  2011, and staff had examined this with its
21  engineering consultants and felt that if -- if
22  appropriate, the staff could recommend an
23  increase of up to -- of 5 percent in 2011 on the
24  electric side.
25      The 2012 and '13 revenue expenses have
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 1  not yet been fully flushed out, but the reason
 2  that the staff felt it could recommend no less
 3  than a 5 percent increase in 2011 was that if
 4  you look at project -- now projected
 5  expenditures in 2012 and '13, we would not have
 6  lower than the days cash on hand at the end of
 7  the study period and lower than the target debt
 8  service coverage ratio at the end of the study
 9  period.
10      As far as the water side goes, the
11  staff and the -- and the industrial customers
12  were in basic agreement that the 2010 revenue
13  increase of 8 percent January 1 was appropriate.
14  The industrial group had asked the staff whether
15  they could recommend for settlement purposes a
16  7 percent increase in 2011 on the water side and
17  the staff looked at some -- again, some of the
18  costs that shifted out of 2011 and these
19  matrices and determined that the staff could for
20  settlement purposes recommend a 7 percent
21  increase.  We have not, as I said, reached
22  agreement with the industrial group for -- for
23  electric in -- in 2011.  We also discussed, as I
24  mentioned, the billing of the meters, that that
25  would be done -- that could be done, as our
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 1  engineering consultants have advised us, could
 2  be done on the basis of a direct cost
 3  assignment.
 4      We had discussed several matters
 5  relating to the ERC, and after review would
 6  agree that the existing $2.6 million, a known
 7  capacity cost based on our firm long-term supply
 8  contracts, could remain in the ERC as it
 9  presently is instead of -- sorry -- could remain
10  in base rates as it presently is instead of
11  removing to the ERC.  I think that, as I say,
12  there are some additional discussions about
13  future ERC firm capacity matters but we are
14  continuing those discussions and we feel that
15  those are going well.
16      On the environmental surcharge, the
17  staff had always felt that this should be
18  limited to major capital projects, major capital
19  environmental projects that were not otherwise
20  recovered through the base rates.  And the
21  staff's original thought on the ESC was that
22  that should be projects that were bond financed.
23  We had included in the ESC language that would
24  allow certain cash financed projects.  After
25  discussing this with the environmental group,
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 1  we're comfortable that any cash expenditures
 2  would have to be tied to major projects that had
 3  been substantially funded with -- with bonds.
 4      Using the low NOx burner as an example,
 5  we have $40 million allocated for the low NOx
 6  burner project.  Expected to recovered it all
 7  through bonds.  But suppose that you had change
 8  orders toward the end of that that might have
 9  another million or two.  We think it's
10  appropriate that, you know, that million or two
11  would be recovered the same way through the ESC.
12  And we also agreed with the industrial group
13  that this is such a substantial imposition of a
14  rider that we would be hap -- we would be
15  comfortable evaluating that the way that we've
16  done the rate stabilization rider.  That is that
17  we have to give advance notice of any
18  application of the ESC and have a group have the
19  opportunity to take a look at that before it's
20  imposed.
21      But certainly what we're doing now
22  through this rate process on the low NOx burner
23  project, taking that to the Board, and we said,
24  well, that's what we're doing with the rate
25  stabilization rider.  And imposing a rider for a


Page 12


 1  major environmental project seems like having
 2  that kind of transparency would be consistent
 3  with what the Board has done in the past.  The
 4  environmental group -- the environmental
 5  projects that we now know of of course are just
 6  the low NOx burner, but this will give plenty of
 7  time for everyone's planning purposes for the
 8  implementation of this rider.
 9      One of the things that the -- that the
10  industrial group requested is the opportunity to
11  address the Board to make a presentation on a
12  couple of things.  One of those is revenue
13  requirements.  As I said, the industrial group
14  feels that the revenue requirement for 2011 is
15  not as great as the BPU staff does.  And the
16  second one is that the industrial group, as I
17  indicated, wants to address the Board on cost
18  allocation and rate design matters and they
19  indicate that they have a strong opinion on
20  that.
21      And Mr. Zakoura is here this evening
22  and I'm sure that he will want to take the
23  opportunity to talk to the Board about this.
24  What I would suggest at this time though is that
25  we ask Ed Overcast with Black & Veatch to
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 1  address you further on some of these matters,
 2  and then ask Lori Austin to address you further
 3  on some of these matters.  Then we'd like to
 4  give Mr. Zakoura the chance to address you and
 5  Mr. Yarnell, if he wishes to, the chance to
 6  address you as well.
 7      If you have any questions for me, I'd
 8  answer them now or perhaps let Mr. Overcast and
 9  Miss Austin kind of flush out this summary that
10  I've given you.  So I'd ask Ed Overcast to
11  address the Board and.
12      Again, Mr. Carson, he was previously
13  under oath.
14      PHILLIP CARSON: That's correct.
15      ED OVERCAST: Good evening.  I'm
16  Ed Overcast.  I'm a director with Black &
17  Veatch.
18      KATHRYN PETERS: I apologize.
19  I'm going to say one other thing.  I -- I do
20  apologize.  When I was doing my introductions I
21  looked at the phone and forgot to mention that
22  Mike Gorman with Brubaker and Associates is
23  attending the board meeting by phone.
24      Mike, are you there?
25      MIKE GORMAN: Yes, I am.  Good
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 1  evening.
 2      KATHRYN PETERS: Thank you.
 3      ED OVERCAST: As I said, I'm a
 4  director with Enterprise Management Solutions,
 5  the consulting division of Black & Veatch, and I
 6  have filed testimony in support of the cost of
 7  service studies and rate design proposals that
 8  we have made to the Board on behalf of the BPU
 9  staff.  And what I want to do tonight is talk
10  just a little bit about the rate planning
11  process and to give you some -- some things that
12  we think are important as part of the overall
13  process.
14      And it's important to understand that
15  this BPU rate plan is not driven by the cost and
16  revenues in any single year.  In fact, this rate
17  plan is based on a five-year forecast and that
18  five-year forecast is a series of four 7 percent
19  increases designed to meet the financial targets
20  of 60 days of operating cash and a debt service
21  coverage of 1.6 times.  Now these goals
22  represent what's really the minimum financial
23  requirements for maintaining your current
24  favorable bond rating and they also represent
25  your Board financial policy requirements.
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 1      So we are set a goal and we're not --
 2  we're not just looking at today.  We're looking
 3  today and at the end of this five-year period we
 4  want to reach those goals.  So we're moving a
 5  little bit each year and we said, What kind of
 6  rate increase do you need each year over this
 7  period for four periods to get to those goals at
 8  the end of fifth year?
 9      As -- as part of our discussion with
10  the industrial customer group, we have taken
11  additional information -- let -- let me back up
12  and tell you that this plan is predicated on
13  information provided to us by the BPU staff that
14  runs through November of 2009.  So that's the
15  data that the forecast is based on, okay.
16      We have used additional information and
17  this is -- this is common in rate cases where
18  you update your information for things that you
19  know have happened, and we've looked at
20  additional data that goes from December of 2009
21  up through about the end of May 6 of this year.
22  So -- so we have a picture of some things that
23  have changed over that time period.  And as a
24  result of those changes, and we -- we have
25  updated our forecast and we've said that we
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 1  could meet the goal in 2011 that we had set as
 2  part of getting to the end goal in 2014 with a
 3  5 percent rate increase, at -- at least that, at
 4  least 5 percent.
 5      And it's very important that we -- that
 6  we agree on 2012 and '13 as well so that we
 7  actually reach that goal.  Because anything we
 8  take out in the early years, we can't get more
 9  than 7 percent in the later years.  So if we
10  take out too much we wouldn't reach the goal.
11  But we were unable to reach an agreement on this
12  5 percent amount.  The industrial customers felt
13  that a lower number was possible.
14      In addition to this detailed discussion
15  and -- and we -- we've spent a lot of time
16  discussing these issues and -- and exchanging
17  information with the industrial customers
18  related to the revenue requirements, we've
19  discussed changes related to the ERC Rider and
20  the new ESC Rider.
21      And I think Kathy described it pretty
22  well.  We're -- we're hopeful of being able to
23  reach agreement on both of these riders.  We're
24  further along on the ESC than we are on the ERC
25  in my view and -- but, nevertheless, we are --
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 1  we are reasonably certain that we can reach a
 2  conclusion that's acceptable to everybody on
 3  those two riders and those two riders are
 4  important.
 5      The ESC Rider is important because
 6  that's where the money's going to come from to
 7  pay for the bond issues associated with
 8  environmental costs.  And if you can show that
 9  you've got a source of revenue, it makes it
10  easier to get -- to get the bond issue.  And the
11  ERC Rider is important because the cost of fuel
12  and purchase power is the largest single O&M
13  item in your -- in your budget.
14      Now, during this time discussions
15  related to cost of service and rate design have
16  been deferred.  We -- we have really not talked
17  about those at all.  There's been no substantive
18  discussion on rate design and cost of service at
19  this point.  In addition, there's been no
20  substantive discussion related to the revenue
21  requirements for 2012 and '13.  But we continue
22  to believe that 7 percent per year is required
23  in those late -- later years to meet the
24  financial goal of having 60 days of cash
25  reserves and meeting the 1.6 times bond coverage
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 1  rate.
 2      Now, if you have any questions for me,
 3  I'd be happy to answer them.
 4      DAVID ALVEY: I do have a couple
 5  questions.  Some -- when Kathy was giving her
 6  summary, she mentioned that part of the
 7  objection from the intervenors was based upon
 8  the fact that we have not filled vacant
 9  positions that had been allocated for the
10  current period.  Is that correct?
11      ED OVERCAST: That's correct.
12      DAVID ALVEY: Okay.  Secondly,
13  that when the intervenors look at the
14  financials, the BPU financials, they find lower
15  operation -- operations and maintenance
16  expenditures than had been projected.
17      ED OVERCAST: That's correct as
18  well.
19      DAVID ALVEY: And then third they
20  had -- and we had said that we could delay
21  installation of CT5 for perhaps a year.  Was
22  that correct?
23      ED OVERCAST: That's -- that's
24  one of the assumptions in the -- in the process,
25  yes.
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 1      DAVID ALVEY: Okay.  And yet when
 2  I -- and when I listen to those things, what I
 3  understand is that vacant positions have not
 4  been filled because of a serious cash flow
 5  problem, cash reserves on hand.
 6      Secondly, lower operations and
 7  maintenance budget is not because the -- the
 8  base cost had been reduced but because we simply
 9  are not making expenditures, again, because of
10  the lack of revenues to fund these projects and
11  carry these projects to completion.
12      And that third the assumption that we
13  do not need CT5 for another year could be --
14  could be accurate; could not be accurate based
15  upon the weather and based upon if we delay
16  necessary improvements to the coal plants, the
17  -- the coal generators and other maintenance
18  issues at the plants that, in fact, if we delay
19  CT5 an additional year, we might, in fact, put
20  ourselves in a worse financial position and not
21  if -- if we went with a 5 percent, not have the
22  revenues in emergency funds to handle those
23  problems and would have to go out on an
24  emergency basis to get a bond issued which is
25  apparently pretty hard to do.
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 1      ED OVERCAST: I think it's fair
 2  to say that, you know, there's -- there's a lot
 3  of uncertainty in any forecast.  From my
 4  perspective this was the minimum forecast that
 5  we could possibly live with.
 6      DAVID ALVEY: And so --
 7      ED OVERCAST: And you're
 8  absolutely right if --
 9      DAVID ALVEY: So we're arguing
10  about what the minimum is?
11      ED OVERCAST: At -- at this point
12  I think this is the minimum that we -- that we
13  could find acceptable, the 5 percent.
14      DAVID ALVEY: And -- and I'm
15  going to push that a little bit further.  That's
16  the minimum and when we target for the minimum,
17  sometimes we'll hit the minimum; sometimes we
18  won't hit the minimum.  We'll be below the
19  minimum.  Sometimes we'll go over it.  Whereas
20  if you go for the -- the safety and the
21  reliability, you shoot for the reliability and
22  if we were to accept the 5 percent, we would not
23  be -- would even below -- be below our minimum.
24  Perhaps --
25      ED OVERCAST: I think what you're
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 1  asking is, is the forecast really the mean of
 2  what you would expect in the future.  And I
 3  think my answer to that would be there's --
 4  there's probably more risk that you would be
 5  under what we forecast than there is risk that
 6  we would be over.  That would be my opinion.
 7      DAVID ALVEY: Okay.  And so what
 8  I understand then is the intervenors will be
 9  trying to prove to us that our minimum is not
10  accurate?
11      ED OVERCAST: That's correct.
12      DAVID ALVEY: Okay.
13      MARY GONZALES: Could I ask a
14  question on that number, the attrition number,
15  was that a significant number?
16      PHILLIP CARSON: What's your
17  name, please?
18      CRAIG BROWN: Craig Brown with
19  Black & Veatch.  I was previously sworn in.
20      PHILLIP CARSON: All right.
21  Thank you.
22      KATHRYN PETERS: He was also
23  under oath.
24      PHILLIP CARSON: I remember.
25      CRAIG BROWN: I believe the --
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 1  the labor attrition amounted to because in the
 2  forecast we'd actually projected to slowly
 3  increase it about 25 percent per year back to
 4  the 2009 budgeted numbers of about 680
 5  employees.  I think the baseline we're working
 6  from at that point was about 610 to 620.  I
 7  believe the current -- to-date currently there's
 8  about 599 employees.  So I think the dollar
 9  impact by accepting the 2010 was about
10  1.7 million we were able to reduce, and I think
11  our projection for 2011 was 620 employees and I
12  think that reduced what we had projected by
13  about $909,000.
14      DAVID ALVEY: Okay.  That -- and
15  I'm going to go back to this point and -- and
16  kind of see where this comes from where it seems
17  to be going.  It -- it seems to me that the --
18  some of the objections, some of the major
19  objections of the intervenors, the industrial
20  group, are that, well, this is what you've been
21  operating with under these circumstances but
22  these circumstances that we've been operating
23  at -- under for the last two years have
24  certainly not been optimal in terms of revenues,
25  delayed capital projects, delayed maintenance,
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 1  delayed hiring, and that what we're really
 2  trying to do is restore to the utility to its
 3  optimal functioning and their argument is that
 4  we don't need to do that?  Is that your sense?
 5  Am I --
 6      ROBERT MILAN, SR.: Mr. Alvey,
 7  with all due respect, please let the intervenors
 8  explain to this Board what their positions are.
 9  At this point you're -- you're giving me
10  information that I'm not familiar with.  And
11  until I understand what their positions are,
12  then I am going to listen to their point.
13      DAVID ALVEY: Fair enough.
14      PHILLIP CARSON: Any other
15  questions for Mr. Overcast?  Thank you.
16      LORI AUSTIN: From the BPU staff
17  side we have put together a four-year plan --
18      PHILLIP CARSON: Would you state
19  your name?
20      LORI AUSTIN: I'm sorry.  Lori
21  Austin.
22      PHILLIP CARSON: Thank you,
23  Miss Austin.
24      LORI AUSTIN: We have put
25  together a four-year plan in order to meet the
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 1  financial goals of the utility.  We feel that
 2  it's important that this plan and -- and even
 3  this interim agreement of the first two years
 4  demonstrates that we have a plan and to look out
 5  in the years for future planning.  We need to
 6  demonstrate -- and if we're to issue bonds, we
 7  need to demonstrate to the credit rating
 8  agencies that there is commitment to our
 9  financial stability and to meet our goals over
10  the -- the study period of the 1.6 and the
11  60 days of cash.
12      So we have worked with the customer
13  group.  We've reviewed multiple proposals from
14  them in order to reach a reasonable compromise,
15  one that in which we can still meet our
16  financial goals.  We've offered to continue our
17  discussions with them on the revenue
18  requirements, the cost of service, and the --
19  and the rate design and -- and bring this back
20  before the Board in the Fall, 2010.
21      So we will continue to work with them.
22  We have received multiple data requests from
23  them.  We've had completed those data requests.
24  So we have provided a lot of information based
25  on their questions and we'll continue to work it
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 1  to address their issues.  Thank you.
 2      PHILLIP CARSON: Thank you.
 3  Mr. Zakoura.
 4      JAMES ZAKOURA: Thank you.  I'd
 5  first like to state that I want to thank the
 6  BPU, their counsel, their staff.  They've been
 7  very responsive to the requests that we've --
 8  we've put forward.  I would thank Mr. Gray
 9  personally that he has made the staff available.
10  The Black & Veatch people have been very
11  responsible.  So we're in the process of
12  gathering information, but what I would like to
13  take a little bit of time with if I could for
14  the Board is kind of tell you where we are, how
15  we got here, how this is maybe a little bit of
16  an unusual situation.
17      And the first thing I would like to say
18  to the Board is, you have a really difficult job
19  and I recognize that's the case.  You're
20  balancing a situation where you're balancing
21  reliability and safety and planning for the
22  future in a situation where many in the
23  community are having difficult economic times,
24  that would go for individual residences, people
25  who have retired, people in small businesses,
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 1  people in large businesses.  For the most part
 2  the current economic recession has not missed
 3  many people.  So a lot of people are in the
 4  same -- same place.  So I am certainly
 5  appreciative of your work and attention in those
 6  balancing items that you have to at all times
 7  take a look at.  And in response -- in response
 8  to -- how do you say your last name, sir?
 9      DAVID ALVEY: Alvey.
10      JAMES ZAKOURA: Mr. Alvey.
11  Pardon me, I didn't know how to say your last
12  name.  In response to the questions that you
13  asked, which I thought were all excellent
14  questions, that is in fact what -- what we're
15  trying to do as well, all of us together.  What
16  we started out to do was to say, How can we
17  approach these cases where there is a rate
18  increase and provide for necessary revenues to
19  the utility, at the same time look out for the
20  customers that -- that we hit that proper
21  balance that is enough but not too much?  And I
22  think that's what the Black & Veatch people were
23  speaking to and Miss Austin and -- and also
24  Miss Peters, that's -- that's the kind of
25  balance that we're all looking at.
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 1      So as a starting point I would say that
 2  we have not raised any issue with salaries,
 3  amount of salaries, amount of employees.  We
 4  did, as I believe Mr. Overcast said, we -- we
 5  looked at that.  We looked at a history really
 6  of where the employee count was of the utility
 7  from, oh, an extended period of time really,
 8  from several years past to -- to looking out to
 9  the future as to what it would be.
10      The other thing that I would say to you
11  is, it's a difficult time for employees in
12  capital, but it's also a difficult time to try
13  to forecast how much power you're going to sell.
14  I mean, you know, how many units you're going to
15  spread whatever cost is that you ultimately
16  approve across what number of units.  You've got
17  a lot of things going on at once.  Last year we
18  had a historically cool summer.  Twenty-
19  seven percent lower degree days than the typical
20  year.  Add to that the fact that we have an
21  economic recession, it was also ongoing and deep
22  seated and that affected the amount of -- of
23  units that utility sold.  So not only are you
24  trying to calculate the amount of revenue
25  needed, but how many units that's going to be
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 1  spread across.
 2      But before we get to -- before we get
 3  to the individual points, let me talk a little
 4  bit about the process and I -- I'm acquainted
 5  with most of the people here.  I've been in this
 6  business across Kansas and Missouri and Oklahoma
 7  for more than 25 years and the typical way you
 8  look at these situations is you try to look at a
 9  test year, which is a 12-year period immediately
10  preceding when the rate case is going to be and
11  you look at those set of costs and then you
12  adjust those forward for anything that you might
13  call would be known and measurable changes.
14  What you're -- what you're going to do in the
15  future that might cost money.
16      And the typical case in Kansas and
17  Missouri -- let me give you kind of a way that
18  this has been looked at by the legislatures in
19  Kansas and Missouri.  For those utilities that
20  are regulated by the Kansas Corporation
21  Commission, they usually give us 240 days to do
22  that, that study, which is eight months
23  basically.  In Missouri it's a little longer
24  than that.  In Missouri they usually take about
25  -- I looked at the last couple of cases, Aquila


Min-U-Script® Metropolitan Court Reporters, Inc.    913-317-8800
www. MetropolitanReporters.com


(7) Page 25 - Page 28







 


