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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI
REBUTTAL TESTIMONY OF JON R. EMPSON
ON BEHALF OF AQUILA, INC.
D/B/A AQUILA NETWORKS-MPS
CASE NOS. ER-2004-0034

What is your name and position within Aquila, Inc. (“*Aquila” or “Company”)?

Jon R. Empson, Senior Vice President of Regulated Operations.

What is your educational background?

I have a B.A. in economics from Carleton College and an MBA from the University of
Nebraska at Omaha.

What are your responsibilities within Aquila?

[ have overall responsibility for the state utility operations in Aquila’s seven state
service territory as well as the regulatory, legislative and central services functions.
When did you assume this position?

[ 'assumed these responsibilities in January 2004.

What was your prior work experience?

Since 1986, I have held several officer positions in Aquila, responsible for many
different functions including regulatory, legislative, legal, engineering, gas supply.
human resources, accounting, measurement, and data processing. I also had a seven-
year career at Northern Natural Gas/Enron in three different subsidiaries and an eight-
year career at the Omaha Chamber of Commerce primarily dealing with economic
development.

What is the purpose of your rebuttal testimony?

[ will be specifically responding to direct testimony filed by various witnesses that
discussed Missouri Public Service’s ("MPS’s”) affiliation with the Aries plant; the

overall volatility in the natural gas market and the appropriateness of a fuel cost true-up
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mechanism; the vacant office space at Aquila’s headquarters; and the allocation of

corporate costs to Aquila’s Missouri electricgiE

Aries Combined Cycle Plant

What will your testimony concerning the Aries Plant address?

Missouri Public Service Comrnission Staff (“Staff””) Witnesses Featherstone and
Oligschlaeger have both expressed the opinion that MPS, one of Aquila’s Missouri
utility operating divisions, should have built the Aries Plant rather than entering into the
competitively bid, low cost Purchased Power Agreement (“PPA”) with Aquila’s
affiliate. Aquila witnesses DeBacker and Sherman will be providing the detailed
economics of the benefits of the PPA. I want to discuss the decision making
environment that MPS, the utility, was facing at the time the decision was made to enter
into the short-term PPA rather than build a new electric generation facility.

Do you agree with Mr. Oligschlaeger that Aquila/UtiliCorp did not “consider the option
of allowing its MPS division to construct and operate a regulated generating unit to
meet the MPS division power needs in the 2001 — 2005 period” (p. 10, lines 3 — 12)7

I do not. It is my understanding that the Company considered building a regulated
generating unit but within the context of the economic alternatives and current
regulatory environment.  Mr. Oligschlaeger has not explained why building a
regulated generating unit at that specific point in time should have been considered a
viable option. Mr. Oligschlaeger has not discussed the regulatory conditions that
existed at the time the decision was made. Given the economics discussed by other
Aquila witnesses and both the national regulatory trends and the policy guidance being
received from the Missouri Commission Staff concerning the potential for creating
future stranded costs that would be borne by our Missouri customers and/or the

Company’s shareholders, any decision to build a new generating unit would not have
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been a good business decision. It is important that the decision be reviewed within the

context of the economic and regulatory environment known at that time and not within
the context of what is known today.

Please explain.

On May 1, 1998, Dana K. Joyce, General Counsel for the Missouri Public Service
Commission (“Commission”) submitted on behalf of the Retail Electric Competition
Task Force, its final report. Through a series of orders, the Commission had created a
broad-based Task Force “to create a public record that will enable all members of the
public, including their elected representatives in the General Assembly as well as the
office of the Governor, to become knowledgeable on the issues involved in the electric
restructuring debate.” (page 3)

What “issue” addressed in this report created concemns for Aquila/UtiliCorp?

One of the major issues in electric restructuring is the potential creation and subsequent
recovery of stranded costs.

What is stranded cost?

Stranded cost, as defined in this report, is the difference between the value of a utility’s
assets in a competitive marketplace and their value as determined under existing
regulatory procedures.

What position did the Task Force take on the issue of overall recoverability of stranded
costs associated with implementation of competition?

Given the diversity of Task Force members, the Task Force could not reach a consensus
and therefore took no position on overall recoverability of stranded costs. However, a
very strong theme within the report itself and the subcommittee report on stranded costs
was that Missouri utilities should be held accountable for aggressively mitigating any

stranded costs before the Commisssion should even consider having the customers bear
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any of the cost.
How did the Staff respond to the Task Force Report?
On June 12, 1998, the Staff filed an “Electric Restructuring Plan for the Competitive
Supply of Generation in Missouri.” T have attached this report as Schedule JRE - 1.
Since the Task Force could not reach a consensus on an overall plan, the Staff made the
following statement on page 1:

“The Staff of the Commission (Staff) having participated fully in the Working
Groups and the Task Force will take this opportunity to present a comprehensive plan
for restructuring in Missouri based upon the information currently available. This plan
adopts the same assumption of the Task Force that electric restructuring will be
mandated. This plan will provide some general policy direction and will make
proposals for implementation of retail competition.”

What specific guidance was Staff providing that you found relevant to the decision on
whether MPS, the utility, should consider building a new regulated generation plant

during the late 1990’s?

There are four quotes form this report that helped frame the regulatory environment for
building a new generation facility:

“Only in the case where the utility has made significant divestiture of its generation
assets should these subsequent charges be set at levels necessary to allow 100% of the
remaining utility stranded costs to be recovered.” (page 11)

“The Staff believes that divestiture of generation by utilities will more quickly promote
vigorous competition in the generation markets and raise fewer questions and concerns
regarding independence of operation of the generation assets.” (page 12)

“The utility will not want to commit to new contracts over long time periods when such

a contract term might result in stranded costs at the time that direct access is
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implemented.” (page 28)

“In addition to replacing existing generation capacity, all of the investor-owned utilities
will need to add additional capacity to meet their growth in native load (wholesale under

contract and retail). It is anticipated that much of this new generation capacity will be

acquired through short-term purchased power contracts rather than from the addition of

new generation capacity.” (emphasis added) (page 29)

Are the Staff’s positions as described above consistent with the advice you were
providing Aquila’s management during the mid-to-late 1990’s?

