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BEFORE THE PUBLIC SERVICE COMMISSION OF THE
STATE OF MISSOURI

Proceeding to Adopt Rules for

Electric Utility Resource Planning
Case No. EX-92-299

Nt St gy Sagus?

4 CSR 240-22.010 et seq.

Comes Now Union Electric Company (UE or Company) and
submits its initial comments on the proposed rules for Electric

Utility Resource Planning.
I. INTRODUCTION

A. THE COMPANY GENERALLY SUPPORTS THE PROPOSED RULES. 1

Although the Company objects to certain aspects of the
proposed rules, in general UE.supports them.

The Company recognizes that resource planning is an
essential activity for electric utilities in order to provide
reliable service to all of its customers at just and reasonable
rates on a long term basis.r_Therefore, it is appropriate énd
represénts good policy'for the Commission to adopt rules which

define in a geﬁéral and flexible way what constitutes acceptable

. resource planning.

_ 1 Any questions at the hearing by the Commissioners or by the
Hearing Examiner on this section of the Company’s comments should

be directed to orate
Planning for UE. '

Any questions of a legal nature on any section of these
comments should be directed to the undersigned attorney.. -




The Company also &cknowledges that the Commission has the

statutory authority i:o adopt such rules because its authority

includes "general supervision® over electric utilities under

Section 393.140(1) RSMo. 1986.

utilities w . in adva what C on’s expectations
nd ob ive e ing I this wa
a utility will know how jits resource plan wjill ultimately be

judaged. One of the Company’s main disagreements with the prbposed

rules is that they do not go far enough in this regafd. This is
because they do not call for the Commission to formaily approve for
- each utility a-"resource acquisition strategy", as that term is
defined in 4 CSR 240-22.020(46). This will be discussed below.
(See Section II.A.l.)

'Finaliy, the Company believes that for the most part the
proposed rules represent a reasonable compromise reached by
interested parties inlthe informal stage of this rulemaking. 1In
particular, UE believes that the numerous workshops whidh.were held
were very useful in eliﬁinating many areas of misunderstanding and
disagreement. The Company therefore appreciates the opportunity to
have participated in these sessions. Although therworkShops did

not eliminate all contested issues, UE believes that they were

- successful in eliminating many of them.




B. THE COIPAI! HAS ALREADY 'BEEN ENGAGING II IBN! REBOURCE
| PLAMNING ACYTIVITIES WHICH WOULD BE R!QUIRBD BY m '

PROPOSED RULES. 2

.UE has already been complying with much--but not all--of
what_the proposed rules would require. In_particuler, the Company
has developed several YEnergy Resocurce Plans" (ERPs). Each of
these plans is somewhat similar to a ‘"resource acguisition
strategy" defined in the proposed rules. '

For example, the resource plan which the Company
developed in 1989 started with data from the Company’s most recent
Load Forecast. This would generally be reguired by the Load
Analysis and Forecasting section of the proposed rules (4 CSR 240-

22.030).
Next, the Company analyzed both Supply-side and Demand-

side resources to determine which were potential candidates for
providing energy services to customers. The purpose here was to

"screen" these resources down to a manageable level. This is

contemplated by the Supply-Side Resource Analysis section {4 CSR

2 Questions on this section should be directed to the
following persons in the Company’s Corporate Planning Department:

(1) ' i upexrvis in _Corporate

regarding the Company’s overall planning process, and

particularly the stages of Supply-side Resource Analysis,
Integration, and final plan selection; , - . '

(2) isi i ulato
" Planning, regarding Load Analysis and Forecasting; and

(3) -
m_g_n_n_in_q regarding Demand-slde Resource Analyeis.

3




240-22.040) and the Demand-Side Resource Analysis section (4 CSR

Those resources which survived the screening process were
then "integrated" and included in variocus combinations in alternate
plans. This is called for in the ;g;ggxg;ggﬁggggg;gg_gnglggig
section (4 CSR '240-22.060) . The cbjective here was to develop the

plan which minimized costs to the ut-ility and, hence, to its

customers. In other words, the objective at integration was to
arrive at the plan which was "least-cost" to ratepayers in terms of

the utility’s revenue requirements. Consequently, the alternate

plans were rankéd on the basis of the costs that UE would incur to
carry out each plan.

Finally, the Company reviewed these a;ternate plans to
- determine how well they satisfied other objectives. 'Th‘ese included
equity, reliability, flexibility, and protection of the
environment. For example, UE examined the extent to which'each
alternative plan (1) would be equitable to all custbmer classes-in
terms of rates; (2) would reliably profr’ide electric service to
~customers over a twenty year planning horizon; and (3) would

minimize adverse impacts on the environment. UE then performed, in

effect, a balancing act to determine whether the least-cost rlan

best satisfied all applicable objectives. If some higher cost plan
provided for a better balance, then it was incumbent upon UE to

consider selecting that plan as a better one. Some have referred

to such a more expensive plan as a "best cost" plan.

*




To take an absurd example, the ultimate least-cost plan
fpr ratepayers would call for the utility to shut down its power
plants so as not to incur the costs of opgrating them. This plan
obviously would not provide reliable service to customers.
Therefore, the utility would have to select some more expensive
plan to satisfy the reliability objective.

This balancing of monetary and non-mcnetary objectives is

discussed in the Policy Objectives section (4 CSR 24@-22.010).

Notwi n the. abov t a um ]

requirements in the proposed rules with which the Company is'not
currently in compliance. To do so would reguire UE to incur

additional costs beyond what it is already incurying.

Ideally, the Company would like to engage in all of the

activities required by the proposed rulgs. However, as a practical
matter the COmpany. still has concerns as to whether these
additional c¢osts woﬁld_prnduce a commensurate improvement in the
planning process, and thus commensurate benefits to ratepéyers.

These concerns are in part set forth below, along with aspects of

the proposed rules with which UE disagrees.




A, POLICY OBJECTIVES (4 CBR 240-22.010) AND FILING SCHEDULE

AND REQUIREMENTS (4 CS8R 240-22.080)

1. The Proposed Rules Should be Amended to Allow for

.the Commission to RApprove a Utility’s Resource

Acquisition Strategy. °

The proposed rﬁles are deficient in that they do not
provide for Commission apprbval of a utility’s '“resodrce
acquisition strategy". This is defined as "a preferred resource
plan, an implementation plan, and a set of contingency options for
responding to events or circumstances that would render the
preferred resource plan obsclete." (4 CSR 240-22.,020(46)) The
proposed rules are deficient in this respect because they represent
‘bad policy and because they are unfair to the utility.