BOARD OF PUBLIC UTILITIES vs. RATE HEARING
June 16, 2010


Page 29


 1  and Kansas City Power and Light, and they
 2  typically run from one year one month to one
 3  year three months.  So we're looking at a block
 4  of time for consideration by really boards like
 5  you to look at these issues of about eight
 6  months to let's call it 14 months.  That's the
 7  normal way you look at that.
 8      This case is a little bit different in
 9  that, as correctly summarized by Mr. Overcast,
10  the -- what we're looking at is a block of time
11  moving forward as well as a block of time in the
12  past, the so-called test year.  He's trying to
13  estimate what the next four or five years look
14  like for the utility in terms of what their
15  employee needs are, what their capital needs
16  are, what their bonded indebtedness that Kathy
17  -- excuse me -- Miss Peters spoke to, and so
18  it's a moving target going forward as well.
19      The other things that I wanted to speak
20  to you a little bit about and this was also
21  discussed somewhat by Miss Peters is the class
22  cost of service and rate design studies.  And
23  let me give you just the very simple
24  understanding of -- or as I understand it to be
25  very simple statement of that.  Class cost of
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 1  service and rate design basically try to do cost
 2  assignment to the people who cause the expense.
 3  It's matching expense and cause -- cause of that
 4  expense together.
 5      That is not an exact science.  In this
 6  case Black & Veatch has presented one to the
 7  Board.  In the case that I'm currently handling
 8  for a group of industrial customers involving
 9  Kansas City Power and Light on the Kansas side,
10  there are four cost of service studies found in
11  that case.  There's one by the staff of the
12  Kansas Corporation Commission, one sponsored by
13  the utility, one sponsored by the Citizens
14  Utility Ratepayer Board, and a fourth sponsored
15  by the industrialists.  So there are multiple
16  ways of looking at that issue by intelligent
17  people who work in the field.
18      So therein comes somewhat of the
19  difference between what we have had and when we
20  looked at that cost assignment and cost in
21  incurrence and were to place those, and we have
22  agreed though to go forward and look at that
23  carefully.  We've talked about everything from
24  getting another independent study to us
25  presenting our own study, letting the Board
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 1  decide which they think is -- is best suited to
 2  this particular utility and -- but we're
 3  approaching that matter hopefully on a
 4  thoughtful basis.
 5      Now, let me speak to, if we could, a
 6  little bit of what Miss Peters and Miss Austin
 7  spoke to and that's initial rate revenue
 8  increases and rate increases.  Basically the --
 9  the staff of the BPU has made the case that
10  there needs to be an immediate rate increase of
11  -- of as they said 7 percent on the electric
12  side.
13      And although we may not necessarily
14  agree when the timing of that will come into
15  place, whether it be 2010 or whether it be some
16  later period of time, we did agree to that
17  because what we wanted to do was to, Okay, let's
18  have the time to really look at this in a bit
19  more detail as we go forward.  Because when you
20  look at the entirety of the rate increases that
21  are being proposed here, they are scheduled to
22  come in over about a four-year period and they
23  come in in roughly equal increments on a yearly
24  basis.
25      So the idea was, Okay, we're all people
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 1  of good faith.  We're moving forward looking at
 2  this in an intelligent manner.  Let's get
 3  started on the process.  We always have these --
 4  these periods to address, you know, for the
 5  Board actually in the end to address whether
 6  we're right or wrong as we go forward but we
 7  need to take this first step together.  So that
 8  is part of what we've done here.
 9      We realize we haven't completed the
10  work but what we think we need to do is take a
11  first step to -- to then get that behind us and
12  to look at the rate design, to look at the
13  revenues needed in the future years on a more
14  thorough basis and a -- a more -- in my opinion
15  a little more business-like basis.  We've
16  basically been working together pretty much
17  every day for the last two months trying to
18  figure these items out.  So that's the idea of
19  the first initial rate increase, the 7 percent
20  Ms. Peters spoke to.
21      Then the next piece and what we had
22  talked about is getting these items, concluding
23  them, bringing them to the Board no later than
24  the end of September I believe.  And the reason
25  that that was done in that fashion was that we
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 1  were trying to be on a budget, schedule that
 2  fits -- excuse me -- we were trying to be on a
 3  presentation schedule that fitted the way you
 4  budget here at the utility.
 5      So the idea was that we would continue
 6  our work with the permission of the Board and
 7  that we would either agree to a -- a resolution
 8  to present to the Board on a several year basis
 9  that goes out as scheduled through that
10  2012-2013 period, or we have a day where we can
11  talk directly to the Board and present the case
12  to the Board at least on a couple of points for
13  the Board to hear directly from our people.
14      Now, if I can talk a little bit if you
15  don't mind if I could step over to the water
16  side.  We do have an agreement on the water side
17  for 2010 and 2011.  So those -- those items also
18  have -- have a good start a little further along
19  in that regard.  The water is actually a little
20  easier to deal with.  There aren't -- there
21  aren't as many expense items.  The -- the
22  scheduling of those expense items is -- has more
23  visibility to it.
24      So that is -- that is where we are.  We
25  start from the point that certainly the -- it is
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 1  the responsibility of -- of this Board to
 2  operate the utility in a manner that it can
 3  operate and provide safe and reliable service.
 4  Everyone agrees with that and you have a history
 5  of being able to do that which runs decades and,
 6  frankly, more than probably a hundred year years
 7  at this point in time.
 8      The -- but what we're trying to do is
 9  hit that balance and really the balance in -- in
10  speaking to the Board members question is, okay,
11  if you can reasonably and with reliability look
12  at some of those items and schedule them in a
13  manner that may be a little easier for people to
14  handle a year from now or two years from now as
15  hopefully the economy comes back and that
16  there's a bit more cash available to address on
17  these issues than had been in the past, we're
18  hoping that time will be on our side as we move
19  forward and address some of those items.
20      What we have tried to do as well as --
21  as that is to address the issues on an immediate
22  basis, the two years on the water as I said, the
23  initial year on the electric service with the
24  commitment to come back to the Board no later
25  than the end of September for the Board to make
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 1  a -- a determination -- I believe their meeting
 2  is scheduled for October 6th as I recall -- to
 3  -- to speak to those out years at -- at that
 4  point in time.
 5      As far as the environmental rider and
 6  as far as the energy cost adjustment that Black
 7  & Veatch spoke to, I would say that, yes, we're
 8  -- I would second what the gentlemen said in
 9  that regard.  We're very close and I -- I don't
10  think we have any particular material
11  differences to those -- those issues and they --
12  are important issues.
13      Number one, the environmental issue
14  needs to have a stream of income because you're
15  making a -- an investment, a dedicated
16  investment to the low NOx burners I believe that
17  you're talking about.  That's not particular
18  just to this utility.  That's helping all over.
19  So I'm familiar with that issue and that issue
20  has been handled in that fashion.
21      The -- the energy cost adjustment also
22  is important and I think we're pretty close on
23  that, too, what's that's to do is we've tried to
24  put -- put a fence post around those areas where
25  we understand the predictable expenses and then
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 1  you know what, we all know being in this
 2  business that there's some unpredictable
 3  expenses that occur and those are typically in
 4  the -- in the fuel, either the purchase power
 5  cost or -- or something of that nature.  Maybe
 6  you're doing some work at one of the facilities
 7  and you're buying more or less purchase power on
 8  the grid.
 9      There's going to be some variation with
10  that and -- and basically the economic cost
11  adjustment is a matter in which those variations
12  that come up which are unpredictable can be
13  handled.  Again, that particular mechanism for
14  recovering those costs are common in the utility
15  business both in the Midwest and all over the
16  United States.
17      So in summary, I would say to you that
18  while we may not have worked as quickly as the
19  Board would like us to work or hope that we
20  work, we are working diligently.  What I would
21  say to you is, we are not outside the timeframe
22  for this kind of decision that you would
23  normally see throughout the Midwest, that eight
24  months to 13-month bracket that we talked about
25  when we looked at that.  And then I think I
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 1  would ask the Board to give us some
 2  consideration because this is one of the most
 3  complex cases that I've been involved with and
 4  the complexity of it relates to the fact that
 5  we're trying to forecast the future as to what
 6  the needs of the utility are; what the -- what
 7  the interest rates in the bond market are; how
 8  much energy you'll likely be selling in the
 9  future.
10      All of those things are not easy things
11  to do but we have a lot of good people looking
12  at that and we are committed to working diligent
13  and to bring the Board back a resolution to the
14  remaining years either by agreement, which the
15  Board would thoughtfully consider at that time
16  or simply a presentation of evidence and the
17  Board would therein decide -- discharge their
18  responsibility by making a decision.
19      So I -- I'm sorry I droned on too long.
20  I appreciate the courtesy of being here.  Again,
21  I thank Mr. Gray and his staff for the work
22  they've done and Black & Veatch for the work
23  that they've done.  I think we have much work to
24  do and I think with the Board's permission we'll
25  be back with greater visibility in just a short
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 1  period of time.  Thank you.
 2      DAVID ALVEY: Mr. Zakoura, you --
 3  you would anticipate when you would ask for a
 4  presentation to the Board?
 5      JAMES ZAKOURA: When I spoke with
 6  the professional staff at the utility, they --
 7  they informed me of the budgeting process that
 8  you do and it has to be and I think to meet your
 9  criteria no later than say mid-September.  Am I
10  right, Miss Peters, that that's kind of --
11      ROBERT MILAN, SR.: That's about
12  the timeframe.
13      LORETTA COLOMBEL: I thought
14  August was the timeframe we were looking at like
15  the middle -- middle of August.
16      KATHRYN PETERS: I think what,
17  Mr. Zakoura, one of the things the Board asked
18  us for, what kinds of timeframes do they have to
19  give to you and to us to have the case fully
20  together so that all of the evidence will be in
21  front of them by mid-September so that when we
22  come to them by the end of September they'll
23  have a chance to review things before they have
24  the presentation.  And we've given them some
25  time suggestions on filing of evidence by the
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 1  industrial group and by the BPU to meet the goal
 2  of being done by the end of September.
 3      JAMES ZAKOURA: Thank you.  I
 4  misunderstood the question.  If what you and
 5  Mr. Alvey are saying is should -- should we have
 6  a -- should we have a documentation or have
 7  evidence presented to you in August, the answer
 8  is, yes, we can certainly do that with -- with
 9  preparing for the Board to make a decision in
10  September.
11      LORETTA COLOMBEL: Thank you.
12      JAMES ZAKOURA: Okay.  Or
13  whatever reasonable schedule but --
14      JOHN PETTEY: We were looking at
15  August the 16th, which would be two months from
16  now, and then and they come back by September
17  the 30th.
18      JAMES ZAKOURA: I -- subject to
19  checking with clients, I would say that August
20  16 would be a schedule we can meet, sir.
21      KATHRYN PETERS: And,
22  Mr. Zakoura, the staff then thought that if they
23  had an additional three weeks to respond or
24  September 7th, the day after Labor Day, they
25  would have all of the evidence in front of the
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 1  Board by mid-September.
 2      JAMES ZAKOURA: That -- that
 3  seems to me certainly to be very a reasonable --
 4  seems to be a very reasonable schedule which we
 5  can certainly meet.  Thank you.  And I think
 6  scheduling it out that way is a good way of
 7  approaching it.
 8      MARY GONZALES: Well, I mean,
 9  I -- I would just like to have some assurance
10  that we are going to meet those deadlines
11  because I -- I feel, and no disrespect intended,
12  that, you know, we should have maybe engaged a
13  little bit earlier.  I know we're not KCP and I
14  know that's -- you know but I -- I've sort of
15  been waiting on hearings, some sort of written
16  testimony which I thought I understood on the
17  May 4th meeting that we were going to have from
18  the intervenors.  So I -- so I would like to
19  have assurance that we will meet those
20  deadlines.
21      JAMES ZAKOURA: Certainly I will
22  provide that assurance to you at this time.
23  Thank you.
24      LORETTA COLOMBEL: Thank you.
25      JAMES ZAKOURA: And -- and the
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 1  criticism I accept as being just.  Thank you.
 2      ROBERT MILAN, SR.: Thank you.
 3      PHILLIP CARSON: Any other
 4  questions for Mr. Zakoura?  Thank you.
 5      Mr. Yarnell, do you have a statement
 6  you would like to make?
 7      RICK YARNELL: Rick Yarnell.
 8  Good evening, ladies and gentlemen.  I do have
 9  some things I would like to address to the
10  specifics for the recommendations of the
11  professional staff and Black & Veatch have made.
12  One thing, concerning the industrial -- I'm
13  sorry -- the energy rate component rider.  The
14  agreement to keep the $2.6 million cost a firm
15  capacity in the base rates rather than moving it
16  to the ERC is something that is wise.  Also the
17  implementation of the environmental surcharge is
18  also very wise.  As you all know, we are going
19  to have many, many costs of environmental
20  concerns going to be facing us in the future and
21  I do believe this needs to be implemented.
22      There are two things that I'm really
23  concerned about.  One, is that I would like to
24  remind the Board that when the combustion
25  turbine No. 4 was put into place in 2004, the
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 1  bonded cost for that was 34 and a half million
 2  dollars.  The CT5 as presented in the cost of
 3  service study that is expected to be put in,
 4  that cost is projected to be well north of
 5  $70 million, which is doubling in quite a few --
 6  in very few years.
 7      Delay of putting that in makes me very
 8  concerned that the cost will continue to
 9  skyrocket.  If the economy does improve, true
10  the BPU will get more revenues, but the cost of
11  commodities as you well know are going to
12  skyrocket with it.  We have seen $140 barrel
13  oil.  As you well know the cost of copper, the
14  cost of steel, the cost of all commodities that
15  go into building these things are going to
16  skyrocket if the economy improves.
17      And I really do believe that delaying
18  the cost or delaying this implementation of the
19  CT5 will probably put the cost well north of
20  $80 million and that is just unwise to delay
21  this.  So I would urge the staff to please
22  consider putting this in as soon as possible.
23  It is needed and a delay will only raise the
24  cost to the customers.
25      The last item I would like to point out
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 1  is that the cost of service studies, a very good
 2  one I might say, pointed out that the small and
 3  medium-size businesses have been paying more
 4  than their cost of service for quite a few
 5  years.  The residential and the large power
 6  sources of which Mr. Zakoura is representing a
 7  few of those customers tonight have not been
 8  paying their cost of service.
 9      And when you are going to consider a
10  7 percent across the board rate increase to all
11  classes, then you are putting a 7 percent rate
12  increase to those classes, the small and medium-
13  size businesses that are struggling, to those
14  that have already been paying more than their
15  cost of service.  And as you go forward and
16  think about this, you might consider whether or
17  not that would be a wise choice.  And thank you
18  for your time.
19      PHILLIP CARSON: At this point
20  are there any Board members that would like to
21  make a statement?
22      LORETTA COLOMBEL: I would like
23  to say something to Mr. Yarnell and -- and I do
24  appreciate your observations.  And -- and I
25  think we -- we have looked at that and that's
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 1  what we're waiting on the intervenors for the
 2  rate design so that we can adjust and make sure
 3  that everyone is paying what it cost us to
 4  provide to them and so I do want to thank you
 5  for those statements.
 6      RICK YARNELL: Thank you.
 7      ROBERT MILAN, SR.: I would like
 8  to thank you for your comments and first time I
 9  had an opportunity to hear your position.  It is
10  well taken in consideration and thank you for
11  your valuable input.
12      PHILLIP CARSON: Ladies and
13  gentlemen that -- whatever --
14      JOHN PETTEY: I -- I would -- I
15  would suggest as a Board we would vote for the
16  7 percent across the board for power, the
17  8 percent for electric to go into effect on July
18  the 1st.
19      DON GRAY: Eight percent for
20  water.
21      JOHN PETTEY: Eight percent for
22  water -- I'm sorry -- on July the 1st, 2010 but
23  with the understanding these discussions will
24  continue as you discussed tonight and there will
25  be no changes in the cost of service study and
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 1  it will stay as it stands until your discussions
 2  are -- are completed and we'll see what the
 3  recommendations then come back for 2011, '12 and
 4  '13.  And I see where we're talking August -- by
 5  August the 16th to get us this which would give
 6  us time for a final September 30th to hear it
 7  all and then we would vote on October the 6th to
 8  see what we would decide from hearing all the
 9  final arguments for both sides.
10      ROBERT MILAN, SR.: Will you put
11  it in a formal motion?
12      JOHN PETTEY: That's a
13  suggestion.  If somebody wants to make a motion,
14  that would be fine.
15      ROBERT MILAN, SR.: I will make a
16  motion to -- for the suggestion -- the
17  suggestions -- any more comment before I make a
18  motion?
19      JOHN PETTEY: You know what,
20  before we make this motion there are several
21  ways we could do it.  When we -- we would make
22  the motion to accept July 1st for this and then
23  would -- would we then want to approve an
24  interim electric increase of 7 percent for 2011,
25  '12 and '13, and then the water increase would
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 1  be 8 percent for 2011, 7.5 for 2012, and '13
 2  effective January 1st of each year which
 3  would -- this would all be spread across the
 4  board.  Just --
 5      LORETTA COLOMBEL: Would that
 6  motion be an interim motion --
 7      KATHRYN PETERS: May I -- may
 8  I --
 9      LORETTA COLOMBEL: -- before the
10  testimony we would receive in August?
11      KATHRYN PETERS: May I correct
12  one thing.  On the water, we do not recommend
13  spreading that across the board.  There's rate
14  design built into the water increase and at this
15  point we've received no indication that there's
16  any concerns about that.  So we would have the
17  2011 water increase be as set forth in the cost
18  of service study.  Any changes from '12 -- '11,
19  '12 and '13 would be upon further
20  recommendations, please.
21      ROBERT MILAN, SR.: Separate
22  issue then.  Okay.  Thank you.
23      KATHRYN PETERS: And I apologize,
24  we did not make that clear to you in our
25  presentation that the cost of service were
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 1  related to electric.
 2      LORETTA COLOMBEL: So, John, your
 3  motion is to accept 7 percent electric,
 4  8 percent water July -- effective July 1.
 5      JOHN PETTEY: July 1.
 6      LORETTA COLOMBEL: That --
 7      JOHN PETTEY: And then --
 8      LORETTA COLOMBEL: Not more than
 9  7 percent for '11, '12 and '13 depending on the
10  testimony from Mr. Zakoura that that is subject
11  to change?
12      JOHN PETTEY: Right.
13      LORETTA COLOMBEL: Am -- am -- am
14  I understanding that -- that's a correct motion?
15      ROBERT MILAN, SR.: Subject to
16  what?
17      MARY GONZALES: Subject to
18  testimony from the --
19      TERRY EIDSON: Subject to
20  testimony from the intervenors.
21      LORETTA COLOMBEL: Right, yes.
22  It's subject to change.  In other words, it's
23  there but we -- we are allowing them and we need
24  to hear their testimony but this allows us to go
25  ahead and proceed forward.
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 1      JOHN PETTEY: Correct, it
 2  would -- right.
 3      ROBERT MILAN, SR.: Okay.  Are we
 4  clear now?  Make sure we're clear.
 5      DON GRAY: Just so I understand
 6  now what about the water, I know we had
 7  discussed 2011, but we also were looking at
 8  future years for water as well.  So do we want
 9  to also insert water in that?
10      MARY GONZALES: Mr. Zakoura said
11  they were agreed on 2010 and 2011 in water, is
12  that correct?
13      JOHN PETTEY: Well, is that two
14  motions?
15      KATHRYN PETERS: Yes.
16      ROBERT MILAN, SR.: Yeah, that's
17  two -- two separate issues here.
18      JOHN PETTEY: Oh, okay.
19      ROBERT MILAN, SR.: Be careful
20  now.
21      JOHN PETTEY: So we -- we need a
22  motion to approve.
23      KATHRYN PETERS: May I suggest
24  motions to you?
25      MARY GONZALES: Yes, please.
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 1      ROBERT MILAN, SR.: Will you
 2  summarize that because we have two different
 3  things.  Thank -- thank you.
 4      KATHRYN PETERS: I'm going to
 5  first suggest an electric motion and that is
 6  that you move that you approve a rate increase
 7  effective July 1, 2010 for 7 percent on an
 8  across the board basis.
 9      DAVID ALVEY: So moved.
10      ROBERT MILAN, SR.: I second the
11  motion.
12      TERRY EIDSON: Without any
13  discussion or nothing that relates to what
14  Mr. Zakoura and the other intervenors are going
15  to --
16      KATHRYN PETERS: I think that you
17  should give those directions as well.  I just
18  was giving you a separate motion.  But I think
19  these all have to be contingent on presentation
20  to you by no later than the end September, the
21  final recommendations.
22      TERRY EIDSON: I'll -- I'll go
23  along with that.
24      ROBERT MILAN, SR.: Put those
25  dates in every -- because it would be one-step
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 1  deal; the date, the time, et cetera, please.
 2      KATHRYN PETERS: Okay.  Let --
 3  let's start with the -- the motion then that you
 4  direct the --
 5      LORETTA COLOMBEL: We -- we had a
 6  motion on the floor.  Bob, did you hear --
 7      ROBERT MILAN, SR.: I thought it
 8  was on a motion because I seconded it.  Withdraw
 9  my second.  Make it over.
10      KATHRYN PETERS: I suggest that
11  you direct that the following schedule be
12  approved for the completion of this rate
13  hearing, that the -- all -- all intervenors be
14  directed to pre-file any testimony by no later
15  than August 16th two months from tonight, that
16  the BPU staff and engineers be directed to file
17  any rebuttal testimony by no later than
18  September 7th and that the -- any presentation
19  -- and that any recommendations to the Board be
20  provided to you by the end of September.
21      LORETTA COLOMBEL: David?
22      DAVID ALVEY: So moved.
23      ROBERT MILAN, SR.: I second this
24  time.  Thank you.
25      JOHN PETTEY: Roll call, please.
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 1      DAVID ALVEY: Do we need a
 2  separate motion for the --
 3      LORETTA COLOMBEL: Do the roll
 4  call first.
 5      DAVID ALVEY: Okay.  Very good.
 6      TERRY EIDSON: Would someone read
 7  the motion again, please.
 8      (Whereupon, page 46, line 12,
 9  through page 46, line 18 was read by the
10  reporter.)
11      LORETTA COLOMBEL: Would it be
12  suggested we do another motion?
13      KATHRYN PETERS: Sure, I'll just
14  go ahead and --
15      LORETTA COLOMBEL: We would have
16  to withdraw again the second.
17      KATHRYN PETERS: I'll -- maybe
18  I'll just say what I think the motion was and
19  that is that the intervenors -- all intervenors
20  be directed to file their pre-file testimony by
21  no later than August 16th two months from today.
22  That the BPU staff and its engineers be directed
23  to file any rebuttal testimony by no later than
24  September 7th so that this matter may be
25  presented to the Board by no later than the end
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 1  of September.
 2      DAVID ALVEY.  2010.
 3      KATHRYN PETERS: 2010.
 4      TERRY EIDSON: And the rate?
 5      KATHRYN PETERS: I think that you
 6  -- we're suggesting that you take these motions
 7  up separately.  So that was just that motion on
 8  -- on the timing and then I would give you
 9  motions on the rates after this.
10      DAVID ALVEY: So moved.
11      TERRY EIDSON: Second.
12      ROBERT MILAN, SR.: Second.
13      JOHN PETTEY: Roll call, please.
14      JODY BOEDING: Roll call on the
15  motion.  Miss Colombel?
16      LORETTA COLOMBEL: Aye.
17      JODY BOEDING: Miss Gonzales?
18      MARY GONZALES: Aye.
19      JODY BOEDING: Mr. Eidson?
20      TERRY EIDSON: Aye.
21      JODY BOEDING: Mr. Alvey?
22      DAVID ALVEY: Aye.
23      JODY BOEDING: Mr. Milan?
24      ROBERT MILAN, SR.: Aye.
25      JODY BOEDING: Mr. Pettey?
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 1      JOHN PETTEY: Aye.
 2      JODY BOEDING: Motion carries.
 3      KATHRYN PETERS: My -- my
 4  understanding was that you wanted that as a
 5  separate motion because all of your other
 6  motions would be predicated on that.  The
 7  recommendation then of -- of the staff would be
 8  that you approve a rate increase -- a -- a
 9  increase in revenues from base rates for
10  electric of 7 percent effective July 1, 2010,
11  such rates to be spread across the board.
12      LORETTA COLOMBEL: Motion --
13      JOHN PETTEY: Have the water on
14  there also?
15      LORETTA COLOMBEL: No we're going
16  to have separate.  Motion would be effective
17  July 1st and 7 percent across the board rates
18  for electric.
19      DAVID ALVEY: Second.
20      JOHN PETTEY: Roll call, please.
21      JODY BOEDING: Roll call on the
22  motion.  Miss Colombel?
23      LORETTA COLOMBEL: Aye.
24      JODY BOEDING: Miss Gonzales?
25      MARY GONZALES: Aye.
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 1      JODY BOEDING: Mr. Eidson?
 2      TERRY EIDSON: Aye.
 3      JODY BOEDING: Mr. Alvey?
 4      DAVID ALVEY: Aye.
 5      JODY BOEDING: Mr. Milan?
 6      ROBERT MILAN, SR.: Aye.
 7      JODY BOEDING: Mr. Pettey?
 8      JOHN PETTEY: Aye.
 9      JODY BOEDING: Motion carries.
10      KATHRYN PETERS: And then a
11  motion, again, as recommended by the -- the
12  staff and also the -- the industrial intervening
13  group that you approve a water increase of
14  8 percent over revenues from the existing base
15  rates to be effective July 1st, 2010 with costs
16  to be allocated as set forth in the water cost
17  of service study.
18      DAVID ALVEY: So moved.
19      TERRY EIDSON: Second.
20      JOHN PETTEY: Roll call, please.
21      JODY BOEDING: Roll on the
22  motion.  Miss Colombel?
23      LORETTA COLOMBEL: Aye.
24      JODY BOEDING: Miss Gonzales?
25      MARY GONZALES: Aye.
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 1      JODY BOEDING: Mr. Eidson?
 2      TERRY EIDSON: Aye.
 3      JODY BOEDING: Mr. Alvey?
 4      DAVID ALVEY: Aye.
 5      JODY BOEDING: Mr. Milan?
 6      ROBERT MILAN, SR.: Aye.
 7      JODY BOEDING: Mr. Pettey?
 8      JOHN PETTEY: Aye.
 9      JODY BOEDING: Motion carries.
10      KATHRYN PETERS: And I would ask
11  is it the Board's pleasure that you approve
12  interim rate increases for 2011, '12 and '13?
13      LORETTA COLOMBEL: Yes.
14      KATHRYN PETERS: Pending --
15  pending final decision following the completion
16  of the filing of all testimony on revenue
17  requirements, cost allocation, and rate design
18  matters?  And if you tell us what percentage you
19  want to increase in those years, I'll go ahead
20  and give you the form of that motion.
21      JOHN PETTEY: Well, we're looking
22  at 7 percent 2011, '12 and '13 effective January
23  the 1st of each year for power.  Water would
24  be --
25      LORETTA COLOMBEL: Separate
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 1  motion, John.
 2      JOHN PETTEY: Pardon?
 3      LORETTA COLOMBEL: Separate
 4  motion.
 5      JOHN PETTEY: Water would be
 6  8 percent for 2011, 7.5 -- 7.5 for 2012 and '13
 7  effective January the 1st.
 8      TERRY EIDSON: Excuse me, I
 9  thought we had already approved the water.
10      KATHRYN PETERS: These would be
11  for the interim increases for 11, '12 and '13
12  and I ask --
13      TERRY EIDSON: We're -- we're not
14  voting on the -- on the water as such the way it
15  was presented?
16      KATHRYN PETERS: You've approved
17  the water increase for 2010.
18      TERRY EIDSON: Only 2010.
19      KATHRYN PETERS: Only 2010.  So
20  the -- the question then is if it's your
21  pleasure to have interim increases I just ask
22  what direction from the Board of the percentages
23  to give you in the form of the motion.
24      ROBERT MILAN, SR.: That includes
25  having an additional rate hearing, is that
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 1  correct, in the interim?
 2      KATHRYN PETERS: Yes, that --
 3  that means that you will receive evidence on --
 4      ROBERT MILAN, SR.: Yes --
 5      KATHRYN PETERS: -- these
 6  matters.
 7      ROBERT MILAN, SR.: -- thank you.
 8      TERRY EIDSON: Were there any
 9  intervenors on the water?
10      KATHRYN PETERS: Yes.
11      ROBERT MILAN, SR.: I make the
12  motion to accept the interim increase on the
13  water side as recommended by counsel.
14      JOHN PETTEY: Well -- okay, we'll
15  go water first.  That'd be -- would take two
16  motions.
17      MARY GONZALES: I'll second
18  Mr. Milan's motion.
19      JOHN PETTEY: Roll call please.
20      JODY BOEDING: Roll call on the
21  motion.  Miss Colombel?
22      LORETTA COLOMBEL: Aye.
23      JODY BOEDING: Miss Gonzales?
24      MARY GONZALES: Aye.
25      JODY BOEDING: Mr. Eidson?
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 1      TERRY EIDSON: Aye.
 2      JODY BOEDING: Mr. Alvey?
 3      DAVID ALVEY: Aye.
 4      JODY BOEDING: Mr. Milan?
 5      ROBERT MILAN, SR.: Aye.
 6      JODY BOEDING: Mr. Pettey?
 7      JOHN PETTEY: Aye.
 8      JODY BOEDING: Motion carries.
 9      JOHN PETTEY: Now we need a
10  motion for electric interim, approve electric
11  for 7 percent for 2011, '12, and '13 effective
12  January the 1st.
13      LORETTA COLOMBEL: I'll make a
14  motion at the -- January the 1st of each year
15  for 2011, '12, and '13, 7 percent electric.
16  Interim, correct?
17      ROBERT MILAN, SR.: Is that
18  across the board?
19      KATHRYN PETERS: No, no, no.
20      LORETTA COLOMBEL: It's interim.
21  I'm sorry.
22      KATHRYN PETERS: That's an
23  interim increase.
24      LORETTA COLOMBEL: That's interim
25  because we're waiting on testimony.
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 1      KATHRYN PETERS: Correct.  And,
 2  in fact, it would be our expectation that you
 3  would have recommendations on rate design and
 4  cost allocations.
 5      MARY GONZALES: I'll second that
 6  motion.
 7      JOHN PETTEY: Roll call please.
 8      JODY BOEDING: Roll call on the
 9  motion.  Miss Colombel.
10      LORETTA COLOMBEL: Aye.
11      JODY BOEDING: Miss Gonzales?
12      MARY GONZALES: Aye.
13      JODY BOEDING: Mr. Eidson?
14      TERRY EIDSON: Aye.
15      JODY BOEDING: Mr. Alvey?
16      DAVID ALVEY: Aye.
17      JODY BOEDING: Mr. Milan?
18      ROBERT MILAN, SR.: Aye.
19      JODY BOEDING: Mr. Pettey?
20      JOHN PETTEY: Aye.
21      JODY BOEDING: Motion carries.
22      KATHRYN PETERS: Mr. Zakoura or
23  Mr. Yarnell, if you have anything else to put
24  before the Board this evening, let me know.
25  Otherwise, I think we'll ask the hearing officer
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 1  to continue the hearing to a date to be
 2  determined.
 3      JAMES ZAKOURA: Thank you.  I
 4  have nothing further.
 5      RICK YARNELL: I do have one
 6  question.  It's my understanding tonight that
 7  you have approved as you called it interim rate
 8  increases for the years 2011, '12 and '13 to
 9  electric base revenues and that's 7 percent or
10  so for those years of base revenues subject to
11  the design of cost of service?
12      LORETTA COLOMBEL: Correct.
13      RICK YARNELL: That does not mean
14  across the board?
15      LORETTA COLOMBEL: Correct.
16      ROBERT MILAN, SR.: No, no.
17  That's clear.
18      TERRY EIDSON: Thank you.
19      PHILLIP CARSON: Ladies and
20  gentlemen, that -- the rate hearing is continued
21  subject to call to be rescheduled.  I think
22  that's it.  Thank you.
23      DON GRAY: Thank you, Mr. Carson.
24      PHILLIP CARSON: You bet.
25      DON GRAY: Item 18 is board
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 1  comments.
 2      JOHN PETTEY: Miss Gonzales?
 3      MARY GONZALES: I have no
 4  comments.
 5      JOHN PETTEY: Miss Colombel?
 6      LORETTA COLOMBEL: I just want to
 7  thank the staff and the intervenors, Mr. Zakoura
 8  and Mr. Yarnell, Black & Veatch.  I know
 9  everybody has -- has worked and worked and
10  worked and I -- and I have to compliment the
11  Board.  I think we have worked just as hard.  So
12  thank you all and thank you Board I think we're
13  -- I am -- I am pleased that we've had a full
14  affirmative vote from the Board to move our
15  utility forward.
16      JOHN PETTEY: Mr. Milan?
17      ROBERT MILAN, SR.: I just want
18  to thank the Board for their concern and
19  consideration of the job that's before us.  It's
20  a tough decision to make.  Sometimes not
21  properly, but that's what we are here to do the
22  best we can do under the circumstances, and I
23  appreciate listening to the testimony so we can
24  be clear in the direction we're supposed to be
25  going here.  Thank you.
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 1      JOHN PETTEY: Mr. Alvey?
 2      DAVID ALVEY: Again, I think that
 3  the work that everyone has done we're -- what
 4  we're trying to do and what we will accomplish
 5  is we will rebuild the infrastructure of the
 6  BPU.  We will provide reliable power and water.
 7  We will secure the utility into the future.
 8      JOHN PETTEY: Mr. Eidson?
 9      TERRY EIDSON: I have no
10  comments.
11      JOHN PETTEY: I would only say I
12  agree with what the rest of the board members
13  have said and thanks for their time spent and
14  thank you for -- intervenors for their time and
15  our -- our staff.  Mr. Gray?
16      DON GRAY: Also representing
17  staff I certainly want to thank the Board for
18  their consideration and also allowing us to move
19  forward.  I know these are difficult decisions
20  for a Board to make in raising rates and we
21  can't thank you enough for your due diligence.
22  Also want to thank Jim Zakoura, his comments
23  this evening, Rick Yarnell, his comments, and
24  also Black & Veatch for being in attendance.  Ed
25  Overcast, we had to ask him to come in from out
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 1  of town on an emergency to get here and he was
 2  happy to do that for us and I can't thank Ed
 3  enough for that.  Also want to thank Kathy
 4  Peters again for representing us.  I appreciate
 5  it.
 6      Just staff for all the hard work.  I
 7  know a lot of hours with all the -- the data
 8  requests and all the information that was
 9  requested.  It takes a lot of time and effort to
10  put all that together and I just want to thank
11  staff for being able to -- to meet the deadlines
12  and to get the information out.  Again thanks
13  for all your hard work and that's all I have.
14      JOHN PETTEY: The next item we
15  have an executive session to discuss a legal
16  matter not to exceed a half an hour.  Entertain
17  a motion to go into --
18      LORETTA COLOMBEL: Will there be
19  anything --
20      JOHN PETTEY: No, there will be
21  no vote after the -- after the session and 20
22  after.
23      MARY GONZALES: I move we go into
24  executive session not to exceed 30 minutes.
25      JOHN PETTEY: It's twenty-five
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 1  after.  That will work?
 2      LORETTA COLOMBEL: Second.
 3      DAVID ALVEY: Second.
 4      JOHN PETTEY: All in favor?
 5      (Board responds aye.)
 6      JOHN PETTEY: Opposed?
 7      (No response.
 8      JOHN PETTEY: Motion carried.
 9      (Proceedings concluded at 7:19 PM.)
10  
11  
12  
13  
14  
15  
16  
17  
18  
19  
20  
21  
22  
23  
24  
25  
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 1                C E R T I F I C A T E
   