Yes, they are.  For both the gas and electric utilities, my regulatory staff and I were
advising management to be concerned about creating any potential future stranded costs
by entering into long term contracts or investing in physical assets that could be
impacted by any decision to restructure the utility industry. For example, we were
trying to negotiate shorter-term interstate natural gas pipeline contracts or include
“market out” provisions, and we were insisting on contract assignment provisions in
retail choice programs. We were essentially advising the Company to be very cautious
about creating any significant long positions in the commodity portion of the business
because any such decision could be potentially viewed by a Commission as being
imprudent given the concern about stranded costs. Any commitment to build new
generation by a Missouri utility given the policy positions stated by the Staff and the
uncertainties that existed on electric restructuring had to be considered within that
context. The Staff was emphasizing the importance of mitigating stranded costs and
was not supporting 100% recovery of stranded costs, was proposing that utilities be
forced to sell their generating assets, and was essentially acknowledging that utilities

would be maintaining a short position in electric supply in order to mitigate future

stranded costs.
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20 West 9™
Do you agree with Office of Public Counsel (“OPC”) Witness, Mr. Dittmer that
“significant areas of space” are not being utilized in Aquila’s headquarters facilities at
20 West 92
Yes, I do agree that at the:time Mr. Dittmer toured our facility, we had space that was
underutilized.

Is his disallowance of related costs appropriate?

No, it is not. Mr. Dittmer has calculated that 544 of the 847 workstations in the facility
are currently being occupied. Therefore, he has recommended that 303/847 or 35% of
the related space costs be disallowed to reflect the current vacancy rate. However, Mr.
Dittmer is ignoring two important considerations. First, he did not allow any vacancy
cushion to accommodate growth or redistribution of employees within the building or
redesign of space utilization to improve the work environment or to accommodate the
potential relocation of Aquila personnel from other Kansas City area facilities. And
second, Aquila had adopted a very aggressive office space-planning program to
maximize the use of the building when it was initially occupied.

What assumption did Mr. Dittmer make about vacant space in an office building?

Mr. Dittmer ignores the need to maintain some level of vacant space to accommodate
growth in employment, redesign of usage, or special projects. It wouldn’t be
appropriate to assume that 100% of the space in any company’s office is being occupied
100% of the time. According to an International Facility Management Association
(“IFMA”) Study, energy utilities average 13% vacancy cushion. This means that the
847 workstations at 100% capacity should first be reduced to 737 workstations for
maximum reasonable utilization. Mr. Dittmer’s calculation should first be changed to

(737-544)/737 or 26% vacancy. The 26% vacancy of workstations is easily absorbed by
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a more reasonable assumption on space usage per employee. In fact, as the Company
completes its restructuring the past density practices are being re-examined since
experience has shown that it was not the most productive due to noise levels and
privacy issues.

What do you mean that Aquila had an aggressive office space-planning program?

The IFMA study also indicates that the average office area per worker is 284 square
feet. Aquila’s average in the 20 West 9™ facilities is 152 square feet per person or
53.5% of the average. A copy of a typical floor plan is attached as Schedule JRE - 2 to
show the density of usage. All employees, including the officers, were placed in a
cubicle setting.

What do you conclude from these studies?

If Aquila had followed the industry standard, rather than its aggressive space utilization
plan, the entire space designed for potentially 847 cubicles would now be occupied.
How did you reach that conclusion?

Using the IFMA average, the 544 employee workstations would equate to 835
workstations (544 * 1.535). It doesn’t seem appropriate for Aquila to be penalized for
being very aggressive in space utilitization especially as the building is being re-utilized
to serve the needs of the utility. For example, the office space at Raytown has become
too crowded and relocation to the 20 West 9" Complex is being considered to relieve

the pressure.

Gas Supplvy Market

How do you react to the testimony of Mr. Brubaker, Mr. Stephens, Mr. Busch, and Mr.
Vesely concerning the current natural gas markets facing utilities?
There was a general appreciation for the unique and volatile market environment that

currently exists for natural gas and, based upon the differences in setting a reasonable
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cost for natural gas, a general understanding of how difficult it is to set a cost that will
provide Aquila with a reasonable opportunity to recover its costs. Aquila Witnesses
Browning and O’Donnell address this issue in detail.

Given that unpredictability in gas prices, what is the reasonable solution?

It appears that Aquila, the‘Staff, the Federal Executive Agencies, SIEVA, and St.
Joseph Missouri Industrial Users agree that some form of fuel cost true-up mechanism
would be appropriate. However, the actual mechanism and the actual base cost of
natural gas vary in each set of testimony.

Several of the witnesses refer to the Energy Information Administration (“EIA”) as a
reliable source for forecasting future prices for natural gas. What is your reaction?
Given the current market environment for natural gas, I do not think that EIA has a
forecasting capability that is any more reliable than other sources.

On what do you base your conclusion?