The proposed rules only provide for the Commission to

issue an order which

contains findings that the electric utility’s
filing pursuant to this rule either does or
does not demonstrate compliance with the
requirements of this chapter of rules, and
that the utility’s resource acquisition
strategy either does or does not meet the
planning objectives stated in 4 CSR 240-
22.010(2) (A) ~ {(C), and which addresses any
utility requests pursuant to section (2) for
- authorization  or reauthorization of
nontraditional accounting procedures for
demand-side resource costs. '

3 qQuestions on this section should be directed to Mr.
Rainwater. - :

6




(4 CSR 240~22.080(13))
Further, the "Policy Objectives™ section expressly states

that

Compliance with these rules shall not be
. construed to result in commission approval of
the utility’s resource plans, resource
acquisition strategies or investment
decisions. .

(4 CSR 240-22.010(1})
Consequently, the proposed rules would only provide for

a determination by the Commission as to whether or not the filing

complies with the rules’ requirements and whether or not the filing

meets its planning 6bjectives. Although the proposed rules would

provide for gome Commission approval as to the form of a'utility's‘

filing, they do not go far enough because they do not provide for
approval of the substance of that filing--namely, the proposed
resource acquisition strategy. They would only allow for approval
of the p;ggggg;g'used in developing the plan; ﬁamely, whether the
utility followed all the steps required by thé proposed rules.
This attempt to separate substance fron procedure is a

st " '_ : i . For example, on

several occasions during the workshops, the Commission Staff

admitted that it would consigder some questions of substance in its

review of a utility’s f£iling. 1In pafticular, the staff indicated
that it might qﬁestion and dhallenge'some of the utility’s inputs
ox assumptibns-if the Staff considered them to be unusual, or out
of line in some respect. Thus, in effect, the Staff acknowledged
that it would review the gubstance of the utility’s filing for the

7
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pu:;pcse of determinifxg its reasonébleness. ' Under such- conditions
the utility would be left in a vulnerable and uncertain position.
For example, the Staff mighﬁ challenge the reasonableness of the
utility’s load forecast, which in turn would challenge the
utility’s decision as to when new resources were needed. The Staff.
could thus indirectly attack the results of the filing by
guestioning the procedure which produced those results. Thié
confirms that it is a mistake to separate substance from procedure. -

The two go hand in hand. _ | '
e failur vide for . t roval represents
d polic ecause it invites hindsight attacks years after the
Commission and interested parties were presented with the
nformatio _time’ W ources

contained in the strategy were reasonable ones for the utility to
implement. A utility’s decisions should instead be judged based on

the information available to it when the decisions were made. They
should not be judged based on information available later with the
‘benefit of hindsight. Re Unjon Electyic Company, 27 Mo.PSC (N.S.)
183, 192-4 (1985).

;I'he ‘proposed rules would require electric utilities to
file substantial amounts of information every  three vyears
describing and justifying a propbsed resource acquisition stratégy.
This information will be available to Staff, .the Office of the
Public Counsel, and any intervenor. Because the Commission will
have this information available to it, and the assessments of it by

the abkove parfies, the Commission will have the opportunity to

8




review the utility’s proposed.deciéibns on a contemporaneous bhasis.

It will therefore be better able to judge the reasonableness and.
- prudence of implementing those decisions now, rather than years

later when the. information is no longer fresh and when ekpected.

conditions change.

This approach is fully consistent with the concept of
Wrolling prudence reviews" which has found increasing acceptance in
the regulatory community. 4 Such contemporaneous review

represents good policy here because it requires the Commission to

judge both the substance and the procedure when the information is

presented, and not years later.

Further, if Commission approval of a utilitx's resource
aéguisition gtraggaﬁ is to have any meaning, it should constitute
‘a_rebuttable presumption as to the reasonableness and prudence of
the decisions to implement the resources contained in the strateqy.

This will reduce the ability of a party to attack the set of

resources proposed by the utility in the resource plan proceeding
years later with the benefit of additional information which had
not been available to the utility in the earlier proceeding.
Without such a presumption of reasonableness the utility will be

subject to 1itigating‘the matter a second time.

4  For example, see "Prudence Reviews: New Approaches are
Needed", Public Utilities Fortnightly (July 15, 1992), by William
A. Badger, former NARUC Presldent and COmm1551oner of the Haryland
Public Service Commission.

See also "Prudence and Power Procurement: Will We Preclude

Utility Ownership?", The Electricity Journal (October, 1991), by
William Steinmeier, former Chairman of the Missouri Public Service

Commission.




angd prudence Al no AT SnNC ad Nno 2 A DNe | = B ONne pecausesa -

WM Thus, the Company is proposing
only' that a presumptjon of prudencé attach to an approved strategy.:
A party‘would therefore have the opportunity to try to rebut this
presumption in a later procéeding. For example, a party could try
to show that the utility withheld certain information from the
commission, or that it neglected to obtain ofher infoﬁmation}.which
if made known to the Commission could have‘ resulted .in the
Commission determining that some other resource acquisition
strategy was more approi:riaté. However, the initial burden of
proof as to reasonableness in such a later proceeding should rest
on the challenging party and not on the utility. Absent such
fraud or negligence on the part of the utility, it shouldl not be
subject to litigating the matter a seéond time through a hindsight
review. Otherwise, strategy approval would be stripped of any

meaning or value.

Further, a at val wd 1d no
constitute a guarantee of recovering the costs of jmplementing the
urce inclu in - stra : This issué of "managerial

prudence®--how the utility managed the resource once the decision
had been made to implement it--would still be reviewable ih a later
'prcceeding such as a rate case. The étrateg’y approval concept only
goes to the issue of "decisional prudenée"—-that is, to the

decision to implement a resource.

