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ELECTRIC RESTRUCTURING PLAN

CHAPTER 1
ELECTRIC RESTRUCTURING PLAN

INTRODUCTION
One of the primary reasons for the crestiom of Missouri Public Service Commission’s
(Commission’s) Task Foree on Retail Electric Competition was to compile & comprehensive plan for
implementation of retail electric competition in the State of Missouri in the event legislation is enacted
which authorizes or mandares the competitive supply of generation to refail sleciric consumers. The
Task Force Report provides the informarion necessary for developing such a comprehensive plan but
a comprehensive plan could not be deveioped which would have obtained 3 consensus of the Task
Farze. The Task Force Repart addrasses many of the solutions and options for resolving issues but
Mmmamﬁwmmm The Working Groups’ Reports
also provide a thorough discussion of the issues that need to be addressed and comtain
recommendations. The Working Groups’ Reparts though do not provide a single comprebensive plan
The Staff of the Commisgion (Staff) having participated fully in the Working Groups and the Task
Foree will mke this opportunity to present a comprehersive plan {or restructuning in Missouri based
upcn the informetion currently available * This plan adopts the same assumption of the Task Force

will mzke proposals for implementation of retail competition

' ersornstoneey chunge or informaticn aaTolly svedehle o De SUT chenges, the Yo rmamve e s
Eadify Cas plen
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to draw some lessons, Some states also heve moved toward reczil comperition by cnacting

legislation, These states have had to develap solutions for many of the problems identified by the
Task Force. Staff believes three major public policy issues must be addressed by any legislation
establishing retail competition. First the issoe of replecing revesnes from taxes, fanchise fees and
payments in fies of tzxes (PILOTs) must be addressed before the market is opened 1o competition.
627, which addresses business license taxes, franchise fees and PTLOTS, which is less than all of the
relevant “taxes” identified by the Tax Subcomemities of the Legal Committee of the Task Foreo,

Sengte Bill No. 627 purpons 1o

(1) Maintain a fair and equitable tax structure and preserve the local tax base by requiring all
persons who provide electicity or gas service to pay an equitable share;

{2) Equalize the amount of business taxes, franchise fees tnd payments in Beu of taxes on
competing supplicrs of elecmicity and gas service,
(3) Restore to political subdivisions revenue sources that cxisted prior to any previously
implemented gas industry restucturing; and
{4) Remove disparities in the liability of natural gas suppliers for business taxes, franchise fees,
and payments in lieu of taxes, which disparities have arisen as 2 result of any previously
The State of Oklshoma has enacted clectric restructuricg legislation that conditions the
cammencement of retl competition on the establishment of tax laws 10 provide similar levels of state
and local revenues that otherwise would be lost through restructuring. The Staff agrees with this

approach,
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Second, lepislation should recognize the physical constraints that exist in the delivery of slectricty
to consumers. Safe, relisble and adequate facilides must be available to carry the power and these
facilities must be malntained. Current statutes and regulatory Samewark support 2 system that has
served our state and citizens very well for many wears. Any legislation opening the retsil electde
market to competibon should maintain as mich of this structure as possible, The Staff recommends
that existing providers maintain the distribution system and that these providers which are now
regulated comtinue to be subject to repulation by the Misgouri Public Service Commission
Conchusions 1, 2 and $ set out by the Reliability Warking Group establish the fiundamental palicy that

should puide eny legislation. These are;

Consumers may be allowed to risk price changes or unreliahility of g supplier but 2 consumer
should not be given the choice to choase service that je Jess safe or which could interfere with

another customer’s reliability or safety.

Emergency response, metering, and huilding of new distribution facilities should remain with
currert providers. Temiterial agreemnent statutes and “anti flip flop™ statutes should be modified
to ullow for different suppliers of the product bt only ane pravider of the distrbution delivery

facility.
Current statutes, although not perfect, are graduall}r allowing for the establishment of distinet

sevvice territories for regulated wtiliies, cooperatives and municipalities. This process should be
allowed to continue, Current lawr and reguiatory framework were n:mnen to prevent duplication

of physical facilities and this is still good public policy.

The third general policy consideration is the need to ensure that competition does not retum

Missonri to the days before rural electrification. High cost customers, remate locations and kigh rizk

cuatomers must be kept on the system where ressonably possihle. We achieved the lifestyle and

ecanomic stability we have today by ensuring ol citizens could receive the basic necessities in a

mocem saclety. Electriity was & findamental secessity o bring all consumers to 4 certain standard

%
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ELECTRIC RESTRUCTURING PLAN
of life. Any legistation establishing competition for retail slectric service shouid maintain this public
policy geal.

To meet this pplicy goal, the Staff recommends that the current providers of electric power be
made providers of last resort for their current customers and that they be required to extend service
to new customers within their current and any future service territary. Provisions should be made
for the ourrent providers to provide service to these who do oot wish to choose a competitive
provider and thasa who have o choice becavse of paymert history or geopraphic location

With these three public polizy considerations as our guide, the Staff will address other issues that
it determines need a resalstion to achieve retall competiion. The Staffs basic view is that the electric
market should more closely resemble the current pas macket ,'ather than the telecommunications
market, Eod-uge electriecity customers should ke free to buy from the supplier of their choice.
Marlketers, resellers 2od generation owners should be required to abtain certificates of service
authority to enter the competitive market in Misaourl, Their certificates should be granted by the

Commizsion under certain minimm conditions,” Curmest providers of electricity should be required

“In additinn to the informetion regarding Semuts Bill No. §27 which was previcusly noted above, certrin ather
facets of Benste Bill Mo, 627 are relavant o the Staf's proposed electric restructuring plaw, including the Staffs
pasitien thet marketers, rasellers and geasrmion ownes should be requited to obtain esrtifieutes of servics autherity,
Senate Bill 627 defizes "dGismibutors® md "zellers” as follows:

393, 298(3) "Diswimrior®, g eleamizal or gus corporition es defined by section
586,020, RSMo, which is suthunzed by the commission tmder chapter 393, to
pravide or distribite merey sopvices

393 288(10) "Sellar", aony person who naes, leases, or somtrals the distiion
systesd of & disfribior or o palitice] subdivisicn or any part theeeaf to sell mergy
aervices ol retwdl within the politisel subdivision othar then o Ssributor or o
peditizal subdivision which wasy its opm diswibution syst=m
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1o functionally separate their generstior fazilities from their other faslity operations or divest these
faclites A state-wide power pool should be established thromsh winch the reguleted uidty
companies tan obtain power at market-based prices to meet their ohligation to serve as providers of

[ast resort.