I have been tracking the EIA monthly reports on natural gas markets for the past few
years and providing summaries to internal personnel. As part of the summary, we have
maintained a history of EIA’s price forecasts, which are attached as Schedule JRE - 3.
Each graph shows how EIA’s price forecasts each month for a specific future quarter
varied over time. For example, the Price Forecasts 3" Quarter 2002 graph shows that
EIA’s January 2001 forecast for the 3™ Quarter 2002 was about $4.10. EIA increased
that forecast to about $4.40 in May 2001; decreased it to about $1.85 in December 2001
and the actual price averaged $2.88 for the quarter. The Price Forecasts for 4™ Quarter
2002 fluctuated from over $5.10 in May 2001 to $1.90 in February 2002 with an actual
4™ Quarter average price of $3.60. This testimony is not meant to be critical of EIA but
rather to demonstrate that even the most sophisticated econometric models cannot

accurately forecast natural gas prices. By approving an energy true-up mechanism for
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Aquila, the Commission can avoid speculation on setting a firm gas price recovery level
and match the cost recovered in rates with the actual costs incurred. Iagree with Mr.
Brubaker that “when the Commission makes its final decision, it should decide what is
the most realistic outlook for natural gas prices at that time,...” (page 4, lines 18 - 19).
Once that “most realistic price” is set, an adjustment mechanism should be
implemented so that the price recovered in rates reflects the prices being incurred.

Corporate Cost Allocations

Please explain the adjustment to corporate allocated costs proposed by Staff witness
Charles Hyneman and OPC witness James Dittmer.

Both witnesses have subjectively chosen to eliminate a portion of selected corporate
department costs on the basis that these selected departments are significantly
participating in Aquila’s restructuring/divestiture activities and that these activities for
these departments are expected to continue into the future.

What is meant by “Aquila’s restructuring/divestiture activities?”

Aquila initiated a process in mid-2002 to effectively transition the Company back to a
seven-state domestic utility. The reasons for that decision are discussed in great detail
in Case No. EF-2003-0465 which is pending before this Commission. In order to
achieve the transition, Aquila is essentially selling all of its international utility
operations and exiting the merchant business.

What is the status of this process?

Aquila has been very successful in executing this transition. The New Zealand,
Australian, and United Kingdom utility properties have been sold. The sale of the
Canadian utility properties is pending and should close later this spring. Aquila will
have then effectively sold all of its international utility properties. The merchant

business has also been substantially reduced. In December 2001, Aquila had 1,248
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employees supporting its merchant business activities. By December 2003, the
employment base had been reduced to 71 people and many of the assets had been sold.
Do you consider the transition essentially complete?

The asset sales and business restructuring activities have been substantially completed
but there is still more work to be done. However, senior management’s time has been
and continues to be focused on the day-to-day operations of the utility business.

When Aquila prepared the rate cases that were filed with the Commission, what
guidance did you give the regulatory team?

There were two basic principles that we made a concerted effort to apply to a review of
our rate case filing.

First, our utility customers should not bear any of the costs associated with Aquila’s
exiting or winding down our non-regulated and international businesses. In other
words, as stated by Aquila witness Beverlee Agut in her direct testimony, our intention
and desire was to insulate the customer from these activities and not include these costs
in the cost of service in this case.

Second, we should make an initial attempt to adjust any department’s cost that would
not be reflective of an ongoing seven-state utility operation. It was not expected that
this second principle, given the cost allocation process used by Aquila, would result in
any significant adjustments but we wanted to at least use our professional judgment in
making further adjustments.

What was the result of this review process?

Aquila witness Agut provides details in her direct testimony, but the end result was that
approximately $17.4 million was removed from the allocation pool. In total, six
departments were removed from the allocation pool and many miscellaneous

adjustments made to other allocated departments.

10
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How did OPC witness Mr. Dittmer react to the Company initiated effort?

He stated that “while the Company may be commended for voluntarily removing the
cost of certain ESFs deemed to be exclusively or most significantly involved in the
divestiture process, I simply do not believe it has captured the time and expense of other
senior management that must necessarily be devoting great resources to further
divestiture and/or attempting to maintain the solvency of the Company.” Mr. Hyneman
for the Staff essentially reached the same conclusion. Both witnesses, without any
factual basis, arbitrarily disallowed significant costs from several corporate
departments.

Do you agree that further adjustments, as recommended by witnesses Dittmer and
Hyneman, are needed to meet the objective of insulating the customers from the costs
of restructuring Aquila?

No, I do not.

How did Aquila account for its divestiture/restructuring activities?

Aquila set up numerous activity codes to capture Costs related to its divestiture
activities. These activities were either direct charged to the Merchant business or
retained at a corporate level and not allocated to any of Aquila’s domestic networks
divisions. Aquila Witness Agut addresses this process in more detail in her testimony.
For the period ended November 30, 2003, approximately $33 million ($8 million for
2002 and $25 million through November 2003) was spent on divestiture and
restructuring activities and retained at the corporate level.

On page 28 of the direct testimony of Mr. Charles Hyneman, he stated that “If Aquila
was serious about capturing costs related to its restructuring operations it should have
set up a restructuring account to capture these costs....” Did Aquila capture both payroll

and non-payroll related restructuring costs in the activities you mentioned above?

11
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Aquila captured all non-payroll related incremental costs in the afore-mentioned
restructuring activities. During 2002, most direct payroll related costs were incurred
either within the Merchant business or within departments whose allocated costs were
eliminated by Aquila before it filed its rate increase application. The charges for
departments responsible for day-to-day restructuring/divestiture activities were
eliminated in Aquila’s application. These departments were as follows:

4032 Strategic Initiatives

4100 Capital Structure and Analysis (previously Corporate Development)

In 2003, payroll for other employees participating in these projects on an incidental
basis was not captured in these activities because these were deemed one-time, non-
recurring events.

Mr. Hyneman has stated that Aquila will continue to devote time and resources to
restructuring operations into the foreseeable future. Why are these activities seen as
non-recurring in the future by Aquila?