10




These are essentially the ground rules that UE is
operating under in Illinois, one of UE’s other juriédictions which
requires the filing of an integrated resource plan every 3 years.
For example, in a proceeding to adopt a leagt-cost plan for ggn;xgl
;1113915_;dgh1_§gmpgjx, 6rder of December 13, 199¢ in Ili.cC.C.
Docket No. $0-0041, at pp. 26-27, the Illinois Commerce Comnission
stated as follows: _ '

The COmmission~ﬁccepts Staff’s positién that

approval and adoption of a least cost plan

does not replace the prudence review of
expenses incurred in implementing that plan.
r

In future cost recovery proceedings, the
Company will not be required to relitigate the
prudency of the decision to implement the
investments required in the Plan adopted by
the Comm1551on. .

(Emphasis added; copy of Ordexr available on request.)
UE submits that these ground rules are reasonable ones,
and should be incorporated into the proposed rules.
In addition to Illinois, public service commissions in
other states forﬁally approve their utilities’ resource plans.
This is the case in cCalifornia, Fiorida; Georgia, Hawaii, Iowa,

Nevada, New Jersey, North Dakota, South Carolina, Washington, and

Wisconsin.

_ Book, published by the Edison Electric Institute, August, 1992. S

5 This is currently in draft fom. \
has advised that
a final version will be available in the middle of August. He
further advised that no substantive changes will be made to the
draft; only editorial changes will be made. Thus, the final

11




The following is an example of how without strategy
approval a utility might be subject to relitigating the
reasonableness of a resource decision. Aé mentioned above, the
planning process involves satisfying objectives which are often in
conflict with each other. For instance, thé objective of
minimizing utility costs (or révenue requirements) may conflict
with the objectiye of providing reliable service, or minimizing

rates to custoners.

oW _a s d_balanc e obije ves and accept
tradeoffs ve its os source acquisition s eqy
ig iike d ‘ one’ spe s ives
are in conflict, there may be a dispute and a zgggggt to the
Commissio rasolv . | '

Thus, residential customers may prefer_a strategy-which'
meets one favored objective (e.g. offers energy.efficiency'programs
which will benefit them)} and non-residenﬁial customers may prefer
a different strategy which accomplishes a'competiﬂg objective (e.qg..
has no eﬁergy efficiency programs, and as a consequence has-iower
rates for non-residential customers). The COmmissionncould resolve
the dispute over how to balance thesé competing objectives by
accepting the utility’s proposed strategy, by modifying it, or by
rejecting it altogether. If the Commission did no£ resolve the

version of the report will not change the states listéd above
regarding whether they approve a utility’s resource plan. :

UE is willing to provide a copy of the draft version of this
report to parties upon request. The Company is also willing to
provide a copy of the final version when it is available.

12




dispute, it would likely carry over to a later proceeding.

consequently, there would be a cloud over the reasonableness.and

'prudenCe of the decision to implement the resources contained in

the strategy proposed by the utility as striking the best balance
for all concerned. This uncertainty would be eliminated by ground
rules stating that the Commission shéll approve a strategy fdr the
utility at the outset, rather than years after the strategy had

been adopted.

c oV, W cre a

disincentive to utility imp;emegggtiog of démang-éide progfggs.

For example, when a htility installs a combustion turbine, it is
reasonably sure that the turbine will provide “x" kilowatts at
certain hours of the year. No such assurances exist with a demand-
side program. The cost of the program, the customer participation,
and the customers’ demand reductions are all estimates. This is
precisely why the testing of demand-side programs through pilots is
so critical. However, even when the pilot programs are successful
the utility can not be assured‘fhat full scale implementation of
the programs will also be successful.

Demand~side programs are a form of marketing. Even the
most successful utility énd non-utility marketing efforts are never
100% successful. Simply stated, some demand-side programs will
fail. Without éome presumption of prudehce {based on current
information) as to the décision to implement a demand-side progranm,
a utility will be reluctant to do so. Strétegy approval would

remove this reluctance, or disincentive.

13




UE therefore submits that strategy approval makes for
good pelicy because it adheres to the accepted principle that a
utility’s decisions should be Jjudged based on the information
available at the ﬁime they are made, and because it pinimizes the
utility’s exﬁosure to relitigating its resocurce selections at a
later time when a hindsight review would be irresigtible to any
‘disgruntled party. It also is consisteht with the policy objective
that demand-side programs be considered "on an equivalent basis®

with supply-side programs. (4 CSR 240-22.010{2)(3))

Also, a process without strateqy approval is ggfgi;;x'

one-sided in that the utility is required to provide reams of
information to the . ssion to justify its propose esourc
acquisiti te o ive
any i u s e sona s or of t
roposed strate and e vidual resources whic onm rise it.

(e.g. a Combustion turbine, a residential DSM program, or a
purchase power contract) Consequently, the result is to provide
all of the benefits of resource planning to the customer while

requiring the utility to bear all of the risks.

i t onmissi e legal authority to
oV ilitv’s gsource sition st e to a va
with modifications, or to disapprove it entirely.  If the

Commission has the authority under the proposed rules to approve or
disapprove the procedure used to develop' the proposéd resource

acquisition strategy, how can the Commission not have the authority

to approve or disapprove the gubstance of that strategy?

14




The cOnQission's general and broad authority is evident
from several statutory sections. For example, as previouslf noted,
the Commission has "general supervision® ofer electric utilities.
Section 393.140(1) RSMo. 1986. Also, the Commission is "vested
with....all powers necessary or proper to enable it to carry out .
fully and effectually all purposes“ of this chapter." Section
386.040 RSMo. 19&6. Certainly, one of the central purposes is for
the Commission to ensure that the utility’s future resource plaﬁs
- will result in just and reasonable rates. Section 393,130 RSMo.
1986. Further, the Commission has the "jurisdiction, supervision,
powers and duties" which extend "To such other and further extent,
and to all such other and additional matters and things, and in
such further respects as may herein appear, either expressly or
impliedly.™ section 386.250(7) RSMo. 1986. These and other

statutory sections- imply “broad discretion" to the Commission.

State ex rel, Laclede Gas Company v. Public Service Commission of

Missouri, 535 S.W.2d 561, 567 (Mo. App. 1976).

Based on such broad discretion, UE submits that the
commission has the authority to approve or disapprove all or part
of a utility’s proposed strategy, and, in the process, has the
authority to review that strategy for a determination of prudence
as to the supply-sidé,and demand—Side resources contained in it.

For all of the reasons set'fofth above; the cOmﬁission should'

exercise such. authority.