SUMMARY OF THE RESTRUCTURING PLAN

In response to the Task Force on Retail Competition, the Stafl' of the Missouri Public Service
Commission is setting forth its position oo a resmucturing plan for the competitive supply of
generation in Missouri, Due to the investor-gwned utilities being regulated by the Commission, this
plan focuses on these utiities. From the effactive date which the State of Missouri or United States
Cangress eracts legisiation that mandares the competitive provision of generation to retail, end-use
conspmers, the Staff's plan has & trangition period of four (4) years. In the frst year, uthities may
submit proposals for reduction of expected positive [evels of stranded costs, The Commission will
determine whether 1o approve each utity’s proposal ar whether 10 direct changes to these proposals.
Over the subsequent three years, retail rates for all end-use consumers will be fixed to allow for
mitigation and partisl or total recovery of stranded costs, Only after this initial transition period of
four years will all retail electric load be opened to competitive supply of generation. During this

Under Senune Bill Ko, 627, Sections 393 299.] ead 393.290.2 orovide for e ceriiSestion of "scllors” by the
Commission, end Section 392,205 4 provides that the Commission shall establish procedures for certification prrenant
o Chapier 355, REMp, Section 393,209.8 states that no “sller® may provide eneryy services unless jf doss o in
acenrdance with all applicsble laws and the applieakle nues of the Commission Finally, Section 393.301.2 provides
Hﬂuﬁhmﬁﬂmdﬁﬁmlﬁ.ﬂ?hm&ﬁdwm#ﬁmmﬁlmnntmw
servicas should be peroitfed orept wpon a Sading of public copverjepse oxd aeceswty snd eoorpFanee with 3]
Frovision: prress o Chenter 393, repslietions adeicd parmacet frereio and Copawetis Cpders.

5.
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transiting period, the investor-owned wtilidzs will maice three filings with the Commission {see the
virne Jine preseered in Figure 1), Bach of these filings is deseribed in detail in the aext chapter of this

repaort.
FIGURE 1

STAFF'S IMPLEMENTATION FILINGS AXD TIME LINE FOR THE
COMPETTTIVE SUPPLY OF GENERATION FOR RETAIL CONSTUMERS
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The firs filing is on stranded cost recovery and will sccur thres mogths after legislation on the
competitive supply of generation is passed and becomes law. The Commission will have pine menths
for hearings and to write orders for each utlity. Thus, onc yeer after legislation is enacted imto law,
companies will begin recovering stranded costs through fixed rates over the next three years Ifat
the end of this three year period, the utility belicves that it has not filly recovered its stranded costs,
it will have the opportunity to fequest 3 wires charge for the recovery of a portion of any remaining
pasitive levels of stranded costs. This wires charge should not extend beyond an additional three
years, and it is the hope of the Staff thar such a wires charge would not be required,

Even before legislation is enacted, the Staff’s plan ealls for establishing decketa to investigate the
' siranded cost potenial for each investor-owned utiliy, This immediste action plan is presented in
the first section of the third chapter of this report, and represents 2 praactive approach 1o prevent &
rmlngjmﬁﬂlrmﬂmthuthﬁﬁﬂmﬂdmﬂmﬁﬁng&

MEmndEEEiiunmmwﬂﬂmﬂmnnmlﬁthiﬂﬁﬂm From the
date of the second filings, the Commission will have nine months for bearings and 10 writs arders for
each ulility. mmmmmmwmmp@mmmm
m.mrmdﬂmmagahmdhﬁnmauwlumﬂmm&dwn
mhammpﬂmwﬁfpmm&mﬁhnm In addition, if
any investor-owned electric utility has not vet joined an independent system operator {150), Lis filing
mHMﬂ:apnpuﬂﬁ:juﬂanIﬂﬂmdumﬁrmmfmmﬂnEmhﬁmﬁn
ﬁﬂ?mmmmmﬂMimmmmm_ 1 the utilicy
) ;i.mmhwnkmﬂﬂnﬂﬁn?mﬁdﬂ‘fﬂﬂ}ﬁm:ﬁunthilﬁﬂngwﬂlindi:mcumpiimewithbuth

==
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the affilizted transaction rule and code of conduct yet to be established by the Commission. Finally,
Utility (L.DLT), as well 2s the billing responsibilities of the REPs and LDUs.

The third filing is on unbundling and will occur 12 months after the restructuring filing. The
Commission will have nine months for hearings @nd 10 wite orders respecting each utility’s
sirmultaneous flimg. The unbundling filing would include & request for Commission suthorization of
proposed unbundled rates for the LDU, propossd rates to collect the cost of providing electricity
from the state-wide power pool and supportiag public benefits programs and any proposals for
performance based ratemaking that might be pur into effect at the time of fll retail access o
competitive generation. In addition, this filing would include any requasts by the investor-owned
utifities for further recovery of sranded costs by means of an additional wires charge.

While not inchuded as a part of the time line in Fignre 1, during the four year transition period the
Commissian will seed to conduct mlemakings regarding (1) the certification of REPs, (2) a code of
conduct and other regulations respecting affilinted transactions and (3) the revision of present
conszmer protection rules. Each of these rulemalkings aro zlso discussed in grester detail in the next

chapter of this report.
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CHAPTER 2
RESTRUCTURING FILINGS
FILING I: STRANDED COST RECOVERY
This filing shorild be made three months after legislation which allows for competitive supply of
the generation of slscaricity to all retail end-use consumers becomes law. At that time, each Missouri
mvestor-owaed electric utility would fle with the Commisslon information conceming its current cost

of service (including ns embedded pencration costs), projections of fisture stranded cost exposure -

under competitive conditions, projections and proposals for mitigation of stranded costs and how it
expects fo reduce or slimsnate positive levels of stranded costs over 3 three year perind commencing
in nine montks. Based on the evidence provided and after making any sppropriste rate changes,” the
Commission could approve a three-year rate freeze for the utiliies. Rates would not be reduced iff
the impact of the rete change would be to make recovery by the utiity of'its projected stranded costs
unlikely within the three-year perind, Utilitivs could opt out of this filing and the rate freeze, but only
by foregoing 2l rights to fiture miranded cost recovery from the Commission.

