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STAFF’S SUGGESTIONS IN SUPPORT OF

UNANIMOUS STIPULATION AND AGREEMENT

COMES NOW the Staff of the Missouri Public Service Commission and for its suggestions in support of the Unanimous Stipulation and Agreement filed March 16, 2004 in these above-captioned cases states:

1.
Commencing before hearing of these above-captioned cases and continuing during hearing, the parties negotiated a settlement addressing all of the issues they had raised to the Commission for decision.  On Friday, March 12, 2004 Aquila, Inc., Public Counsel and the Staff of the Commission advised the Commission that the parties had reached an agreement in principle.  On March 16, 2004 Aquila, Inc. filed the document in which the agreement in principle was reduced to a written and executed document—the Unanimous Stipulation and Agreement.

2.
The parties have agreed to use their best efforts to achieve implementation of the Unanimous Stipulation and Agreement with tariffs effective April 15, 2004.  Further, the parties agree that the Commission is to order Aquila to file tariff sheets in the form of the tariff sheets that are included in the Unanimous Stipulation and Agreement and that those tariff sheets are to be effective on the effective date of the Commission’s order approving the Unanimous Stipulation and Agreement.  The parties also agree that Aquila should be relieved from the Commission’s requirement expressed in a prior order that L&P steam operation expenses be expensed monthly and that, instead, Aquila is to annually conduct a steam operation study and report the results of that study to the Staff and Ag Processing, Inc.

3.
If the Commission approves the Unanimous Stipulation and Agreement, Ag Processing, Inc. and Public Counsel are to dismiss with prejudice any actions with respect to the merger between UtiliCorp United Inc. (now Aquila, Inc.) and St. Joseph Light & Power Company when the Commission’s order becomes final and unappealable.  In particular, Ag Processing, Inc. and Public Counsel have agreed as follows:

Specifically, AGP and the Public Counsel agree to dismiss, with prejudice, State of Missouri ex rel. AG Processing Inc., and the Missouri Office of the Public Counsel v. The Missouri Public Service Commission and the Commissioners Thereof, Cole County Circuit Court Case No. 04CV323493; further, no signatory to this Stipulation and Agreement shall pursue rehearing or judicial review with respect to the Commission’s Second Report and Order issued in Case No. EM-2000-292 on February 26, 2004, and effective March 7, 2004, and any such application for rehearing or judicial review then pending shall be dismissed with prejudice.  Further, no signatory to this agreement shall challenge the validity of the tariff filings made by Aquila, Inc. on July 3, 2003, and docketed as Case Nos. ER-2004-0034 and HR-2004-0024 and the tariff filing made by Aquila, Inc. on August 1, 2003, and docketed as Case No. GR-2004-0072, with respect to the legal authority of Aquila, Inc. to make such filings.  Furthermore, the Public Counsel agrees to withdraw, with prejudice, the Motion to Dismiss which it filed with the Commission in Aquila’s currently pending gas rate case, Case No. GR-2004-0072.

Additionally, Aquila agrees that it will not seek a general increase in the retail electric or steam rates of its MPS and L&P operating divisions for a period not to exceed thirteen (13) months after the effective date of the tariffs the parties have agreed that the Commission is to order to become effective on the effective date of the Commission’s order approving the Unanimous Stipulation and Agreement and, further, that no increase in said rates shall become effective any earlier than the date that the IEC terminates, unless there is the occurrence of a significant, unusual event that has a major impact on either or both of said operating divisions such as:

· Terrorist activity or an act of God;

· A significant change in federal or state tax laws; or

· A significant change in federal or state utility or environment laws or regulations.

4.
In the table following the Staff sets out its comparison of the revenue requirement for those issues, aside from the interim energy charge based on its recommendations and as set out in the Unanimous Stipulation and Agreement:

	
	MPS electric
	L&P electric
	L&P steam
	Total

	Staff’s Filed Revenue Requirement Increase Based on $4.00 gas & 8.15% ROR.

	$6,973,230

	$2,711,764

	$872,489

	$10,557,483

	Staff’s Updated Revenue Requirement Increase based on $4.00 gas and 8.15% ROR.

