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BEFORE THE STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

REBUTTAL TESTIMONY OF

F. DANA CRAWFORD

ON BEHALF OF
KANSAS CITY POWER & LIGHT COMPANY

IN THE MATTER OF THE APPLICATION OF
KANSAS CITY POWER & LIGHT COMPANY
TO MODIFY ITS TARIFFS TO CONTINUE THE
IMPLEMENTATION OF ITS REGULATORY PLAN
DOCKET NO. 07-KCPE-905-RTS

Are you the same F. Dana Crawford who submitted direct testimony in this
proceeding?
Yes, | am.
What is the purpose of your Rebuttal Testimony?
The purpose of my testimony is to rebut the testimony of Kansas Corporation
Commission (“KCC” or the “Commission”) staff witness Justin T. Grady.
Please explain your rebuttal to KCC staff witness Justin T. Grady.
First, I will rebut the testimony of Justin T. Grady concerning Production
Maintenance Expense (Adjustment 1S-2). Mr. Grady’s first proposed adjustment
concerns the proposed disallowance of the use of the Handy-Whitman Index of Public
Utility Construction Costs. Mr. Grady refers to Staff Data Request No. 216 where
Kansas City Power & Light Company (“KCPL” or the “Company”) responded that

KCPL had not performed any formal comparisons of the Handy-Whitman Index

factors against actual local experience. Although KCPL has not performed formal
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comparisons, we have conducted informal comparisons of our high-use consumables
such as metals, chemicals/ammonia, gasoline/diesel and contract labor. A recent
internal study (Schedule FDC-9) used a 3-year period June 2004 — June 2006 and
found the following average yearly inflation rates: Gasoline, Diesel = 19.8%, Metals,
materials = 25.1%, Contractors = 5.3%, Chemicals = 12.5%, and Lubricants = 13.3%.
According to Handy-Whitman, the index rate for 2004-2005 was 5.08%. In a more
recent article in Megawatt Daily dated February 2, 2007 (Schedule FDC-10) it is
quoted that 2004 fabricated steel prices have increased 30% to 40% over 2003 prices.
As can be seen from this comparison, the Handy-Whitman index, while being an
industry standard, compares very conservatively to our internal local study and
outside sources. Mr. Grady is proposing the use of a 7-year average “In-Year Costs”
without the use of any inflation index. KCPL believes that inflation over the past 7
years has been significant and while conservative, the Handy-Whitman Index is the
most appropriate industry standard. Consequently, we believe that the appropriate 7-
year average for non-labor steam maintenance, adjusted for inflation and before
application of specific adjustments, should be $25,681,974 (total company) instead of
Mr. Grady’s 7-year average of $23,735,448.

Please respond to Mr. Grady’s second proposed adjustment.

Mr. Grady’s second proposed adjustment concerns the treatment of Hawthorn

Unit 5’s sectionalized turbine overhaul expenses. At the time of my direct testimony
in this case, actual Hawthorn Unit 5 turbine overhaul costs were not available.

Because the 2007 segment of the turbine overhaul is now complete and the actual
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non-labor costs were provided to Mr. Grady in response to Staff Data Request No.
153, KCPL agrees with Mr. Grady’s adjustment of $589,518 (total Company.)

Please respond to Mr. Grady’s third proposed adjustment.

Mr. Grady’s third proposed adjustment concerns the operations and maintenance
expenses associated with the Spearville Wind Facility. Mr. Grady refers to KCPL’s
Adjustment No. 26a, where $399,102 was recognized as being already included in the
test year. Mr. Grady states that KCPL incurred $755,701 of operations and
maintenance expenses in the test year. KCPL’s Adjustment 26a is for non-KCPL
labor maintenance. The $399,102 is the non-KCPL labor maintenance included in the
test year period (see Staff Data Request No. 220). However, subsequent analysis
indicates that the annualized amount of $1,838,119 was for both operations and
maintenance expenses and that our original comparison to test year amounts was only
to wind-related maintenance expense. If the annualized amount is compared to test
year non-labor amounts for both operations and maintenance expenses, then Mr.
Grady’s proposed Kansas jurisdictional test year adjustments of $97,348 for
operations expense and $389,394 for maintenance expense are appropriate. (Note
that Mr. Grady expresses these particular adjustments only on a jurisdictional basis
using a Kansas jurisdictional allocation factor of 45.0305%, the same as used in
KCPL’s filing. If the adjustments had been expressed on a total Company basis
consistent with the Company’s filing, the adjustment to operations and maintenance
expenses would have been $216,182 and $864,734, respectively.)