15
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Accordingly, the following changes should be made to 4
CSR 240-22.010(1) {For all of UE's ﬁo.:sntt, the 1lined through
‘language is to be delsted, and tﬁo shaded lnnéﬁago is to be added):
The Commission’s policy goal in promulgating this chapter
of rules is to.set ninimum standards to govern the scope
and objeétives of the resource planning process that is

required of . electric utilities subject to its

jurisdiction;

Second, the PURPOSE paragraph and sections (4), (5}, (6),

(8), (9), (13), and (14) of 4 CSR 240-22.080 must be changed as

follows: .

PURPOSE: This rule specifies the requirements for
electric utility filings to demonstrate compliance with

the provisions of this chapter of rulesjiiiH
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(4) The commission will establish a docket for the

purpose of receiving the compliance f£filing of each

an order that establishes an intervention deadline, sets
an early prehearing conference and provides for notice.
(5) The staff shall revieﬁ each compliance filing
reguired by this rule aﬁd shall file a report not later

than one hundred twenty (120) days after each utility’s

scheduled flling date that-iéeaEiﬁ&esﬁnﬂpdeﬁieieneies—&n




(6) Also within one hundred twenty (120) days after an

electric utility’s compliance £filing pursuant to this

rule, the office of public counsel and any intervenor may

file a report or comments based-opalimitedreviewthat

ey

X
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(8) If the Staff, public counsel, or any intervenor f£inds

s

parties to reach, within rf‘orty-five (45) days of the date

that the report or comments were submitted, a joint

agreement on a plan to remedy-the-identified-deficicneies

18




reached, this should be reported to the commission
through a joint filing as soon as pgssible, but no later
than forty-five (45) days afte;' the date 'on which the
report or comments w,ere' submitted. The joint filing

should set out in a brief narrative description those

areas on which agreement cannot be reached.

(9) If full agreement on remedying-deficienecies j

T

counsel or any intervenor submitted a report or comments
relating to the electric utility’s compliance filing, the
electric utility may file a respbnée and the staff,
public counsel and any intervenor may file commentsrin
response to each other. The commission will issue an
order which indicates on what items, if any, a hearing

will be held and which establishes a procedural schedule.

4 2 4 5040 s eERssEErERINEEES




follovws:

46} and which addresses any utility requests pursuant to
section (2) for authorization or reauthorization of

nontraditional accounting procedures for demand-side
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2., The Proposal Allowing for the Utility to h.qﬁgst

“HNontraditional locounplnq r;oo.auroc" (4 CBR 240-

22.080(2)) must Dbe Modified to HEnsure that it is

Consistent with the Policy Objective and Requirement that

a Utility Consider and Analyse Demand-side Resources “'on

an equivalent basis" with Supply-side resources (4 CSR

240-22.010(2) (A)). ©

The proposéd rules would allow for a utility to include
in 1ts "compliance filing" a request for nontraditional accounting
procedures for the recovery of costs for demand-side resources. (4
CSR 240-22.080(2)) UE generally supports this proposal.

UE believes that the implementation of "nontraditional"
accounting procedures--assuming no changes to the Commission’s
statutory authority--would require an Accounting Authority order.
This would allow the utility to establish a regulatory asset
consisting of costs that‘wére incurred to eValuqte and implement
demand-side resources. The utility would thus defer such costs for
consideration by the Commission at a later time, presumably in the

utility’s next rate case. See e.g., Re Union Electric Company,
Order of June 23, 1992 in Docket No. EO0-92-179; and Re Missouri

Public Service Company, Order of December 20, 1991 in Docket No.
E0~91-360 (129 PUR4th 381).

6 Questions on this section should be directed to David L.
regarding

Wucher, Managerxr of Plant and Regulatory Accounting
accounting - issues, and to Mlg_ang_m_&igﬂg_u regarding

demand-side cost recovery issues.

21




UE assumes that under "traditional" accounting procedures
many of the costs incurred by a utility for demand-side resources

outside of a i:ast year would generally be expensed and thus not

recovered in rates_.' If the utility is not allowed to recover these
.co‘st_s,A it will be less inclined to incur them. This is whf
"traditional" accounting procedures for demand-side costs are not
sufficient to allow the utility to treat demand-side resources “on
an eguivalent ba'sis-" with supply-side fesources, as required by 4
CSR 240-22.010(2). Thus, traditional accounting procedures for

demand~-side costs create financial disincentives for the utility.

UE assumes also that an Accounting Authority Order would
be _an appropriate mechanism to ensure that demand-side resources
e t an equivalent basis with supply-side sources
provided that gg;tgif: gonditions are met. Thus, an Accounting
Aﬁthority Order could ensure that utilities comply with the
requirement and policy objective regarding eéual treatment for such
resoufoes. .Costs incurred for supply-side rescurces have
traditionally been capitalized, and thus the utility has been
allowed to recover all prudently incurred costs including a
reasonable return thereon. An egual oppprtuhity should be given to

costs for démand—side resources.

An Accounting Authority Order for demand-side resources
should indicate ;naf the Commission intends to allow the utility to
recover all prudently incurred cogts. Unless the utility receiving

such an Order can show its independent accountants that future rate

recovery 6f‘pru'dently incurred costs is probable, the utilityAmay

22




have to cease deferring these costs and write off the balance of
any such costs that had béan acc:ued.. Otherwise, the regﬁiqtory
asset authorized hf the order may be a worthless one.-

7 However, the proposed rules would not currently address
this potential write-off problém. In fact, they would encourage
skepticism as to the value of the regulatory aéset containing these
deferred demand-side costs. This comes from the sentence in 4 CSR
240-22}080(2) providing that "“Commission authorization of any
nontraditional accounting procedures does not constitute a finding
t:haf. the expendit'ures involved are reasonable or prudent, and
should not be constri_:ed as approval or acceptance of any item in
any aécount for the purpose of fixing rates." This seﬁtence,
without supplementation, will negate the value of an Accounting

Authority Order.

onse £ opose g8 e e te
with la i ati the C i ' s to fo
fu at cove o inc re de ed

pursuant to the nontraditional accounting procedures. This will

mitigate the skepticism with which the utility’s independent
accountants, and the financial community in general, will regard
the recovery of such costs. |
This additional language is fully consistent with the
commission’s recent décision issuing an Accounting Authority Order
fo UE in Docket No. EO0-92-179 (Order of Junerzs, 1992, cited
above) . Thié allowed UE to estabiish a regﬁlatdry asset for the

deferral of post retirement benefit expenses other than pensions

23’




(PBOPs) booked to Uniform System of Accounts ﬁb. 186, Hiscellaneoﬁs
Deferred Debits. The Commission Staff supported UE’s application
. for the Adcounting Authority Order. The Staff further recommended
that the Commission "should express a general intent to alléw
future rate recovery of prudently incurred PBOP costs that aré
booked as a regulatory asset pursuant to the order." (Order at p.