On December 15, 2003, Mr. Richard C. Green, Chairman and Chief Executive Officer,
issued a “Shareholder Update” which outlined our focus in the coming months, to
“remain on completing pending asset sales; pursuing regulatory approval to pledge
Aquila’s utility assets as collateral for working capital requirements of our utility
operations; and obtaining rate relief to reflect our actual costs of providing safe, reliable
service to customers.” He also stated our strategy for the coming months as two-fold.
“We are restructuring the company by exiting the wholesale energy business and selling
foreign and non-core assets, and we are strengthening the ongoing regulated utility
business and working to improve processes to service these critical customers better.”
The final pending asset sales are anticipated to be completed in the 2™ quarter of 2004.

Therefore, by the time rates go into effect in this case, almost our entire focus will be on

12



10

11

12

<13

Rebuttal Testimony:
Jon R. Empson

the regulated utility business.

If there is still a focus, albeit a much smaller focus, on the non-regulated services
business, wouldn’t it still be appropriate to eliminate a portion of the corporate costs?
An elimination of corporate costs pertaining to the non-regulated business occurred
during the test year and will continue to occur through Aquila’s normal corporate cost
allocation methodology. Of the 54 remaining “ESF” departments, 42 continue to be
allocated to the non-regulated Merchant/Capacity services business. Contained within
the 42 departments allocation to the non-regulated business are all of the departments
listed by the Staff and OPC as departments deserving of additional cost eliminations.
Specifically, please outline the departments where adjustments are proposed.

Below is a table containing a listing of departments whereby an additional adjustment
for restructuring/divestiture activities is proposed by either the Staff or OPC with a

comparison to the adjustment included in Aquila’s filing.

13
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Elimination % Payroll & Non-Payroll

DeptID | Description Hyneman Dittmer Aguila
4040 Chairman & Chief Exec Officer 75% 50%

4030 Chief Operating Officer 50% 100% non-payroll Only
4031 General Counsel 50% 50%

4035 Chief Financial Officer 75% 100%
4043 Board of Directors Mgmt 50% 50%

4183 Corporate Financial Reporting 25% 50%

4194 Tax Income Team 25%

6131 Global Networks Group Financial Mgmt 25%

4120 External Communications 50%

4130 Treasury 50%

4131 Corp Secretary & Records Mgmt 50%

4132 Shareholder Relations 50%

Prior to filing its rate increase applications, Aquila performed a detailed analysis of

costs and activities allocated to the regulated utility business and made adjustments to

these allocated costs. For example, 100% of all costs in the Chief Financial Officer and

100% of non-payroll costs in the Chief Operating Officer departments were eliminated

in Aquila’s initial application. The Staff and OPC percentage disallowances are

subjective in nature, lacking no hard concrete support.

Please discuss why you consider the Staff and OPC disallowances subjective in nature.

Both witnesses, Messrs. Hyneman and Dittmer provided excerpts from Aquila’s Cost

Allocation Manual (“CAM”) as basis for their subjective disallowance percentages.

The CAM is intended to describe the general functions of departments over time and

does not necessarily constitute the specific activities performed by each department.

14
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M. Dittmer regularly and arbitrarily uses 50% as a subjective basis whenever he feels
an adjustment is warranted for various issues. For example, in Aquila’s lowa rate case,
Mr. Dittmer “proposed to assign 50 percent of the “allocable” portion of certain “high
level” Enterprise Support Function (“ESF”) departments’ test year costs to international
properties and to Aquila’s significant mergers and acquisition activities — or more
recently — sell and liquidate activities.” Mr. Dittmer acknowledged that his adjustment
was “judgmental.” Even though Aquila has essentially sold all of its international
properties and has sold the majority of its merchant assets, Mr. Dittmer has still applied
his arbitrary “50%” disallowance in the Missouri case. I question how an arbitrary
recommended 50% disallowance, which Mr. Dittmer deemed reasonable in September
2002 in Iowa can still be considered reasonable in January 2004, when the composition
of Aquila’s business has changed so dramatically and is now essentially a seven-state
domestic utility.

Is there another reasonableness test you have applied to both Mr. Hyneman’s and Mr.
Dittmer’s disallowances?

Yes. As several of the intervenor witnesses have testified, Aquila’s rates should be set
on costs required on an on-going basis to operate the business. This same principle has
not been used in setting a reasonable level of cost to operate a seven-state domestic
utility with significant operations in Missouri.

Please explain.

Mr. Hyneman has eliminated 75% of the Chairman and CEO’s expenses on the faulty
premise that the primary focus of this office going forward will be the financial
restructuring of Aquila. As explained earlier, the vast majority of the asset sales and
business restructuring activities have been completed. In addition, Aquila has already

eliminated the department that is managing this divestiture process, the “Strategic

15
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Initiatives” Department and several supporting functions. Also, Aquila did not ever
allocate any of the specific incremental costs associated with the divestiture activities.
The Chairman and CEO Department consists of four individuals: Mr. Richard Green,
Chairman and CEO; Ms. Nancy Manion, Senior Executive Administrative Assistant;
Ms. Lynn Wilson, Issues Strategist; and Ms. Lisa Heuser, Issues Coordinator. Mr.
Hyneman is essentially stating that a Missouri electric utility with $500 MM in revenue
would have a total payroll for a four-person staff of less than $80,000 per year.
Obviously, that is unreasonable and reflects the arbitrary nature of his adjustmen.

How did Mr. Dittmer treat the Chairman and CEO Department?

Mr. Dittmer has concluded that the Chairman and CEO’s Department should only
require $116,169 in payroll to support the four-person department. Again this is a very
unreasonable position.

Are there other examples that further demonstrate the unreasonableness of these
adjustments?

