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_ from which [ received a Bachelor of Scicace degree in Business Administration, majoring in

=II* operating within the state of Missouri. 1 have lissad cases in which I have previously filed

REBUTTAL TESTIMONY
OF
STEPHEN M. RACKERS
UNION ELECTRIC COMPANY

CASE NOS. E0-95-400, EA-95-416 and EM-96-6 °

Please state your name and business address.

Stephen M. Rackers, 906 Olive Strect, Suite 330, St. Louis, Missouri 63101.

o » 0

By whom are you employed and in what capacity?
A. 1 am an Assistant Manager of Accounting in the St. Louis office for the

Missou-i Public Service Commission (Commission). T e

Q.  Please describe your educational background.

A I graduated from the University of Missouri at Columbia, Missouri in 1978,
Accounting. | hive passed the Uniform Certified Public Accountant examination and am_
currently licensed in the state of Missouri,

Q.  What has been the nature of your duties while in the employ of the
Commission?

iL Undutheduachmcf?thmgerofAmmmnng.lrwwpamcdam e

usistad in audiis and exa.m of the boolu and recods of public utility companies ..

testimony on Schedule 1.

Q. Whatis the purpose of this rebuttal testime:? Exhibit No. __3
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Rebuttal Testimony of
Stephen M. Rackers

. A. Thepumoseofﬂﬂnebumlmtﬁmnyiswuddtead\edimtmﬂmyof
Ution Electric Compay (UE) witness Ketmeth L. Schmidt end Black River Elecu'lc

Coopemﬁfc(Bhd: Rmr) wizess John C Fafrh. regarding the proposed transfer of gervice

 temitories. customers and fxcilitics (transfer) between UE and Black River. My testimony will

address the transfer from an economic viewpoint. 1 will also bricfly discuss the accounting -

catries which will be used to record this transaction.

Q.  What benefits have the witnesses for UE and Black River listed in support of
the transfer?

A.  On pages 4 through 6 of his direct testimony, Mr. Schmidt discusses the

benefits of the transfer:

I, Improvement in operations by obtaining 8 meore consolidaiod
distribution service territory,
Improvement in system planning with more certainty regarding load
growth and facility utilization,
Reduction i the duplication of facilities and new customer confusion,
Elimination of budgeted projects at the Piedmont substation, and
Consolidation of work offices from three to two.

Q.  Has UE provided the Staff with any quantification of these benefits?

A.  Yes. UE has quantified the amount associated with the elimination of the

budgeted projects at the Piedmont substation. Approximately $270.000 will be eliminated

from the construction budget as a result of the transfer.

- Page 2-
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. The Staff requested & quantification of other benefits reatized by UE as a result
of the transfer. In response, UE stated that it was virtually impossible to quantify these
benefits at this time,

Q.  What costs have been identified as a result of the transfer?

A, Onpage S and Schedule 2 of his dircet testimony, Mr. Schmidt discusses the
loss of nearly 6,000,000 KWH of load and more than $400,000 of reveauc as & result of the
transfcr_. Partially offsetting this loss in revenue would be a reduction in fucl cost and
expected higher growth in the Black River service area being exchanged for the UE service

In mpomwnSuffrequestg,UEdsomtedthnthmwuddbccom

T ————————————.
involved in implcmenting the agreement. However, UE stated that these costs are very

difficult to quantify.
iz Q. Havcyouli&n‘ptedbulcul&eﬂ:enetbenditoroostuwduedw&hﬂ:is

transaction? ~

“

A. —Yes. Attached to miy testimony as Schedule 2 is a calculation of the net cost

associsted with this sale over a twenty-year time frame.
Q. Please explain Schedule 2.
A. Schedule 2 shows the revenue realized from the current UE service area, the

revenue realized from the current Black River area, the savings associated with the

elimination of budgeted substation construction and the change in fuel cost associated with

the difference in KWH sales,

Q. How were the estimated revenues calculated?

- Page3-
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A.  Based on discussions with UE, the 1994 revenues in the current Bisck River -
scrvice area have been escalated by 2% to reflect the estimated growth rate. The revenues
in the current UE service area remain unchanged reflecting UE's estimate of litle, if any,
expected growth in this territory.