 2 
   
 3            I, Kimberly R. Greiner, a Certified
   
 4  Shorthand Reporter of the State of Kansas, do
   
 5  hereby certify:
   
 6            That prior to being examined the
   
 7  witness was by me duly sworn;
   
 8            That said proceeding was taken down by
   
 9  me in shorthand at the time and place
   
10  hereinbefore stated and was thereafter reduced
   
11  to writing under my direction;
   
12            That I am not a relative or employee
   
13  or attorney or counsel of any of the parties, or
   
14  a relative or employee of such attorney or
   
15  counsel, or financially interested in the
   
16  action.
   
17            WITNESS my hand and seal this 16th day
   
18  of June, 2010.
   
19 
   
20 
   
21                    ______________________________
   
22                    Kimberly R. Greiner, RMR, CRR
                      KS CSR # 1140
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 1          (Proceedings commenced at 6:08 PM.)
  


 2                  DON GRAY:  Item 7 of the agenda
  


 3   continuing of the rate hearing.  I would call
  


 4   Judge Carson.
  


 5                  KATHRYN PETERS:  With your
  


 6   permission I would like Judge Carson to step
  


 7   over to the table so that he can preside over
  


 8   the rate hearing.
  


 9                  PHILLIP CARSON:  My name is
  


10   Phillip Carson.  I'm the hearing officer for
  


11   purposes of the Kansas City Board of Public
  


12   Utilities 2010 rate hearing.  We last had a -- a
  


13   hearing on the proposed rate increase on May
  


14   4th, 2010.  It was left open or continued from
  


15   that time.  I'm going to reopen the -- the rate
  


16   hearing as far as parties and appearances, are
  


17   there any intervenors or their counsel present?
  


18   If so, please stand and state your appearance or
  


19   name.
  


20                  JAMES ZAKOURA:  Good evening,
  


21   Judge, James P. Zakoura of the law firm of
  


22   Smithyman and Zakoura and I am counsel for the
  


23   intervenors; Owens Corning, Griffin Wheel,
  


24   Certain-Teed Products, Water One, General
  


25   Motors, and KU Medical Center.
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 1                  PHILLIP CARSON:  Thank you, sir.
  


 2   Any other intervenors or their attorneys
  


 3   present?  Sir?
  


 4                  RICK YARNELL:  Rick Yarnell, 2424
  


 5   Nebraska Court.
  


 6                  PHILLIP CARSON:  All right.
  


 7   Thank you, Mr. Yarnell.
  


 8            And, Miss Peters, you're here on behalf
  


 9   of the Board of Public Utilities and I
  


10   understand that you have a presentation or a
  


11   statement you'd like to make.
  


12                  KATHRYN PETERS:  That -- that's
  


13   correct, Mr. Carson, and I would like to
  


14   identify a few people in the audience, take this
  


15   opportunity.  We have three of our engineering
  


16   consulting firm experts with us this evening.
  


17   Craig Brown is here and Ed Overcast is here.
  


18   I'm not sure if Bob -- and Bob Grady is here and
  


19   I believe that they have been previously sworn
  


20   and may make statements this evening as well.
  


21                  PHILLIP CARSON:  That will be
  


22   fine.  Please consider yourselves as still under
  


23   oath.
  


24                  KATHRYN PETERS:  Ladies and
  


25   gentlemen of the Board, members of the audience,
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 1   and, Mr. Carson, I would like to summarize what
  


 2   has happened since the rate hearing was
  


 3   continued on May 4th.  The BPU has received a
  


 4   number of data requests on behalf of the
  


 5   industrial group, which it has responded to.  It
  


 6   has provided evidence to the -- to the
  


 7   industrial group about its revenue requirements.
  


 8   It -- the staff has also taken a look at the
  


 9   underlying assumptions in the cost of service
  


10   studies, both the water and the electric cost of
  


11   service studies, and has basically agreed with
  


12   all of those assumptions.
  


13            The BPU staff has asked its engineering
  


14   consultants to examine a few facts in the -- in
  


15   the assumptions and the cost of service studies
  


16   as to the timing of certain expenditures and the
  


17   amount of certain expenditures, and some of
  


18   those expenditures have moved from a current
  


19   timeframe to either a few months or in some
  


20   cases to a year later.
  


21            Examples of these include that some of
  


22   the assumptions on the number of filled
  


23   vacancies at this point in time have not been
  


24   completely satisfied.  There are a fewer
  


25   employees in 2010 than the cost of service study
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 1   assumed.  There have been assumptions as to
  


 2   certain O&M expenses and some of those current
  


 3   expenses are slightly lower than the assumptions
  


 4   set forth in the cost of service study.  There
  


 5   has been a major capital project, which in the
  


 6   electric supply area has -- by the manager of
  


 7   the electric supply has -- has moved one year
  


 8   later and that's the CT5.  So some of the major
  


 9   cost drivers in the early years have moved
  


10   slightly and or been reduced slightly into later
  


11   years.
  


12            We have spent most of our time talking
  


13   with the -- with the industrial customer group
  


14   about these revenue requirements and have, I
  


15   believe, been satisfied with the -- with the
  


16   material that we've provided them.  We've also
  


17   discussed the two major riders which were
  


18   noticed up, and one of them has some slight
  


19   modifications to the ERC.  We've discussed the
  


20   BPU's position on some of the ERC recovery
  


21   matters and have fully explored pending trends
  


22   that may affect the ERC.
  


23            And, finally, we've talked about the
  


24   environmental surcharge or ESC Rider, which was
  


25   one of the riders which we have recommended for
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 1   your consideration.  And I believe that we have
  


 2   -- have basically reached agreement on the
  


 3   structuring of the ESC and substantial agreement
  


 4   on the ERC.  There are some matters which we
  


 5   will continue to tweak, but basically the
  


 6   approach as to both riders I think have been
  


 7   agreed to.
  


 8            The cost of service study and the rate
  


 9   design and cost allocation have not yet been
  


10   fully flushed out.  We, as I said, have spent a
  


11   great deal of time talking about revenue
  


12   requirements, the ERC and the ESC, and have not
  


13   yet begun serious consideration of rate design
  


14   and cost allocation.  There's been one rate
  


15   design matter that has been discussed and that
  


16   has to do with the AMR, AMI project.  As you
  


17   know, a substantial amount of that project
  


18   includes the installation of smart metering and
  


19   the engineering consultants have indicated that
  


20   it would be appropriate to take the meter costs
  


21   and assign those directly to the customer
  


22   classes.
  


23            In other words, that instead of
  


24   spreading a meter cost across the board, the
  


25   cost of residential meters would be assigned to
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 1   the residential class, weighted cost of
  


 2   industrial meters would be assigned to the
  


 3   industrial class and the like.  And that's
  


 4   the -- that is a slight modification in the cost
  


 5   allocation methods set forth in the cost of
  


 6   service study.
  


 7            At this point, as others will tell you,
  


 8   we are -- we believe that we are in agreement
  


 9   concerning the July 1, 2010 rate increase that
  


10   that should be a 7 percent increase.  We are not
  


11   in agreement concerning the amount of an
  


12   increased to commence January 1, 2011.  The
  


13   industrial group believes that a smaller
  


14   increase than set forth in the cost of service
  


15   setting would be warranted.
  


16            The staff had looked at some of these
  


17   shifting of costs out of the 2011 time period to
  


18   see whether or not staff could reasonably
  


19   recommend a lower increase than 7 percent in
  


20   2011, and staff had examined this with its
  


21   engineering consultants and felt that if -- if
  


22   appropriate, the staff could recommend an
  


23   increase of up to -- of 5 percent in 2011 on the
  


24   electric side.
  


25            The 2012 and '13 revenue expenses have
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 1   not yet been fully flushed out, but the reason
  


 2   that the staff felt it could recommend no less
  


 3   than a 5 percent increase in 2011 was that if
  


 4   you look at project -- now projected
  


 5   expenditures in 2012 and '13, we would not have
  


 6   lower than the days cash on hand at the end of
  


 7   the study period and lower than the target debt
  


 8   service coverage ratio at the end of the study
  


 9   period.
  


10            As far as the water side goes, the
  


11   staff and the -- and the industrial customers
  


12   were in basic agreement that the 2010 revenue
  


13   increase of 8 percent January 1 was appropriate.
  


14   The industrial group had asked the staff whether
  


15   they could recommend for settlement purposes a
  


16   7 percent increase in 2011 on the water side and
  


17   the staff looked at some -- again, some of the
  


18   costs that shifted out of 2011 and these
  


19   matrices and determined that the staff could for
  


20   settlement purposes recommend a 7 percent
  


21   increase.  We have not, as I said, reached
  


22   agreement with the industrial group for -- for
  


23   electric in -- in 2011.  We also discussed, as I
  


24   mentioned, the billing of the meters, that that
  


25   would be done -- that could be done, as our
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 1   engineering consultants have advised us, could
  


 2   be done on the basis of a direct cost
  


 3   assignment.
  


 4            We had discussed several matters
  


 5   relating to the ERC, and after review would
  


 6   agree that the existing $2.6 million, a known
  


 7   capacity cost based on our firm long-term supply
  


 8   contracts, could remain in the ERC as it
  


 9   presently is instead of -- sorry -- could remain
  


10   in base rates as it presently is instead of
  


11   removing to the ERC.  I think that, as I say,
  


12   there are some additional discussions about
  


13   future ERC firm capacity matters but we are
  


14   continuing those discussions and we feel that
  


15   those are going well.
  


16            On the environmental surcharge, the
  


17   staff had always felt that this should be
  


18   limited to major capital projects, major capital
  


19   environmental projects that were not otherwise
  


20   recovered through the base rates.  And the
  


21   staff's original thought on the ESC was that
  


22   that should be projects that were bond financed.
  


23   We had included in the ESC language that would
  


24   allow certain cash financed projects.  After
  


25   discussing this with the environmental group,
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 1   we're comfortable that any cash expenditures
  


 2   would have to be tied to major projects that had
  


 3   been substantially funded with -- with bonds.
  


 4            Using the low NOx burner as an example,
  


 5   we have $40 million allocated for the low NOx
  


 6   burner project.  Expected to recovered it all
  


 7   through bonds.  But suppose that you had change
  


 8   orders toward the end of that that might have
  


 9   another million or two.  We think it's
  


10   appropriate that, you know, that million or two
  


11   would be recovered the same way through the ESC.
  


12   And we also agreed with the industrial group
  


13   that this is such a substantial imposition of a
  


14   rider that we would be hap -- we would be
  


15   comfortable evaluating that the way that we've
  


16   done the rate stabilization rider.  That is that
  


17   we have to give advance notice of any
  


18   application of the ESC and have a group have the
  


19   opportunity to take a look at that before it's
  


20   imposed.
  


21            But certainly what we're doing now
  


22   through this rate process on the low NOx burner
  


23   project, taking that to the Board, and we said,
  


24   well, that's what we're doing with the rate
  


25   stabilization rider.  And imposing a rider for a
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 1   major environmental project seems like having
  


 2   that kind of transparency would be consistent
  


 3   with what the Board has done in the past.  The
  


 4   environmental group -- the environmental
  


 5   projects that we now know of of course are just
  


 6   the low NOx burner, but this will give plenty of
  


 7   time for everyone's planning purposes for the
  


 8   implementation of this rider.
  


 9            One of the things that the -- that the
  


10   industrial group requested is the opportunity to
  


11   address the Board to make a presentation on a
  


12   couple of things.  One of those is revenue
  


13   requirements.  As I said, the industrial group
  


14   feels that the revenue requirement for 2011 is
  


15   not as great as the BPU staff does.  And the
  


16   second one is that the industrial group, as I
  


17   indicated, wants to address the Board on cost
  


18   allocation and rate design matters and they
  


19   indicate that they have a strong opinion on
  


20   that.
  


21            And Mr. Zakoura is here this evening
  


22   and I'm sure that he will want to take the
  


23   opportunity to talk to the Board about this.
  


24   What I would suggest at this time though is that
  


25   we ask Ed Overcast with Black & Veatch to
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 1   address you further on some of these matters,
  


 2   and then ask Lori Austin to address you further
  


 3   on some of these matters.  Then we'd like to
  


 4   give Mr. Zakoura the chance to address you and
  


 5   Mr. Yarnell, if he wishes to, the chance to
  


 6   address you as well.
  


 7            If you have any questions for me, I'd
  


 8   answer them now or perhaps let Mr. Overcast and
  


 9   Miss Austin kind of flush out this summary that
  


10   I've given you.  So I'd ask Ed Overcast to
  


11   address the Board and.
  


12            Again, Mr. Carson, he was previously
  


13   under oath.
  


14                  PHILLIP CARSON:  That's correct.
  


15                  ED OVERCAST:  Good evening.  I'm
  


16   Ed Overcast.  I'm a director with Black &
  


17   Veatch.
  


18                  KATHRYN PETERS:  I apologize.
  


19   I'm going to say one other thing.  I -- I do
  


20   apologize.  When I was doing my introductions I
  


21   looked at the phone and forgot to mention that
  


22   Mike Gorman with Brubaker and Associates is
  


23   attending the board meeting by phone.
  


24            Mike, are you there?
  


25                  MIKE GORMAN:  Yes, I am.  Good
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 1   evening.
  


 2                  KATHRYN PETERS:  Thank you.
  


 3                  ED OVERCAST:  As I said, I'm a
  


 4   director with Enterprise Management Solutions,
  


 5   the consulting division of Black & Veatch, and I
  


 6   have filed testimony in support of the cost of
  


 7   service studies and rate design proposals that
  


 8   we have made to the Board on behalf of the BPU
  


 9   staff.  And what I want to do tonight is talk
  


10   just a little bit about the rate planning
  


11   process and to give you some -- some things that
  


12   we think are important as part of the overall
  


13   process.
  


14            And it's important to understand that
  


15   this BPU rate plan is not driven by the cost and
  


16   revenues in any single year.  In fact, this rate
  


17   plan is based on a five-year forecast and that
  


18   five-year forecast is a series of four 7 percent
  


19   increases designed to meet the financial targets
  


20   of 60 days of operating cash and a debt service
  


21   coverage of 1.6 times.  Now these goals
  


22   represent what's really the minimum financial
  


23   requirements for maintaining your current
  


24   favorable bond rating and they also represent
  


25   your Board financial policy requirements.
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 1            So we are set a goal and we're not --
  


 2   we're not just looking at today.  We're looking
  


 3   today and at the end of this five-year period we
  


 4   want to reach those goals.  So we're moving a
  


 5   little bit each year and we said, What kind of
  


 6   rate increase do you need each year over this
  


 7   period for four periods to get to those goals at
  


 8   the end of fifth year?
  


 9            As -- as part of our discussion with
  


10   the industrial customer group, we have taken
  


11   additional information -- let -- let me back up
  


12   and tell you that this plan is predicated on
  


13   information provided to us by the BPU staff that
  


14   runs through November of 2009.  So that's the
  


15   data that the forecast is based on, okay.
  


16            We have used additional information and
  


17   this is -- this is common in rate cases where
  


18   you update your information for things that you
  


19   know have happened, and we've looked at
  


20   additional data that goes from December of 2009
  


21   up through about the end of May 6 of this year.
  


22   So -- so we have a picture of some things that
  


23   have changed over that time period.  And as a
  


24   result of those changes, and we -- we have
  


25   updated our forecast and we've said that we
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 1   could meet the goal in 2011 that we had set as
  


 2   part of getting to the end goal in 2014 with a
  


 3   5 percent rate increase, at -- at least that, at
  


 4   least 5 percent.
  


 5            And it's very important that we -- that
  


 6   we agree on 2012 and '13 as well so that we
  


 7   actually reach that goal.  Because anything we
  


 8   take out in the early years, we can't get more
  


 9   than 7 percent in the later years.  So if we
  


10   take out too much we wouldn't reach the goal.
  


11   But we were unable to reach an agreement on this
  


12   5 percent amount.  The industrial customers felt
  


13   that a lower number was possible.
  


14            In addition to this detailed discussion
  


15   and -- and we -- we've spent a lot of time
  


16   discussing these issues and -- and exchanging
  


17   information with the industrial customers
  


18   related to the revenue requirements, we've
  


19   discussed changes related to the ERC Rider and
  


20   the new ESC Rider.
  