Yes. Virtually every adjustment recommended by Mr. Dittmer is totally unreasonable.
Mr. Dittmer is recommending that for the Missouri electric operations only $32,657 in
payroll expense be recovered in rates for Shareholder Relations; $8,850 for the
Corporate Secretary and Records Management Activities; $58,549 for the Finance
Department Activities; $24.157 for the General Counsel; and $55.820 in Corporate
Financial Reporting. Mr. Hyneman’s recommendation suffers from the same simple
unreasonableness test. For the Missouri electric , he has
recommended about $67,000 for Chief Operating Officer payroll, $88.000 for
Corporate Financial Reporting, $76,000 for the Networks Income Tax Team, and
$36.000 for Chief Financial Officer.

What is your conclusion about the arbitrary corporate allocation adjustments being

16
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proposed?
There is no basis for these arbitrary adjustments. The vast majority of the international
and merchant assets have been sold and the merchant business has been reduced to a
minimum. The costs for the team of people continuing to work on the final transitions
have already been removed from the original rate case. Since the new rates from this
case will not go into effect until June 2004, it is unreasonable to make these significant
adjustments when the allocated costs are reasonable and needed to maintain operations
of a seven-state domestic utility.
Does this conclude your rebuttal testimony?

Yes it does.

17
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1o draw soome lessoms, Some states alse have moved toward retzil comperition by cuactisg

Iegislation, These states have had to develap snlutions for many of the problems identified by the
Task Force, Staff belicves three major public policy issucs must be addressed by any legislation
estabiisking rewal compesitioa. First the fssoc of replacing revesnes from toxes, 2nckise foes and
pewments in Sea of tzxes (PILOTS) must be addressed before the ket is opened 10 camperition
I tae most recerxly eoncluded legidlztive session, the Missauri Legislamr—e pasied Sepate Bl No.
627, which addresses business icense taxes, franchise fzes and PTLOTS, which is less than all of the
relevant “taxes” ideatified by the Tax Subcommities of the Legal Committee of the Task Forca,

Sengte Bifl No. 627 purpons 1)

G}Mﬁmﬁxzﬁkmmﬂcmmmdmmbdmb&bquxﬁﬂngﬂ
persons who provide electricity or gas servics fo aay an equitahle share;

Q)Eqmﬁz&mdhmmﬁmd&mfusmdmﬁ&uefmm
competing supphers of deamicity and gas service;

(3) Restare to political subdivisions revenue sources that cxisted prior to oy previously
implemented gas mdustry restructuring; and

{4) Remove disparities in the Hahility of natural gas suppliers for business taxes, franchise fres,
and payments in Ken of taxes, which disparnties have arisen a5 2 result of any previcusly

mplemented gas tadostry rescustunng,
The Sute of Offaharm mas enscted elecinic restrucnricg ‘egidation that condtions the
cornmencement of reted camwpetition o e estahfshment of x 1w 1o provide soilar levels of state
and lpcal revepues that stherwise would be jogt tbrough restructurice. The Stalf agrees with thig

approach,
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Second, legislation should recognize the physical constraints that exdst in the delivery of slectricty
to consumers. Safe, relisble and adequate facilities must be available 10 carry the power and these
farilities muat be maimtained. Current statutcs and regulatory Samework support 2 system that has
served our state and citizens very well for many vears. Any legislation apening the retail eleetric
market to competition should maintain ag muxch of this structure as possible, The Staff recommends
that existing providers maintain the distribation system and that these providers which are now
regilated continue to be subject to regulation by the Missourl Puhlic Service Commission,

Conclusians 1, 2 and 5 set out by the Reliability Working Group establish the fundamental palicy that

shomld puide eny legislation. These are;

Consumers may be allowed to risk price changes or unraliahility of g supplier but 2 consumer
should nat be given the chofce to choose service that is less safe or whirh could jmterfere with

another customer’s reliahility or safety.

Emergency response, mstaring, and building of new distribution facilities should remain with
curreds providers. Testorial agreement stattes and “anti flip flop™ statutes should be modified
to allow for different suppliers of the product but only ane provider of the distribution delivery

facility.

Current stahries, although rot perfect, are graduaﬂy allowing for the establishment of distinet
servios territories for repulated wtilities, cooperatives and municipalities. This process should be
allowved to cortinue, Curmrent law and ragulatory framowork were :ramad to provent duplication

of physical facilities and this is still gond public policy.
The thind general policy consideration is the need to ensure that competition does not retum

Missouri to the days before rural electrification. High cost customers, remote locations and high risk
customers must be kept on the system where reasonably possible. We achieved the bfestyle and
economic stability we hgve today by ensuring il citizens could receive the basic necessities in 2
modemn saclety. Electricity was s fandamental aecessity 1o bring all consumers to a certain standard

-3-
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of life. Any legislation establishing comgetition for retat! alectric service showld maintain this public
policy geal.

To meet this pplicy goal, the Staff recommends that the curreat providers of electrie power be
made providers of last zesart for their current customers and that they be required to extend service
10 new customers within their cucrent 2ad any future service territory, Frovisions should be made
for the ourrent providers to provide service to thoss wha da oot wish to chaose 8 campetitive
provider and these who have no choice because of payment history or geographic location.