Q. How were the amounts associated with the budgeted substation and fuc!
savings calculated?

A. 1 have estimated the change in fuel cost based on an average price of $.0175
per KWH. This value per KWH was taken from a recent UE monthly financial report and
was applied to the difference in anousl KWH.

In addition, 1 have included the savings associated with the budgeted

e e e ., |
substation construction cost based on a revenue requirement factor of 16%.

Q. Please explain the net present value calculstions,
-A.  lhuve calculsted the net present value of the change in net revenues assuming

" various discount rates and time frames. 1 believe it is appropriate to examine the results on

a net present value basis considering the long-term nature of the analysis.

Q.  What are the results of your calculations?

A, The results show a negative short-term eﬁ‘.ectoneamingsandmincrusing
positive earnings effect in the future. On a net present value basis, the calculations show a
range of nevative and positive net present values depending on the time period examined and
the assumed discount ratc. Based on the long-term results of the analysis, the Staff belicves

the transfer is not detrimental to the public interest from an economic viewpoint.

- Paged -
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Q.  What is the Staffs recommendation regarding the financial results of the

S M Sy

,~zf_v_.:;é{

transfer?

A.  The Staff rcommends that this item be examined as part of the StafTs
calculation of annual sharing credits in UE's current Experimental Alternative Regulation Plan
approved by the Cormmission on July 21, 1995. Adjustments to book eamings, that are based
on more current data can be proposed, if necessary, at that time. The Staff believes this
approach is fair and reasonsble since UE is participating in a three-year experimental rate
program wlu'c\hwm include any sho;t-tcrm negative effect on eamings resulting from the

transfer. The expected increased positive carnings effect of the transfer will not be realized

unti] after the experimental rate program has expired. An adjustment to ameliorate the short-
I e .

term negative effect on eamings, if warranted, should be considered as pnﬁ of the annual

€.p L unental program eamings revies,
E N — TTTe—
- Q. What accouniing enimies will UE use to record this transaction?

A.  Theassets received from Black kiver will be valued at an amount equal to the
assets transferred by UE.  This accounting treatment appears reasonable since the transferred
assets are similar in nature and are exp-~ted to be of approximately equal value.

Q.  Does this conclude your rebuttal testimony?

A. Yes, it does.







WL LT

.IEMWQ’

STEPHEN M. RACKERS o e

Bowling Green Gas Company GR-78-218 .
Ceatral Teiephone Company TR-78-258 |
Empire District Electric Company ER-79-19
Fidelity Telepbone Company | TR-80-269
St. Louis County Water Company WR-80-314 |
Union Electric Company ER-81-180 ]
Laclede Gas Company GR-81-245 |
Great River Gas Company GR-81-353
Union Electric Company ER-82-52
Laciede Gas Company GR-82-200
St. Louis County Water Company =R
Union Electric Company ER-83-163
Union Electric Company ER-84-168 i
g Arkansas Powes snd Light Company ER-85-20
~ ~ “Kansas City Power and Light Company ER-85-128
Askansas Power and Light Company B ER-85-265 b
Union Electric Company EC87-114 R
Union Electric Company o GR-87-62
Southwestern Bell Telephone Company TC-89-14
St. Louis County Water Company WR-89-246
Laclede Gas Company GR-90-120
Missouri Cities Water Company WR-91-172
St. Lonis Cosmty Water Company ‘ .. WR<91.36}
" Luieds SecComgany | GR-92-165
* Mi GR-92-314
WR-92-204
"7 St. Lonis County Water Company WR-94-166

SCHEDULE 1
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Wﬂmm 20 years 14% discount

-y

2 3 4 § ¢ 7 ] 9 10
472 $2,708,522 $2,759,632 $2.814,825 $2,871.121 $2.928.544 $2.967,115 $3,046.857 $3,107.794 $3,169.950
!M 3035384 3,035384 3.035384 3035384 3035384 3035384 3035384 3035384 3,035,384

912} (J29862) (275,752) (220550) (164.263) (108540) (48269) 11473 72410 134566

91842 78.958 85811 52,404 BT 24790 - 10552 (3.961) (18,784) (33,862)

(5247.869) ($207.708) ($168,740) ($124.958) (36233C) ($38.861) $5482 $50.712 306,848 $143.904
(8247.869) ($455,576) ($622,316) ($747.271) ($829.608) (3960,486) ($362.984) ($812.272) ($715.425) ($571522)

11 12 13 14 15 1. 17 18 19 20
$3.233,349 53,296,018 $3,.262.976 $3.431,258 $3.400.881 3,560,878 33,641,278 $3,714,102 $3,788 384 $3,8684,151
3,035384 3,035384 3,035,384 2,038,384 3035354 3038384 2,035384 1035334 3,005284 3,035,384

200 43,200 43,200 43,200 43,200 43,200 43,200 43,200 43,200 43200 .