21            And I think Kathy described it pretty
  


22   well.  We're -- we're hopeful of being able to
  


23   reach agreement on both of these riders.  We're
  


24   further along on the ESC than we are on the ERC
  


25   in my view and -- but, nevertheless, we are --
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 1   we are reasonably certain that we can reach a
  


 2   conclusion that's acceptable to everybody on
  


 3   those two riders and those two riders are
  


 4   important.
  


 5            The ESC Rider is important because
  


 6   that's where the money's going to come from to
  


 7   pay for the bond issues associated with
  


 8   environmental costs.  And if you can show that
  


 9   you've got a source of revenue, it makes it
  


10   easier to get -- to get the bond issue.  And the
  


11   ERC Rider is important because the cost of fuel
  


12   and purchase power is the largest single O&M
  


13   item in your -- in your budget.
  


14            Now, during this time discussions
  


15   related to cost of service and rate design have
  


16   been deferred.  We -- we have really not talked
  


17   about those at all.  There's been no substantive
  


18   discussion on rate design and cost of service at
  


19   this point.  In addition, there's been no
  


20   substantive discussion related to the revenue
  


21   requirements for 2012 and '13.  But we continue
  


22   to believe that 7 percent per year is required
  


23   in those late -- later years to meet the
  


24   financial goal of having 60 days of cash
  


25   reserves and meeting the 1.6 times bond coverage
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 1   rate.
  


 2            Now, if you have any questions for me,
  


 3   I'd be happy to answer them.
  


 4                  DAVID ALVEY:  I do have a couple
  


 5   questions.  Some -- when Kathy was giving her
  


 6   summary, she mentioned that part of the
  


 7   objection from the intervenors was based upon
  


 8   the fact that we have not filled vacant
  


 9   positions that had been allocated for the
  


10   current period.  Is that correct?
  


11                  ED OVERCAST:  That's correct.
  


12                  DAVID ALVEY:  Okay.  Secondly,
  


13   that when the intervenors look at the
  


14   financials, the BPU financials, they find lower
  


15   operation -- operations and maintenance
  


16   expenditures than had been projected.
  


17                  ED OVERCAST:  That's correct as
  


18   well.
  


19                  DAVID ALVEY:  And then third they
  


20   had -- and we had said that we could delay
  


21   installation of CT5 for perhaps a year.  Was
  


22   that correct?
  


23                  ED OVERCAST:  That's -- that's
  


24   one of the assumptions in the -- in the process,
  


25   yes.
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 1                  DAVID ALVEY:  Okay.  And yet when
  


 2   I -- and when I listen to those things, what I
  


 3   understand is that vacant positions have not
  


 4   been filled because of a serious cash flow
  


 5   problem, cash reserves on hand.
  


 6            Secondly, lower operations and
  


 7   maintenance budget is not because the -- the
  


 8   base cost had been reduced but because we simply
  


 9   are not making expenditures, again, because of
  


10   the lack of revenues to fund these projects and
  


11   carry these projects to completion.
  


12            And that third the assumption that we
  


13   do not need CT5 for another year could be --
  


14   could be accurate; could not be accurate based
  


15   upon the weather and based upon if we delay
  


16   necessary improvements to the coal plants, the
  


17   -- the coal generators and other maintenance
  


18   issues at the plants that, in fact, if we delay
  


19   CT5 an additional year, we might, in fact, put
  


20   ourselves in a worse financial position and not
  


21   if -- if we went with a 5 percent, not have the
  


22   revenues in emergency funds to handle those
  


23   problems and would have to go out on an
  


24   emergency basis to get a bond issued which is
  


25   apparently pretty hard to do.
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 1                  ED OVERCAST:  I think it's fair
  


 2   to say that, you know, there's -- there's a lot
  


 3   of uncertainty in any forecast.  From my
  


 4   perspective this was the minimum forecast that
  


 5   we could possibly live with.
  


 6                  DAVID ALVEY:  And so --
  


 7                  ED OVERCAST:  And you're
  


 8   absolutely right if --
  


 9                  DAVID ALVEY:  So we're arguing
  


10   about what the minimum is?
  


11                  ED OVERCAST:  At -- at this point
  


12   I think this is the minimum that we -- that we
  


13   could find acceptable, the 5 percent.
  


14                  DAVID ALVEY:  And -- and I'm
  


15   going to push that a little bit further.  That's
  


16   the minimum and when we target for the minimum,
  


17   sometimes we'll hit the minimum; sometimes we
  


18   won't hit the minimum.  We'll be below the
  


19   minimum.  Sometimes we'll go over it.  Whereas
  


20   if you go for the -- the safety and the
  


21   reliability, you shoot for the reliability and
  


22   if we were to accept the 5 percent, we would not
  


23   be -- would even below -- be below our minimum.
  


24   Perhaps --
  


25                  ED OVERCAST:  I think what you're
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 1   asking is, is the forecast really the mean of
  


 2   what you would expect in the future.  And I
  


 3   think my answer to that would be there's --
  


 4   there's probably more risk that you would be
  


 5   under what we forecast than there is risk that
  


 6   we would be over.  That would be my opinion.
  


 7                  DAVID ALVEY:  Okay.  And so what
  


 8   I understand then is the intervenors will be
  


 9   trying to prove to us that our minimum is not
  


10   accurate?
  


11                  ED OVERCAST:  That's correct.
  


12                  DAVID ALVEY:  Okay.
  


13                  MARY GONZALES:  Could I ask a
  


14   question on that number, the attrition number,
  


15   was that a significant number?
  


16                  PHILLIP CARSON:  What's your
  


17   name, please?
  


18                  CRAIG BROWN:  Craig Brown with
  


19   Black & Veatch.  I was previously sworn in.
  


20                  PHILLIP CARSON:  All right.
  


21   Thank you.
  


22                  KATHRYN PETERS:  He was also
  


23   under oath.
  


24                  PHILLIP CARSON:  I remember.
  


25                  CRAIG BROWN:  I believe the --
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 1   the labor attrition amounted to because in the
  


 2   forecast we'd actually projected to slowly
  


 3   increase it about 25 percent per year back to
  


 4   the 2009 budgeted numbers of about 680
  


 5   employees.  I think the baseline we're working
  


 6   from at that point was about 610 to 620.  I
  


 7   believe the current -- to-date currently there's
  


 8   about 599 employees.  So I think the dollar
  


 9   impact by accepting the 2010 was about
  


10   1.7 million we were able to reduce, and I think
  


11   our projection for 2011 was 620 employees and I
  


12   think that reduced what we had projected by
  


13   about $909,000.
  


14                  DAVID ALVEY:  Okay.  That -- and
  


15   I'm going to go back to this point and -- and
  


16   kind of see where this comes from where it seems
  


17   to be going.  It -- it seems to me that the --
  


18   some of the objections, some of the major
  


19   objections of the intervenors, the industrial
  


20   group, are that, well, this is what you've been
  


21   operating with under these circumstances but
  


22   these circumstances that we've been operating
  


23   at -- under for the last two years have
  


24   certainly not been optimal in terms of revenues,
  


25   delayed capital projects, delayed maintenance,
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 1   delayed hiring, and that what we're really
  


 2   trying to do is restore to the utility to its
  


 3   optimal functioning and their argument is that
  


 4   we don't need to do that?  Is that your sense?
  


 5   Am I --
  


 6                  ROBERT MILAN, SR.:  Mr. Alvey,
  


 7   with all due respect, please let the intervenors
  


 8   explain to this Board what their positions are.
  


 9   At this point you're -- you're giving me
  


10   information that I'm not familiar with.  And
  


11   until I understand what their positions are,
  


12   then I am going to listen to their point.
  


13                  DAVID ALVEY:  Fair enough.
  


14                  PHILLIP CARSON:  Any other
  


15   questions for Mr. Overcast?  Thank you.
  


16                  LORI AUSTIN:  From the BPU staff
  


17   side we have put together a four-year plan --
  


18                  PHILLIP CARSON:  Would you state
  


19   your name?
  


20                  LORI AUSTIN:  I'm sorry.  Lori
  


21   Austin.
  


22                  PHILLIP CARSON:  Thank you,
  


23   Miss Austin.
  


24                  LORI AUSTIN:  We have put
  


25   together a four-year plan in order to meet the
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 1   financial goals of the utility.  We feel that
  


 2   it's important that this plan and -- and even
  


 3   this interim agreement of the first two years
  


 4   demonstrates that we have a plan and to look out
  


 5   in the years for future planning.  We need to
  


 6   demonstrate -- and if we're to issue bonds, we
  


 7   need to demonstrate to the credit rating
  


 8   agencies that there is commitment to our
  


 9   financial stability and to meet our goals over
  


10   the -- the study period of the 1.6 and the
  


11   60 days of cash.
  


12            So we have worked with the customer
  


13   group.  We've reviewed multiple proposals from
  


14   them in order to reach a reasonable compromise,
  


15   one that in which we can still meet our
  


16   financial goals.  We've offered to continue our
  


17   discussions with them on the revenue
  


18   requirements, the cost of service, and the --
  


19   and the rate design and -- and bring this back
  


20   before the Board in the Fall, 2010.
  


21            So we will continue to work with them.
  


22   We have received multiple data requests from
  


23   them.  We've had completed those data requests.
  


24   So we have provided a lot of information based
  


25   on their questions and we'll continue to work it
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 1   to address their issues.  Thank you.
  


 2                  PHILLIP CARSON:  Thank you.
  


 3   Mr. Zakoura.
  


 4                  JAMES ZAKOURA:  Thank you.  I'd
  


 5   first like to state that I want to thank the
  


 6   BPU, their counsel, their staff.  They've been
  


 7   very responsive to the requests that we've --
  


 8   we've put forward.  I would thank Mr. Gray
  


 9   personally that he has made the staff available.
  


10   The Black & Veatch people have been very
  


11   responsible.  So we're in the process of
  


12   gathering information, but what I would like to
  


13   take a little bit of time with if I could for
  


14   the Board is kind of tell you where we are, how
  


15   we got here, how this is maybe a little bit of
  


16   an unusual situation.
  


17            And the first thing I would like to say
  


18   to the Board is, you have a really difficult job
  


19   and I recognize that's the case.  You're
  


20   balancing a situation where you're balancing
  


21   reliability and safety and planning for the
  


22   future in a situation where many in the
  


23   community are having difficult economic times,
  


24   that would go for individual residences, people
  


25   who have retired, people in small businesses,
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 1   people in large businesses.  For the most part
  


 2   the current economic recession has not missed
  


 3   many people.  So a lot of people are in the
  


 4   same -- same place.  So I am certainly
  


 5   appreciative of your work and attention in those
  


 6   balancing items that you have to at all times
  


 7   take a look at.  And in response -- in response
  


 8   to -- how do you say your last name, sir?
  


 9                  DAVID ALVEY:  Alvey.
  


10                  JAMES ZAKOURA:  Mr. Alvey.
  


11   Pardon me, I didn't know how to say your last
  


12   name.  In response to the questions that you
  


13   asked, which I thought were all excellent
  


14   questions, that is in fact what -- what we're
  


15   trying to do as well, all of us together.  What
  


16   we started out to do was to say, How can we
  


17   approach these cases where there is a rate
  


18   increase and provide for necessary revenues to
  


19   the utility, at the same time look out for the
  


20   customers that -- that we hit that proper
  


21   balance that is enough but not too much?  And I
  


22   think that's what the Black & Veatch people were
  


23   speaking to and Miss Austin and -- and also
  


24   Miss Peters, that's -- that's the kind of
  


25   balance that we're all looking at.
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 1            So as a starting point I would say that
  


 2   we have not raised any issue with salaries,
  


 3   amount of salaries, amount of employees.  We
  


 4   did, as I believe Mr. Overcast said, we -- we
  


 5   looked at that.  We looked at a history really
  


 6   of where the employee count was of the utility
  


 7   from, oh, an extended period of time really,
  


 8   from several years past to -- to looking out to
  


 9   the future as to what it would be.
  


10            The other thing that I would say to you
  


11   is, it's a difficult time for employees in
  


12   capital, but it's also a difficult time to try
  


13   to forecast how much power you're going to sell.
  


14   I mean, you know, how many units you're going to
  


15   spread whatever cost is that you ultimately
  


16   approve across what number of units.  You've got
  


17   a lot of things going on at once.  Last year we
  


18   had a historically cool summer.  Twenty-
  


19   seven percent lower degree days than the typical
  


20   year.  Add to that the fact that we have an
  


21   economic recession, it was also ongoing and deep
  


22   seated and that affected the amount of -- of
  


23   units that utility sold.  So not only are you
  


24   trying to calculate the amount of revenue
  


25   needed, but how many units that's going to be
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 1   spread across.
  


 2            But before we get to -- before we get
  


 3   to the individual points, let me talk a little
  


 4   bit about the process and I -- I'm acquainted
  


 5   with most of the people here.  I've been in this
  


 6   business across Kansas and Missouri and Oklahoma
  


 7   for more than 25 years and the typical way you
  


 8   look at these situations is you try to look at a
  


 9   test year, which is a 12-year period immediately
  


10   preceding when the rate case is going to be and
  


11   you look at those set of costs and then you
  


12   adjust those forward for anything that you might
  


13   call would be known and measurable changes.
  


14   What you're -- what you're going to do in the
  


15   future that might cost money.
  


16            And the typical case in Kansas and
  


17   Missouri -- let me give you kind of a way that
  


18   this has been looked at by the legislatures in
  


19   Kansas and Missouri.  For those utilities that
  


20   are regulated by the Kansas Corporation
  


21   Commission, they usually give us 240 days to do
  


22   that, that study, which is eight months
  


23   basically.  In Missouri it's a little longer
  


24   than that.  In Missouri they usually take about
  


25   -- I looked at the last couple of cases, Aquila
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 1   and Kansas City Power and Light, and they
  


 2   typically run from one year one month to one
  


 3   year three months.  So we're looking at a block
  


 4   of time for consideration by really boards like
  


 5   you to look at these issues of about eight
  


 6   months to let's call it 14 months.  That's the
  


 7   normal way you look at that.
  


 8            This case is a little bit different in
  


 9   that, as correctly summarized by Mr. Overcast,
  


10   the -- what we're looking at is a block of time
  


11   moving forward as well as a block of time in the
  


12   past, the so-called test year.  He's trying to
  


13   estimate what the next four or five years look
  


14   like for the utility in terms of what their
  


15   employee needs are, what their capital needs
  


16   are, what their bonded indebtedness that Kathy
  


17   -- excuse me -- Miss Peters spoke to, and so
  


18   it's a moving target going forward as well.
  


19            The other things that I wanted to speak
  


20   to you a little bit about and this was also
  


21   discussed somewhat by Miss Peters is the class
  


22   cost of service and rate design studies.  And
  


23   let me give you just the very simple
  


24   understanding of -- or as I understand it to be
  


25   very simple statement of that.  Class cost of
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 1   service and rate design basically try to do cost
  


 2   assignment to the people who cause the expense.
  


 3   It's matching expense and cause -- cause of that
  


 4   expense together.
  


 5            That is not an exact science.  In this
  


 6   case Black & Veatch has presented one to the
  


 7   Board.  In the case that I'm currently handling
  


 8   for a group of industrial customers involving
  


 9   Kansas City Power and Light on the Kansas side,
  


10   there are four cost of service studies found in
  


11   that case.  There's one by the staff of the
  


12   Kansas Corporation Commission, one sponsored by
  


13   the utility, one sponsored by the Citizens
  


14   Utility Ratepayer Board, and a fourth sponsored
  


15   by the industrialists.  So there are multiple
  


16   ways of looking at that issue by intelligent
  


17   people who work in the field.
  


18            So therein comes somewhat of the
  


19   difference between what we have had and when we
  


20   looked at that cost assignment and cost in
  


21   incurrence and were to place those, and we have
  


22   agreed though to go forward and look at that
  


23   carefully.  We've talked about everything from
  


24   getting another independent study to us
  


25   presenting our own study, letting the Board







31


  
 1   decide which they think is -- is best suited to
  


 2   this particular utility and -- but we're
  


 3   approaching that matter hopefully on a
  


 4   thoughtful basis.
  


 5            Now, let me speak to, if we could, a
  


 6   little bit of what Miss Peters and Miss Austin
  


 7   spoke to and that's initial rate revenue
  


 8   increases and rate increases.  Basically the --
  


 9   the staff of the BPU has made the case that
  


10   there needs to be an immediate rate increase of
  


11   -- of as they said 7 percent on the electric
  


12   side.
  


13            And although we may not necessarily
  


14   agree when the timing of that will come into
  


15   place, whether it be 2010 or whether it be some
  


16   later period of time, we did agree to that
  


17   because what we wanted to do was to, Okay, let's
  


18   have the time to really look at this in a bit
  


19   more detail as we go forward.  Because when you
  


20   look at the entirety of the rate increases that
  


21   are being proposed here, they are scheduled to
  


22   come in over about a four-year period and they
  


23   come in in roughly equal increments on a yearly
  


24   basis.
  


25            So the idea was, Okay, we're all people
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 1   of good faith.  We're moving forward looking at
  


 2   this in an intelligent manner.  Let's get
  


 3   started on the process.  We always have these --
  


 4   these periods to address, you know, for the
  


 5   Board actually in the end to address whether
  


 6   we're right or wrong as we go forward but we
  


 7   need to take this first step together.  So that
  


 8   is part of what we've done here.
  


 9            We realize we haven't completed the
  


10   work but what we think we need to do is take a
  


11   first step to -- to then get that behind us and
  


12   to look at the rate design, to look at the
  


13   revenues needed in the future years on a more
  


14   thorough basis and a -- a more -- in my opinion
  


15   a little more business-like basis.  We've
  


16   basically been working together pretty much
  


17   every day for the last two months trying to
  


18   figure these items out.  So that's the idea of
  


19   the first initial rate increase, the 7 percent
  


20   Ms. Peters spoke to.
  


21            Then the next piece and what we had
  


22   talked about is getting these items, concluding
  


23   them, bringing them to the Board no later than
  


24   the end of September I believe.  And the reason
  


25   that that was done in that fashion was that we
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 1   were trying to be on a budget, schedule that
  


 2   fits -- excuse me -- we were trying to be on a
  


 3   presentation schedule that fitted the way you
  


 4   budget here at the utility.
  


 5            So the idea was that we would continue
  


 6   our work with the permission of the Board and
  


 7   that we would either agree to a -- a resolution
  


 8   to present to the Board on a several year basis
  


 9   that goes out as scheduled through that
  


10   2012-2013 period, or we have a day where we can
  


11   talk directly to the Board and present the case
  


12   to the Board at least on a couple of points for
  


13   the Board to hear directly from our people.
  


14            Now, if I can talk a little bit if you
  


15   don't mind if I could step over to the water
  


16   side.  We do have an agreement on the water side
  


17   for 2010 and 2011.  So those -- those items also
  


18   have -- have a good start a little further along
  


19   in that regard.  The water is actually a little
  


20   easier to deal with.  There aren't -- there
  


21   aren't as many expense items.  The -- the
  


22   scheduling of those expense items is -- has more
  


23   visibility to it.
  


24            So that is -- that is where we are.  We
  


25   start from the point that certainly the -- it is
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 1   the responsibility of -- of this Board to
  


 2   operate the utility in a manner that it can
  


 3   operate and provide safe and reliable service.
  


 4   Everyone agrees with that and you have a history
  


 5   of being able to do that which runs decades and,
  


 6   frankly, more than probably a hundred year years
  


 7   at this point in time.
  


 8            The -- but what we're trying to do is
  


 9   hit that balance and really the balance in -- in
  


10   speaking to the Board members question is, okay,
  


11   if you can reasonably and with reliability look
  


12   at some of those items and schedule them in a
  


13   manner that may be a little easier for people to
  


14   handle a year from now or two years from now as
  


15   hopefully the economy comes back and that
  


16   there's a bit more cash available to address on
  


17   these issues than had been in the past, we're
  


18   hoping that time will be on our side as we move
  


19   forward and address some of those items.
  


20            What we have tried to do as well as --
  


21   as that is to address the issues on an immediate
  


22   basis, the two years on the water as I said, the
  


23   initial year on the electric service with the
  


24   commitment to come back to the Board no later
  


25   than the end of September for the Board to make
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 1   a -- a determination -- I believe their meeting
  


 2   is scheduled for October 6th as I recall -- to
  


 3   -- to speak to those out years at -- at that
  


 4   point in time.
  


 5            As far as the environmental rider and
  


 6   as far as the energy cost adjustment that Black
  


 7   & Veatch spoke to, I would say that, yes, we're
  


 8   -- I would second what the gentlemen said in
  


 9   that regard.  We're very close and I -- I don't
  


10   think we have any particular material
  


11   differences to those -- those issues and they --
  


12   are important issues.
  


13            Number one, the environmental issue
  


14   needs to have a stream of income because you're
  


15   making a -- an investment, a dedicated
  


16   investment to the low NOx burners I believe that
  


17   you're talking about.  That's not particular
  


18   just to this utility.  That's helping all over.
  


19   So I'm familiar with that issue and that issue
  


20   has been handled in that fashion.
  


21            The -- the energy cost adjustment also
  


22   is important and I think we're pretty close on
  


23   that, too, what's that's to do is we've tried to
  


24   put -- put a fence post around those areas where
  


25   we understand the predictable expenses and then
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 1   you know what, we all know being in this
  


 2   business that there's some unpredictable
  


 3   expenses that occur and those are typically in
  


 4   the -- in the fuel, either the purchase power
  


 5   cost or -- or something of that nature.  Maybe
  


 6   you're doing some work at one of the facilities
  


 7   and you're buying more or less purchase power on
  


 8   the grid.
  


 9            There's going to be some variation with
  


10   that and -- and basically the economic cost
  


11   adjustment is a matter in which those variations
  


12   that come up which are unpredictable can be
  


13   handled.  Again, that particular mechanism for
  


14   recovering those costs are common in the utility
  


15   business both in the Midwest and all over the
  


16   United States.
  


17            So in summary, I would say to you that
  


18   while we may not have worked as quickly as the
  


19   Board would like us to work or hope that we
  


20   work, we are working diligently.  What I would
  


21   say to you is, we are not outside the timeframe
  


22   for this kind of decision that you would
  


23   normally see throughout the Midwest, that eight
  


24   months to 13-month bracket that we talked about
  


25   when we looked at that.  And then I think I
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 1   would ask the Board to give us some
  


 2   consideration because this is one of the most
  


 3   complex cases that I've been involved with and
  


 4   the complexity of it relates to the fact that
  


 5   we're trying to forecast the future as to what
  


 6   the needs of the utility are; what the -- what
  


 7   the interest rates in the bond market are; how
  


 8   much energy you'll likely be selling in the
  


 9   future.
  


10            All of those things are not easy things
  


11   to do but we have a lot of good people looking
  


12   at that and we are committed to working diligent
  


13   and to bring the Board back a resolution to the
  


14   remaining years either by agreement, which the
  


15   Board would thoughtfully consider at that time
  


16   or simply a presentation of evidence and the
  


17   Board would therein decide -- discharge their
  


18   responsibility by making a decision.
  


19            So I -- I'm sorry I droned on too long.
  


20   I appreciate the courtesy of being here.  Again,
  


21   I thank Mr. Gray and his staff for the work
  


22   they've done and Black & Veatch for the work
  


23   that they've done.  I think we have much work to
  


24   do and I think with the Board's permission we'll
  


25   be back with greater visibility in just a short
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 1   period of time.  Thank you.
  


 2                  DAVID ALVEY:  Mr. Zakoura, you --
  


 3   you would anticipate when you would ask for a
  


 4   presentation to the Board?
  


 5                  JAMES ZAKOURA:  When I spoke with
  


 6   the professional staff at the utility, they --
  


 7   they informed me of the budgeting process that
  


 8   you do and it has to be and I think to meet your
  


 9   criteria no later than say mid-September.  Am I
  


10   right, Miss Peters, that that's kind of --
  


11                  ROBERT MILAN, SR.:  That's about
  


12   the timeframe.
  


13                  LORETTA COLOMBEL:  I thought
  


14   August was the timeframe we were looking at like
  


15   the middle -- middle of August.
  


