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CASE NOS. EO-95-400, EA-95-416 and EM-96-6 '

Please state your name and business address.

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

By whom are you anployed and in what capacity?

I am as Assistant Manager of Accounting in the St. Louis office for the

Q.

A.

Q.

A.

Missouri Public Service Carrtmission (Commission).

Please describe yaweducational background.

A.-	igraduated from the University ofMissouri at Columbia. Missouri in 1979.

5omwhich I received a Bachelor ofScience degree in Business Administration . majoring in

Accounting. I hi0c-passed the Uniform Certified Public Accountant examination and em

currently limned in the state of Missouri .

Q.

	

What has been the nature of your duties while in the employ of the

Commission?

assisted in audio and exaa-randioss of the books and reccrds of pubic utility ompanies

operating within thestate ofMissouri .- I have Mud cases i-v which I have previously filed

testimony on Schatile 1 .

Q.

	

What is the purpose ofthis rebuttal testimor- 1
Exhibit No.

Date

Reporter



drip-ft Electric Compacy (UP) witness Kenneth L. Schmidt and Black River Electric

fve(Black River) wsaw John C. Fare. regarding the proposed transfer ofservice

territories. customers and 6cilmes (transfer) between UE and Black River. My testimony will

address the transfer from an economic viewpoint. i will also briefly discuss the accounting

entries which will be used to record this tramaction .

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 ofthe transfer.
------ ft .dff~~_

Improvement in opeations by obtaining a more consolidated

distribution service territory.

Improvement in system planning with more certainty regarding load

growth and facility utiliution .

Reduction in the duplication offacilities and new customer confusion,

Elimination ofbudgeted projects at the Piedmont substatim and

Consolidation of work offices from three to two .

Has UE provided the Staffwith any quantification of these benefits?

Yes . UE has quantified the anoint associated with the elimination of the

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

from the construction budget as a result ofthe transfer.
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7Le Staffrequested a queediattion ofother bemRts relined by UE as a result

of the transfer. In response, UE stated that it was virtually impossible to quantify these

benefits at this time.

What costs have been identified as a result ofthe transfer?

On page S and Schedule 2 ofhis direct testimony, Mr. Schmidt discusses the

loss ofnearly 6.000.000 KWHof load and more than $400,000 ofrevenue as a result ofthe

transfer. Partially offsetting this loan in revenue would be a reduction in fuel coat and

expected higterAgpowth in the Black River service area being exchanged for the UE service

Q.

A.

v
In response to a Staff request; UE also stated that there would be costs

involved in implementing the agreement. However. UE stated that these coats ate very

4iicult to quantify .

Q.

	

Have you attempted to calculate the net bendk or cost associated with this

transaction?

A.

	

--'e: Attached to my testimony as Schedule 2 is a calculation ofthe net ehst

associated with this axle over a twenty-year time frame.

Please explain Schedule 2.

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 ofbudgeted substation construction and the change in fuel cost associated with

the difference in KWH sales.

Q.

	

Howwere the estimated revenues calculated?
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A.



Q.

-A.

s
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A.

	

Basedon discussions with UE, the 1994 revenuer in the concc Black River

service area have been escalated by 274 to reflect the estimated growth rate. The revenuer

in the current UE service area remain unchanged reflecting UE's estimate oflittle. If any.

expected growth in this territory .

Q.

	

How were the amounts associated with the budgeted substation and fuel

savings calculated?

1 have estimated the change in fuel cost based on an average price of f.0175

per KWH. This value per. KWH was taken fiom a recent UE monthly finsocial report and

was applied to the difference in annual KWH.

In addition. I have inchded the savings associated with the budgeted

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

Please explain the net present value calculations .

I have calculated the net pteseat valueofthe change in act revenues assuming

various discount rates and time f}mxs. I believe it is appropriate to examine the mutts on

a net present value basis considering the long-term nature ofthe arMIYSIL

What are the results ofyour calculations?

The results show a negative short-term effect on earnings and an increasing

positive earrings effect in the future . On a net present value basis, the calculations show a

range ofnegative and positive net present values dependingon the time period examined and

the assumed discount rate . Based on the long-temr results ofthe analysis . the Staff believes

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



Q.

transfer?