4) The Commission did so. (Xd. at pp. 5-6)

Consequently, the proposed rules should indicate the same

general intent which the Commission set forth recently in Docket

No. EO0-92-179 to allow for the recovery of prudéntiy incurred

demand-side costs deferred and charged to Account No. 186 pursuant

to any Commission authorization for a nontraditional accounting

procedure.

ina UE disagrees with the or paraqraph (B4 of

4 CSR 240-22.080(2). This would require that any request for
authorization of a nontraditional accounting procedure include "aA

quantitative comparison of the utility’s estimated earnings over

the three (3)~year implementation period with and without the .

proposed nontraditional procedures and any associated ratemaking
treatment to be sought." This_requirement should be deleted for
several reasons. |
s - info i sti ed earnings
e iod with est ccounti
authorization would be very speculative. For example, it is well
understood that an electric utility’s earnings are seriously

affected by the weather. A hot summer will usually produce
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earnings higher than a cool one., Any projections as to normal
weétﬁer may compensate somewhat for the deviations ‘from the norm,
but there still are numerous other factors which may make such
projections of little help (such as changes in the econonic cycle,
in state or federal laws, to name but a few).

Second, any estimate as to projected earnings are
extremely sensitive in nature,i énd‘ the dissemination of thesg
projections to some portion of the public (e.g. parties to the
utilities compliance filing) may vielate regulations of the
Securitiés and Exchange Commission. Thus, any requirement that the
uti}.ityf disseminate such information will be very burdensome, at
the very least, and possibly unlawful. See, e.g., Rule 10b-5 of

the Securities and Exchange Commission (17 C.F.R. § 240.10b-5).

In any event, the focus should not be the effect of the

accounting authorization on_the utilitv’s estimated earnings.
Instead, the focus should be on_ whether the accounting

authorization is needed to remove any digirlcggtives for demand-gide

resources s a e utility can at em n equivalent basis

with supply-side resources, Therefore, the proposed requirement

for estimated earnings is unnecessary and should be deleted.

Conseguently, 4 CSR 240-22,080(2) should be changed as
follows: .

The electric utili_ty' s compliance filing may also include

a request for nontraditional accbunting procedures and

information regarding any associated ratemaking treatment

to be sought by the utility for demand-side resource
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costs. If the utility desires to make any such reguest,
it must be made in the utility’s compliance filiﬁ§
pursuant to this rule and not at some suhéequent time.
If the utility desires to continue any previously
authorized nontraditional implementation period, it must
request reauthorization in each subsequent filing
pursuant to this rule. COmmission authorization does not
constitute a finding- that the expehditures involved are

reasonable or prudent, and should not be construed as

approval or acéeptance of any item in any account for the

request for initial authorization or reauthorization of
these nontraditional accounting procedures must -
(A) Be limited to specific demand-side programs that
are included in the ut:l.lit.y"s implemeni:ation plan; and
(B) Include specific proposals that contain at least
fhe following information: '
1. An explanation of the specific form and
meﬁﬁdnics of. implementing the propoéed accounting

procedure and any associated ratemakir_lg ‘treatment to ke

sought;
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justification of the need for a nontraditional treatment

of these costs; 3
3. an explanation of how the specific proposal

meets this need for nontraditional treatment, j—and

3. The Proi:osad Rules Place too much Emphasis on using
the Minimization of Revenue Requirements as the "Primary"
Criterion for "Choosirg" the Preferred Resource Pinn, and
They do not Allow Sufficient Flexibility to Examine Other
cr_i.torin which are Necessary to meet the Pundamental
Objective of the Proposed Planning Process. ’
Subsections (B) and (C) of 4 CSR 240-22.010(2) describe
different criteria which utilities must use to select a resource
plan. The "minimization of the present worth of long-run utility
costs" ie proposed as the "primary" criterion. The utility then
must also consider other "secondary" criteria or considerations
which are critical to meeting the fundamental objective of the

regource planning process.

7 questions on this section should be directed to Mr. Elliott.
' S 27 ' |
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This fundamental objective is for an electric—utility "to
provide the public with energy services that are safe, reliable and
efficient, at just and reasonable rates, in a manner that
adequately serves the public interest." (4 CSR 240-22.010(2)) UE
supports this objective because it is a balanced one and does not
give priority to one component of the objective--namely, minimizing
costs-~over any other component. .

The use of the term "primary" is not fully“consistent
with this fundamental objective. This is becaﬁse there are several
possiblé iﬁterpfétatiohs of ﬁhe'wbrd *primary". Consequently,
there is ambiguity in this proposed regquirement.

There are four definitions for “primary" which have
relevance here. They are as follows:

1 a: first in order of time or development: PRIMITIVE

2 a: of first rank, importance, or value: ﬁRINCIPAL

2 b: BASIC, FUNDAMENTAL

'3 ¢: preparatory to something else in a continuing

process
Webster’s Ninth New Collegiate Dictionarv, at p. 934 (1984).

Thus, the definition of "primary" as used in subsection
(B) could either mean first in order of time or development, or of
first rank or importance. A party could therefore reasonébly,
contend that "primary" refers to the criterion of first importance
in "choosiﬁg", or selecting, the preferred resource plan.
Certainly, aldifferent interpretation could be applied ﬁera. For -

example, another,could cohtend;thatﬁ"primary" here referred to no

28




‘more than the initial-task in developing the plan, that is, the

first step in the order of development.

The 1nterpretat1on of ”primary" as principal or most
important in subsection (B) would conflict with the definition of
the fundamental ohjecﬁive of the planning process, and hence must
be rejected. That is because such an interpretation would give
priority or preeminence to the criterion of minimizing costs over
other components of the fundamental objective~-namely, providing
energy services which are “safe, reliﬁble, and efficient, at jﬁst
and reasonable rates, and in a manner that adequately‘éerves the
pubiic interest®.