During the three vear rate freeze, utilities will be able to apply the benefits of any expense
reduction effort they undertakee or of any other type of sranded cost mitigation measure they cmploy
to offset their stranded costs. These measures should allow the electris utilities the apportunity to
incregase earmings during the interim three-year period, before the mplementation of retadl access, and
apply this increse in earnings to write down the boak values of plant assets that may be potentially

“For example, if & vy is over carming. 8 redustion o 7etes or 2 sbaszg pltn cauld be Sound to be upproprists
elong wilth raducing possible positive Jevals of stranded coetls,

9
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stranded K during this three year period, 2 utility chocses w divest some partion of its generating
asacts, any proceeds received that are greater than the book value of the assets divestzd would
likewize be used to write down the values of other poventially stranded assets,

If the three-year rate freeze is not sufficicat for the wtility to fully recover its recoverable stranded
cost totals, then the company would have the option of making a filing nine months prior to the
immplementztion of retail competition (concarrene with the “u=bunding™ fiing) 1o (1) present updated
estimates of stranded cost exposure and mitigation, and (2) propose 2 non-bypassahie wires charge
for recovery of any residual swanded cost. For this second round of residual stranded cost recovery,
the Staff recommends that the portion recovered from urility customers be Jess than one hundred
percent.* The proportion of residual stranded costs allowed to be recovered from customers by the
Commission would be dependemt upon the method used 1o quantify the stranded costs. [If
adminisretive methods® are proposed by the utility fir this purpose, recovery by the utility should be
Emited to fifty percem (50%¢). I a market method such as fumre diveatiture s used to quaneify the
stranded costs, & higher proportion of recovery by the utility would be warranted (perhaps 67% or
75%). If adequately justified by the utility, the Commission would approve such a non-hypassable
wires charge for a length of time sufficient to recover the customers’ portion of the recoverable
stranded cost total, bt with 2 maximum duration of three years. In addition, strended cost recovery

'#Mhhnnqﬁmnmmmlmdpéﬁwkﬁsdﬂii:nﬂﬂmﬂghh
where the fility has divested a major pertion of its generation assets, hes been able tn significantly write dowr: the book
vaine of those asscts bt still has a lacge level of pasitive strnded costs,

"an exampie of i administrative cost method it one Which estimutes the market price for elevtricity over the
life of o pracretion assst nnd comparss it 1o that asact's book value.

-10-
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basad on administrative quantifications should be trued-up not more than 18 months after the wires
charge goes into =fect, with market price assumpticns for slectricity to be correctad, a8t a minimum

RATIONALE
The “rate fres2c" approach to mitigating stragded costs before competition is reasonzble in that

such a device pives the unlities an incentive to mitigate their sranded costs as much as possible or
faze a substantial disallowance after retail access hegins, without undoly delaying potential customer
benefit fom restructuring. Thia appronch will also minimize the market distorting impast of
substantial stranded cost recovery by incambent utilities. Nonetheless, the iminal three years may oot
be mufficient 1o allcw all wiiliti=s 2 reasonable opportunity to recover stranded cosis, 50 an option for
a ptranded cost charge after retail competition beging should be offercd. Only in the case where the
utility has made significant divestiture of its generation assets should these subsequent cherges be set
at levels necessary to allow 100% of the rmmairing uiity sranded cosfs (o be recovered.  Otherwise,
the utifity will have no meentive to maximize mitigation of stranded costs during the earlier three-year
rate frecze. Incentives should be provided as part of the recovery process to encourage use of

accurate, ooe-tme-only quantifications of stranded cogts throngh mariet methods of calculation

FILING 2: RESTRUCTURING
This fhing shouid be made 27 months after legislation is epacted and becomes law, which allows
for competitive sapply of the eeperation of electrizity 1o &l retzil, end-vse consumers,

ul llr
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A TaE Nrw ELECTRIC INDUSTRY STRUCTURE

Under the Staif's proposal, the new electric wtility structure is one in which the vertically
integrated utility company is separated into distinet service components, The restructuring filing is
meazt to specify how the utility plans to orgamze and macage thase components. Restructuring of
the utility would cezur by seperation of the various business unils through either

1) Divestiture (sale of g=neration and/or transmiscion assets to other entities);
2) Separate affiliate companies (helding company structure); or
1) Separate divisions within the same company.

Generation shrmld be separated from the other companents of the electric utility business
because the physical production of electricity will be sold in 2 competitive market a2 unregnisted
prices. In the restruciuring fling, investor-owned urifities must address which method or combmation
of methods it is proposing to apply in the separation of its peneration business, The Staff believes
that divestivure of generation hy utilitles will more quickly promote vigorous competition in the
geneTation markets and raise fewer questions and concerns regarding independence of operation of
the generation assets. I generstion is divested, differsas units should be transferred to different
entities; ie., one separate entity should not be permined to purchase all penerating units of 2
previously vertically mtegrated electric utility,

Transmission should alse be separated from the other components of the electric utility business,
but for a different reason.  Unlike generation, transmission will remsin a mosopaly provided s=rvice
that wall be catirely reguiated with r=spect *o opetations, plarning and pricing of transmission by the
Federal Energy Regulatory Commission (FERC) through ISDs, among other possible eatities. The

-12-
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Commission should sncourage the formation of ISOs rather than other transmisgion entities, such as
transmission companies (TRANSCOs). If the fermation or selectios of 22 ISO by each of investor-
owned electric utility has not ocourred by the time of the restructuring Sling, the restructuring filing
must address this Jack of formation or selection of an ISO by esch investor-ownad elecaric wnility.
Each elecmic utility must seck approval by the Commission to turn the operaton of its fransmission
facilities over to an IS0. In eitber case, the utility restrusturing filing should include the application
of the FERC seven factor test to specify the separetion of assets and associated expenses between

Distribotion should be a scparate utilify business that i operated by the Local Distribution Utility
(LDU), and is regulated by the Coryrission. The LDU would mainzain the function of meter reading
and data management, ‘The restructuring filing awst address the basic metering requirements, as well
as the products and processes required for the LDU’s data mamagement Smetion, incuding the
security of information required to maintain individual consumer privacy.

