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* * * * * * * * * *

The purpose of my testimony, and that of my associates, Mr. James R. Pozzo and Mr. William M. Warwick, is to address the Commission Staff's position in several areas of this case, as follows: 

· Customer Growth Adjustment - Doyle Gibbs

· Loss Factor Adjustment / Jurisdictional Allocations and Methodology - Alan Bax

· Rate Design-James Watkins and Janice Pyatte / Sales and Revenues-Janice Pyatte

Customer Growth Adjustment - The Staff proposes to increase the test year (July 2000-June 2001) customers to the number of customers on September 30, 2001, and by that adjustment impute $18 million of "phantom" revenues, net of taxes, which the Company did not realize during the test year, and will not realize in total, if at all, until at least September 30, 2002.  Staff's cost allowance for serving such additional customers consisted of average fuel expense, ignoring the fact that incremental growth will be supplied at incremental fuel costs that are often twice the magnitude of average costs.  In addition, the Staff also ignored numerous other obvious direct costs required to serve additional customers such as meter reading, billing, postage, customer accounting, call center, credit and collection and distribution operating expenses.  Significantly, the Staff also excluded any consideration of its customer growth adjustment from its Missouri jurisdictional demand and energy allocation factor calculations, resulting in no demand or energy costs allocated to Missouri for such growth. The Staff's proposed customer growth adjustment violates the test year and update provisions ordered by the Commission in this case as it imputes revenues and sales into the test year that the Company will not fully realize until September 30, 2002, if at all, and should be rejected for that reason alone.  Even if considered, however, the growth adjustment suffers from the serious deficiencies of failing to properly provide for the direct costs associated with serving additional customers.  Moreover, Staff ignores the impact of their growth adjustment upon both the Missouri jurisdictional demand and energy allocation factors, which totally ignores production and transmission fixed costs and under allocates energy costs to Missouri. 

Loss Factor - The kilowatthours associated with the Staff's customer growth adjustment were adjusted only for average losses, which understate losses for the secondary voltage residential and general service customers that constitute most of this adjustment.  As a result, the Staff's production cost model used to determine the additional fuel cost of these understated system requirements, also understated the fuel cost for these customers.

Jurisdictional Methodology and Allocations - Staff recommends the use of the twelve monthly system coincident peaks (12 CP) allocation methodology in arriving at the Missouri jurisdictional demand allocation factor.  The Company's monthly peak demands that Staff relied upon in making this recommendation do not support the use of this methodology.  Using this same data with three standard tests, established by the Federal Energy Regulatory Commission (FERC), demonstrates conclusively that the 12 CP jurisdictional allocation methodology is not appropriate for the Company, but that a 4 CP or 3 CP methodology is appropriate.  Significantly, the Staff excluded any consideration of its proposed customer growth adjustment from its Missouri jurisdictional demand and energy allocation calculations, resulting in no allowance for Missouri demand costs and an under allocation of energy costs to Missouri for such growth. 

Rate Design - The Staff proposed to allocate any class rate reductions resulting from this case on the basis of a stipulation in the Company's last rate design case.  That stipulation is non-binding in this case and was based upon an out of date test year ending September 1996.  The Company's overall revenues in this case should be distributed to customer classes by initially equalizing class rates of return, based upon the class cost of service study sponsored by Mr. Warwick, and then assigning any additional revenue adjustments on the basis of the allocated rate base of each class, as also determined by Mr. Warwick's analysis.  The results of these steps are outlined in Schedules 6 and 7 of my testimony.  The specific class rates that result from the first step of equalizing class rates of return are contained in my Schedules 11-15, based upon the Company's current level of total Missouri revenues.  Subsequent schedules reflect a proposed revision of Rider E applicable to customers with generation, a new proposed optional Rider RDC for enhanced distribution system reliability service and a proposed revision to index the rate of interest paid by the Company on customer deposits.   

Sales and Revenues - Sales, revenues and rate billing units, for the twelve month ending June 2001 test year, were developed by Mr. Pozzo based upon the Company's weather normalized sales and are provided in his Schedules for use in the subsequent design of final rates as a part of this case.  This twelve month test year is in accord with similar work performed by the members of the Staff responsible for rate design, and can be used in the design of any level of class revenues that may be ordered by the Commission in this case.  In addition, a sample of the sales and revenue reconciliation report recommended by Staff in this case has been developed and is contained in Schedule 8 of my testimony.  The Company plans to continue to work with the Staff to modify this report in an effort to meet all practicable sales and revenue reconciliation requirements. 
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