	$8,273,165
	$2,785,230
	$877,979
	$11,936,374

	Staff’s Updated Revenue

Requirement Increase based on

$3.50 gas & 8.32% ROR.

	$5,298,688
	$2,333,551
	$342,367
	$7,974,606

	Unanimous Stipulation and Agreement Increase based on $3.50 gas.
	$14,500,000
	$3,250,000
	$1,300,000
	$19,050,000


5.
Due to the volatility in the price of natural gas that is used as fuel to generate electricity and steam, and the volatility in purchased power costs, the Staff agreed with the other parties, in Appendix A to the stipulation and agreement, to an interim energy charge, with a refund mechanism.  In testimony, the Staff recommended the use of an interim energy charge like that adopted by the parties.  Compared below are the interim energy charge revenue impacts
 of the Staff’s original position and those of the stipulation and agreement:

	
	MPS electric
	L&P electric
	L&P steam
	Total

	IEC Amounts Proposed by Staff


	$20,708,832
	$2,894,273
	$2,203,402
	$25,806,507

	Unanimous Stipulation and 

Agreement IEC

($3.50 gas)
	$16,100,000
	$2,400,000
	$0
	$18,500,000


In addition, the Staff believes that a more appropriate rate design for the IEC has been achieved by the agreement of the parties than was proposed in Staff’s testimony, which testimony did not propose to modify the previous rate design agreement.

6.
In comparison to the impacts of the stipulation and agreement set forth above, the tariffs that Aquila, Inc. filed July 3, 2004 were designed to increase rates to yield $65,000,000 annually from Aquila’s MPS electric customers, $14,639,000 from Aquila’s L&P electric customers and $1,340,000 from Aquila’s L&P steam customers, exclusive of applicable fees and taxes.

7.
Although the overall rate increase that the parties have agreed to is more than the Staff would have proposed on its own, the customers that will bear the increase were well represented by the other parties in this case and, therefore, the Staff supports the result.

8.
In the Unanimous Stipulation and Agreement the parties have agreed that, if the Commission approves the Unanimous Stipulation and Agreement, the pre-filed testimony may be admitted as evidence, without need of the witnesses appearing.  Further, in such circumstances, the parties have also waived their rights to oral argument, briefing and to seek judicial review.

9.
Although most of the revenue requirement aspects of the settlement cannot be assigned to specific issues, aspects of the settlement are specific.  Those aspects of the settlement are related generally below.

10.
L&P steam customer Ag Processing, Inc. obtains a special contract for a period of five years, with one-year renewals, that discounts its service from the L&P steam tariffs by up to $420,000 a year based on an agreed upon load factor and usage level; however, Aquila is to obtain no benefit from this special contract in future ratemaking determinations, i.e., the discount will not be recovered from other customers.  Ag Processing’s previous special contract discounted its service by more than $600,000 annually.

11.
The parties have addressed implementation of the interim energy charge and the refund mechanism for the interim energy charge in Appendix A of the Unanimous Stipulation and Agreement.  The Staff believes that the issues it foresees might arise in the future regarding implementation of the interim energy charge and refund mechanism are adequately addressed in that appendix.

12.
Aquila has agreed to provide the quality of service and reliability reporting that the Staff requested in its filed case.  Further, Aquila has agreed to respond to inquiries from the Staff’s Consumer Services Department within three (3) business days, except for interruption of service issues, to which it is to respond within twenty-four (24) hours.

13.
On the issue of depreciation, Aquila has agreed to implement the depreciation rates and average service lives proposed by the Staff as well as the jurisdictional net cost of removal that the Staff advocated in its case.  While Aquila has not agreed to book all net cost of removal as an expense as the Staff proposed, the compromise to book up to the current jurisdictional net cost of removal as an expense and any differing amounts to the accumulated depreciation reserve reflects the collection of net cost of removal of retired plant on a current basis and assures that consumers will not be paying significant sums for cost of removal expenditures when Aquila has not been making such expenditures.

14.
Aquila has agreed to the Staff’s filed position on most miscellaneous charges for electric service and the other miscellaneous charges are, in the Staff’s view, both supported and just and reasonable.