Retail Electric Providers (REPs) would be a separate competitive business, and if the wrility
wants 10 be in this business, it must set up a separate affiliste company. The restructuring filing must
indicate compiance with the Commession’s affiliaste fransaction ruies and code of conduct to be
promulgated by the Commission

The LDU would be the provider of last resort that would supply the electricity requirements for
end-use consumers that have not entered into arrangements for competitive electriciny supply from

aREP.

-13-
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Billing would be performed by the REPs for their customers and by the LDU for the consumers
which it serves, REPs would be billed by the LDIT for the distnbution services which it is providing
to the REPs' customers, and it would be the REP:’ responsibility to recover these costs from its own
customers. The LD would provide besic metered data to the REP, and i the REP has special
metering requirements, it must arange thar metering with the LDU and the customer. The
restructuring fling must address the metering and hilling arrangements.

B. TEE PROVIDER OF LAST RESORT
The LDT7 will be the provider of last resort. The Staff recommends that there be a state-wide

power pool from whick each LDU can purchase electricity to met its obligation as provider of last

resort.
The use of a power poal allows for a consalidation of the purchesed power funetion into a single

emtity thet is regulzted by the FERC® In essencs, there would be a single, independent staff that
wonild operate by the rules and code of conduct set out under the power pool strocture. In addition
to operations, the state-wide power pool would be governed by an independent, non-stakeholder
board of directors, and the power pool would have specific provisions for planning and pricing.  After
iritial approval by the Missourl Commissien, the power pool stracture would then be filed wath the

FERC for final approval.

“Tf the LT were to puurshase power 1o mest s ohligetion ns provider of Lust resort, then ench LI woald
bnve ta maimain o staff to degide twhich contracts 1o evter indo, 25 well a= what parchases 10 make on o hessly basis in
tha spr:lt ]II.[Iﬂ:Et for clectriciy. ;.m:. yrar the prdenes of thoss degjsions wonld geed (0 be revicwed by the
Commizsion Wher compared tn having & 5izgle sty (ste-wids power 2ol) curry et this purchesing fanction, the
appranoh of plasing the sazponsibility on eazh LI sppeass to be p much Loss =fzient method for having the TOU meet
its abligation to sarve as the provider of Inst resart.

=14
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The LD would provide the Ioad foresast for the eatire Ioad for which it provides distribution
services. Each REP would provide the LDU with the list of its customers, and the LDU would
estimate the load requirements for the REPs” customers. The state-wide power pool would then
contract to purchase clectricity for the difference berween the total LDU Ioad and the REP load,
inchuding transmission to the distribution substations of each LDU. The Commission would set the
rates that allow the LDU to collect from end-use consumera the power pool charges to the LU
This may iovolve a purchased electricity adjustment mechamism, with an anmual tue-up for
differences in what was collected from eod-use consumers compared to what was charped to the
LDU by the power poal.

€. MARKET POWER MITIGATION
The restructuring filing must also include studies which measure the potential horizontal market

power of the incumbent vertically integ=ated iovestor-owned elecivic utility within jts current service
the service territory and Ioad pockets within the zervice temitory. In addition, each smdy must
determing the amount of local, must-run generstion required to meet reliable service criteria,
Based on the results of its market power studies, each utility must propose methods for mitigation
of its market power. While the Staff supponts divestiture as the most straighs forward method for
horizontal market power mitigetion, utlitiss should be allowed to submit proposals for other
mitigation options, For example, the uiility could structurs its generation function inlo several
scparate peneration busioess units with rules and codes of conduet aimed at requining these generation
buminess units to compete with ooe another for sales, 1o, a tifry’s generating unts would not be

=15
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divested to, or orgunized as, one entity. Other possible mitigetions could require & portion of
generation to (1) be sold into the state-wide power pool at regulated prices, or (2) require that
generation used to serve 2 local area te be aold at market prices which are determined without bids
from that generation. The 5taffs concern with these aptions is that they extend the regulation of
generation into the fiture and require an ongoing review 10 determing the peneration involved,

The Staff pess a state-wide power pool as the entity which would be best sitzated to monitor
ongring or developing market power problems and, if need be, implement markel power mitigations.
However, in the absence of a state-wide power pocl, the monitaring and if needed, imp]cm;ntaﬁun
of market power mitigations could come under the purview of ISOs.  Since both the power pool and
the ISO involve wholesale power transactions, the ultimate reguiatory authority for dealing with
potential ongoing or developing market power problems would be the FERC,

The Staff believes that because of poteatial vertical market power problems, ISOs must be in
place and each wtility must be required to join & properly estzblished and operatng IS0 before any
retail load is allowsd ta be served generation on & son-reguleted basis, Missourl appears to be

located at the houndaries of at least three ISOs, thus, it is critical thai boundary issues be resolved

ameng the IS0, including the elimination of pancaked rates among 150,

FILING 3: UNBUNDLING
This filing should be made 39 months after legislation is enacted and becomes law which allows

fior the competitive supply of the genergtion of electricity 1o all retail, end-use consumers,

-
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A. ONPUNDLED RATES
The urbumdling filing should include the unbundled rates for the LDU, the rates to coll=ct the cost
of providing electricity from the state-wide pool the wires charge to recover amy remaining
recoverable stranded costs and the wires charge to fand public interest programs.
The filing would inciude both the unbundling of costs and the rates designed to recaover them.
Cosiz would be unbundled info ai least the followms categones:
= The anticipated cost of enerpy delivered o the LDU including both the separately determined
cost of enerpy purchased from the power pool and the separatsly determined cost of
transmission 1o the LDUs distribution system.

» The cost of defivering energy to the end-use consumer through the LDTNs distribution system
determined on the basis of the customer’s delivery voltage, Also included would be the costs

for basic metering, meter readmg, and data manapement.
» The costs of billing and collections.
= The costs iiw opticeal metermg and/or meter reading
» The costs of fimding pubbc interest programs.
* Recoverable stranded costs.
Rates will be designed to recover costs for each of the following categories:
» LDU wire charges to all consumers (noa-bypassahie) for:
- distribution and basic metering costs
- public mterest programs
- recoversble stranded costs
= Flectricity defivered to the LD as provider of las resort.
» Billing and collecung for consumers served by the LDU as provider of last resort.