16                  KATHRYN PETERS:  I think what,
  


17   Mr. Zakoura, one of the things the Board asked
  


18   us for, what kinds of timeframes do they have to
  


19   give to you and to us to have the case fully
  


20   together so that all of the evidence will be in
  


21   front of them by mid-September so that when we
  


22   come to them by the end of September they'll
  


23   have a chance to review things before they have
  


24   the presentation.  And we've given them some
  


25   time suggestions on filing of evidence by the
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 1   industrial group and by the BPU to meet the goal
  


 2   of being done by the end of September.
  


 3                  JAMES ZAKOURA:  Thank you.  I
  


 4   misunderstood the question.  If what you and
  


 5   Mr. Alvey are saying is should -- should we have
  


 6   a -- should we have a documentation or have
  


 7   evidence presented to you in August, the answer
  


 8   is, yes, we can certainly do that with -- with
  


 9   preparing for the Board to make a decision in
  


10   September.
  


11                  LORETTA COLOMBEL:  Thank you.
  


12                  JAMES ZAKOURA:  Okay.  Or
  


13   whatever reasonable schedule but --
  


14                  JOHN PETTEY:  We were looking at
  


15   August the 16th, which would be two months from
  


16   now, and then and they come back by September
  


17   the 30th.
  


18                  JAMES ZAKOURA:  I -- subject to
  


19   checking with clients, I would say that August
  


20   16 would be a schedule we can meet, sir.
  


21                  KATHRYN PETERS:  And,
  


22   Mr. Zakoura, the staff then thought that if they
  


23   had an additional three weeks to respond or
  


24   September 7th, the day after Labor Day, they
  


25   would have all of the evidence in front of the







40


  
 1   Board by mid-September.
  


 2                  JAMES ZAKOURA:  That -- that
  


 3   seems to me certainly to be very a reasonable --
  


 4   seems to be a very reasonable schedule which we
  


 5   can certainly meet.  Thank you.  And I think
  


 6   scheduling it out that way is a good way of
  


 7   approaching it.
  


 8                  MARY GONZALES:  Well, I mean,
  


 9   I -- I would just like to have some assurance
  


10   that we are going to meet those deadlines
  


11   because I -- I feel, and no disrespect intended,
  


12   that, you know, we should have maybe engaged a
  


13   little bit earlier.  I know we're not KCP and I
  


14   know that's -- you know but I -- I've sort of
  


15   been waiting on hearings, some sort of written
  


16   testimony which I thought I understood on the
  


17   May 4th meeting that we were going to have from
  


18   the intervenors.  So I -- so I would like to
  


19   have assurance that we will meet those
  


20   deadlines.
  


21                  JAMES ZAKOURA:  Certainly I will
  


22   provide that assurance to you at this time.
  


23   Thank you.
  


24                  LORETTA COLOMBEL:  Thank you.
  


25                  JAMES ZAKOURA:  And -- and the
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 1   criticism I accept as being just.  Thank you.
  


 2                  ROBERT MILAN, SR.:  Thank you.
  


 3                  PHILLIP CARSON:  Any other
  


 4   questions for Mr. Zakoura?  Thank you.
  


 5            Mr. Yarnell, do you have a statement
  


 6   you would like to make?
  


 7                  RICK YARNELL:  Rick Yarnell.
  


 8   Good evening, ladies and gentlemen.  I do have
  


 9   some things I would like to address to the
  


10   specifics for the recommendations of the
  


11   professional staff and Black & Veatch have made.
  


12   One thing, concerning the industrial -- I'm
  


13   sorry -- the energy rate component rider.  The
  


14   agreement to keep the $2.6 million cost a firm
  


15   capacity in the base rates rather than moving it
  


16   to the ERC is something that is wise.  Also the
  


17   implementation of the environmental surcharge is
  


18   also very wise.  As you all know, we are going
  


19   to have many, many costs of environmental
  


20   concerns going to be facing us in the future and
  


21   I do believe this needs to be implemented.
  


22            There are two things that I'm really
  


23   concerned about.  One, is that I would like to
  


24   remind the Board that when the combustion
  


25   turbine No. 4 was put into place in 2004, the
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 1   bonded cost for that was 34 and a half million
  


 2   dollars.  The CT5 as presented in the cost of
  


 3   service study that is expected to be put in,
  


 4   that cost is projected to be well north of
  


 5   $70 million, which is doubling in quite a few --
  


 6   in very few years.
  


 7            Delay of putting that in makes me very
  


 8   concerned that the cost will continue to
  


 9   skyrocket.  If the economy does improve, true
  


10   the BPU will get more revenues, but the cost of
  


11   commodities as you well know are going to
  


12   skyrocket with it.  We have seen $140 barrel
  


13   oil.  As you well know the cost of copper, the
  


14   cost of steel, the cost of all commodities that
  


15   go into building these things are going to
  


16   skyrocket if the economy improves.
  


17            And I really do believe that delaying
  


18   the cost or delaying this implementation of the
  


19   CT5 will probably put the cost well north of
  


20   $80 million and that is just unwise to delay
  


21   this.  So I would urge the staff to please
  


22   consider putting this in as soon as possible.
  


23   It is needed and a delay will only raise the
  


24   cost to the customers.
  


25            The last item I would like to point out
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 1   is that the cost of service studies, a very good
  


 2   one I might say, pointed out that the small and
  


 3   medium-size businesses have been paying more
  


 4   than their cost of service for quite a few
  


 5   years.  The residential and the large power
  


 6   sources of which Mr. Zakoura is representing a
  


 7   few of those customers tonight have not been
  


 8   paying their cost of service.
  


 9            And when you are going to consider a
  


10   7 percent across the board rate increase to all
  


11   classes, then you are putting a 7 percent rate
  


12   increase to those classes, the small and medium-
  


13   size businesses that are struggling, to those
  


14   that have already been paying more than their
  


15   cost of service.  And as you go forward and
  


16   think about this, you might consider whether or
  


17   not that would be a wise choice.  And thank you
  


18   for your time.
  


19                  PHILLIP CARSON:  At this point
  


20   are there any Board members that would like to
  


21   make a statement?
  


22                  LORETTA COLOMBEL:  I would like
  


23   to say something to Mr. Yarnell and -- and I do
  


24   appreciate your observations.  And -- and I
  


25   think we -- we have looked at that and that's
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 1   what we're waiting on the intervenors for the
  


 2   rate design so that we can adjust and make sure
  


 3   that everyone is paying what it cost us to
  


 4   provide to them and so I do want to thank you
  


 5   for those statements.
  


 6                  RICK YARNELL:  Thank you.
  


 7                  ROBERT MILAN, SR.:  I would like
  


 8   to thank you for your comments and first time I
  


 9   had an opportunity to hear your position.  It is
  


10   well taken in consideration and thank you for
  


11   your valuable input.
  


12                  PHILLIP CARSON:  Ladies and
  


13   gentlemen that -- whatever --
  


14                  JOHN PETTEY:  I -- I would -- I
  


15   would suggest as a Board we would vote for the
  


16   7 percent across the board for power, the
  


17   8 percent for electric to go into effect on July
  


18   the 1st.
  


19                  DON GRAY:  Eight percent for
  


20   water.
  


21                  JOHN PETTEY:  Eight percent for
  


22   water -- I'm sorry -- on July the 1st, 2010 but
  


23   with the understanding these discussions will
  


24   continue as you discussed tonight and there will
  


25   be no changes in the cost of service study and
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 1   it will stay as it stands until your discussions
  


 2   are -- are completed and we'll see what the
  


 3   recommendations then come back for 2011, '12 and
  


 4   '13.  And I see where we're talking August -- by
  


 5   August the 16th to get us this which would give
  


 6   us time for a final September 30th to hear it
  


 7   all and then we would vote on October the 6th to
  


 8   see what we would decide from hearing all the
  


 9   final arguments for both sides.
  


10                  ROBERT MILAN, SR.:  Will you put
  


11   it in a formal motion?
  


12                  JOHN PETTEY:  That's a
  


13   suggestion.  If somebody wants to make a motion,
  


14   that would be fine.
  


15                  ROBERT MILAN, SR.:  I will make a
  


16   motion to -- for the suggestion -- the
  


17   suggestions -- any more comment before I make a
  


18   motion?
  


19                  JOHN PETTEY:  You know what,
  


20   before we make this motion there are several
  


21   ways we could do it.  When we -- we would make
  


22   the motion to accept July 1st for this and then
  


23   would -- would we then want to approve an
  


24   interim electric increase of 7 percent for 2011,
  


25   '12 and '13, and then the water increase would
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 1   be 8 percent for 2011, 7.5 for 2012, and '13
  


 2   effective January 1st of each year which
  


 3   would -- this would all be spread across the
  


 4   board.  Just --
  


 5                  LORETTA COLOMBEL:  Would that
  


 6   motion be an interim motion --
  


 7                  KATHRYN PETERS:  May I -- may
  


 8   I --
  


 9                  LORETTA COLOMBEL:  -- before the
  


10   testimony we would receive in August?
  


11                  KATHRYN PETERS:  May I correct
  


12   one thing.  On the water, we do not recommend
  


13   spreading that across the board.  There's rate
  


14   design built into the water increase and at this
  


15   point we've received no indication that there's
  


16   any concerns about that.  So we would have the
  


17   2011 water increase be as set forth in the cost
  


18   of service study.  Any changes from '12 -- '11,
  


19   '12 and '13 would be upon further
  


20   recommendations, please.
  


21                  ROBERT MILAN, SR.:  Separate
  


22   issue then.  Okay.  Thank you.
  


23                  KATHRYN PETERS:  And I apologize,
  


24   we did not make that clear to you in our
  


25   presentation that the cost of service were
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 1   related to electric.
  


 2                  LORETTA COLOMBEL:  So, John, your
  


 3   motion is to accept 7 percent electric,
  


 4   8 percent water July -- effective July 1.
  


 5                  JOHN PETTEY:  July 1.
  


 6                  LORETTA COLOMBEL:  That --
  


 7                  JOHN PETTEY:  And then --
  


 8                  LORETTA COLOMBEL:  Not more than
  


 9   7 percent for '11, '12 and '13 depending on the
  


10   testimony from Mr. Zakoura that that is subject
  


11   to change?
  


12                  JOHN PETTEY:  Right.
  


13                  LORETTA COLOMBEL:  Am -- am -- am
  


14   I understanding that -- that's a correct motion?
  


15                  ROBERT MILAN, SR.:  Subject to
  


16   what?
  


17                  MARY GONZALES:  Subject to
  


18   testimony from the --
  


19                  TERRY EIDSON:  Subject to
  


20   testimony from the intervenors.
  


21                  LORETTA COLOMBEL:  Right, yes.
  


22   It's subject to change.  In other words, it's
  


23   there but we -- we are allowing them and we need
  


24   to hear their testimony but this allows us to go
  


25   ahead and proceed forward.
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 1                  JOHN PETTEY:  Correct, it
  


 2   would -- right.
  


 3                  ROBERT MILAN, SR.:  Okay.  Are we
  


 4   clear now?  Make sure we're clear.
  


 5                  DON GRAY:  Just so I understand
  


 6   now what about the water, I know we had
  


 7   discussed 2011, but we also were looking at
  


 8   future years for water as well.  So do we want
  


 9   to also insert water in that?
  


10                  MARY GONZALES:  Mr. Zakoura said
  


11   they were agreed on 2010 and 2011 in water, is
  


12   that correct?
  


13                  JOHN PETTEY:  Well, is that two
  


14   motions?
  


15                  KATHRYN PETERS:  Yes.
  


16                  ROBERT MILAN, SR.:  Yeah, that's
  


17   two -- two separate issues here.
  


18                  JOHN PETTEY:  Oh, okay.
  


19                  ROBERT MILAN, SR.:  Be careful
  


20   now.
  


21                  JOHN PETTEY:  So we -- we need a
  


22   motion to approve.
  


23                  KATHRYN PETERS:  May I suggest
  


24   motions to you?
  


25                  MARY GONZALES:  Yes, please.
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 1                  ROBERT MILAN, SR.:  Will you
  


 2   summarize that because we have two different
  


 3   things.  Thank -- thank you.
  


 4                  KATHRYN PETERS:  I'm going to
  


 5   first suggest an electric motion and that is
  


 6   that you move that you approve a rate increase
  


 7   effective July 1, 2010 for 7 percent on an
  


 8   across the board basis.
  


 9                  DAVID ALVEY:  So moved.
  


10                  ROBERT MILAN, SR.:  I second the
  


11   motion.
  


12                  TERRY EIDSON:  Without any
  


13   discussion or nothing that relates to what
  


14   Mr. Zakoura and the other intervenors are going
  


15   to --
  


16                  KATHRYN PETERS:  I think that you
  


17   should give those directions as well.  I just
  


18   was giving you a separate motion.  But I think
  


19   these all have to be contingent on presentation
  


20   to you by no later than the end September, the
  


21   final recommendations.
  


22                  TERRY EIDSON:  I'll -- I'll go
  


23   along with that.
  


24                  ROBERT MILAN, SR.:  Put those
  


25   dates in every -- because it would be one-step
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 1   deal; the date, the time, et cetera, please.
  


 2                  KATHRYN PETERS:  Okay.  Let --
  


 3   let's start with the -- the motion then that you
  


 4   direct the --
  


 5                  LORETTA COLOMBEL:  We -- we had a
  


 6   motion on the floor.  Bob, did you hear --
  


 7                  ROBERT MILAN, SR.:  I thought it
  


 8   was on a motion because I seconded it.  Withdraw
  


 9   my second.  Make it over.
  


10                  KATHRYN PETERS:  I suggest that
  


11   you direct that the following schedule be
  


12   approved for the completion of this rate
  


13   hearing, that the -- all -- all intervenors be
  


14   directed to pre-file any testimony by no later
  


15   than August 16th two months from tonight, that
  


16   the BPU staff and engineers be directed to file
  


17   any rebuttal testimony by no later than
  


18   September 7th and that the -- any presentation
  


19   -- and that any recommendations to the Board be
  


20   provided to you by the end of September.
  


21                  LORETTA COLOMBEL:  David?
  


22                  DAVID ALVEY:  So moved.
  


23                  ROBERT MILAN, SR.:  I second this
  


24   time.  Thank you.
  


25                  JOHN PETTEY:  Roll call, please.
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 1                  DAVID ALVEY:  Do we need a
  


 2   separate motion for the --
  


 3                  LORETTA COLOMBEL:  Do the roll
  


 4   call first.
  


 5                  DAVID ALVEY:  Okay.  Very good.
  


 6                  TERRY EIDSON:  Would someone read
  


 7   the motion again, please.
  


 8                  (Whereupon, page 46, line 12,
  


 9   through page 46, line 18 was read by the
  


10   reporter.)
  


11                  LORETTA COLOMBEL:  Would it be
  


12   suggested we do another motion?
  


13                  KATHRYN PETERS:  Sure, I'll just
  


14   go ahead and --
  


15                  LORETTA COLOMBEL:  We would have
  


16   to withdraw again the second.
  


17                  KATHRYN PETERS:  I'll -- maybe
  


18   I'll just say what I think the motion was and
  


19   that is that the intervenors -- all intervenors
  


20   be directed to file their pre-file testimony by
  


21   no later than August 16th two months from today.
  


22   That the BPU staff and its engineers be directed
  


23   to file any rebuttal testimony by no later than
  


24   September 7th so that this matter may be
  


25   presented to the Board by no later than the end
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 1   of September.
  


 2                  DAVID ALVEY.  2010.
  


 3                  KATHRYN PETERS:  2010.
  


 4                  TERRY EIDSON:  And the rate?
  


 5                  KATHRYN PETERS:  I think that you
  


 6   -- we're suggesting that you take these motions
  


 7   up separately.  So that was just that motion on
  


 8   -- on the timing and then I would give you
  


 9   motions on the rates after this.
  


10                  DAVID ALVEY:  So moved.
  


11                  TERRY EIDSON:  Second.
  


12                  ROBERT MILAN, SR.:  Second.
  


13                  JOHN PETTEY:  Roll call, please.
  


14                  JODY BOEDING:  Roll call on the
  


15   motion.  Miss Colombel?
  


16                  LORETTA COLOMBEL:  Aye.
  


17                  JODY BOEDING:  Miss Gonzales?
  


18                  MARY GONZALES:  Aye.
  


19                  JODY BOEDING:  Mr. Eidson?
  


20                  TERRY EIDSON:  Aye.
  


21                  JODY BOEDING:  Mr. Alvey?
  


22                  DAVID ALVEY:  Aye.
  


23                  JODY BOEDING:  Mr. Milan?
  


24                  ROBERT MILAN, SR.:  Aye.
  


25                  JODY BOEDING:  Mr. Pettey?
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 1                  JOHN PETTEY:  Aye.
  


 2                  JODY BOEDING:  Motion carries.
  


 3                  KATHRYN PETERS:  My -- my
  


 4   understanding was that you wanted that as a
  


 5   separate motion because all of your other
  


 6   motions would be predicated on that.  The
  


 7   recommendation then of -- of the staff would be
  


 8   that you approve a rate increase -- a -- a
  


 9   increase in revenues from base rates for
  


10   electric of 7 percent effective July 1, 2010,
  


11   such rates to be spread across the board.
  


12                  LORETTA COLOMBEL:  Motion --
  


13                  JOHN PETTEY:  Have the water on
  


14   there also?
  


15                  LORETTA COLOMBEL:  No we're going
  


16   to have separate.  Motion would be effective
  


17   July 1st and 7 percent across the board rates
  


18   for electric.
  


19                  DAVID ALVEY:  Second.
  


20                  JOHN PETTEY:  Roll call, please.
  


21                  JODY BOEDING:  Roll call on the
  


22   motion.  Miss Colombel?
  


23                  LORETTA COLOMBEL:  Aye.
  


24                  JODY BOEDING:  Miss Gonzales?
  


25                  MARY GONZALES:  Aye.
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 1                  JODY BOEDING:  Mr. Eidson?
  


 2                  TERRY EIDSON:  Aye.
  


 3                  JODY BOEDING:  Mr. Alvey?
  


 4                  DAVID ALVEY:  Aye.
  


 5                  JODY BOEDING:  Mr. Milan?
  


 6                  ROBERT MILAN, SR.:  Aye.
  


 7                  JODY BOEDING:  Mr. Pettey?
  


 8                  JOHN PETTEY:  Aye.
  


 9                  JODY BOEDING:  Motion carries.
  


10                  KATHRYN PETERS:  And then a
  


11   motion, again, as recommended by the -- the
  


12   staff and also the -- the industrial intervening
  


13   group that you approve a water increase of
  


14   8 percent over revenues from the existing base
  


15   rates to be effective July 1st, 2010 with costs
  


16   to be allocated as set forth in the water cost
  


17   of service study.
  


18                  DAVID ALVEY:  So moved.
  


19                  TERRY EIDSON:  Second.
  


20                  JOHN PETTEY:  Roll call, please.
  


21                  JODY BOEDING:  Roll on the
  


22   motion.  Miss Colombel?
  


23                  LORETTA COLOMBEL:  Aye.
  


24                  JODY BOEDING:  Miss Gonzales?
  


25                  MARY GONZALES:  Aye.
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 1                  JODY BOEDING:  Mr. Eidson?
  


 2                  TERRY EIDSON:  Aye.
  


 3                  JODY BOEDING:  Mr. Alvey?
  


 4                  DAVID ALVEY:  Aye.
  


 5                  JODY BOEDING:  Mr. Milan?
  


 6                  ROBERT MILAN, SR.:  Aye.
  


 7                  JODY BOEDING:  Mr. Pettey?
  


 8                  JOHN PETTEY:  Aye.
  


 9                  JODY BOEDING:  Motion carries.
  


10                  KATHRYN PETERS:  And I would ask
  


11   is it the Board's pleasure that you approve
  


12   interim rate increases for 2011, '12 and '13?
  


13                  LORETTA COLOMBEL:  Yes.
  


14                  KATHRYN PETERS:  Pending --
  


15   pending final decision following the completion
  


16   of the filing of all testimony on revenue
  


17   requirements, cost allocation, and rate design
  


18   matters?  And if you tell us what percentage you
  


19   want to increase in those years, I'll go ahead
  


20   and give you the form of that motion.
  


21                  JOHN PETTEY:  Well, we're looking
  


22   at 7 percent 2011, '12 and '13 effective January
  


23   the 1st of each year for power.  Water would
  


24   be --
  


25                  LORETTA COLOMBEL:  Separate
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 1   motion, John.
  


 2                  JOHN PETTEY:  Pardon?
  


 3                  LORETTA COLOMBEL:  Separate
  


 4   motion.
  


 5                  JOHN PETTEY:  Water would be
  


 6   8 percent for 2011, 7.5 -- 7.5 for 2012 and '13
  


 7   effective January the 1st.
  


 8                  TERRY EIDSON:  Excuse me, I
  


 9   thought we had already approved the water.
  


10                  KATHRYN PETERS:  These would be
  


11   for the interim increases for 11, '12 and '13
  


12   and I ask --
  


13                  TERRY EIDSON:  We're -- we're not
  


14   voting on the -- on the water as such the way it
  


15   was presented?
  


16                  KATHRYN PETERS:  You've approved
  


17   the water increase for 2010.
  


18                  TERRY EIDSON:  Only 2010.
  


19                  KATHRYN PETERS:  Only 2010.  So
  


20   the -- the question then is if it's your
  


21   pleasure to have interim increases I just ask
  


22   what direction from the Board of the percentages
  


23   to give you in the form of the motion.
  


24                  ROBERT MILAN, SR.:  That includes
  


25   having an additional rate hearing, is that
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 1   correct, in the interim?
  


 2                  KATHRYN PETERS:  Yes, that --
  


 3   that means that you will receive evidence on --
  


 4                  ROBERT MILAN, SR.:  Yes --
  


 5                  KATHRYN PETERS:  -- these
  


 6   matters.
  


 7                  ROBERT MILAN, SR.:  -- thank you.
  


 8                  TERRY EIDSON:  Were there any
  


 9   intervenors on the water?
  


10                  KATHRYN PETERS:  Yes.
  


11                  ROBERT MILAN, SR.:  I make the
  


12   motion to accept the interim increase on the
  


13   water side as recommended by counsel.
  


14                  JOHN PETTEY:  Well -- okay, we'll
  


15   go water first.  That'd be -- would take two
  


16   motions.
  


17                  MARY GONZALES:  I'll second
  


18   Mr. Milan's motion.
  


19                  JOHN PETTEY:  Roll call please.
  


20                  JODY BOEDING:  Roll call on the
  


21   motion.  Miss Colombel?
  


22                  LORETTA COLOMBEL:  Aye.
  


23                  JODY BOEDING:  Miss Gonzales?
  


24                  MARY GONZALES:  Aye.
  


25                  JODY BOEDING:  Mr. Eidson?
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 1                  TERRY EIDSON:  Aye.
  


 2                  JODY BOEDING:  Mr. Alvey?
  


 3                  DAVID ALVEY:  Aye.
  


 4                  JODY BOEDING:  Mr. Milan?
  


 5                  ROBERT MILAN, SR.:  Aye.
  


 6                  JODY BOEDING:  Mr. Pettey?
  


 7                  JOHN PETTEY:  Aye.
  


 8                  JODY BOEDING:  Motion carries.
  


 9                  JOHN PETTEY:  Now we need a
  


10   motion for electric interim, approve electric
  


11   for 7 percent for 2011, '12, and '13 effective
  


12   January the 1st.
  


13                  LORETTA COLOMBEL:  I'll make a
  


14   motion at the -- January the 1st of each year
  


15   for 2011, '12, and '13, 7 percent electric.
  


16   Interim, correct?
  


17                  ROBERT MILAN, SR.:  Is that
  


18   across the board?
  


19                  KATHRYN PETERS:  No, no, no.
  


20                  LORETTA COLOMBEL:  It's interim.
  


21   I'm sorry.
  


22                  KATHRYN PETERS:  That's an
  


23   interim increase.
  


24                  LORETTA COLOMBEL:  That's interim
  


25   because we're waiting on testimony.
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 1                  KATHRYN PETERS:  Correct.  And,
  


 2   in fact, it would be our expectation that you
  


 3   would have recommendations on rate design and
  


 4   cost allocations.
  