Please respond to Mr. Grady’s fourth proposed adjustment.
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Mr. Grady’s fourth proposed adjustment concerns the Hawthorn Unit 6 hot gas path
inspection/overhaul. Mr. Grady is proposing using a 7-year average cost for accounts
551-554 (Mr. Grady stated accounts 552-554 but we assume this was in error). As
stated on page 9 of my Direct Testimony, KCPL added five simple-cycle combustion
turbines (“CTs”) (West Gardner 1-4 and Osawatomie 1) in 2003. The maintenance of
these units would fall into accounts 551-554. Since KCPL’s acceptance of these units
occurred in mid-year 2003, previous years would not include the costs associated
with the new CT fleet. Additionally, years 2004 and 2005 would include warranty
work and would be expected to be low in relation to a “normal” year. We proposed
using the test year for these accounts with specific adjustments, which included the
Hawthorn Unit 6 hot gas path inspection/overhaul at a normalized amount of
$116,667 (total Company). We believe this method more clearly represents a
normalized level of costs, before consideration of the combustion inspections
discussed below.

Please respond to Mr. Grady’s final proposed adjustment.

Mr. Grady’s final proposed adjustment concerns combustion inspections on the
simple-cycle CT fleet (Hawthorn Units 7 & 8, West Gardner Units 1-4, and
Osawatomie Unit 1). Although KCPL believes these costs are appropriate,
subsequent to the time of my original filing on this case, we have determined a more
effective process to conduct these overhauls. This process change has resulted in the
likelihood that the majority of these costs will be capitalized under the Company’s
capitalization policy and therefore we choose not to rebut Mr. Grady’s decision to

exclude KCPL’s proposed $385,000 (total Company) adjustment.



1 Q. Does that conclude your testimony?

2 A Yes, it does.
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F. Dana Crawford, being first duly sworn on his oath, states:
1. My name is F. Dana Crawford. I work in Kansas City, Missouri, and I am
employed by Kansas City Power & Light Company as Vice President, Plant Operations.

2. Attached hereto and made a part hereof for all purposes is my Rebuttal Testimony

on behalf of Kansas City Power & Light Company consisting of \‘\ N

(_§_) pages, all of which having been prepared in written form for introduction into evidence in
the above-captioned docket.

3. I have knowledge of the matters set forth therein. Ihereby swear and affirm that
my answers contained in the attached testimony to the questions therein propounded, including

any attachments thereto, are true and accurate to the best of my knowledge, information and

belief. % /M
v MW
F. Dana Crawford 1

Subscribed and sworn before me this@4™ day of August 2007.

Notary Public Q

My commission expires: v 2o ' RO\

L "
Nicole A. Wehry, Notary Public
Jackson County, State of Missouri
My Commission Expires 2/4/2011
Commission Number 07391200




Inflation Study Summary

Inflation has continued to climb at unexpected rates. KCPL has seen a variety of
products we purchase take an inflation jump in the last few years. The cost of many
products we purchase such as metals, chemicals/ammonia, gasoline/diesel and
contractor labor have continued to climb at rates we had not anticipated in past budget
seasons. Based on recent research we have completed on high-use products
identified, in the past year (2005) KCPL has seen approximately 7% inflation overall for
these particular products.

Below is an explanation of our inflation analysis.