A .

calculation ofannual sharing credits in UE's current Experimental Alternative Regulation Plan

approved by the Commissionon July 21 . 1995 . Adjustments to book earnings. that are based

on more current data can be proposed, ifnecessary, at that time. The Staff believes this

approach is fork and reasonable since UE is participating in a three-year experimental rate

program which svill include any short-term negative effect oil earnings resulting from the

transfer . The expected increased positive comings effect ofthe transfer will not be realized

until after the eWimental rate program has expired . An adjustment to ameliorate the short-

term negative effect on earnings . if warranted, should be considered as part of the annual

C'.;t.Jllia~~l prop= comings Mvim:.
t

What accotcuing tE;Vries snll UE use to mead this tramaction?

The assets received from IIIadc ki"3
will

be valued at an amount equal to the

xtramfarvdby UE. 'Ibis accounting treatment appears reasonable niece the transferred

assets are similar in nature and are en--W to be ofapproximately equal value.

Does this conclude you- rebuttal testimony?

Yes, it does .

The Staff recommends that this item be examined as part of the Staffs
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STEPHEN M. PACKERS

fanam
Bowling Green Gas Company

Central Telephone Company

Empire District Electric Company

Fidelity Telephone Company

St. Louis County Water Company

Union Electric Company

Laclede Gas Company

Great River Gas Company

Union Electric Company

Laclede Gas Company

St. Louis County Water Company

Union Electric Company

Union Electric Company

Arlunsv Powex "nd Light Company

-Kansas City Purerand Light Company

Arlransar Power and Light Company

Union Electric Company

Union Electric Company

Southwestern Bell Telephone Company

St. Louis County water Company

Laclede On Company

Miawuri Cities Water Company

St. LtVX+ Cn, unity Water Company

Missouri Pipeline Company

St. Louis County Wattr Company

SL Louis County Water Company

Cam NL bur

GR-78-218

TR-78-238

ER-79-19

TR-80-269

WR-80-314

ER-81-180

GR-81-243

GR-81-333

ER-82-52

GR-82-200

ER-83-163

ER-84-168

ER-83-20

ER-83-128

ER-83-263

EC-87-114

OR-87-62

TC-89-14

WR49-246

GR-90-120

WR-91-172

WR-91-361

GR-92-165

GR-92-314

WR-92-204

WR-94-166

SCHEDULE I



Curs" Union Elecsk Mw

Revenue Dibewme

ECO14Orc uuLYS1s of 11NN314 ELECTRIC COMPA rs PROPOSED TRANSFER TO SLACK RNER

3 4 5 s 7 6 9 16

Curwt Black Rivw/4sri

	

$2,6*.472 =2,706,522 $2,759,832 $2,814.825 12.871,121 $2,928,544 $2,987,115 $3,046.857 $3.107.794 33.169.950

,384 3,036,384 3.035,364 3.035,384 3,035,384 3,035.384 3,035,384 3,035,384 3,035,354 3.035,384

912) (329,882) (275,752) (220.869) (184,28;!) (108,840) (48,289) 11 .473 72.410 134.588

,200

	

43,200

	

43,200

	

43,200

	

43,200

	

43200

	

43,200

	

43200

	

43,200

	

43,200 .

91,842 78,956 86.811 52.404 38,729 24,780 10,552 (3,961) (18,764) (33,882)

NPV RevwwDdbronoe 20 years 10%damui

	

' 281,187

NPV Revwsu DiBarsnce 20 yws 14%dsoout

	

(85,393)

NPV Rave"Ddlwwlee 18 years 10%daoomt

	

(329,410)

NPVRevanw DiBaence 15 years 14% dscout

	

(387.335) .

(3247AM ($207.706) ($186.740) ($124.955) ($82,334) ($38.881)

	

$5.482

	

$60,712

	

$98.848 $143.904

(3247,80 ($45a.57s) (n.316) ($747271) (3829.606) (1888,486) ($882.984) (1812272) (3715,425) (1571,522)

Yew 1

	

11

CurrentBW RimAssn

	

$3.233.349

Curs" Union Ebcsio Area

	

3,036,384

Rererue Dillerenoe

	

197.085

EfininaladCwr4ucWnProjed

	

43200

url Savings

	

(49283)

$191,902

($379,820)