With these three public poficy considerations as our guide, the Staff will address other issums that
i+ determines noed 2 resolution to achieve retadl competiion. The StafPs basle view is that the lectric
market should more clogely resemble the current pas market m.ther than the telecommuaications
market, Ead-use electricity customers should be free to buy from the applier of their choica.
Marketers, rmeller.é 2nd generation owners shonld be required to obtain certificates of zervice
suthority to enter the competitive market in Missouri, Their cartificates shauld be grnted by ths

Commission under cartain minimwm conditions,? Current providers of electricity should be required

n addition to the informetion regarding Senats Bill No. 627 which was previcusly noted above, sertain other
faeets of Senste Bill No, 637 are relevant 1o the Staf's propused efectric mazmoturing plan, clnding the 3Lds
pasition that merketers, rasellers md geacrition ownees shonld be requited tg obtain ecrtifiedtes of servics autherdty.
Scnate Bill 627 defines "dstiburors™ and “seflens® as followe

393.298(¢3) "Distribeice”, aa clacmical or gs corporotion as defined by section
386,020, RSMo, which is suthecized by the commission tmdey chapter 393, 10
provide or distibnrte energy ssrvices

193.298¢10) "Seller*, any person wiho nses, leases, oF zamtrols the distsibiion
systes of & distrisTtoc o¢ 4 political subdivisicn or any part theeeed to sell mergy
services ut retwl orithin the political suhdivision uther then o dstritier oea
politizal subdivisioe which nses its owa distibution systzm




Schedule IRE ~ 1
Paze 3cf37

ELECTRIC RESTRUCTCRING PLAN

o
R

to fancticnally separate their generation facilities from <heir other facility operations or divest these
facilites Amwﬁsmwd@ddk&ﬁﬁiﬁm;uﬁdﬁcmmﬂy
compaies tm obtain power &t marker-based prices to meet their obligatian ta serve as providers of

last resort.

STMMARY OF THE RESTRUCTURING PLAN

Yo response to the Task Force op Rezail Competition, the Stafl ofthtMmamPubthgmm
Commission is sexing forth its position oo a r=sTmcturing phas for the competitive supply of
generation in Missouri Dre to the investnr-owned mikkies being regulsted by the Commission, this
plan focuses on these uglities. Fom the effective dase which the State of Missour of United States
c@amwmmmwwﬁmmmm
consomers, the Stadf s plan 1as 2 transition period of four (4) years. In tha Erst year, ntinies may
submit proposals for redustion of expected positive fevels of stranded costs, The Commission will
mmmmzmmsmmmm&mmmm_w
Over the whmquammmﬂmfuanadwmmmwﬂlhcﬁmdma&w&t
mitigation and partial or total recovery of stranded costs. Only after this initial transition pesiod of

ﬁourymwmanxaaﬂdcmichadb:opmdmwmpmwyplyafgmaﬁm During tigs

Under Sensie Bl Mo, 637, Sectiont 3932591 ndmlﬂj;xmi&ﬁrﬁxnsifuﬁmd‘nﬂ:s’hdz
Commission, =od Sectier 392 209 4 provides tha the Cotpinission shall establish procedures for certificaion ponetat
1o Chapier 336, RSMb. Section 393,299.8 states that no ‘geller* may provide eneryy srvicey unless it does soin

acorrdznee with all spplicable 1sws and the gpplicakls nilsy of the Commissiua. Fizally, Section 393.301.2 provices
that shaold the proraisios of Setion 153,299 be declarad void sr Srmatid by tinel judgmest of 3 proper couxt, 30 eoargy
services sonld e pertitied oxzep Toon 2 Soding of public s axd aeacesey e coerpSaer with 2l
proTisians peseace o Chipier 393, regsiesions eddeied porsacet Serets and Coon s Crdexs.

-3-
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transition period, the invester-owned utilitizs will make three filings with the Commission (see the

rime fine presenred in Figues 1), Each of these filings is desesibed in detall in the next chapter of this

Tepost. ,
FIGURE 1

STAFF'S IMYLEMENTATION FILINGS AND TIME LINE FOR THE
COMYETTITVE SUPPLY OF GENERATION FOR RETAIL CONSYMERS
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The firs: Ghng is on strandad ost racovery and will occur thres mocths affer legislation on the
compenitive supply of ganeration is passed and becotnes law.,  Tho Comuission will have sine manthe
for hearings and to write orders for eack utlity.  Thns, onc yeer afier legislaticn is enacted mmo law,
ccmpamies will begin recovering stranded costs through Sxed rates over ihe next three years. Ka
the erd of this three year period, the utihty belicves that it bas not fully recovered its stranded costs,
it 'will have the oppartanity to request 2 wires charge for the recovery of a partion of sy remaining
pasitive levels of stranded costs. This wires charge should not extend beyond an additional three
thi&hhmﬁhSﬂf&nm&nmmmmmbcrm

Even befire legistation is enacted, the StxiPa plan cafls for establishing docken tm investigate the

sranded ¢ast poteqtial for s2ch investar-owned utility. Tlm immediate action plan is presented in

the first seetion aftbz:hﬁdchapmddﬁsnpom and represeots 3 proactive approach 13 prevend &

reg;ﬁmylogjamwithmmmthmhiﬁa!mdadwstmyﬁﬁmgs.

I&mmndﬁﬁngiscnmmauﬁngwdwﬂlmnﬂmonmnﬁatﬁeiﬂﬁmm From the

ma&mﬁmmcmmwﬂmmmﬁrWMmmma
each uiity. mmmmmwhmmuﬂRyp@amm:mm=m

W,WWMWMMBM as an clectric utility industry

pmposzlfctame-widepcwurpodm supply power o the providers of last nesort. In addition, I

any mvestor-owped electric utiity kas not yet jomed an independent system operatar {S0), this flling
for permassion rom the Commission for

,weuldhxdudca;mposﬂfarjd:mgaaISOmd a request
I 1he uiliy

1he prlizy to tuen the planning, operzions and pricing of transerissicn over to 2 ISO.
; plnsmhmezmlﬂec:chmvidcr(REP)imcﬁon.this filing will indicate corphance with bath
o7