 5                  MARY GONZALES:  I'll second that
  


 6   motion.
  


 7                  JOHN PETTEY:  Roll call please.
  


 8                  JODY BOEDING:  Roll call on the
  


 9   motion.  Miss Colombel.
  


10                  LORETTA COLOMBEL:  Aye.
  


11                  JODY BOEDING:  Miss Gonzales?
  


12                  MARY GONZALES:  Aye.
  


13                  JODY BOEDING:  Mr. Eidson?
  


14                  TERRY EIDSON:  Aye.
  


15                  JODY BOEDING:  Mr. Alvey?
  


16                  DAVID ALVEY:  Aye.
  


17                  JODY BOEDING:  Mr. Milan?
  


18                  ROBERT MILAN, SR.:  Aye.
  


19                  JODY BOEDING:  Mr. Pettey?
  


20                  JOHN PETTEY:  Aye.
  


21                  JODY BOEDING:  Motion carries.
  


22                  KATHRYN PETERS:  Mr. Zakoura or
  


23   Mr. Yarnell, if you have anything else to put
  


24   before the Board this evening, let me know.
  


25   Otherwise, I think we'll ask the hearing officer
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 1   to continue the hearing to a date to be
  


 2   determined.
  


 3                  JAMES ZAKOURA:  Thank you.  I
  


 4   have nothing further.
  


 5                  RICK YARNELL:  I do have one
  


 6   question.  It's my understanding tonight that
  


 7   you have approved as you called it interim rate
  


 8   increases for the years 2011, '12 and '13 to
  


 9   electric base revenues and that's 7 percent or
  


10   so for those years of base revenues subject to
  


11   the design of cost of service?
  


12                  LORETTA COLOMBEL:  Correct.
  


13                  RICK YARNELL:  That does not mean
  


14   across the board?
  


15                  LORETTA COLOMBEL:  Correct.
  


16                  ROBERT MILAN, SR.:  No, no.
  


17   That's clear.
  


18                  TERRY EIDSON:  Thank you.
  


19                  PHILLIP CARSON:  Ladies and
  


20   gentlemen, that -- the rate hearing is continued
  


21   subject to call to be rescheduled.  I think
  


22   that's it.  Thank you.
  


23                  DON GRAY:  Thank you, Mr. Carson.
  


24                  PHILLIP CARSON:  You bet.
  


25                  DON GRAY:  Item 18 is board
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 1   comments.
  


 2                  JOHN PETTEY:  Miss Gonzales?
  


 3                  MARY GONZALES:  I have no
  


 4   comments.
  


 5                  JOHN PETTEY:  Miss Colombel?
  


 6                  LORETTA COLOMBEL:  I just want to
  


 7   thank the staff and the intervenors, Mr. Zakoura
  


 8   and Mr. Yarnell, Black & Veatch.  I know
  


 9   everybody has -- has worked and worked and
  


10   worked and I -- and I have to compliment the
  


11   Board.  I think we have worked just as hard.  So
  


12   thank you all and thank you Board I think we're
  


13   -- I am -- I am pleased that we've had a full
  


14   affirmative vote from the Board to move our
  


15   utility forward.
  


16                  JOHN PETTEY:  Mr. Milan?
  


17                  ROBERT MILAN, SR.:  I just want
  


18   to thank the Board for their concern and
  


19   consideration of the job that's before us.  It's
  


20   a tough decision to make.  Sometimes not
  


21   properly, but that's what we are here to do the
  


22   best we can do under the circumstances, and I
  


23   appreciate listening to the testimony so we can
  


24   be clear in the direction we're supposed to be
  


25   going here.  Thank you.
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 1                  JOHN PETTEY:  Mr. Alvey?
  


 2                  DAVID ALVEY:  Again, I think that
  


 3   the work that everyone has done we're -- what
  


 4   we're trying to do and what we will accomplish
  


 5   is we will rebuild the infrastructure of the
  


 6   BPU.  We will provide reliable power and water.
  


 7   We will secure the utility into the future.
  


 8                  JOHN PETTEY:  Mr. Eidson?
  


 9                  TERRY EIDSON:  I have no
  


10   comments.
  


11                  JOHN PETTEY:  I would only say I
  


12   agree with what the rest of the board members
  


13   have said and thanks for their time spent and
  


14   thank you for -- intervenors for their time and
  


15   our -- our staff.  Mr. Gray?
  


16                  DON GRAY:  Also representing
  


17   staff I certainly want to thank the Board for
  


18   their consideration and also allowing us to move
  


19   forward.  I know these are difficult decisions
  


20   for a Board to make in raising rates and we
  


21   can't thank you enough for your due diligence.
  


22   Also want to thank Jim Zakoura, his comments
  


23   this evening, Rick Yarnell, his comments, and
  


24   also Black & Veatch for being in attendance.  Ed
  


25   Overcast, we had to ask him to come in from out
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 1   of town on an emergency to get here and he was
  


 2   happy to do that for us and I can't thank Ed
  


 3   enough for that.  Also want to thank Kathy
  


 4   Peters again for representing us.  I appreciate
  


 5   it.
  


 6            Just staff for all the hard work.  I
  


 7   know a lot of hours with all the -- the data
  


 8   requests and all the information that was
  


 9   requested.  It takes a lot of time and effort to
  


10   put all that together and I just want to thank
  


11   staff for being able to -- to meet the deadlines
  


12   and to get the information out.  Again thanks
  


13   for all your hard work and that's all I have.
  


14                  JOHN PETTEY:  The next item we
  


15   have an executive session to discuss a legal
  


16   matter not to exceed a half an hour.  Entertain
  


17   a motion to go into --
  


18                  LORETTA COLOMBEL:  Will there be
  


19   anything --
  


20                  JOHN PETTEY:  No, there will be
  


21   no vote after the -- after the session and 20
  


22   after.
  


23                  MARY GONZALES:  I move we go into
  


24   executive session not to exceed 30 minutes.
  


25                  JOHN PETTEY:  It's twenty-five
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 1   after.  That will work?
  


 2                  LORETTA COLOMBEL:  Second.
  


 3                  DAVID ALVEY:  Second.
  


 4                  JOHN PETTEY:  All in favor?
  


 5                  (Board responds aye.)
  


 6                  JOHN PETTEY:  Opposed?
  


 7                  (No response.
  


 8                  JOHN PETTEY:  Motion carried.
  


 9            (Proceedings concluded at 7:19 PM.)
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 1                 C E R T I F I C A T E
  


 2
  


 3             I, Kimberly R. Greiner, a Certified
  


 4   Shorthand Reporter of the State of Kansas, do
  


 5   hereby certify:
  


 6             That prior to being examined the
  


 7   witness was by me duly sworn;
  


 8             That said proceeding was taken down by
  


 9   me in shorthand at the time and place
  


10   hereinbefore stated and was thereafter reduced
  


11   to writing under my direction;
  


12             That I am not a relative or employee
  


13   or attorney or counsel of any of the parties, or
  


14   a relative or employee of such attorney or
  


15   counsel, or financially interested in the
  


16   action.
  


17             WITNESS my hand and seal this 16th day
  


18   of June, 2010.
  


19
  


20
  


21                     ______________________________
  


22                     Kimberly R. Greiner, RMR, CRR
                     KS CSR # 1140
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           1             (Proceedings commenced at 6:08 PM.)



           2                     DON GRAY:  Item 7 of the agenda



           3      continuing of the rate hearing.  I would call



           4      Judge Carson.



           5                     KATHRYN PETERS:  With your



           6      permission I would like Judge Carson to step



           7      over to the table so that he can preside over



           8      the rate hearing.



           9                     PHILLIP CARSON:  My name is



          10      Phillip Carson.  I'm the hearing officer for



          11      purposes of the Kansas City Board of Public



          12      Utilities 2010 rate hearing.  We last had a -- a



          13      hearing on the proposed rate increase on May



          14      4th, 2010.  It was left open or continued from



          15      that time.  I'm going to reopen the -- the rate



          16      hearing as far as parties and appearances, are



          17      there any intervenors or their counsel present?



          18      If so, please stand and state your appearance or



          19      name.



          20                     JAMES ZAKOURA:  Good evening,



          21      Judge, James P. Zakoura of the law firm of



          22      Smithyman and Zakoura and I am counsel for the



          23      intervenors; Owens Corning, Griffin Wheel,



          24      Certain-Teed Products, Water One, General



          25      Motors, and KU Medical Center.
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           1                     PHILLIP CARSON:  Thank you, sir.



           2      Any other intervenors or their attorneys



           3      present?  Sir?



           4                     RICK YARNELL:  Rick Yarnell, 2424



           5      Nebraska Court.



           6                     PHILLIP CARSON:  All right.



           7      Thank you, Mr. Yarnell.



           8               And, Miss Peters, you're here on behalf



           9      of the Board of Public Utilities and I



          10      understand that you have a presentation or a



          11      statement you'd like to make.



          12                     KATHRYN PETERS:  That -- that's



          13      correct, Mr. Carson, and I would like to



          14      identify a few people in the audience, take this



          15      opportunity.  We have three of our engineering



          16      consulting firm experts with us this evening.



          17      Craig Brown is here and Ed Overcast is here.



          18      I'm not sure if Bob -- and Bob Grady is here and



          19      I believe that they have been previously sworn



          20      and may make statements this evening as well.



          21                     PHILLIP CARSON:  That will be



          22      fine.  Please consider yourselves as still under



          23      oath.



          24                     KATHRYN PETERS:  Ladies and



          25      gentlemen of the Board, members of the audience,
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           1      and, Mr. Carson, I would like to summarize what



           2      has happened since the rate hearing was



           3      continued on May 4th.  The BPU has received a



           4      number of data requests on behalf of the



           5      industrial group, which it has responded to.  It



           6      has provided evidence to the -- to the



           7      industrial group about its revenue requirements.



           8      It -- the staff has also taken a look at the



           9      underlying assumptions in the cost of service



          10      studies, both the water and the electric cost of



          11      service studies, and has basically agreed with



          12      all of those assumptions.



          13               The BPU staff has asked its engineering



          14      consultants to examine a few facts in the -- in



          15      the assumptions and the cost of service studies



          16      as to the timing of certain expenditures and the



          17      amount of certain expenditures, and some of



          18      those expenditures have moved from a current



          19      timeframe to either a few months or in some



          20      cases to a year later.



          21               Examples of these include that some of



          22      the assumptions on the number of filled



          23      vacancies at this point in time have not been



          24      completely satisfied.  There are a fewer



          25      employees in 2010 than the cost of service study
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           1      assumed.  There have been assumptions as to



           2      certain O&M expenses and some of those current



           3      expenses are slightly lower than the assumptions



           4      set forth in the cost of service study.  There



           5      has been a major capital project, which in the



           6      electric supply area has -- by the manager of



           7      the electric supply has -- has moved one year



           8      later and that's the CT5.  So some of the major



           9      cost drivers in the early years have moved



          10      slightly and or been reduced slightly into later



          11      years.



          12               We have spent most of our time talking



          13      with the -- with the industrial customer group



          14      about these revenue requirements and have, I



          15      believe, been satisfied with the -- with the



          16      material that we've provided them.  We've also



          17      discussed the two major riders which were



          18      noticed up, and one of them has some slight



          19      modifications to the ERC.  We've discussed the



          20      BPU's position on some of the ERC recovery



          21      matters and have fully explored pending trends



          22      that may affect the ERC.



          23               And, finally, we've talked about the



          24      environmental surcharge or ESC Rider, which was



          25      one of the riders which we have recommended for
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           1      your consideration.  And I believe that we have



           2      -- have basically reached agreement on the



           3      structuring of the ESC and substantial agreement



           4      on the ERC.  There are some matters which we



           5      will continue to tweak, but basically the



           6      approach as to both riders I think have been



           7      agreed to.



           8               The cost of service study and the rate



           9      design and cost allocation have not yet been



          10      fully flushed out.  We, as I said, have spent a



          11      great deal of time talking about revenue



          12      requirements, the ERC and the ESC, and have not



          13      yet begun serious consideration of rate design



          14      and cost allocation.  There's been one rate



          15      design matter that has been discussed and that



          16      has to do with the AMR, AMI project.  As you



          17      know, a substantial amount of that project



          18      includes the installation of smart metering and



          19      the engineering consultants have indicated that



          20      it would be appropriate to take the meter costs



          21      and assign those directly to the customer



          22      classes.



          23               In other words, that instead of



          24      spreading a meter cost across the board, the



          25      cost of residential meters would be assigned to
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           1      the residential class, weighted cost of



           2      industrial meters would be assigned to the



           3      industrial class and the like.  And that's



           4      the -- that is a slight modification in the cost



           5      allocation methods set forth in the cost of



           6      service study.



           7               At this point, as others will tell you,



           8      we are -- we believe that we are in agreement



           9      concerning the July 1, 2010 rate increase that



          10      that should be a 7 percent increase.  We are not



          11      in agreement concerning the amount of an



          12      increased to commence January 1, 2011.  The



          13      industrial group believes that a smaller



          14      increase than set forth in the cost of service



          15      setting would be warranted.



          16               The staff had looked at some of these



          17      shifting of costs out of the 2011 time period to



          18      see whether or not staff could reasonably



          19      recommend a lower increase than 7 percent in



          20      2011, and staff had examined this with its



          21      engineering consultants and felt that if -- if



          22      appropriate, the staff could recommend an



          23      increase of up to -- of 5 percent in 2011 on the



          24      electric side.



          25               The 2012 and '13 revenue expenses have
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           1      not yet been fully flushed out, but the reason



           2      that the staff felt it could recommend no less



           3      than a 5 percent increase in 2011 was that if



           4      you look at project -- now projected



           5      expenditures in 2012 and '13, we would not have



           6      lower than the days cash on hand at the end of



           7      the study period and lower than the target debt



           8      service coverage ratio at the end of the study



           9      period.



          10               As far as the water side goes, the



          11      staff and the -- and the industrial customers



          12      were in basic agreement that the 2010 revenue



          13      increase of 8 percent January 1 was appropriate.



          14      The industrial group had asked the staff whether



          15      they could recommend for settlement purposes a



          16      7 percent increase in 2011 on the water side and



          17      the staff looked at some -- again, some of the



          18      costs that shifted out of 2011 and these



          19      matrices and determined that the staff could for



          20      settlement purposes recommend a 7 percent



          21      increase.  We have not, as I said, reached



          22      agreement with the industrial group for -- for



          23      electric in -- in 2011.  We also discussed, as I



          24      mentioned, the billing of the meters, that that



          25      would be done -- that could be done, as our
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           1      engineering consultants have advised us, could



           2      be done on the basis of a direct cost



           3      assignment.



           4               We had discussed several matters



           5      relating to the ERC, and after review would



           6      agree that the existing $2.6 million, a known



           7      capacity cost based on our firm long-term supply



           8      contracts, could remain in the ERC as it



           9      presently is instead of -- sorry -- could remain



          10      in base rates as it presently is instead of



          11      removing to the ERC.  I think that, as I say,



          12      there are some additional discussions about



          13      future ERC firm capacity matters but we are



          14      continuing those discussions and we feel that



          15      those are going well.



          16               On the environmental surcharge, the



          17      staff had always felt that this should be



          18      limited to major capital projects, major capital



          19      environmental projects that were not otherwise



          20      recovered through the base rates.  And the



          21      staff's original thought on the ESC was that



          22      that should be projects that were bond financed.



          23      We had included in the ESC language that would



          24      allow certain cash financed projects.  After



          25      discussing this with the environmental group,
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           1      we're comfortable that any cash expenditures



           2      would have to be tied to major projects that had



           3      been substantially funded with -- with bonds.



           4               Using the low NOx burner as an example,



           5      we have $40 million allocated for the low NOx



           6      burner project.  Expected to recovered it all



           7      through bonds.  But suppose that you had change



           8      orders toward the end of that that might have



           9      another million or two.  We think it's



          10      appropriate that, you know, that million or two



          11      would be recovered the same way through the ESC.



          12      And we also agreed with the industrial group



          13      that this is such a substantial imposition of a



          14      rider that we would be hap -- we would be



          15      comfortable evaluating that the way that we've



          16      done the rate stabilization rider.  That is that



          17      we have to give advance notice of any



          18      application of the ESC and have a group have the



          19      opportunity to take a look at that before it's



          20      imposed.



          21               But certainly what we're doing now



          22      through this rate process on the low NOx burner



          23      project, taking that to the Board, and we said,



          24      well, that's what we're doing with the rate



          25      stabilization rider.  And imposing a rider for a
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           1      major environmental project seems like having



           2      that kind of transparency would be consistent



           3      with what the Board has done in the past.  The



           4      environmental group -- the environmental



           5      projects that we now know of of course are just



           6      the low NOx burner, but this will give plenty of



           7      time for everyone's planning purposes for the



           8      implementation of this rider.



           9               One of the things that the -- that the



          10      industrial group requested is the opportunity to



          11      address the Board to make a presentation on a



          12      couple of things.  One of those is revenue



          13      requirements.  As I said, the industrial group



          14      feels that the revenue requirement for 2011 is



          15      not as great as the BPU staff does.  And the



          16      second one is that the industrial group, as I



          17      indicated, wants to address the Board on cost



          18      allocation and rate design matters and they



          19      indicate that they have a strong opinion on



          20      that.



          21               And Mr. Zakoura is here this evening



          22      and I'm sure that he will want to take the



          23      opportunity to talk to the Board about this.



          24      What I would suggest at this time though is that



          25      we ask Ed Overcast with Black & Veatch to
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           1      address you further on some of these matters,



           2      and then ask Lori Austin to address you further



           3      on some of these matters.  Then we'd like to



           4      give Mr. Zakoura the chance to address you and



           5      Mr. Yarnell, if he wishes to, the chance to



           6      address you as well.



           7               If you have any questions for me, I'd



           8      answer them now or perhaps let Mr. Overcast and



           9      Miss Austin kind of flush out this summary that



          10      I've given you.  So I'd ask Ed Overcast to



          11      address the Board and.



          12               Again, Mr. Carson, he was previously



          13      under oath.



          14                     PHILLIP CARSON:  That's correct.



          15                     ED OVERCAST:  Good evening.  I'm



          16      Ed Overcast.  I'm a director with Black &



          17      Veatch.



          18                     KATHRYN PETERS:  I apologize.



          19      I'm going to say one other thing.  I -- I do



          20      apologize.  When I was doing my introductions I



          21      looked at the phone and forgot to mention that



          22      Mike Gorman with Brubaker and Associates is



          23      attending the board meeting by phone.



          24               Mike, are you there?



          25                     MIKE GORMAN:  Yes, I am.  Good
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           1      evening.



           2                     KATHRYN PETERS:  Thank you.



           3                     ED OVERCAST:  As I said, I'm a



           4      director with Enterprise Management Solutions,



           5      the consulting division of Black & Veatch, and I



           6      have filed testimony in support of the cost of



           7      service studies and rate design proposals that



           8      we have made to the Board on behalf of the BPU



           9      staff.  And what I want to do tonight is talk



          10      just a little bit about the rate planning



          11      process and to give you some -- some things that



          12      we think are important as part of the overall



          13      process.



          14               And it's important to understand that



          15      this BPU rate plan is not driven by the cost and



          16      revenues in any single year.  In fact, this rate



          17      plan is based on a five-year forecast and that



          18      five-year forecast is a series of four 7 percent



          19      increases designed to meet the financial targets



          20      of 60 days of operating cash and a debt service



          21      coverage of 1.6 times.  Now these goals



          22      represent what's really the minimum financial



          23      requirements for maintaining your current



          24      favorable bond rating and they also represent



          25      your Board financial policy requirements.
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           1               So we are set a goal and we're not --



           2      we're not just looking at today.  We're looking



           3      today and at the end of this five-year period we



           4      want to reach those goals.  So we're moving a



           5      little bit each year and we said, What kind of



           6      rate increase do you need each year over this



           7      period for four periods to get to those goals at



           8      the end of fifth year?



           9               As -- as part of our discussion with



          10      the industrial customer group, we have taken



          11      additional information -- let -- let me back up



          12      and tell you that this plan is predicated on



          13      information provided to us by the BPU staff that



          14      runs through November of 2009.  So that's the



          15      data that the forecast is based on, okay.



          16               We have used additional information and



          17      this is -- this is common in rate cases where



          18      you update your information for things that you



          19      know have happened, and we've looked at



          20      additional data that goes from December of 2009



          21      up through about the end of May 6 of this year.



          22      So -- so we have a picture of some things that



          23      have changed over that time period.  And as a



          24      result of those changes, and we -- we have



          25      updated our forecast and we've said that we
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           1      could meet the goal in 2011 that we had set as



           2      part of getting to the end goal in 2014 with a



           3      5 percent rate increase, at -- at least that, at



           4      least 5 percent.



           5               And it's very important that we -- that



           6      we agree on 2012 and '13 as well so that we



           7      actually reach that goal.  Because anything we



           8      take out in the early years, we can't get more



           9      than 7 percent in the later years.  So if we



          10      take out too much we wouldn't reach the goal.



          11      But we were unable to reach an agreement on this



          12      5 percent amount.  The industrial customers felt



          13      that a lower number was possible.



          14               In addition to this detailed discussion



          15      and -- and we -- we've spent a lot of time



          16      discussing these issues and -- and exchanging



          17      information with the industrial customers



          18      related to the revenue requirements, we've



          19      discussed changes related to the ERC Rider and



          20      the new ESC Rider.



          21               And I think Kathy described it pretty



          22      well.  We're -- we're hopeful of being able to



          23      reach agreement on both of these riders.  We're



          24      further along on the ESC than we are on the ERC



          25      in my view and -- but, nevertheless, we are --
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           1      we are reasonably certain that we can reach a



           2      conclusion that's acceptable to everybody on



           3      those two riders and those two riders are



           4      important.



           5               The ESC Rider is important because



           6      that's where the money's going to come from to



           7      pay for the bond issues associated with



           8      environmental costs.  And if you can show that



           9      you've got a source of revenue, it makes it



          10      easier to get -- to get the bond issue.  And the



          11      ERC Rider is important because the cost of fuel



          12      and purchase power is the largest single O&M



          13      item in your -- in your budget.



          14               Now, during this time discussions



          15      related to cost of service and rate design have



          16      been deferred.  We -- we have really not talked



          17      about those at all.  There's been no substantive



          18      discussion on rate design and cost of service at



          19      this point.  In addition, there's been no



          20      substantive discussion related to the revenue



          21      requirements for 2012 and '13.  But we continue



          22      to believe that 7 percent per year is required



          23      in those late -- later years to meet the



          24      financial goal of having 60 days of cash



          25      reserves and meeting the 1.6 times bond coverage
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           1      rate.



           2               Now, if you have any questions for me,



           3      I'd be happy to answer them.



           4                     DAVID ALVEY:  I do have a couple



           5      questions.  Some -- when Kathy was giving her



           6      summary, she mentioned that part of the



           7      objection from the intervenors was based upon



           8      the fact that we have not filled vacant



           9      positions that had been allocated for the



          10      current period.  Is that correct?



          11                     ED OVERCAST:  That's correct.



          12                     DAVID ALVEY:  Okay.  Secondly,



          13      that when the intervenors look at the



          14      financials, the BPU financials, they find lower



          15      operation -- operations and maintenance



          16      expenditures than had been projected.



          17                     ED OVERCAST:  That's correct as



          18      well.



          19                     DAVID ALVEY:  And then third they



          20      had -- and we had said that we could delay



          21      installation of CT5 for perhaps a year.  Was



          22      that correct?



          23                     ED OVERCAST:  That's -- that's



          24      one of the assumptions in the -- in the process,



          25      yes.
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           1                     DAVID ALVEY:  Okay.  And yet when



           2      I -- and when I listen to those things, what I



           3      understand is that vacant positions have not



           4      been filled because of a serious cash flow



           5      problem, cash reserves on hand.



           6               Secondly, lower operations and



           7      maintenance budget is not because the -- the



           8      base cost had been reduced but because we simply



           9      are not making expenditures, again, because of



          10      the lack of revenues to fund these projects and



          11      carry these projects to completion.