197065 262632 328502 305872 464497 534404 805892 678,718 753,000 B28,787
43,200 43,200 43,200 43,200 43,200 43,200 43,200 43,200 43,200 43,200
(49.263) (64972) (80995) (97.338) (114.009) (131.012) (148,358} (166.047) (1B84,081) (202.407)

NPY Revenue Differenct: 20 years 1o'sm

. NPV Revonie Difference 15 years 14% discount

$191.902 $240.860 $200.797 3341733 $303,688 $446.602 $500,738 3555871 $612.108 3869471
{$379.620) ($138,780) $152,037 $403,770 $B87 450 $1.334,141 $1,834 876 $2,390,747 $3,002,855 $3.872,326
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(63.293)

" (329,410)
(387.335)
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M-, Stephen M. RaczXers
isst, Manager, Zcceunting
Missouri Public Service Coxx=’n.
€2f Olive Streset - Triscs Bld:.
Svite 330
<. Louis, O 63101
_ Deaxr Mr. Rackers:
\
The purpose of this letter Is fo respend tc your recent
inforzz2l data rescuests ¢ end 5, T =
The reguest on item 4 wz2s to "zprevide any guentificaticen
cf cost benefits -ezlizel by UZ 25 2 result of this
Territorial Agreesment." It is very €ifficult to
R 2 eccurztely rredict numerical costs and henefits from this
J 4 - - --@gTeerent. In past agreenents, I believe we hzve been
zble <o Identily substeiions and other fazcilitles that

wotld be foregcne in the event the Territcrlial agreement
wvas arproved. This agreezent 1s not such & caése. The

costs ané bs=nefiils 2re ncre general in pature.

There will be chvipus berefits fronm the zgreezent. The
=ost cbvious cost benefi<c is the service efflc encies
esuliinc frcm the acreezant. The cozl cf this agreement

is To consolidate the Compeny’'s service Territory. It
stands tc rgascn that if <he Company consclidates its
service responsibilities o a2 nmore ccmpact arez there
w11l be resclting ffic‘e:c;es. The nzny other bepefits
¥r. Schmidz lists Irn his testizanmv hava 3 crezter or

it is virteally izopossible teo

27 this time.

st

.esser COs+ bensefii. Sz
ci2ntify these tens s

There will zlso be cbvigus costs Involved in i:plementing
this agreepsnt--transaciicnzl costs such 2s actually
";“ch;nu the custoners from cne suvppller to the other.
In t2lxing o Xen Schrmiiz, he advises that these costs
ET€ VeIV c1__1c;l: t2 cuzntily since, In the rrocess of
~he treansactiion, there are &lveays unexpected
clrzunstances that zrise In the csusse of the Transier.

ZItex no. 5 reguestec that the Company "provicde any
anzlysis perforned by UZ Zo calculzte the probability of
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expected lozd grow:ih, expected rezlization timeframes and
the cuantification of the resulting increase in realized
revenue in the Territory zccuired through this
tcgreement.” The CTcrmoany has not conducted any such
analysis, It is &ifficult tc 2ssess on such 2 localized
basis the exvecteZ lcad crowth. I believe the point in
Mr, Schmidt’s testimony regarding load growth was o
indicate the sigrnificence of the difference between the
loaés beirng civen Zo Black River and the lcads being
given o UE. &n isclated, significant industrial

usteomer locating In the cne supplier’s service territory

coeld cutweich the diffsrence in load totals.

o> Xenney in cur Contreiler’s

T’ve keen in cecntazt with 3o
function &nd he has advised me tha% he will respond to
your data reguestis 1 through 3. e ———— .

IZf you have any &iiiticonzl cuestlions, bplez2se cContact ne
2t the above nunier.

Davié C. Linton

Ttorneyv
cc: XK. L. Schniiz
R. J. Kenney

bzc: J. C. Thozrsen
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