___ EIECTRIC RESTRUCTURING PLAN
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she aSaated wansection nade and code of condum yet to be astablished by the Commission Finally,

this filing will define the metering and data management respecsihilities of the Local Distributien
Uiy (1.DL), a8 well 25 tbe biling respoasitifimise of the REPs and LDU%.
Thethkdﬁﬁngisonmbmdﬁng@wﬂm 12 momeks after the restructusing filing. Tho
mm@mmm&rmmmmuﬁmmmgmm‘s
simyltanecus Sing, The unbundling filing would iaclude 3 request for Commission authorization of
proposed untundled razes for the LDV, proposad rates to collect the cost of providing clectricity
from the stata-wide power poal and supporting public benefits programs and a0y proposais for
pnfmmhm&mzmkiﬁgtb&ﬁg&bepmizm%aﬂhcmdﬁzﬂmzﬂmw
competitive geperation. In addition, this fling would include any requests by the investor-owned
uhitics for further recovery of stranded costs by means of an addicional wires clarge.
W&I&mtindude&asapmufthnﬁme!mmﬁgmo 1. during the four year transition perod the
Commissian will need to conduct mlemakings regarding (1) the certification of REPS, (2) a code of
conduct sod otber regulations respecting affiliated transactions aod (3) the revision of prescut
sonmrner protection rales. Each of these rulerakings zc 2iso discssed i greater detal in the next

chapter of this report.

ELECTRIC RESTRUCTUTING PLAN
e e e S e o——
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CHAPTER 2
RESTRUCTTRING FILINGS
FrLNG I: STRANDED COST RECOVERY
This fling should be made three months after lagislation whick allows for competittve supply of
thegm&ddszi&ymaﬁmlmﬁ-mmmsmhﬁ At that tme, ezch Missoun
investar-owoed electric utility would Sls with the Commisslon information concerning its curment cost

of service (inciuding its embedded generation casts), projectioss of Sxure stranded cost exposure -

undér competidve conditions, projections and proposa's for mitigation of stranded coms and how it
expects © mmdm:mwimamma&mmmmﬁm
in pine months, Based on the evidence provided asd after malding any sppropriats fate changes,® the
Coszmission coukd approve a three-year rate freeze for the wtiliti=s, Rates wonld not be redoced if
the impast i&mmmm&mmahmmwmem‘&yo&zpm}mmud@dm
unlikely within the throo-year period, Utilithes mould opt out of shis Sling and the rate freeze, but caly
wmmmmmmmmﬁmmm

During the throe year rate reeze, atilivies will be 2blc to apply the benefits of any expeuse
m&tmmhudmmwdmméﬁmmgzﬁmmmm
to affset their stranded costs. These measures should allow the electric utilities the opportunity to
apply this increzss in eurnings 1o write down the book values of plant assers that may be potentially

*Fer oxzple, if 8 vy i ovar sxmme, 1 pectation nretes or 2 sbasng plin cowld be Sound ta be sppropriste
slong With recucing possitle positive lowals of strarded costy.

9
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sorarded Em:kswwywwbiammmﬁmﬁmmmﬁ&xm

assets, any procreds received that are greater than the book value of the assets divested would
likewise be used to write down the values of ather potentially stranded assets,

If the three-year rate fecze is not sufficicnt for the wtiity to fidly recover its recoverable stranded
cost Totals, then the company would have the option of making 2 filing nine months priar to the
@demm(mwﬁ&‘m@%g}mmmm
estimates of swranded cost expostre and mittzation, and (2) propose 2 non-bypassehie wires charge
far recavery of any residual sranded cost. For this second round of residual straaded cast recovery,
the Staff recommends that the portian recovered from wrility customers be Jess than one hundred
pereent.t The proportion of residual stranded costy allowed to be recovered from customers by the
Commission would be dependem tpon the method used W quamify the stranded costs. If
Mﬁnwnmw@mk&mmwmd&ymu
Ermzed 10 £fty perees (S0%) ¥ a mariet mersod such as furore Svestitore 35 used o quantity the
seranded costs, & higher proportion of recavery by the wtility would be warranted (perhaps 67% or
75%). If adequately justified by the utility, the Commission would approve such a non-bypassable
wires charge for a length of time sufficient to ragover the customers' partion of the recoverable
stranded cost total, et with 2 maximezn doratioa of thres yezry. In additon, strended cost recovery

*One prswitile oxoption  net alicwing 1T reovery & posiive kv af rosidual omded oot iz e
where the GHlty has divested & maiar pertiea of 0 gereratiat atsets, Les Decn wale B sigrificantly Wb dererr thas DOGK
vaine af these avsets bt 5Tt 2as 2 large level of pasitive feumded costs.

_ *an exampie of & administrative cost method is e whish sstiruces the markat proefnr elevteiclty over the
e of b generetion aeent and commparen (t to that asact' s book value,

-10-
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based on administrative quantifeations should e trued-up not more than 18 months atler the wires

charge goes into =fecs, with market price asarmptions £¢ dectriciry to be correeted, at 3 minmam

RATIONALX
The “yate Ge=zs” approack to mitigating streaded costs before competition is reasossble in that

;mhaéeﬁccgbnt&mi‘&danhmﬁwmmﬁmthdrnmddmnnm:hupma
facp a substantial Gisallowance after reradl access begins, Wirhout unduly delaying potential customer
benefit from restructuring.  This approach will also mnnmm the market distorting impact of
subseerrial sgraedad cost recovery by incambent utiities. Nonesheless, the tmtial three years may oot
haﬁmw&wﬂ@ﬁszmmmmmmddmwnmfw
a prranded cost charge after retail competition begins should be offered. Only in the ease where the
utibity has made significant divestiture of its generation assets should these mbsequent charges be set
anmMi%d&mmWMmhm Odherwise,
huﬂqmﬁ!hawmwetnmnémmﬁmdm:mmm:wﬁamyw

rata frecze. Inceatives showdd be provided as part of the recovery process 1o encourage use of

mmmn{mﬁmmmm&m

 FILING 2: RESTRUCTURING
Tdsfﬁxgsbmiﬁbcwﬁmmmlegﬁaﬁmiswzdmdhmmm wach allows

for compesitive supaly of %2 peneratior of clectrisioy to &l =22, end-rse copsumes.