          12               And that third the assumption that we



          13      do not need CT5 for another year could be --



          14      could be accurate; could not be accurate based



          15      upon the weather and based upon if we delay



          16      necessary improvements to the coal plants, the



          17      -- the coal generators and other maintenance



          18      issues at the plants that, in fact, if we delay



          19      CT5 an additional year, we might, in fact, put



          20      ourselves in a worse financial position and not



          21      if -- if we went with a 5 percent, not have the



          22      revenues in emergency funds to handle those



          23      problems and would have to go out on an



          24      emergency basis to get a bond issued which is



          25      apparently pretty hard to do.
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           1                     ED OVERCAST:  I think it's fair



           2      to say that, you know, there's -- there's a lot



           3      of uncertainty in any forecast.  From my



           4      perspective this was the minimum forecast that



           5      we could possibly live with.



           6                     DAVID ALVEY:  And so --



           7                     ED OVERCAST:  And you're



           8      absolutely right if --



           9                     DAVID ALVEY:  So we're arguing



          10      about what the minimum is?



          11                     ED OVERCAST:  At -- at this point



          12      I think this is the minimum that we -- that we



          13      could find acceptable, the 5 percent.



          14                     DAVID ALVEY:  And -- and I'm



          15      going to push that a little bit further.  That's



          16      the minimum and when we target for the minimum,



          17      sometimes we'll hit the minimum; sometimes we



          18      won't hit the minimum.  We'll be below the



          19      minimum.  Sometimes we'll go over it.  Whereas



          20      if you go for the -- the safety and the



          21      reliability, you shoot for the reliability and



          22      if we were to accept the 5 percent, we would not



          23      be -- would even below -- be below our minimum.



          24      Perhaps --



          25                     ED OVERCAST:  I think what you're
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           1      asking is, is the forecast really the mean of



           2      what you would expect in the future.  And I



           3      think my answer to that would be there's --



           4      there's probably more risk that you would be



           5      under what we forecast than there is risk that



           6      we would be over.  That would be my opinion.



           7                     DAVID ALVEY:  Okay.  And so what



           8      I understand then is the intervenors will be



           9      trying to prove to us that our minimum is not



          10      accurate?



          11                     ED OVERCAST:  That's correct.



          12                     DAVID ALVEY:  Okay.



          13                     MARY GONZALES:  Could I ask a



          14      question on that number, the attrition number,



          15      was that a significant number?



          16                     PHILLIP CARSON:  What's your



          17      name, please?



          18                     CRAIG BROWN:  Craig Brown with



          19      Black & Veatch.  I was previously sworn in.



          20                     PHILLIP CARSON:  All right.



          21      Thank you.



          22                     KATHRYN PETERS:  He was also



          23      under oath.



          24                     PHILLIP CARSON:  I remember.



          25                     CRAIG BROWN:  I believe the --
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           1      the labor attrition amounted to because in the



           2      forecast we'd actually projected to slowly



           3      increase it about 25 percent per year back to



           4      the 2009 budgeted numbers of about 680



           5      employees.  I think the baseline we're working



           6      from at that point was about 610 to 620.  I



           7      believe the current -- to-date currently there's



           8      about 599 employees.  So I think the dollar



           9      impact by accepting the 2010 was about



          10      1.7 million we were able to reduce, and I think



          11      our projection for 2011 was 620 employees and I



          12      think that reduced what we had projected by



          13      about $909,000.



          14                     DAVID ALVEY:  Okay.  That -- and



          15      I'm going to go back to this point and -- and



          16      kind of see where this comes from where it seems



          17      to be going.  It -- it seems to me that the --



          18      some of the objections, some of the major



          19      objections of the intervenors, the industrial



          20      group, are that, well, this is what you've been



          21      operating with under these circumstances but



          22      these circumstances that we've been operating



          23      at -- under for the last two years have



          24      certainly not been optimal in terms of revenues,



          25      delayed capital projects, delayed maintenance,

�

                                                                 23







           1      delayed hiring, and that what we're really



           2      trying to do is restore to the utility to its



           3      optimal functioning and their argument is that



           4      we don't need to do that?  Is that your sense?



           5      Am I --



           6                     ROBERT MILAN, SR.:  Mr. Alvey,



           7      with all due respect, please let the intervenors



           8      explain to this Board what their positions are.



           9      At this point you're -- you're giving me



          10      information that I'm not familiar with.  And



          11      until I understand what their positions are,



          12      then I am going to listen to their point.



          13                     DAVID ALVEY:  Fair enough.



          14                     PHILLIP CARSON:  Any other



          15      questions for Mr. Overcast?  Thank you.



          16                     LORI AUSTIN:  From the BPU staff



          17      side we have put together a four-year plan --



          18                     PHILLIP CARSON:  Would you state



          19      your name?



          20                     LORI AUSTIN:  I'm sorry.  Lori



          21      Austin.



          22                     PHILLIP CARSON:  Thank you,



          23      Miss Austin.



          24                     LORI AUSTIN:  We have put



          25      together a four-year plan in order to meet the
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           1      financial goals of the utility.  We feel that



           2      it's important that this plan and -- and even



           3      this interim agreement of the first two years



           4      demonstrates that we have a plan and to look out



           5      in the years for future planning.  We need to



           6      demonstrate -- and if we're to issue bonds, we



           7      need to demonstrate to the credit rating



           8      agencies that there is commitment to our



           9      financial stability and to meet our goals over



          10      the -- the study period of the 1.6 and the



          11      60 days of cash.



          12               So we have worked with the customer



          13      group.  We've reviewed multiple proposals from



          14      them in order to reach a reasonable compromise,



          15      one that in which we can still meet our



          16      financial goals.  We've offered to continue our



          17      discussions with them on the revenue



          18      requirements, the cost of service, and the --



          19      and the rate design and -- and bring this back



          20      before the Board in the Fall, 2010.



          21               So we will continue to work with them.



          22      We have received multiple data requests from



          23      them.  We've had completed those data requests.



          24      So we have provided a lot of information based



          25      on their questions and we'll continue to work it
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           1      to address their issues.  Thank you.



           2                     PHILLIP CARSON:  Thank you.



           3      Mr. Zakoura.



           4                     JAMES ZAKOURA:  Thank you.  I'd



           5      first like to state that I want to thank the



           6      BPU, their counsel, their staff.  They've been



           7      very responsive to the requests that we've --



           8      we've put forward.  I would thank Mr. Gray



           9      personally that he has made the staff available.



          10      The Black & Veatch people have been very



          11      responsible.  So we're in the process of



          12      gathering information, but what I would like to



          13      take a little bit of time with if I could for



          14      the Board is kind of tell you where we are, how



          15      we got here, how this is maybe a little bit of



          16      an unusual situation.



          17               And the first thing I would like to say



          18      to the Board is, you have a really difficult job



          19      and I recognize that's the case.  You're



          20      balancing a situation where you're balancing



          21      reliability and safety and planning for the



          22      future in a situation where many in the



          23      community are having difficult economic times,



          24      that would go for individual residences, people



          25      who have retired, people in small businesses,
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           1      people in large businesses.  For the most part



           2      the current economic recession has not missed



           3      many people.  So a lot of people are in the



           4      same -- same place.  So I am certainly



           5      appreciative of your work and attention in those



           6      balancing items that you have to at all times



           7      take a look at.  And in response -- in response



           8      to -- how do you say your last name, sir?



           9                     DAVID ALVEY:  Alvey.



          10                     JAMES ZAKOURA:  Mr. Alvey.



          11      Pardon me, I didn't know how to say your last



          12      name.  In response to the questions that you



          13      asked, which I thought were all excellent



          14      questions, that is in fact what -- what we're



          15      trying to do as well, all of us together.  What



          16      we started out to do was to say, How can we



          17      approach these cases where there is a rate



          18      increase and provide for necessary revenues to



          19      the utility, at the same time look out for the



          20      customers that -- that we hit that proper



          21      balance that is enough but not too much?  And I



          22      think that's what the Black & Veatch people were



          23      speaking to and Miss Austin and -- and also



          24      Miss Peters, that's -- that's the kind of



          25      balance that we're all looking at.
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           1               So as a starting point I would say that



           2      we have not raised any issue with salaries,



           3      amount of salaries, amount of employees.  We



           4      did, as I believe Mr. Overcast said, we -- we



           5      looked at that.  We looked at a history really



           6      of where the employee count was of the utility



           7      from, oh, an extended period of time really,



           8      from several years past to -- to looking out to



           9      the future as to what it would be.



          10               The other thing that I would say to you



          11      is, it's a difficult time for employees in



          12      capital, but it's also a difficult time to try



          13      to forecast how much power you're going to sell.



          14      I mean, you know, how many units you're going to



          15      spread whatever cost is that you ultimately



          16      approve across what number of units.  You've got



          17      a lot of things going on at once.  Last year we



          18      had a historically cool summer.  Twenty-



          19      seven percent lower degree days than the typical



          20      year.  Add to that the fact that we have an



          21      economic recession, it was also ongoing and deep



          22      seated and that affected the amount of -- of



          23      units that utility sold.  So not only are you



          24      trying to calculate the amount of revenue



          25      needed, but how many units that's going to be
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           1      spread across.



           2               But before we get to -- before we get



           3      to the individual points, let me talk a little



           4      bit about the process and I -- I'm acquainted



           5      with most of the people here.  I've been in this



           6      business across Kansas and Missouri and Oklahoma



           7      for more than 25 years and the typical way you



           8      look at these situations is you try to look at a



           9      test year, which is a 12-year period immediately



          10      preceding when the rate case is going to be and



          11      you look at those set of costs and then you



          12      adjust those forward for anything that you might



          13      call would be known and measurable changes.



          14      What you're -- what you're going to do in the



          15      future that might cost money.



          16               And the typical case in Kansas and



          17      Missouri -- let me give you kind of a way that



          18      this has been looked at by the legislatures in



          19      Kansas and Missouri.  For those utilities that



          20      are regulated by the Kansas Corporation



          21      Commission, they usually give us 240 days to do



          22      that, that study, which is eight months



          23      basically.  In Missouri it's a little longer



          24      than that.  In Missouri they usually take about



          25      -- I looked at the last couple of cases, Aquila
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           1      and Kansas City Power and Light, and they



           2      typically run from one year one month to one



           3      year three months.  So we're looking at a block



           4      of time for consideration by really boards like



           5      you to look at these issues of about eight



           6      months to let's call it 14 months.  That's the



           7      normal way you look at that.



           8               This case is a little bit different in



           9      that, as correctly summarized by Mr. Overcast,



          10      the -- what we're looking at is a block of time



          11      moving forward as well as a block of time in the



          12      past, the so-called test year.  He's trying to



          13      estimate what the next four or five years look



          14      like for the utility in terms of what their



          15      employee needs are, what their capital needs



          16      are, what their bonded indebtedness that Kathy



          17      -- excuse me -- Miss Peters spoke to, and so



          18      it's a moving target going forward as well.



          19               The other things that I wanted to speak



          20      to you a little bit about and this was also



          21      discussed somewhat by Miss Peters is the class



          22      cost of service and rate design studies.  And



          23      let me give you just the very simple



          24      understanding of -- or as I understand it to be



          25      very simple statement of that.  Class cost of
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           1      service and rate design basically try to do cost



           2      assignment to the people who cause the expense.



           3      It's matching expense and cause -- cause of that



           4      expense together.



           5               That is not an exact science.  In this



           6      case Black & Veatch has presented one to the



           7      Board.  In the case that I'm currently handling



           8      for a group of industrial customers involving



           9      Kansas City Power and Light on the Kansas side,



          10      there are four cost of service studies found in



          11      that case.  There's one by the staff of the



          12      Kansas Corporation Commission, one sponsored by



          13      the utility, one sponsored by the Citizens



          14      Utility Ratepayer Board, and a fourth sponsored



          15      by the industrialists.  So there are multiple



          16      ways of looking at that issue by intelligent



          17      people who work in the field.



          18               So therein comes somewhat of the



          19      difference between what we have had and when we



          20      looked at that cost assignment and cost in



          21      incurrence and were to place those, and we have



          22      agreed though to go forward and look at that



          23      carefully.  We've talked about everything from



          24      getting another independent study to us



          25      presenting our own study, letting the Board
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           1      decide which they think is -- is best suited to



           2      this particular utility and -- but we're



           3      approaching that matter hopefully on a



           4      thoughtful basis.



           5               Now, let me speak to, if we could, a



           6      little bit of what Miss Peters and Miss Austin



           7      spoke to and that's initial rate revenue



           8      increases and rate increases.  Basically the --



           9      the staff of the BPU has made the case that



          10      there needs to be an immediate rate increase of



          11      -- of as they said 7 percent on the electric



          12      side.



          13               And although we may not necessarily



          14      agree when the timing of that will come into



          15      place, whether it be 2010 or whether it be some



          16      later period of time, we did agree to that



          17      because what we wanted to do was to, Okay, let's



          18      have the time to really look at this in a bit



          19      more detail as we go forward.  Because when you



          20      look at the entirety of the rate increases that



          21      are being proposed here, they are scheduled to



          22      come in over about a four-year period and they



          23      come in in roughly equal increments on a yearly



          24      basis.



          25               So the idea was, Okay, we're all people

�

                                                                 32







           1      of good faith.  We're moving forward looking at



           2      this in an intelligent manner.  Let's get



           3      started on the process.  We always have these --



           4      these periods to address, you know, for the



           5      Board actually in the end to address whether



           6      we're right or wrong as we go forward but we



           7      need to take this first step together.  So that



           8      is part of what we've done here.



           9               We realize we haven't completed the



          10      work but what we think we need to do is take a



          11      first step to -- to then get that behind us and



          12      to look at the rate design, to look at the



          13      revenues needed in the future years on a more



          14      thorough basis and a -- a more -- in my opinion



          15      a little more business-like basis.  We've



          16      basically been working together pretty much



          17      every day for the last two months trying to



          18      figure these items out.  So that's the idea of



          19      the first initial rate increase, the 7 percent



          20      Ms. Peters spoke to.



          21               Then the next piece and what we had



          22      talked about is getting these items, concluding



          23      them, bringing them to the Board no later than



          24      the end of September I believe.  And the reason



          25      that that was done in that fashion was that we
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           1      were trying to be on a budget, schedule that



           2      fits -- excuse me -- we were trying to be on a



           3      presentation schedule that fitted the way you



           4      budget here at the utility.



           5               So the idea was that we would continue



           6      our work with the permission of the Board and



           7      that we would either agree to a -- a resolution



           8      to present to the Board on a several year basis



           9      that goes out as scheduled through that



          10      2012-2013 period, or we have a day where we can



          11      talk directly to the Board and present the case



          12      to the Board at least on a couple of points for



          13      the Board to hear directly from our people.



          14               Now, if I can talk a little bit if you



          15      don't mind if I could step over to the water



          16      side.  We do have an agreement on the water side



          17      for 2010 and 2011.  So those -- those items also



          18      have -- have a good start a little further along



          19      in that regard.  The water is actually a little



          20      easier to deal with.  There aren't -- there



          21      aren't as many expense items.  The -- the



          22      scheduling of those expense items is -- has more



          23      visibility to it.



          24               So that is -- that is where we are.  We



          25      start from the point that certainly the -- it is
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           1      the responsibility of -- of this Board to



           2      operate the utility in a manner that it can



           3      operate and provide safe and reliable service.



           4      Everyone agrees with that and you have a history



           5      of being able to do that which runs decades and,



           6      frankly, more than probably a hundred year years



           7      at this point in time.



           8               The -- but what we're trying to do is



           9      hit that balance and really the balance in -- in



          10      speaking to the Board members question is, okay,



          11      if you can reasonably and with reliability look



          12      at some of those items and schedule them in a



          13      manner that may be a little easier for people to



          14      handle a year from now or two years from now as



          15      hopefully the economy comes back and that



          16      there's a bit more cash available to address on



          17      these issues than had been in the past, we're



          18      hoping that time will be on our side as we move



          19      forward and address some of those items.



          20               What we have tried to do as well as --



          21      as that is to address the issues on an immediate



          22      basis, the two years on the water as I said, the



          23      initial year on the electric service with the



          24      commitment to come back to the Board no later



          25      than the end of September for the Board to make
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           1      a -- a determination -- I believe their meeting



           2      is scheduled for October 6th as I recall -- to



           3      -- to speak to those out years at -- at that



           4      point in time.



           5               As far as the environmental rider and



           6      as far as the energy cost adjustment that Black



           7      & Veatch spoke to, I would say that, yes, we're



           8      -- I would second what the gentlemen said in



           9      that regard.  We're very close and I -- I don't



          10      think we have any particular material



          11      differences to those -- those issues and they --



          12      are important issues.



          13               Number one, the environmental issue



          14      needs to have a stream of income because you're



          15      making a -- an investment, a dedicated



          16      investment to the low NOx burners I believe that



          17      you're talking about.  That's not particular



          18      just to this utility.  That's helping all over.



          19      So I'm familiar with that issue and that issue



          20      has been handled in that fashion.



          21               The -- the energy cost adjustment also



          22      is important and I think we're pretty close on



          23      that, too, what's that's to do is we've tried to



          24      put -- put a fence post around those areas where



          25      we understand the predictable expenses and then
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           1      you know what, we all know being in this



           2      business that there's some unpredictable



           3      expenses that occur and those are typically in



           4      the -- in the fuel, either the purchase power



           5      cost or -- or something of that nature.  Maybe



           6      you're doing some work at one of the facilities



           7      and you're buying more or less purchase power on



           8      the grid.



           9               There's going to be some variation with



          10      that and -- and basically the economic cost



          11      adjustment is a matter in which those variations



          12      that come up which are unpredictable can be



          13      handled.  Again, that particular mechanism for



          14      recovering those costs are common in the utility



          15      business both in the Midwest and all over the



          16      United States.



          17               So in summary, I would say to you that



          18      while we may not have worked as quickly as the



          19      Board would like us to work or hope that we



          20      work, we are working diligently.  What I would



          21      say to you is, we are not outside the timeframe



          22      for this kind of decision that you would



          23      normally see throughout the Midwest, that eight



          24      months to 13-month bracket that we talked about



          25      when we looked at that.  And then I think I
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           1      would ask the Board to give us some



           2      consideration because this is one of the most



           3      complex cases that I've been involved with and



           4      the complexity of it relates to the fact that



           5      we're trying to forecast the future as to what



           6      the needs of the utility are; what the -- what



           7      the interest rates in the bond market are; how



           8      much energy you'll likely be selling in the



           9      future.



          10               All of those things are not easy things



          11      to do but we have a lot of good people looking



          12      at that and we are committed to working diligent



          13      and to bring the Board back a resolution to the



          14      remaining years either by agreement, which the



          15      Board would thoughtfully consider at that time



          16      or simply a presentation of evidence and the



          17      Board would therein decide -- discharge their



          18      responsibility by making a decision.



          19               So I -- I'm sorry I droned on too long.



          20      I appreciate the courtesy of being here.  Again,



          21      I thank Mr. Gray and his staff for the work



          22      they've done and Black & Veatch for the work



          23      that they've done.  I think we have much work to



          24      do and I think with the Board's permission we'll



          25      be back with greater visibility in just a short
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           1      period of time.  Thank you.



           2                     DAVID ALVEY:  Mr. Zakoura, you --



           3      you would anticipate when you would ask for a



           4      presentation to the Board?



           5                     JAMES ZAKOURA:  When I spoke with



           6      the professional staff at the utility, they --



           7      they informed me of the budgeting process that



           8      you do and it has to be and I think to meet your



           9      criteria no later than say mid-September.  Am I



          10      right, Miss Peters, that that's kind of --



          11                     ROBERT MILAN, SR.:  That's about



          12      the timeframe.



          13                     LORETTA COLOMBEL:  I thought



          14      August was the timeframe we were looking at like



          15      the middle -- middle of August.



          16                     KATHRYN PETERS:  I think what,



          17      Mr. Zakoura, one of the things the Board asked



          18      us for, what kinds of timeframes do they have to



          19      give to you and to us to have the case fully



          20      together so that all of the evidence will be in



          21      front of them by mid-September so that when we



          22      come to them by the end of September they'll



          23      have a chance to review things before they have



          24      the presentation.  And we've given them some



          25      time suggestions on filing of evidence by the
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           1      industrial group and by the BPU to meet the goal



           2      of being done by the end of September.



           3                     JAMES ZAKOURA:  Thank you.  I



           4      misunderstood the question.  If what you and



           5      Mr. Alvey are saying is should -- should we have



           6      a -- should we have a documentation or have



           7      evidence presented to you in August, the answer



           8      is, yes, we can certainly do that with -- with



           9      preparing for the Board to make a decision in



          10      September.



          11                     LORETTA COLOMBEL:  Thank you.



          12                     JAMES ZAKOURA:  Okay.  Or



          13      whatever reasonable schedule but --



          14                     JOHN PETTEY:  We were looking at



          15      August the 16th, which would be two months from



          16      now, and then and they come back by September



          17      the 30th.



          18                     JAMES ZAKOURA:  I -- subject to



          19      checking with clients, I would say that August



          20      16 would be a schedule we can meet, sir.



          21                     KATHRYN PETERS:  And,



          22      Mr. Zakoura, the staff then thought that if they



          23      had an additional three weeks to respond or



          24      September 7th, the day after Labor Day, they



          25      would have all of the evidence in front of the
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           1      Board by mid-September.



           2                     JAMES ZAKOURA:  That -- that



           3      seems to me certainly to be very a reasonable --



           4      seems to be a very reasonable schedule which we



           5      can certainly meet.  Thank you.  And I think



           6      scheduling it out that way is a good way of



           7      approaching it.



           8                     MARY GONZALES:  Well, I mean,



           9      I -- I would just like to have some assurance



          10      that we are going to meet those deadlines



          11      because I -- I feel, and no disrespect intended,



          12      that, you know, we should have maybe engaged a



          13      little bit earlier.  I know we're not KCP and I



          14      know that's -- you know but I -- I've sort of



          15      been waiting on hearings, some sort of written



          16      testimony which I thought I understood on the



          17      May 4th meeting that we were going to have from



          18      the intervenors.  So I -- so I would like to



          19      have assurance that we will meet those



          20      deadlines.



          21                     JAMES ZAKOURA:  Certainly I will



          22      provide that assurance to you at this time.



          23      Thank you.



          24                     LORETTA COLOMBEL:  Thank you.



          25                     JAMES ZAKOURA:  And -- and the
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           1      criticism I accept as being just.  Thank you.



           2                     ROBERT MILAN, SR.:  Thank you.



           3                     PHILLIP CARSON:  Any other



           4      questions for Mr. Zakoura?  Thank you.



           5               Mr. Yarnell, do you have a statement



           6      you would like to make?



           7                     RICK YARNELL:  Rick Yarnell.



           8      Good evening, ladies and gentlemen.  I do have



           9      some things I would like to address to the



          10      specifics for the recommendations of the



          11      professional staff and Black & Veatch have made.



          12      One thing, concerning the industrial -- I'm



          13      sorry -- the energy rate component rider.  The



          14      agreement to keep the $2.6 million cost a firm



          15      capacity in the base rates rather than moving it



          16      to the ERC is something that is wise.  Also the



          17      implementation of the environmental surcharge is



          18      also very wise.  As you all know, we are going



          19      to have many, many costs of environmental



          20      concerns going to be facing us in the future and



          21      I do believe this needs to be implemented.



          22               There are two things that I'm really



          23      concerned about.  One, is that I would like to



          24      remind the Board that when the combustion



          25      turbine No. 4 was put into place in 2004, the
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           1      bonded cost for that was 34 and a half million



           2      dollars.  The CT5 as presented in the cost of



           3      service study that is expected to be put in,



           4      that cost is projected to be well north of



           5      $70 million, which is doubling in quite a few --



           6      in very few years.



           7               Delay of putting that in makes me very



           8      concerned that the cost will continue to



           9      skyrocket.  If the economy does improve, true



          10      the BPU will get more revenues, but the cost of



          11      commodities as you well know are going to



          12      skyrocket with it.  We have seen $140 barrel



          13      oil.  As you well know the cost of copper, the



          14      cost of steel, the cost of all commodities that



          15      go into building these things are going to



          16      skyrocket if the economy improves.