Inflation Analysis

We reviewed the top 80% of expenses for 2005 and YTD through June 2006. We
researched and analyzed the invoices through the same vendor, comparing each year
to determined inflation. In some cases we were able to review items/invoices from 2004
giving us 3 years to determine inflation. Average inflation has been determined at the
following rate:

Items Analyzed Inflation %
Gasoline, Premium, Unleaded, Diesel 19.8%
Metals, materials 25.1%
Contractors 5.3%
Chemicals 12.5%
Lubricants 13.3%

Schedule FDC-9
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mostly were ldentical throughout the market footprint. Only
during one period of about 10 minutes did a grid constraint
cause some price separation, Monroe said.

The market prices can be viewed on the regional transmis-
sion organization’s web site, where locational imbalance prices
are listed under the “market information” heading.

The next important step will be the frst time market partici-
pants submit data on their activity, on a five-day lag after each
operational day. That data will be used by 5PP to determine set-
tlements seven days after the operational day - and participants
then will determine whether the system s mesting expectations
filmancially.

Beyond that, there will be more elements put in place over
the course of several months. One of the more significant steps
will be to determine — at the request of the Federal Enesgy
Regulatory Commission — the extent to which generators outside
the real-time market footprint can participate.

“That's what we're working on,” Monroe said of the FERC
request. “We're not entirely sure yet.”

SPP issued a statement saying a cost-benefit analysis by con-
sulting company CRA International estimated that SPMs balane-
ing market impact on the Eastern Interconnection would realize
$1.2 billion in production-cost savings over 10 years, more than
half of which would flow to SPP customers.

Plant construction costs on the rise... fom page 1

coal plant, clting sharply higher equipment and construction
costs. At the time, James Halnes, Westar's CEO, noted that esti-
mates for construction and equipment costs had risen to $400
million from $200 million in just 18 months.

It is not just power companies that are feeling the pinch.
The cost increases are across the board, spanning the gamut of
infrastructure projects, sald Jim Scotti, senior vice president and
chief procurement officer for Fluor, “It's a suppliers’ market,”
Scotti said in an interview. "We continue to see across-the-
board increases in fabricated structural steel and pipe, both
welded and seamless.”

As an example, he noted that in 2004 the of fabricated
structural steel increased 3059 to 40% over 2003 prices. Prices

rose an additional 5% to 15% in 2005-2006, and in 2007, Scotti
said, he expects to see another 2% to 5% increase.

In absolute terms, prices for most steel products reached
record highs in the third quarter of 2004 because of escalating
raw material costs, industry consolidation and overall leaner sup-
ply, according to Plates” Steel Markets Daily.

But the rising commuodity prices are only part of the story,
sald Soottl. "Probably more important is the stretch in dellvery
times, and they are going north in 2007.% In 2005, delivery times
for fabricated structural steel was measured In weeks, ranning
anywhere between eight and 20 weeks. In 2006, delivery of the
same product was taking 26 to 40 weeks, he sald.

The problem is that the shops that manufacture components,
such as fabricated steel, are at 70% to 100% capacity. That will
mean that it will take longer to complete projects and, If a proj-
ect has not yet started, it could cause delays, Scotti said. “The
biggest thing we tell customers to mitigate their risk is they need
to order equipment earlier in the cycle.”

Some Industries have already encountered these problems.
Delays for the oll, gas and chemical industries could continue
into 2009 and 2011, be said.

But the power industry, which 15 just ramping up for a new
cyecle of power-plant building, is in the early stages of construc-
tion planning, and, therefore, is fust beginning to burnp up
against the higher construction costs and longer lead times. The
power industry “will have to get in line," said Sootti.

In an interview, Bill McCollum, group executive and chief
regulated generation officer at Duke Energy, sald, "We are not
changing our timelines.” He admitted that if a company were
trying to fast-track a project, it could be difficult. But, he added,
“If you can lock down commitments, you could get commit-
ments to match your time slot.”

On the construction cost front, MeCollum said he would
manage Duke's costs as best he could, but the bottom line {5 that
there will be a need for more electricity and, consequently, for
more generating plants.

Cne way to manage costs, he said, is to make the company’s
existing generation fleet more efficient, so that the average price
of energy comes down. Nonetheless, sald McoCollum, it is likely
that increases in the costs of fuel, equipment and labor will put
upward pressure on electricity prices.
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