The same problem occurs with the word "choosing" in
subsection (B). This is because "choosing" reinforces the idea
that the "primary" criterion is what drives and regfricts thé
selection of the preferred plén. This also is at odds with the
fundamental objective of the process of selecting a preferred plan.

Finally, there is an ambiguity in the word "secondary"
similar to that in "primary". Among the several meanings of
"secondary" are the following:

1 a of second rank, importance, or value; and

2 d not first in order of development.

Hebster’s Ninth New Collegiate Dictionary, at p. 1060.
Thus, a party could reasonably interpret secondary to mean that fhe
considerations listed in subsection (C) are of lesser importance
than the.one set forth in subsection (B). Such an interpretation

would also conflict with the balanced definition of the fundamental
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objective, That definition does not givé any consideration

secondary status.

d a e ambi e
gonsist wit itio a ; ctive of the
ss words M " " LI d _be

deleted and the words "initial" and “other" should be inserted in
their place, respectively. These latter words properly convey a
procedural meaning. They do not convey any meaning as to the
relative importance of each-cohsideration. Thus, they do not
conflict with the definition of the "fundamentail objective". Also,
the word M"choosing" in subsection (B) should be deleted and
“devéloping" should be inserted in its place to avoid any
suggestion that one considération (minimization of revenue
requirements) mofe than any of the others determines which plan the
utility must select.

These changés will ensure that the fﬁn&amental objecﬁive
is adhered to, and is not hiaséd in anj way towards one component
such as minimizing costs. The changes would be as follows:

(B} The utility shall use minimization of the present

worth of -long-run utility costs as the p*inarf 3

selection.criterion in eheesineg & g the préferred-
resource plan; and | '

(¢ The utility shall explicitly identify and, where
possible, quantitatively analyze any seeendary

criteria or considerations which are critical to meeting

the fundamental objective of the resource planning
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‘process, -but which may  constrain or 1limit the
‘minimization of the present worth of expected utility
costs. .The utility shall document the process and
rationale use by decision makers to assess the tradeoffs
and determine the appropriate balance between
minimization of expected utility costs and these other
| considerations in selecting the preferred resource plan
and developing contingency options. These considerations
shall include, but are not ngcessarilf limited to -
1. Mitigation of risks associated with criticél
uncertain factors that will affect the actual costs
associated with alternative resource plans;
2. Mitigation of risks associated with new or more
stringent environmental laws or regulations that
may be imposed at some point within the planning
horizon; and
3. Mitigation of iate increases associated with

alternative resource plans.
B. LOAD ANALYSIS AND FORECASTING (4 CSR 240-22.030) °

1. (1) (B)2. = Load Data Detail - Major Class Demands
| subsection (1) (B} would require a utility to establish an
nistorical load data base congisting of various types of

information on actual patterns of energy usage in its.service

& Questions on this section should be directed to u;;_gglg;
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territory. Paragraph (1) (B)2. would reqﬁira a utility to develop.
estimates for each major class ™actual a.nd weather-normalized
demands at the time of monthly peaks®. |

This requirement is awmbiguous in that "at the time of
monthly peaks" could be interpreted to mean at the time of the
monthly major class peak, or at the time of the monthly system
péak. These two peaks may not be the same. The peak of a given
class may not be simultaneous to, or coincident with, the peak of
the entire system consisting of all of the classes.

UE submits that the more relevant information occurs at
the time of the monthly system peak. Consequently, to remove any _

ambiguity, the following change should be made:

For each major class, actual and weather-normalized

lrsatadad

demands at the time of BY#TEH monthly peaks;

4,

2. (1) {(c)2. ~ Load compoxiant Detajil - Weather Effects

Paragraph (1) (C}2. would require a utility to "cievelop
and implement a procedure to routinely measure and regularly upciate
-estimates of the effect of both actual and normal weather on class
and system electric loads.®

The .phrase "the effect of both actual and normal weather™
would require the utility to disaggregate actﬁa]. loads into weather
and non-weather related loads, when such information may not be
necessary. Moreover, some processes uéed for weather nomalizétion |
may. not readily provide fof uch. disa'ggregation. | A nmore

appropriate requirement is the anale’is'of the effect of weather as
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determined by the difference between loads or .sales under actual
versus normal weather. 7
conseguently, the change would be as follows:
The utility shall develop and implement a procedure to
routinelf measure and regﬁlarly update estimates of the
effect of beth—aetual—and—nermal weather on class and

system electric loads.

3. (1)(c)2.B. - Load Component Datail - Components of
Load o |
This subparagraph provides that "For at least the base
year of the forecast, the utility shall estimate the cooling,
heating, and nonweather-sensitive components of the weather-
normalized major class loads.™®
| However, parégraph {3) (A)3 states that the disaggregated
cooling, heating, . and nonweather-sensitive 1loads shall be
designated as the end-use for a c¢lass, if other end-use
information has.ﬁot‘beEn acquired for_ﬁhat class gnd if the utility
determines the=ﬁeating or cooling components of load for that class
are significant. Subparagraph (1)(C)2.B. would require the’
analysis for gvery class, not just‘those where cooling, heating,.
and nonweather-sensitive loads are the defined end-uses.
Consequentlf, this subparagraph should be deleted in its
entirety, as Paragraph (3)(A)3. more appropriately defines when
such analysis should be performed. Also, the next subsection

designation should be changed from (C) to (B).
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4. {2) (A} - Analysis of Number of unitsl?'Choic. of
Priver Variables | |

This subsection would require that the utility "identify
appropriate driver'vafiables as predictors of the number of units
for each major class or subclass" and that it also identify "“The
critical factors that influence the driver variables®.

The Company acknowledges that identification of driver
variables is a necessary input to the forecasting process.
However, the requirement to identify %critical factors" lacks
definition, The term:could imply the use of some quantitétivé
iﬁput to the development of driver variables, when, in practice,
gquantitative analysis may not be possible. Internal analysis or
outside forecasting services utilized by the utility may rely more
on major assumptions than on "factors" as the basis for driver
variable development.