»  Optionel metering and/or meter reading,
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B. RATEMAKING PROCEDURES POR THE RECOVERY OF PURCHASED FLECTRICITY COSTS

The unbundling filing would also include procedures, by which the purchased electricity costs
which the LDU incurs in its obligation to serve as the provider of last resort, are recovered on 2
timely basis. Such a mechanism s corrently in place for the recovery of nanral gas cosis incurred
by the losal pas distribution companies. This mechaniem has én adjustment component and = ue-up
compooent. ‘The rates for purcheesd electricity costs would be set out on tanils that are approved
by the Commission. [f these rates are either under- or over-recavenng costs, the LDU would be
allowed to adjust them to mare correctly price the electricity. At the end of an anrual period, the
revecued collected would be compared to the costs insurred, and an adjustmens would be made for
differences. This actnal cost adfostment would then be collected/credited on hills rendered drming the
next anmual perind. Something on the onder of this ratemaking procedure would nced to be
implemented for the LDUs.

C. MAINTAINING QUALITY OF SERVICE

1. Quality of Service

Consumers mmust be assured thet the quality and refiability of service is, at the very l=ast,
maimained o existing levels during the transition and afier the implementation of restructuring.  The
introduction of mmPEnhmwill provide utilities wirh powerful incentives to cut costs, Cost savings
measures may be implemented in sttempts to generate funds that can then be invested in competitive
unregniated venmores Knowledpeable utiiry management persoon=l may be transferred to focus their
talémits oo the naregnlated bosiness Such acrions could easily heve negetive impacts on the guality
of service received by the cugtomer from the LDU. Total separation of regulated and urreprlated
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businesses (g, divestiture of generation assets) would result in fewer incentives for utilities to cut
their quality of service. Therefore, the Staff believes it is necessary to establish a system of service
standards to ensure an ongoing level of service quality.

The Commission bas the ¢lear autharity to sat quality of service performance standards, related
t0 service interruption, troubla reports, responss to customer inquirics, and other standards that will
permit the Campmission to measure any demigration of service, This information should be maintained
gt the Commission and be available to the public wpon request.

2. Performance Based Ratemaldng _

An application of having measured and monitored service quality standards is in performance
based ratemalking (PER). PBR provides for the development of a series of standards and indices
covering a wide range of services provided by the LDU. Eamings sharng between the LDITs
shareholders and sustomers is based on how well the LDU performs relative to the quality of service
standartds.

IN. CONSUMER PROTECTION RULES
Under the present system, the Commission has exercised its authority over electric utility price

and services end has developed g comprehensive framework of consumer protection, regulations and
policies. The Commission has promulgated rules addressing; quality mtandards: safety standards;
billing and payment standards; meter reading standards: deposit, credit and |E.I.tf: payment standards:
discontinuance of service standards, resiiction on service disconmection during cold weather

restrictons and procedures; dispute resolution requirements end consumer complamt procedures,

-19-
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The challenge of consumer protection under compatition will require & reexamination of the
present rules to determine their cngoing applicability. Preseat rules should be evaluated end
strenathened where etessary 10 maimntain consnmer protection in a restruchired environment. For
example, billing and disconnect respensibilities will need to be clarified within these revised rules,
This effort should be completed before the inrroduction of retail competition in order to educate
consumers and service providers a5 1o their rights and respensibilities.

E. PUBLIC BENEFITS

Pubiis benefits are defined as items that will not be produced and delivered by the competitive
market, but poncthelegs deliver 3 desirable sommodity and & value 10 society at large.  Utility
customery have historically funded a mumber of different public-benefit programs such 2= energy
efficiency, weatherization and low-income assistence programs through the rates they pay, Within
a regulated utility eavironmene, the urilities managed and administered these programs wath the
oversight of the Commussion.  However, some of thete programs will become vulnerable under 2
competitive marketpiace as companies focus on cost reduction. For example, low-income programs
have histarically been funded by a mix of federal aid and rare supported utility contributions. It is
widely expected thet the level of federal aid {5 going to be substantislly decreased.  Generally, the
angoing provision of many of these programs must be assured.

Varius staies have implemented, or are considering, 8 non-bypassahle system benefits charge
based upon k'Wh sales that is assessed and collected through the LDU. These funds could be

20
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allocated to various public benefit programs that are deemed to be critical.” The Staff supporis the
conecept and application of a publis henefits cherge to fund those low income, energy efficlency and
emvironmental services deemed to be necessary for the public ppod. However, legislative decizinns
mst be made first a8 to the specific programs which should be supported, the appropriste lavels of

funding and the administration of such programe.

ATDITIONAL PUBLIC SERVICE COMMISSTON RELATED ACTIVITIES

1. Rulem:aking for REP Certification and Code of Conduct

During the four-year mansition pariod, the Commission will need to establish rules which set out
the criteria that must be met in order to be certified to do business 2s « REP® within the state of
Missouri These eriteria would primarily focus oo both the physical and Bnancial ability of a REP to
provide what it claims to De able to provide to end-use consumers, Some states require the supplier
to post 2 hond or other type of security approved by the public service commission. The posting of
securiry can be used to provide 2 redourse to customers if servize doss not meet promised levels, if
codes of conduct are violated or if there is faud in marketing, The posting of sesurity may also be

utilized to screen suppliers with finansial situatioms that appear unstahle,

! For srtmnple, Colifornia and Wissansin wre funding both suergy mnngemert progrems and Jow-incame
assistanes plans oit of 8 “poblic geods™ charge bosed oo KWh sales via the distribotion companiess, Massachussts is
funding s programs through o peneral aceess chamge.