12 13 14 1s 1s 17 u 19 20

$3,296.018 33.383.976 $3.431,266 13,499.881 $3,569.876 13.641276 $3,714.102 13.788,384 $3,864,151

3.035064 3.035.364 3.035 .384 3,035,384 3.036,384 3,035.364 3.035,384 3,035,364 3,035,384

262,632 328,502 396.872 464.497 534,494 805,892 678,718 753,000 626,767

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

(64.972) (80.995) (97,336) 1114.009) (131 .012) (148 .356) (188 .047) (164.091) (202.497)

$240,880 1290,797 $341,733 1393,888 1448.882 3600,736 3553.871 $812.108 $669,471

($138,780) $152,037 $193,770 $887,459 11,334,141 $1,834,876 12,390,747 $3,002.655 X!.672,326



ELECTRIC

(2_<) 55<-4030
55<-d0 : : (fax)

July 19, 1955

Mr . Stephen M . Sackers
Asst . Manager, ~.cccun .̂__

""
-

M_ssourl ?Ublic Service L-In .
506 Olive Street - _=1scz, 9_0;_
Suite 330
St . Lcuis, MO 63_0_

Dear Mr . Rackers :

=he purpose of this letter ?s to respcnd tc your recent
in_or==1 data rec-_ests 5 and 5 .

The reeuest on rte:: . was to "trcvide anv cuanti_icaticn
c_ cost benefits re=lize~ bV '- as a result o_° this
^erritorial Agree-ent ." -t is very difficult to
accurately -redict numerical costs and benefits -from this

_ __agreemenr .

	

In east agree-ents, I believe we have been
able to identi=v substations and other facilities that
would be _o_egc.e in the event the territcr_a_ agreement
was a_torovec_ - his ac=eeme-.t s not such a case . The
costs and b=nefits are -ore oenera_ in nature .

_'=_=e will b°_ cbv=ol:s benefits fro-] the agree.-°_nt . The
-ost cbvicus cost benefit _ : t.:e service efficiencies
=es~lt_nc from -C°_ agreeze't . The co?--. e_ this agreement
is to ccrso_idate the Co.-pany's service t=__itory . It
stands tc reason that __ the Company consolidates its
service restons_bil?ties to a -ore cc_-_cact area there
___ be res_lti .-.g e=fic_encies . The r..=ny other benefits

__r . Schmidt lists - .- his test=o^v '. .̂ava a greater or
lesser cost benefit .

	

is virtually i=possible to
quantify these be .-.e_its a_ =his time .

_here will also be obvious costs involved _ . . _ ;plementing
this a ;reer. .=_ .. .̂t-_t_znsac_icnal costs suzh as actually
switching the c_ste-ers _'row one suoolier to the other .
_- taking to Xen schmidt, he advises that these costsare very di=_ic_lt to c::anti'."y since, : n --he =rocess of
t'.-.e transaction., t1.ere are always unexpectec'
ci==u-.stances that arise in the course o : the transfer .

-te, no . 5 recuested that the Company "otovide any
analysis per_orned by LP -o calculate the probability o_



ccn_,-.._,coo

	

1 n " CC

Y.r . Stephen v . 2zkers
July 2.9~ =995
?age 2

expected load crcwzh, expected realization t-r,efraKes and
the quantification, of t~e resulting increase in realized
revenue in the zer=itory accuired th=ough this
Agreement ." The Cc-pany has no-. conducted any such
a:,alvs-s . It _s c__fict_*1z tc assess on such a localized
basis the expecte= load growth . I believe =he point in
?_ . Schmidt's tes=Pony regard--.g load growth was to
_ndicate the significance of the difference between the
loads being give:, =o Black River and the loads being
given to UE . An isolated, sign'=-cant industrial
custoner local'_.-._ _n the c..-.e supplier's service territory
could cutweig `:e d"_ :=zre.-.c e.ce in load totals .

I've been in ccr.tact with Bo= Kenney in .,__ Controller's
function and he has advised me that he will respond to
your data recaests 1 thro'_=m 3 .

I_ you have anv 2 fitlonal uuest_ons, nlease contact '.,=_
at

the
above nunter .

Sincerely,

David C . _into::
Attornev

cc : K . L . Sc .̀,:.lct
R . J . Kennev

bcc : J . C . Tho=zscn
-file ci

114 227 e229
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