Thus, the wording should be changed as follows:

Choice of Driver Variables. The utility shall

identify appropriate driver variables as

predictors of the number of units for each

major class or subclass. The critical £aeters

REAUHDLLORE  that  influence the driver

Sedeodendiokizag

variables shall also be identified.
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S. (2){(C) - Analysis oti Number of Units - Bubclass

Shares ‘
This subsection would require the utility to i&entify the

factors which affect "subclass shares" of major class units when
‘the utility has modeled the relationship between the number of
units and driver variables at the major class level. It also
regquires tﬁe utiiity to explain how those factors were used to

predict the subclass shares.

- urren es 1l attempt to
egstimate ubclass shares o ' ) _1 s units h n___such
informatio av The fact that the

‘ utility has developed relationships at the major class level could
be an indication that it is either impossible or unnecessary to
analyze unit relationships at the subclass level. In such éases a
prediction of subclass shares of total units for the class should
not be required. However, it is appropriate to require the utility
in such situation to gconsider how changing  subclass shares may
impact a major class forecast.

Consequently, this section should be chaﬁged'as follows:

Where the utility has modeled'the relationghip hetﬁeen

the number of units and the driver variables for a major

class but not for subclasses within that major class, it




6. {8} = Base-case Load ¥Foracast

This section currently provides in the conéluding
sentence that "The load impécts of implemented demand-side programs
shall be incorporated in the base~dase load forecast and the load
impacts of proposed demand-side programs should noﬁ be included in
the base-~case forecast." ‘ ‘ ' .

The apparent purpose is to contrast the treatment of
implemented{demand—side programs with the treatment of proposed
programs. The former must be incorporated inte the base-case load
forecast, but the latter "“should!" not be incorporated.

UE subnmits that the impacts of propbsed programs must not
be incorporated into the foreéast, and that language to this effect
is necessary. Consequently, the changes would be-és follows:

The utility’s base-case load forecaét shall be

based on projections of the major economic and

demographic driver wvariables that utility

decision makers believe to be most 1likely,

All components of the bhase-case forecast shall

be based on the assumption of normal weather

conditions. The load impacts of implemented

demand-side programs shall be incofporated'in

the base-case load forecast and gt thé_load

impacts of proposed demand-side programs
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%% not be included in the base-case

forecast.

7. (5)(B)2.A. - Base-case Forecast - Driver variables

This subparagraph would require utilities to develop a
fuse per unit" forecast of energy and peak demands. 1In deoing so,
the utility would specify the "driver variables" for such a
forecast. Further, the utility ﬁould be required to "document how
the forecast of use per unit has taken into account the effects of
real pricesAof electricity, real prices of competitive energy
sources, vreal incomes and any other relevant economic and
demographic factors." (emphasis added)

UE agrees that real prices and real income should be
examined to see whether they are driverrvariables for a giVeﬁ
‘forecast. However, subparagraph (5)(B)2.B in effect would always
define them as driver variables, whether they were or were not in
a given case.

It would be more appropriate to require only that such
factors be gonsidered to see whether they should be included as
driver variabiles. ' |

Therefore, the subparagraph.should be changed as follows:

The forecasts of the driver variables for ther

use per unit shall be specified. The utility

shall document how the forecast of use per

unit has +aken—inte—neeeunt

effects of real prices of electricity, real

the
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prices of cdnpetitive energy sources, real

incomes and any other relevant écononiC-And

demographic factors.

8. (5)(B)2.C. - Base-case Load Yorecast - B8tock of
Energy Using capital Goods
This subparagréph would currenély .require the
following: | _. | - |

For each end use for which the utility has developed
measures of the stock of energy using capiéél goods, it:
shall forecast those measures and . document the
relationship between the forecasts of the measures to the
forecasts of end-use energy énd demands at time of the
sunmer and winter system peaks. The values of the driver
variables'uséd to generate forecasts of the measures of
the stock of energy using capital goods shall be
specified and cleérly documented.

The phrase wFor each end use for which the utility has
developed measufes of the stock of energy using capital goods" is
ambiguous because the utility may have developed such measures for
a class (say for demand-side planning analysis), but determined
that end-use forecasting for that class was not cost—effective..
Therefore, this regquirement should 6n1y'app1y in instances‘where
the utility determined that end-use forecasting methods_ are

appropriate for a given class.
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Additionally, forecasted demands could come from day-type
load shape analysis and energy usage forecasts, rather than from
demand relationships to measures of energy using capital goods.
The wording in this paragraph could improperly preclude such
analysis because it refers to "demands at the time of summer and
winter peaks." To avoid this problem, the quoted phrase should be

deleted.
Consequently, this subsection should be changed as

follows: _ _
The stock of energy using capital goods. For each end
use for which the utility has developed measures of the

stock of energy using capital goods,

it shall forecast those‘measures and

docugent the relationship between the forecasts of the
measures to the forecasté of end-use energy—and—demands

at—tine—of—the—summer —and—winter—system—peaks. The
values of the driver variables used to generate forecasts
Ef the measures of thé_stock of energy using capital

goods shall be specified and clearly documented.
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C. SUPPLY~BSIDE RESOURCE ANALYSIB (4 CBR 240-22.040)

1. The Fuel Price Forecast Requirements of Section (8)
nmust be Altered Because the Proposed Language ﬁould
be Very Burdensome and is not Likely to Produce
Cost-beneficial Information. ?

Section (8) of 4 CSR 240-22,040 redquires a utility to
provide in its filing cost estimates of various’ "important
uncertain factors related to supply resources". One of_these
factors is fuel priée forecasts. ' i

The Company acknowledges that fuel price forecasts
represent such important uncertain factors. However, a portion of

the reguested information set forth in subparagraphs (A) 1. A.

through G. would be ve denso e t cllect as

applied to numerous suppliers. Also, some of this information may
be proprietary and configéntiél, or otherwisé not readily

available..
Subparagraphs (A} 1. A. - G. would require information as

to various producers and suppliers of applicable fuels. ~Such
information would be very buz:ti_ensqmg, less readily available, and
less valuable, as compared to -information about various markets for
the applicable fuels. For this reason, UE has focused on

particular markets in order to take advantage of competitive

forces.