' REPs me eompaniea the; sutes inte fauncisl comrocts fo pirchnse clectriciy at & whalszals lovel and resell
that electricigy ot a 7eedl level  REPs are distinet from sgaregaions who a6t a9 o sepressnistive for o grotn of end-wse
consumers in the prrchess of electricity from one or moere certified REPs et the retail level, Moreover, if an agoregutar
becomes involved in directly coniracting io pardizse sleeticity from 2 generster, then that pzaregatr 49 acting as & REP
end will need to be cetified as suwch

—21-.
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In addition to cenification requirements, the rulemaking saould establish 2 code of conduct by
which certified REPS agree 1o finction  The code of conduct would deal with what representations
REPs czn fairly make to ead-use consumers and what practices are considered uncthical, such as
“glamming " For example, a code of conduct can require the REPs provide complete, standardized
information to customers on pricing, terms and sonditions of service, Codes of conduct can address
rexporenents that the suppliers agres 1o abide by any rules for billing and payment and a commitment
to truth in advertising If a REP violated this code of conduer, then the Commission could remove
its certification to operzte within the state. Removal of cernficarion would require an evidentiary
bearing befure the Commission.

2. Dispute Resolution/Enforcement

The consumer rmuat be assured that there is & neutral, effective forum for addressing and resalving
consumer complaints sgainst REPs, The Commission should have the clear and unambiguous
authoriy from the lsgislature 1o expeditiously investigate and enforce complianse with consumer
protection mies To ensure adeqmate enforcement of Commistion rules, the Commission should have
the sbilizy 1o hold 4 hearing 2nd upon making its findings, have the ahifity 10 impose fnes and other
sanctions and ultimately revoke cortificates when such action is required 10 belp protect the public.
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CHAPTER 3
IMPLEMENTATION DURING THE TRANSITION

COMMISSTON AND UTILITY ACTIVITY BETWEEN NOW AND THE DATE WHEN
RESTRUCTURING LEGISLATION BECOMES LAW

1. Preliminary [nvestizgatory Dockets

Although it is asspmed that electric restructuring in the form of retail access will occur in
Missouri, it is not known at this time whether that will actuzlly happen. If such electric restructuring
»:Inmm,ﬁmzi;mmuimjwmmmmdmwvﬂmipm&mpmm
sign into law such legislation Simee the time betwesn such [egislation becoming ke and the
commencement of the implementation of the substasce of such law is Hkely to be shorter than what
would be desired by those who will be charged with the implementation of the law, it is imperative
that the Commission constructively tilize the time between now and the date when restructuring
legislation commences implementation.
ona stranded costs for each nvestor-owned dlectric niility heving a service temitory in Mossouri  The
purpose of each of these company specific dockets would be to determing, among other things, what
informition mdsts and what information may need to be developed for the Commission to make the
determination whether these utilities have positive, aegative or no stranded costs under the likely
whether or not restracturing & By 1o lower mates for the costomers of the mvestor-owned urilities.
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In these investipztory dockets, the Staff will give serious consideration 1o going forward with
proposals for writing down the value of generation assets that are subject 1o stranded cosr Lability
(e.g., proposals for aceelerating the depreciation of these gastes), even prior 1o and irespective off
enactmert of legislation on retail competition.” These ipvestigations will ectail three elements that
are not found in a typical rate c2se or earnings complaint proceeding:
(1) the unburdEng of costs;
{2) the determinarion of the Ek=bhood of positive, negative or no stranded costs; and
(3) the application of utility carning= to recduce the utility’s stranded cost, if they are positive.
Some, il not all, of these companies are themselves in the process of reviewing data, quanbfying
and developing positions on stranded costs.  Since the earfiest dats by which electric restruciuriog
legisistion would Ekely become law is 2pproximately September 1, 1959, under the Staff's proposal
20d the chrooology ideatified i the Staff"s plan, the investor owned elecrric utilities would fle their
stranded comt filings co approximately December 1, 2000. The Commizsion would have until
approximarely September 1, 2000, 1o hold hearings, issue Reparts And Orders and start to implement
‘the thres year period of stranded cost recovery for all Gve of the electric utilities under the
Commission’s jurisdiction. To the exzent that the investigatory dockets would culminate in
temaking imvolving the reduction of positive stranded costs, it is anticipated that these dockets
wosid be completed by September 1, 2000.
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2. Working Groups
The Staff sees the need for three Commission working groups to deal with the issues raised in its
plan. The purpose of these three working groups is to provide a forum in which mput is provided
to the Staff related specifically to areas in which the Commission will be making decisions, The first
two areas involve rulsmakings on consumer protections and REP cestificstion, and the third ares
mvolves the state-wide powes pool.
The consumer protections working group would examine the comr=at Commission rules that
address:
(1) quality standards;
(2) safiety standards;
(3) billing end payment standards;
(4) meter reading standerds,
(5) deposit, credit aad late payment standards,
(6) discomrinnance of service standards;
(7) cold weather restrictions on service discontinuance;
(8) consumer complaint procedures; and
(9) dispute resolution requirements.
This working group would make recommendations to the Commussion regarding bow sxisting rules
should be amended to meet the challenges of the competitive supply of gensration
The certification requirements for REPs waorkine group would review requirements being
instituted in other states and make recommendations for Missourl, The Steff supports the concern

25
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expressed in the report of the Market Power working group that certification requirements aot be so
stringent as to become 8 barrier to entry for reliable electrivity providers, yet be rigorous encugh to
sgreen out those whao are unlikely to meet their obligations to provide relishle electric service to
consumers. In addition, this working proup would be responsible for developing a REP code of
conguct relzting {0 representations which REPS can make to end-use consumers, unethical practices
and standardization of information on pricing, terms and eanditions of service.

Tha Stafl'has not recommended that a working groun he set up to consider affiliate tranzactions
and assoriated codes of conduet because the Commission has already directed mulemakings on this

marter. These rulemakings should be comprehensive and will address the existence of generation and
REP functions a5 competitive business units within the ineumbent utilities, which will also provide
transomission. distribution and customer services on a regulated basis,

Only after legislation in cnacted into law that mandates competitive supply of generation which
hes adopted the Staff recommendation of a state-wide power pool would the third working group

be established. This working proup would investigate and make recommendations on the structure,

financing, governance and operating rules for a state-wide power pooi.