          17               And I really do believe that delaying



          18      the cost or delaying this implementation of the



          19      CT5 will probably put the cost well north of



          20      $80 million and that is just unwise to delay



          21      this.  So I would urge the staff to please



          22      consider putting this in as soon as possible.



          23      It is needed and a delay will only raise the



          24      cost to the customers.



          25               The last item I would like to point out
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           1      is that the cost of service studies, a very good



           2      one I might say, pointed out that the small and



           3      medium-size businesses have been paying more



           4      than their cost of service for quite a few



           5      years.  The residential and the large power



           6      sources of which Mr. Zakoura is representing a



           7      few of those customers tonight have not been



           8      paying their cost of service.



           9               And when you are going to consider a



          10      7 percent across the board rate increase to all



          11      classes, then you are putting a 7 percent rate



          12      increase to those classes, the small and medium-



          13      size businesses that are struggling, to those



          14      that have already been paying more than their



          15      cost of service.  And as you go forward and



          16      think about this, you might consider whether or



          17      not that would be a wise choice.  And thank you



          18      for your time.



          19                     PHILLIP CARSON:  At this point



          20      are there any Board members that would like to



          21      make a statement?



          22                     LORETTA COLOMBEL:  I would like



          23      to say something to Mr. Yarnell and -- and I do



          24      appreciate your observations.  And -- and I



          25      think we -- we have looked at that and that's
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           1      what we're waiting on the intervenors for the



           2      rate design so that we can adjust and make sure



           3      that everyone is paying what it cost us to



           4      provide to them and so I do want to thank you



           5      for those statements.



           6                     RICK YARNELL:  Thank you.



           7                     ROBERT MILAN, SR.:  I would like



           8      to thank you for your comments and first time I



           9      had an opportunity to hear your position.  It is



          10      well taken in consideration and thank you for



          11      your valuable input.



          12                     PHILLIP CARSON:  Ladies and



          13      gentlemen that -- whatever --



          14                     JOHN PETTEY:  I -- I would -- I



          15      would suggest as a Board we would vote for the



          16      7 percent across the board for power, the



          17      8 percent for electric to go into effect on July



          18      the 1st.



          19                     DON GRAY:  Eight percent for



          20      water.



          21                     JOHN PETTEY:  Eight percent for



          22      water -- I'm sorry -- on July the 1st, 2010 but



          23      with the understanding these discussions will



          24      continue as you discussed tonight and there will



          25      be no changes in the cost of service study and
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           1      it will stay as it stands until your discussions



           2      are -- are completed and we'll see what the



           3      recommendations then come back for 2011, '12 and



           4      '13.  And I see where we're talking August -- by



           5      August the 16th to get us this which would give



           6      us time for a final September 30th to hear it



           7      all and then we would vote on October the 6th to



           8      see what we would decide from hearing all the



           9      final arguments for both sides.



          10                     ROBERT MILAN, SR.:  Will you put



          11      it in a formal motion?



          12                     JOHN PETTEY:  That's a



          13      suggestion.  If somebody wants to make a motion,



          14      that would be fine.



          15                     ROBERT MILAN, SR.:  I will make a



          16      motion to -- for the suggestion -- the



          17      suggestions -- any more comment before I make a



          18      motion?



          19                     JOHN PETTEY:  You know what,



          20      before we make this motion there are several



          21      ways we could do it.  When we -- we would make



          22      the motion to accept July 1st for this and then



          23      would -- would we then want to approve an



          24      interim electric increase of 7 percent for 2011,



          25      '12 and '13, and then the water increase would
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           1      be 8 percent for 2011, 7.5 for 2012, and '13



           2      effective January 1st of each year which



           3      would -- this would all be spread across the



           4      board.  Just --



           5                     LORETTA COLOMBEL:  Would that



           6      motion be an interim motion --



           7                     KATHRYN PETERS:  May I -- may



           8      I --



           9                     LORETTA COLOMBEL:  -- before the



          10      testimony we would receive in August?



          11                     KATHRYN PETERS:  May I correct



          12      one thing.  On the water, we do not recommend



          13      spreading that across the board.  There's rate



          14      design built into the water increase and at this



          15      point we've received no indication that there's



          16      any concerns about that.  So we would have the



          17      2011 water increase be as set forth in the cost



          18      of service study.  Any changes from '12 -- '11,



          19      '12 and '13 would be upon further



          20      recommendations, please.



          21                     ROBERT MILAN, SR.:  Separate



          22      issue then.  Okay.  Thank you.



          23                     KATHRYN PETERS:  And I apologize,



          24      we did not make that clear to you in our



          25      presentation that the cost of service were
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           1      related to electric.



           2                     LORETTA COLOMBEL:  So, John, your



           3      motion is to accept 7 percent electric,



           4      8 percent water July -- effective July 1.



           5                     JOHN PETTEY:  July 1.



           6                     LORETTA COLOMBEL:  That --



           7                     JOHN PETTEY:  And then --



           8                     LORETTA COLOMBEL:  Not more than



           9      7 percent for '11, '12 and '13 depending on the



          10      testimony from Mr. Zakoura that that is subject



          11      to change?



          12                     JOHN PETTEY:  Right.



          13                     LORETTA COLOMBEL:  Am -- am -- am



          14      I understanding that -- that's a correct motion?



          15                     ROBERT MILAN, SR.:  Subject to



          16      what?



          17                     MARY GONZALES:  Subject to



          18      testimony from the --



          19                     TERRY EIDSON:  Subject to



          20      testimony from the intervenors.



          21                     LORETTA COLOMBEL:  Right, yes.



          22      It's subject to change.  In other words, it's



          23      there but we -- we are allowing them and we need



          24      to hear their testimony but this allows us to go



          25      ahead and proceed forward.
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           1                     JOHN PETTEY:  Correct, it



           2      would -- right.



           3                     ROBERT MILAN, SR.:  Okay.  Are we



           4      clear now?  Make sure we're clear.



           5                     DON GRAY:  Just so I understand



           6      now what about the water, I know we had



           7      discussed 2011, but we also were looking at



           8      future years for water as well.  So do we want



           9      to also insert water in that?



          10                     MARY GONZALES:  Mr. Zakoura said



          11      they were agreed on 2010 and 2011 in water, is



          12      that correct?



          13                     JOHN PETTEY:  Well, is that two



          14      motions?



          15                     KATHRYN PETERS:  Yes.



          16                     ROBERT MILAN, SR.:  Yeah, that's



          17      two -- two separate issues here.



          18                     JOHN PETTEY:  Oh, okay.



          19                     ROBERT MILAN, SR.:  Be careful



          20      now.



          21                     JOHN PETTEY:  So we -- we need a



          22      motion to approve.



          23                     KATHRYN PETERS:  May I suggest



          24      motions to you?



          25                     MARY GONZALES:  Yes, please.
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           1                     ROBERT MILAN, SR.:  Will you



           2      summarize that because we have two different



           3      things.  Thank -- thank you.



           4                     KATHRYN PETERS:  I'm going to



           5      first suggest an electric motion and that is



           6      that you move that you approve a rate increase



           7      effective July 1, 2010 for 7 percent on an



           8      across the board basis.



           9                     DAVID ALVEY:  So moved.



          10                     ROBERT MILAN, SR.:  I second the



          11      motion.



          12                     TERRY EIDSON:  Without any



          13      discussion or nothing that relates to what



          14      Mr. Zakoura and the other intervenors are going



          15      to --



          16                     KATHRYN PETERS:  I think that you



          17      should give those directions as well.  I just



          18      was giving you a separate motion.  But I think



          19      these all have to be contingent on presentation



          20      to you by no later than the end September, the



          21      final recommendations.



          22                     TERRY EIDSON:  I'll -- I'll go



          23      along with that.



          24                     ROBERT MILAN, SR.:  Put those



          25      dates in every -- because it would be one-step
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           1      deal; the date, the time, et cetera, please.



           2                     KATHRYN PETERS:  Okay.  Let --



           3      let's start with the -- the motion then that you



           4      direct the --



           5                     LORETTA COLOMBEL:  We -- we had a



           6      motion on the floor.  Bob, did you hear --



           7                     ROBERT MILAN, SR.:  I thought it



           8      was on a motion because I seconded it.  Withdraw



           9      my second.  Make it over.



          10                     KATHRYN PETERS:  I suggest that



          11      you direct that the following schedule be



          12      approved for the completion of this rate



          13      hearing, that the -- all -- all intervenors be



          14      directed to pre-file any testimony by no later



          15      than August 16th two months from tonight, that



          16      the BPU staff and engineers be directed to file



          17      any rebuttal testimony by no later than



          18      September 7th and that the -- any presentation



          19      -- and that any recommendations to the Board be



          20      provided to you by the end of September.



          21                     LORETTA COLOMBEL:  David?



          22                     DAVID ALVEY:  So moved.



          23                     ROBERT MILAN, SR.:  I second this



          24      time.  Thank you.



          25                     JOHN PETTEY:  Roll call, please.

�

                                                                 51







           1                     DAVID ALVEY:  Do we need a



           2      separate motion for the --



           3                     LORETTA COLOMBEL:  Do the roll



           4      call first.



           5                     DAVID ALVEY:  Okay.  Very good.



           6                     TERRY EIDSON:  Would someone read



           7      the motion again, please.



           8                     (Whereupon, page 46, line 12,



           9      through page 46, line 18 was read by the



          10      reporter.)



          11                     LORETTA COLOMBEL:  Would it be



          12      suggested we do another motion?



          13                     KATHRYN PETERS:  Sure, I'll just



          14      go ahead and --



          15                     LORETTA COLOMBEL:  We would have



          16      to withdraw again the second.



          17                     KATHRYN PETERS:  I'll -- maybe



          18      I'll just say what I think the motion was and



          19      that is that the intervenors -- all intervenors



          20      be directed to file their pre-file testimony by



          21      no later than August 16th two months from today.



          22      That the BPU staff and its engineers be directed



          23      to file any rebuttal testimony by no later than



          24      September 7th so that this matter may be



          25      presented to the Board by no later than the end
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           1      of September.



           2                     DAVID ALVEY.  2010.



           3                     KATHRYN PETERS:  2010.



           4                     TERRY EIDSON:  And the rate?



           5                     KATHRYN PETERS:  I think that you



           6      -- we're suggesting that you take these motions



           7      up separately.  So that was just that motion on



           8      -- on the timing and then I would give you



           9      motions on the rates after this.



          10                     DAVID ALVEY:  So moved.



          11                     TERRY EIDSON:  Second.



          12                     ROBERT MILAN, SR.:  Second.



          13                     JOHN PETTEY:  Roll call, please.



          14                     JODY BOEDING:  Roll call on the



          15      motion.  Miss Colombel?



          16                     LORETTA COLOMBEL:  Aye.



          17                     JODY BOEDING:  Miss Gonzales?



          18                     MARY GONZALES:  Aye.



          19                     JODY BOEDING:  Mr. Eidson?



          20                     TERRY EIDSON:  Aye.



          21                     JODY BOEDING:  Mr. Alvey?



          22                     DAVID ALVEY:  Aye.



          23                     JODY BOEDING:  Mr. Milan?



          24                     ROBERT MILAN, SR.:  Aye.



          25                     JODY BOEDING:  Mr. Pettey?
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           1                     JOHN PETTEY:  Aye.



           2                     JODY BOEDING:  Motion carries.



           3                     KATHRYN PETERS:  My -- my



           4      understanding was that you wanted that as a



           5      separate motion because all of your other



           6      motions would be predicated on that.  The



           7      recommendation then of -- of the staff would be



           8      that you approve a rate increase -- a -- a



           9      increase in revenues from base rates for



          10      electric of 7 percent effective July 1, 2010,



          11      such rates to be spread across the board.



          12                     LORETTA COLOMBEL:  Motion --



          13                     JOHN PETTEY:  Have the water on



          14      there also?



          15                     LORETTA COLOMBEL:  No we're going



          16      to have separate.  Motion would be effective



          17      July 1st and 7 percent across the board rates



          18      for electric.



          19                     DAVID ALVEY:  Second.



          20                     JOHN PETTEY:  Roll call, please.



          21                     JODY BOEDING:  Roll call on the



          22      motion.  Miss Colombel?



          23                     LORETTA COLOMBEL:  Aye.



          24                     JODY BOEDING:  Miss Gonzales?



          25                     MARY GONZALES:  Aye.
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           1                     JODY BOEDING:  Mr. Eidson?



           2                     TERRY EIDSON:  Aye.



           3                     JODY BOEDING:  Mr. Alvey?



           4                     DAVID ALVEY:  Aye.



           5                     JODY BOEDING:  Mr. Milan?



           6                     ROBERT MILAN, SR.:  Aye.



           7                     JODY BOEDING:  Mr. Pettey?



           8                     JOHN PETTEY:  Aye.



           9                     JODY BOEDING:  Motion carries.



          10                     KATHRYN PETERS:  And then a



          11      motion, again, as recommended by the -- the



          12      staff and also the -- the industrial intervening



          13      group that you approve a water increase of



          14      8 percent over revenues from the existing base



          15      rates to be effective July 1st, 2010 with costs



          16      to be allocated as set forth in the water cost



          17      of service study.



          18                     DAVID ALVEY:  So moved.



          19                     TERRY EIDSON:  Second.



          20                     JOHN PETTEY:  Roll call, please.



          21                     JODY BOEDING:  Roll on the



          22      motion.  Miss Colombel?



          23                     LORETTA COLOMBEL:  Aye.



          24                     JODY BOEDING:  Miss Gonzales?



          25                     MARY GONZALES:  Aye.
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           1                     JODY BOEDING:  Mr. Eidson?



           2                     TERRY EIDSON:  Aye.



           3                     JODY BOEDING:  Mr. Alvey?



           4                     DAVID ALVEY:  Aye.



           5                     JODY BOEDING:  Mr. Milan?



           6                     ROBERT MILAN, SR.:  Aye.



           7                     JODY BOEDING:  Mr. Pettey?



           8                     JOHN PETTEY:  Aye.



           9                     JODY BOEDING:  Motion carries.



          10                     KATHRYN PETERS:  And I would ask



          11      is it the Board's pleasure that you approve



          12      interim rate increases for 2011, '12 and '13?



          13                     LORETTA COLOMBEL:  Yes.



          14                     KATHRYN PETERS:  Pending --



          15      pending final decision following the completion



          16      of the filing of all testimony on revenue



          17      requirements, cost allocation, and rate design



          18      matters?  And if you tell us what percentage you



          19      want to increase in those years, I'll go ahead



          20      and give you the form of that motion.



          21                     JOHN PETTEY:  Well, we're looking



          22      at 7 percent 2011, '12 and '13 effective January



          23      the 1st of each year for power.  Water would



          24      be --



          25                     LORETTA COLOMBEL:  Separate
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           1      motion, John.



           2                     JOHN PETTEY:  Pardon?



           3                     LORETTA COLOMBEL:  Separate



           4      motion.



           5                     JOHN PETTEY:  Water would be



           6      8 percent for 2011, 7.5 -- 7.5 for 2012 and '13



           7      effective January the 1st.



           8                     TERRY EIDSON:  Excuse me, I



           9      thought we had already approved the water.



          10                     KATHRYN PETERS:  These would be



          11      for the interim increases for 11, '12 and '13



          12      and I ask --



          13                     TERRY EIDSON:  We're -- we're not



          14      voting on the -- on the water as such the way it



          15      was presented?



          16                     KATHRYN PETERS:  You've approved



          17      the water increase for 2010.



          18                     TERRY EIDSON:  Only 2010.



          19                     KATHRYN PETERS:  Only 2010.  So



          20      the -- the question then is if it's your



          21      pleasure to have interim increases I just ask



          22      what direction from the Board of the percentages



          23      to give you in the form of the motion.



          24                     ROBERT MILAN, SR.:  That includes



          25      having an additional rate hearing, is that
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           1      correct, in the interim?



           2                     KATHRYN PETERS:  Yes, that --



           3      that means that you will receive evidence on --



           4                     ROBERT MILAN, SR.:  Yes --



           5                     KATHRYN PETERS:  -- these



           6      matters.



           7                     ROBERT MILAN, SR.:  -- thank you.



           8                     TERRY EIDSON:  Were there any



           9      intervenors on the water?



          10                     KATHRYN PETERS:  Yes.



          11                     ROBERT MILAN, SR.:  I make the



          12      motion to accept the interim increase on the



          13      water side as recommended by counsel.



          14                     JOHN PETTEY:  Well -- okay, we'll



          15      go water first.  That'd be -- would take two



          16      motions.



          17                     MARY GONZALES:  I'll second



          18      Mr. Milan's motion.



          19                     JOHN PETTEY:  Roll call please.



          20                     JODY BOEDING:  Roll call on the



          21      motion.  Miss Colombel?



          22                     LORETTA COLOMBEL:  Aye.



          23                     JODY BOEDING:  Miss Gonzales?



          24                     MARY GONZALES:  Aye.



          25                     JODY BOEDING:  Mr. Eidson?
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           1                     TERRY EIDSON:  Aye.



           2                     JODY BOEDING:  Mr. Alvey?



           3                     DAVID ALVEY:  Aye.



           4                     JODY BOEDING:  Mr. Milan?



           5                     ROBERT MILAN, SR.:  Aye.



           6                     JODY BOEDING:  Mr. Pettey?



           7                     JOHN PETTEY:  Aye.



           8                     JODY BOEDING:  Motion carries.



           9                     JOHN PETTEY:  Now we need a



          10      motion for electric interim, approve electric



          11      for 7 percent for 2011, '12, and '13 effective



          12      January the 1st.



          13                     LORETTA COLOMBEL:  I'll make a



          14      motion at the -- January the 1st of each year



          15      for 2011, '12, and '13, 7 percent electric.



          16      Interim, correct?



          17                     ROBERT MILAN, SR.:  Is that



          18      across the board?



          19                     KATHRYN PETERS:  No, no, no.



          20                     LORETTA COLOMBEL:  It's interim.



          21      I'm sorry.



          22                     KATHRYN PETERS:  That's an



          23      interim increase.



          24                     LORETTA COLOMBEL:  That's interim



          25      because we're waiting on testimony.
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           1                     KATHRYN PETERS:  Correct.  And,



           2      in fact, it would be our expectation that you



           3      would have recommendations on rate design and



           4      cost allocations.



           5                     MARY GONZALES:  I'll second that



           6      motion.



           7                     JOHN PETTEY:  Roll call please.



           8                     JODY BOEDING:  Roll call on the



           9      motion.  Miss Colombel.



          10                     LORETTA COLOMBEL:  Aye.



          11                     JODY BOEDING:  Miss Gonzales?



          12                     MARY GONZALES:  Aye.



          13                     JODY BOEDING:  Mr. Eidson?



          14                     TERRY EIDSON:  Aye.



          15                     JODY BOEDING:  Mr. Alvey?



          16                     DAVID ALVEY:  Aye.



          17                     JODY BOEDING:  Mr. Milan?



          18                     ROBERT MILAN, SR.:  Aye.



          19                     JODY BOEDING:  Mr. Pettey?



          20                     JOHN PETTEY:  Aye.



          21                     JODY BOEDING:  Motion carries.



          22                     KATHRYN PETERS:  Mr. Zakoura or



          23      Mr. Yarnell, if you have anything else to put



          24      before the Board this evening, let me know.



          25      Otherwise, I think we'll ask the hearing officer
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           1      to continue the hearing to a date to be



           2      determined.



           3                     JAMES ZAKOURA:  Thank you.  I



           4      have nothing further.



           5                     RICK YARNELL:  I do have one



           6      question.  It's my understanding tonight that



           7      you have approved as you called it interim rate



           8      increases for the years 2011, '12 and '13 to



           9      electric base revenues and that's 7 percent or



          10      so for those years of base revenues subject to



          11      the design of cost of service?



          12                     LORETTA COLOMBEL:  Correct.



          13                     RICK YARNELL:  That does not mean



          14      across the board?



          15                     LORETTA COLOMBEL:  Correct.



          16                     ROBERT MILAN, SR.:  No, no.



          17      That's clear.



          18                     TERRY EIDSON:  Thank you.



          19                     PHILLIP CARSON:  Ladies and



          20      gentlemen, that -- the rate hearing is continued



          21      subject to call to be rescheduled.  I think



          22      that's it.  Thank you.



          23                     DON GRAY:  Thank you, Mr. Carson.



          24                     PHILLIP CARSON:  You bet.



          25                     DON GRAY:  Item 18 is board
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           1      comments.



           2                     JOHN PETTEY:  Miss Gonzales?



           3                     MARY GONZALES:  I have no



           4      comments.



           5                     JOHN PETTEY:  Miss Colombel?



           6                     LORETTA COLOMBEL:  I just want to



           7      thank the staff and the intervenors, Mr. Zakoura



           8      and Mr. Yarnell, Black & Veatch.  I know



           9      everybody has -- has worked and worked and



          10      worked and I -- and I have to compliment the



          11      Board.  I think we have worked just as hard.  So



          12      thank you all and thank you Board I think we're



          13      -- I am -- I am pleased that we've had a full



          14      affirmative vote from the Board to move our



          15      utility forward.



          16                     JOHN PETTEY:  Mr. Milan?



          17                     ROBERT MILAN, SR.:  I just want



          18      to thank the Board for their concern and



          19      consideration of the job that's before us.  It's



          20      a tough decision to make.  Sometimes not



          21      properly, but that's what we are here to do the



          22      best we can do under the circumstances, and I



          23      appreciate listening to the testimony so we can



          24      be clear in the direction we're supposed to be



          25      going here.  Thank you.
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           1                     JOHN PETTEY:  Mr. Alvey?



           2                     DAVID ALVEY:  Again, I think that



           3      the work that everyone has done we're -- what



           4      we're trying to do and what we will accomplish



           5      is we will rebuild the infrastructure of the



           6      BPU.  We will provide reliable power and water.



           7      We will secure the utility into the future.



           8                     JOHN PETTEY:  Mr. Eidson?



           9                     TERRY EIDSON:  I have no



          10      comments.



          11                     JOHN PETTEY:  I would only say I



          12      agree with what the rest of the board members



          13      have said and thanks for their time spent and



          14      thank you for -- intervenors for their time and



          15      our -- our staff.  Mr. Gray?



          16                     DON GRAY:  Also representing



          17      staff I certainly want to thank the Board for



          18      their consideration and also allowing us to move



          19      forward.  I know these are difficult decisions



          20      for a Board to make in raising rates and we



          21      can't thank you enough for your due diligence.



          22      Also want to thank Jim Zakoura, his comments



          23      this evening, Rick Yarnell, his comments, and



          24      also Black & Veatch for being in attendance.  Ed



          25      Overcast, we had to ask him to come in from out
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           1      of town on an emergency to get here and he was



           2      happy to do that for us and I can't thank Ed



           3      enough for that.  Also want to thank Kathy



           4      Peters again for representing us.  I appreciate



           5      it.



           6               Just staff for all the hard work.  I



           7      know a lot of hours with all the -- the data



           8      requests and all the information that was



           9      requested.  It takes a lot of time and effort to



          10      put all that together and I just want to thank



          11      staff for being able to -- to meet the deadlines



          12      and to get the information out.  Again thanks



          13      for all your hard work and that's all I have.



          14                     JOHN PETTEY:  The next item we



          15      have an executive session to discuss a legal



          16      matter not to exceed a half an hour.  Entertain



          17      a motion to go into --



          18                     LORETTA COLOMBEL:  Will there be



          19      anything --



          20                     JOHN PETTEY:  No, there will be



          21      no vote after the -- after the session and 20



          22      after.



          23                     MARY GONZALES:  I move we go into



          24      executive session not to exceed 30 minutes.



          25                     JOHN PETTEY:  It's twenty-five
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           1      after.  That will work?



           2                     LORETTA COLOMBEL:  Second.



           3                     DAVID ALVEY:  Second.



           4                     JOHN PETTEY:  All in favor?



           5                     (Board responds aye.)



           6                     JOHN PETTEY:  Opposed?



           7                     (No response.



           8                     JOHN PETTEY:  Motion carried.



           9               (Proceedings concluded at 7:19 PM.)
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