9 Quési_:ioné on this section should be directed to Udo A,

Heinze, Managex of the Fuel Department for the Company.
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Por example, subparagraph (A)1.A. would require- the

utility to consider the "present reserves, discovery rates and

usage rates of the fuel®. :
1 ‘ ds of iers. Further, the Company does
not believe that this information as to particular suppliérs is
likely to be of great valug. For example, the present reserves of
an individual supplier would change with a sale or purchase by
another supplier. It could also change by the acquisition of
additional reserves from some other entity such as the federal,
government or private land holder. Thus, such information on a
particular supplier could become obsolete very quickly. Also, sugh
‘information may not accurately define the entire resource base.
Oon the other hand, information about markets would be
less volatile. For example, the Powder River Basinlof Wyoming
holds approximately 63 billion tons of coal, and at present usage
rates will last 350 years. This same information as to individual
suppliérs would be more difficult to get--if it was even available-
-and may be of little value due to sales and purchases among
suppliers; as discussed above. |
As another example, subparagraph (A)1.B. would require
lthe utility to consider the "profitability and financial condition
of producers®. This would also be burdensome and of guestionable
value. In some cases, financial information about the
profitability of individual suppliers may simply not be

ascertainable from the annual report of the corporate parent.
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Subparagraphas (A)1.C. and (A)l1.D. would also be

burdensome to comply with, and the information may also be of

questionable value.

X

L4 L G
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and not about individual suppliers. Such information would be more

easily and readily obtainable, and would be more useful also.

Consequently, paragraph (8)(A)}1. of 4 CSR 240-22.040
should ﬁe modified as follows:

(8) Before devéibping alternative resource plans and
performing the integrated resource analysis, the utility
shall develop ranges of values and probabilities for
several important uncertain factors reélated to supply
resources. These valués can also be used to refine or
verify information developed pursuant to section (2) of
this rule. These cost estimates shall include at least
the following elements and shall be based on the-. .
indicated methods or sources of information:

(A).Fuel price forecasts over the planning horizon for
the appropriate type and grade of primary fuel, and for
any alternative fuel that may be praetieal

contingency option.

1, Fuel price forecasts shall be obtained from a
consulting firm-with specific expertise in detailed
fuel supply and price analysis or developed by the
utiliﬁy if it has expert knowledge and experiénce

42




: .
- .

with the fuel under consideration. Each forecast

shall consider at least the following factors as

. applicable to each fuel under consideration:

c. Potential effect of environmental factors,

- . competition and government regulations on preducers

for changes in severance taxes;

D.. . 2 » 0} ] 2

E. Potential effects of government regulations,'

*  competition and environmental legislation on fuel
transporters; _
F. In the case of uranium fuel, potential effects

of competitién and government regulations on future
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costs of enrichment services and cleanup of

production facilities; and

G. Potential for goverhmental restrictions on the

use of the fuel for electricity production.

2., The Raference to "Nonkerc Probability" in the

Definitiocn of “Probable Environmental Cost" must be

Altered A'té wgignificant Probability" in _order to

Limit the Analysis to a Manageable one. }o ]

"Probable environmental cost" is defined as the expected
cost of complying with new environmental regulations that the
utility believes will have a "nonzero probability“ of being imposed
during the twenty year planning horizon. (4 CSR 240-22.020(45))
The utility must appiy this définition in the screening of supply-
side resources. (4 CSR 240-22,040(2)) |

This reference to "nonzero" appears to mean what it

literally says it means: anything not zero; that is, any new

“environmental regulation which has some probability--however small-

—of being imposed.
| Almost anything can have a "nonzero probability" attached

to it, even if its likelihood is extremely remote. (e.qg.

.0000001%) This is what causes the problem: a requirement that

utilities consider any potential regulation which does not have a

10 ouestions on this section should be directed to Mr.
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zero probability of being put into effect makes the analysis
virtually unlimited and therefore unmahageable.

For example, as part of its analysis of supply-side
resources, the utility would be required to identify "a list of
eﬁvironmental,pollutants for which there is, in the judgment of the
utility decision makers, a nonzero probability that additional laws

or regulations will be imposed at some point within the planning

horizon." (4 CSR 240-22.040(2)(B)1) The utility would then have

to provide additional‘calculations,revaluations, and subjective

probability assessments for each of these pollutants. ' This could

be ver urdensom s there otenti dreds of pollutants
with at 1egst some probability--however small--of becoming the

MMMMM&W&;
See, for example, Title III, Section 301 of the Clean Air Act
Amendments of 1990 establishing a 1list of over one hundred
"hazardous air pollutants". | _
Therefore, to place some reasonable and manageable
limitation on the required analysis, the word "nonzero" should be
deleted. -The word Ysignificant" should be inserted in its place as
follows in 4 CSR 240-22.020(45): 1
Probable environmental cost means the expected cost to
the utility of complying with new or .additional
environmental laws, regulations, taxes or other costs

that utility decision makers judge to have a nensere

4 ¥ probability of being imposed at some point
within the pianning horizon. |
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DEMAND~SIDE RESOURCE AMALYSIS (4 CBR 240-22.050)

1. The aniﬂition of “Load Building Programs® in 4 CSR
240-22.050{10) must be Changed to ba Consistent
with the Definition of this Term in 4 CBR 240-
22.020(29),

Section (10) of 4 CSR 240-22.050 provigdes that DSM -

programs "shall be classified so as to permit a clear distinction

between these costs and fhe costs of load building programs..."

However, the concluding phrase' of that sentence prbceeds to define

load building in a manner different from the definition in 4 CSR

240-22.020(29).

For purposes of consistency, 4 CSR 240-22.050(10) should

be change& as follows by deleting the defining phrase after the

term "load building programs":

Demand-side programs shall be designed and administered,
and demand-side programs shall be classified so as to

permit a clear distinction between these costs and the

costs of load building programs i(te—premete—inereased

for-the-provisien—ofend-use-energy-services. The costs

of demand-side activities that also serve other functions

shall be allocated between the functions served.

11 Questions on this section should be directed to Mr,
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IIix. CONCLUSION

For all of the reasons set forth above, Union Electric
Company requests that the Commission incorporate these comments

into the proposed rules.

Respectfully submitted,
oseph H. Raybuck

Attorney for

Union Electric Company
1901 Chouteau Avenue

P.O. Box 149 (M/C 1310)

St. Louis, MO 63166
(314) 554-2976

CERTIFICATE OF SERVICE

I,'Joseph H. RaYbuck, hereby certify that I mailed a copy
of the Initial comments of Union Electric Company to all parties on

the attached service list on July 31, 1992.

Joseph H.. Raybuck