RETAIL WHEELING EXPERIMENTS
The Stail recommends that the Commission actively seck the introduction, epactment and signing
it law of legislation which allows the Commission to approve retail wheeling experiments during

the four year transition period. These experiments would be flad with the Commission, which should

-26-
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act in a iimely fashion to allow any reasonable experiment. The purpose of these experiments is to
encourage REPs to bepin operetions in sach service territory prior to the date of full implemerzation
of retail direct access Jegislation. Dhuring this period, retail rates will be bundled, but wath the filing
of 20 expenment, the unlity would propose avoided cost credits to the eod-use consumer’s bill for
generation and tranemission. This, during the transition period, an end-uss consumer wonld consider
the enst charged by the RED corpared to the credit received from the utility. If the wility can avoid
capacity costs {either generation or transmission) by havimg a porticn of its load served by an
alternative provider that is willing to supply capacity on a firm basis, then the credit should include
these avoided capacity costs,'® The extent or size of these experiments may in part be determined by
the investor-owned utllitiss’ need for new or replacement generation cepacity during the four yeor
transition peried. In effeor, the Staff is proposing that competitive supply of new generation ke
place during the transition period.

The timing of the filings of these expenmerts, n part, will depend on each wiilities’ need for new
generation capacity, its plans regarding replacing purchased power comracts, its plans for renewing
leases on generation capacity or its plans to gell any of its existing generation capacity, The
legislation on retall wheelng experiments which the Staff propoaes that the Commission seek, would
permit lings for retail wheeling experiments at the earliest possible date, even before the Lepislature

passes lews allowing for the fiall competitve supply of geperation in Missour,

08 overal investor-owred wilities have purchosed oower coatractd fhal expire weithin this foor year period, and
all of the investos-owned wtilities hove nsed ta pdd 2epasiy Jus to load grewty, Thus, the Stail would expest all of the
investar-oeoed wilities fo have positive svowded copoedty cosls,

5
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L Replacing Expired Purchase Pawer Contracts and Capacity Leases

Scveral of the investor-owaed wnlities in Missouri are faced with expiration of purchased power
sontracts and/or lcases on generation capacity which will oecur before the earliest possible open
access date under the Staif's proposed plan The pending issue is what should investor-owned
wiiities do regardine replacement of the capacity that will be requured tn serve retail castomers only
during the four year transition period.

For at least some of these new purchased power contracts, it is possible that the new contract
price will be higher than the old price for two reasoes. First, the old contracts were for petiods of
time thut are [onger than the new contracts are fikely to cover. The utility will not wunt to commit
10 mew contracts over long time periods when such a contract term might result in stranded costs at
the time that direct access is implemaerwed. Second, the old contracts wers negotiated at a time whea
there was excess generation capacity in the region. This excess in generation capacity hes diminished
over lime as electric loads have growm, and this has resulted in an increase io the market price for
generation capacity. Thus, if thesc utifitics negotiste new contracts, the result will be higher costs
and either lower siranded cost recovery during the transition peried or higher retail rates to achieve
the zame level of stranded cost recovery.

Clearly, one way to mitipate stranded cost recovery or achieve the ssme level of sranded cost
recovery at lower retail rates during the transition is te allow alternative energy suppliers access to
retsil customens up to the amount of load that would otherwise be served by the new coatracts. The
Staff recommends that the investor-owned wilities in Missouri propose such plans as a part of their
stranded cost flings. If necessitated by the timing for replacing existing contracts, the Staff would
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look favorably on Singe made prior to the scheduled date for the stranded cost filings, so long as the
necessary legislation on retail wheeling experiments is in place.
2. Addition of Generation Capacity to Meet Load Growth

In addition to replacing existing generation capacity, all of the investor-owned utilities will need
1o ardd additional capaciry to meet their erowth in native lead (wholesale under contract and rezail).
It is anficipated that mmuch of tiss new penerstion capacity will be acguired through short-term
purchesed power contracts rather than from the addition of new generation capacity, Whatever the
source of the pew generation capacity, same of the investor-cwned utilities will be in a stuation
where the cost of the new generation capacity will be above the embedded (average) cost of their
existing gemeration capacity. This situation is analogous to the one just described regarding the
replacement of existing contracts, and Staif recommends that the investor-owned utilites propose
comapetitive provision of this generation by giving alterretive suppliers access to retal customers in
amounts equal 1o the load corresponding to their neads for nocw generarion capacity to meet Joad
growth. Again Staff's recommendation is based on there being in place the necessary legislation
respecting retail wheeling experiments. |

In the situation where the aew generation capacity required to meed load growth is less costly
than the mility’s embedded cost of generation, the Staff befizves that the experience gained by their
being end-use consumers with aliernative REPs will result in overall benefits. Thus, if the only way
10 enconrage cxperiments s to allow alternative suppliers to serve lnad growth by having avoided
generation credits for end-use consumer bills during the transition, the Staff would support such

proposals.
-19-



Schedule JRE -1
Page 33 of 37

IMPLEMENTATION DURING THE 'I‘Rwsmm .

— e ———————— e ——————————— e T e S e T e
e

SALE OF GENERATION ASSETS

The Staff fully supports the concept of separation of generation through the d:wmuenf
generation assets, mﬂﬁmmmhmmmm&a
levels of stranded costs, if there are any. Iuarld:nun,:f!h:uﬁﬁtydmnntdwmﬂmplﬁcantpnmm
nﬂmgnmnﬂn,ﬂmmﬂdhumquhﬂtnmﬂmh:wmmg:hmuut&mumrmhmﬂhamg
undue borizontal market power in its service territory. Innrdumfzﬁhm:ttumm_;
determination of stranded costs and the u!lmmalinn of undue horizontal market power by incumbent "
utilities, the Staff recommends thar utilities sell a significant portion of their generating wnits 1o
differcat companies (i.c., 2 utility’s portfolio of g=nerating unifs should not be sold 1o a single - 3
company or a single consorium of companies). 5

Diring the trapsition periad, the sale of 2 prasration arset may require the utifity to enter into 4 ;
purchased power contract with the company purchasing the asset in order for the utility to meet its
il e e I, 0 Al e s e 0 ) S i e . 5
pediod. Hin its stranded cost recovery filing, the utifity plans 1o divest some, or all, of its pencration
it I Sl i Rt e sl i g o bt 16 e skl e aiiiah k. 4
¥ 2 company does not plan 1o divest its penerstion assers, then thet company neads 1o explain in its ‘i
filing how retaining these assets will result in maximizing the mitigation of its stranded costs, Itis :ﬁ
also important o note that divestiture of generation assets can create svoided capacity costs which
would then be included in the utility’s experimental retail wheeling programs.
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CEHAPTER 4
NECESSARY LEGISLATION