15.
Aquila has agreed to fund weatherization and other energy programs without impact on customer rates; thereby promoting social policies, but not at ratepayer expense.

16.
In an earlier non-unanimous stipulation and agreement that became unanimous by operation of Commission rule, the parties agreed that, due to the pending class cost of service rate design case for Aquila, Case No. EO-2002-384, any rate increase, with certain exceptions noted, is to be implemented by proportionally changing existing rates.  In this agreement all parties agree to use the Staff’s billing determinants to develop the rates resulting from the global settlement.

17.
In addition to agreeing to continue the existing process of presenting its integrated resource plans semiannually to the Staff and Public Counsel, Aquila has agreed to expand the audience to those presentations.  Further, Aquila has agreed to provide detailed resource plans every two years that covers at least a ten-year planning horizon and includes load forecasts, plans to meet that forecasted load and other details regarding Aquila’s longer term resource needs.  Aquila also has agreed to maintain the information it has aggregated regarding the Aries plant until the Commission determines there is no longer a need for Aquila to do so.

18.
Aquila is to undertake a study of its MPS division to obtain detailed information needed to evaluate the Staff’s method for determining regulated income tax expense for Missouri ratemaking purposes 

19.
Aquila has agreed to use the ERISA minimum contribution for determining pension cost for ratemaking purposes.  Any difference between Aquila’s actual minimum contributions and the amount included in cost of service in this case will be tracked and accumulated in a regulatory asset and/or liability account which will be amortized over five years in Aquila’s next rate case.  This tracking mechanism will ensure that Aquila recovers the necessary contributions to adequately fund its pension plan.  The change from FAS 87 to the ERISA minimum contribution necessitates an amortization of a portion of the existing prepaid pension asset.  That existing prepaid pension asset represents negative pension cost flowed back to ratepayers in prior years.  A negative pension cost, which can occur under FAS 87, will no longer occur under the ERISA contribution method.  

20.
Aquila agrees that in future rate cases, its will not seek a cost of capital higher than a group of comparable electric utilities with an investment grade rating until both (1) Aquila has an investment grade rating and (2) a company-specific discounted cash flow analysis can be performed on Aquila.

21.
Aquila and Public Counsel are to meet in an effort to resolve Public Counsel’s concerns with respect to the form in which it obtains information contained in Aquila’s books and records.

22.
The Unanimous Stipulation and Agreement includes the typical provisions that it is being entered into solely for resolution of the issues in the cases, that does not constitute approval or acquiescence of any party to any ratemaking or procedural principle and that it is not binding, except as expressly specified in the agreement.  Further, it provides that if the Commission does not unconditionally accept the agreement, then the parties are left in the same position as they were in when they entered into the agreement.  Additionally, the agreement provides that if the Commission unconditionally accepts the agreement then the parties, for purposes of these cases only, waive their respective rights (1) to present oral and written argument, (2) to require that the Commissioners read the transcript of those portions of the hearing that Commissioner did not attend, (3) to seek rehearing and (4) to seek judicial review.

23.
While the Unanimous Stipulation and Agreement includes an integration provision that accurately states that the agreement incorporates the agreements of the parties on all issues that the parties presented to the Commission as issues to be decided in Case Nos. ER-2004-0034 and HR-2004-0024 and that were not resolved in the stipulation and agreement pertaining to rate design and class cost of service filed in Case No. ER-2004-0034 on December 16, 2003, the Staff is aware of a separate agreement between Ag Processing, Inc. and Aquila that includes notice of sale, notice of ceasing to take service and quality of service requirements all relating to L&P’s steam operations.
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� Staff’s midpoint recommended rate-of-return.


� From Staff’s February 27, 2004 reconciliation filing.


� From Staff’s February 17, 2004 reconciliation filing.


� From Staff’s February 13, 2004 reconciliation filing.


� Staff’s midpoint recommended rate-of-return and updated to include adjustments for specifically settled issues.


� Updated to include adjustments for specifically settled issues, gas price and Staff’s maximum rate of return.


� The interim energy charge, although collected from customers in rates, is subject to refund.
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