As previonsly indicated, one of the Conmnittees of the Retxil Competition Task Force was 2 Legal
Committes, Among other things, the Legal Commities sought to:

(1}  Identify state and local tax issues', the callecrion of which is potentially affected by
the restructuring of the electric industry in Missourd, and address frenchise fecs that
some utilities pay to municipalities, counties and wvillages (municipalities) and
payments in liew of taxes (PILOTy), which are paid by government-owned utilities
which are passed through to customers,

(2)  ldemeify asd address legal issues that relate directly to the alternative market
structures for retail competition considered by the Market Structure and Market
Power working group;

3) I ing legal impediments to the implernentgtion of retail electric competition
e

(9  Sorvey and semmariee kepal anthority and precedent sonceming the identification and
recovery of stranded costs,

TAX RELATED ISSUES

At page 2 abave, the Staff noted: (1) its position that the raduction or loss of tax, franchise fec
and PILOT revenues due to restructuring must be addressed by any legislation establishing reail
competition; and (2) Senate Bill No, 627 passed in the just concluded Legislative Session purports
to address business license taxes, franchise fees and PILOTS, which is less than all of the relevant
taxes identified by the Tax Subcommitiee of the Legal Conmittee of the Tagk Force. In addition, at
pages 2 and 3 above, tho Staff stetes its view that any legisltion that opens the retsil market to

"@hﬂl&h%pﬁjiﬂ%ﬂﬂ:ﬂ:ﬂﬂmtﬂnﬂﬂ
Custommer, SN amc jocal salesine tncs on porchase of clectntty by clectricify provider, slsle corporsie moome tox and

Be strporats Tanehiee et
=3]-



Schedide JRE — 1
Paga 35 of 37

NECESSARY LEGISLATION

competition must 2ssure thar safe. refiahle mmﬁmm &xist t0 CEITY power 1o

th:md-mmmmmmﬂﬁatﬂghmﬂmﬁnmm remote locations and high risk customers must

be kept on the system where reasopnably possibie
Altbough the Legal Committes members were not able to reach unammons agreement on the

desirahility of the following tax reform principles, the Task Force Repon states that the Task Force
supports the application of the following tax reform principles to the extent feasible. The Staff
supports the Task Force's tax reform principles set out below:

Level Plaving Field: the General Assembly should seck equal tax treatment of competing
energy supphbers in a restructured electriciry market.

Revermg Netrality: the General Assembly should seek to maintain reverue opportunities for
state and local governmenrs so they are not karmed by electricity restruciuring.

Customer Tax Byurdeng: any modifications to the tax laws should be structnured to minimize
the shifing of tax burdens amang customer classes or among customers within a particular

clags

Colectihility: any modification the tax laws should be structured to meximize the ahility of
state and looal governmenrs to collect them.

Interstste Competitiveness: the stete and local tax system should be sructured to enhance
Avoidance of Litjgation: the General Assembly should seek to desien rax legislotion that is
unlikely to be subject to court challenges in order to avoid potentially significant tax refunds
and delays in obtaining cortainty in tax treatment

e —
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ANTI-FLIP/FLOP STATCTES

Thbe Legal Commuttes of the Task Force dlearly idenrified one legal impediment to effectuating
retail electric competition in Missouri, the anti-flip/flop statutory provision, In 2 recent proceeding,
Case No. E0-97-421, In the Matter of the Consideration of a Competitive Macket Research Project
and Piiot Open Access Program for the Empire District Electric Enmi:a.n;r, the Empire District
Electric Company (EDE) filed two proposed tarifls. One of the propased tariffs, the pilat open
access ransmission tariT. was jointly devdoped by EDE and two of its large sustomers ICTPraxair,
andd provided that these two customers would remain on the EDE distribution system but purchase
open access transmission tardf did not provide for a change of suppliers in viclation of Section
393.105 in that EDE would remain the sole spurce of distribution of electrical energy for all
customers. The Commission found that the proposed tariff violated Section 393,106 stating us

The sanne was mt=nded to a2 uiibty from investing capital to permanent
svics oy  Joe the oSoR 0 & compeii iy, . Wi EDES o4 be+imburecd
at least theoretically, hﬂmdhmﬂmm&mmﬂrmuh

distnbution company, mﬁﬂﬂhmhmmfﬂumﬂm
compete for generarion for &t least four years. . .

. The Empire District Electric Company is the lawful supplier of retail electric energy to
ICI and Prasair throngh permanent service facilities and, therefore, other suppliers of
tlecirical energy are ax;:re-sa[y denied the right to provide such service in the form of sale of
electrical power directly to these customers.

Based upon that ruling, section 393.106 must be addressed by any legislation seeking 10 establish
retail competition Most immediately, there 5 2 need for legislation which would address the
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Commission's holding iz the above noted EDE case, and specifically permit experiments regarding
proposals that go beyond sale for resale trapsachons.

The purpose of this document is to provide the Staff’s position on retail electric restructuring as
it relates 1o investor-owned utifittes. Thus, the S will address Section 393.106 RSMo 1994, which
it in the chapter of Missouri stztutes that addresses the power of electrical corporations and their
regulation by the Commission. The Staff will not address Secuon 354,315 R8Mo 1984, which is in
01025 which is in the mumicipally owned utilities chapter of Missonri staimes. Sections 394.315 and
51,025 are, respectvely, the rural electric cooperative and omnicipally owned wtility counrerparts to

Section 393 10¢.

SUMMARY

Geserally, the Staff will not seek to replicate herein logal issue subject matter contzined in the
Task Force Report.  The Staff believes thar the Task Force Report is comprehensive in its discussion
of this subject area, and if the Commission does ot already possess the necessary authorty, either
expresdly or implicitly, to effectoate the recommendations comfained herein, then the Missouri
Legislature may confer that authority upon the Commission. The Staff would note that the lack of
a specific statutory grant of authority is not necessarily an indication that the Commission does not
have the requisite authority. New legislation expressly granting pawer to the Commission may be
intended only to clarify and particnlarize cxsting Lw