-.1 1'
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A TaE NEW ELECTRIC INDUSTRY STRCCTTRE

TUnder the Staif's proposal, the new elecisic utlity soucture is one in which the vertically
integrated utility company is separated inta distinct service components, The restructuring flling is
meant © wpecify how the utiity plans to organize and macage thase coxponents. Restrucnering of
the utikey would ocmur by separation of the various buseess units through either:

1) Divestiture (sale of g=oeration and/cr trzpsission 3sscts to other eotities);

2) Separate affiliste companies (holding company structure); or

3) Separate divisions within the same company.
mmwmﬁmwﬂummmmnm
poices. In tho restrociuring Shieg, investor-owned nities must address wiich method ar combmation
of methods it is pmpn‘siag 1o apply in tho separating of its generstion business, The Staff believes
that divestiture of generation hy utilitics will more quickly promate vigorous competition in the
geoeration mackets and raise fewer questions and concesns regarding independence of operation of
the generation 433ES. If generation s divested, differeas units should be wransferred to different
entities; i.e, opt sepante catity should 0ot be permitied 1o purchase all geoerating wnits of 2
previously vertically integrated electric utility.

Transmission. should also be separated from the other components of the electric utility business,
but for a different reason. L’&:mﬁmmﬁﬁmvﬂrmﬁnamﬂpﬂywm
mmumwmmwmmmmﬁmmww
Federal Energy Regulatory Commission (FERC) through 1805, among otber posshie entities. The

-12-
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Cormission shocld sncoures the Sormason of ISOs rather than othar ransmission entities, such as
transmission cormpanies (TRANSCOs). If the formarion or selection of 22180 by each of investor-
owped elsctric utlity bas not occurred by the time of the restrusturing Sking, the restructuring fhing
must address this Jack of formation or selection of an [SO by exch mvestor-cwned elecrric tnility.
Each efecic utlity must scek approval by ke Compmission to tirn the operation of its transmigsion
facilities aver to an ISO. In either case, the utifity reszasturing Sling shondd include the appication
of the FERC seven factor test to specify the separxtion of assets and associated expenses batwosn

Distributiop should be 2 scparate utflity busiaess that is operated by the Loeal Distribution Utility
{(LDU), anc is reguiated by the Corxrission. The LDU would maireain the fimrtion of teter reading
and data mynagement, The restructuring Sling awwt address the basic metering requirements, as well
ummmmwhaWamemm
security of information required to meintain mdividual consumer povacy.

Rets? Flectric Providers (REPs) weuld be a separate competitive business, and if the ity
wants 10 be i this business, it must setup a separate offiliste company. The restructuring fling must
indicate compiancs with the Commission’s affiiate transacsion ruies 2nd code of conduct to be
promulgated by the Commission

The LDU would be the provider of last resert thae seould supply the slectyicity requrements far

end-use consumers that have not entered ipto arrangements for competitivo electricity supply from

aREP,

RESTRUCTURING FILINGS
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Billing would be pesfarmed by the REPs far their customers and by the LDU for the consumers
which i serves. REDs would be billed by the LD for the distnbution services which i is providiag
1o the REPs' customers, and it would be the REPs’ regponsibility to recover these costs from its cwn.
customers. The LDU would provide basic metered data to the REP, and if the REP has special
metering requirements, it must amange that metering with the LDU and the customer. The
sestructuring Sling must address the metering and billing arrangements.

B. TEE FROVIDER OF LAST RESORT
The LDT; will be the provider of last resort. The Staff recommends that there be 4 state-wide

pawer poal from whick each LDU can purchase electricty to meet its obligation as provider of last

resort.
The use of & power podl allows for a cansalidation of the purchased powes funetion into a single

entity that is regulated by the FERC®, In esscnca, there would be a single, independent staff that
would operete by the rules and code of conduzt 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 poal would huve specific provisions for planning and pricing. After

initial approval by the Missouri Commission, the power poal structire would thes be filed with the

FERC for final approval.

“Ifthe LU were 10 purshese power to ~est #s oblistion s provider of Last resort, than sazh LOU would
bave 1o maimain o staff ta deside twhich coatracts 1o exter Inio, as well as what purchases 10 make oo mhogrly basis in
the spos mm:h't for clectricry. :Em:h yrar the prizdenes of thoze degjsions wonld eed fo be revicwed by the
Commisgisn Whet compared io baving o single ety (sta-wids pomer 200l) curty oint this urchesing function, the
appranah of plocing the seemansibility an caci LD sppears to be a mueh Loss effcient mothod for heving the LU meet

ft3 abligation ta sarve a5 the provider of Iast resart,

14
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The LDU would provide the losd forecast fm; ths cetire Ioad for which it provides distribution
scrvices. Each REP would provide the LDU with the Jist of its customers, and the LDU would
estimate tae load requirements oz the REPY' oustomers. The state-wnde power pool would then
including transmission to e distibution substations of each LDU. The Commission wonld set the
rates that allow the LDU to collsct from end-usc consumers the power ponl charges to the LDU.
This may iovoive 3 purchased eleciricity adjusrmectmechanism.withanmualtmc—upfor
&Emhwhnmsw&mc&ﬁmmdwmmﬁmwﬁ:m&mgﬁh&e
LDU by the power pool |

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

porwer o the inaumbent vertically integzated investor-owaed clecric ullity within its Cuent service
the service terzitory and Joad pockets within the service termitory. Ia addition, each smdy ooust
determine the amaust of local, must-run generation required to meet relisble service criteria.
mm&mwnmmmm@mmmmum
of 1ts carket powes. Wite the Snif supperss divestiturs as the most srxight forward method for
mitigation options, For example, the usility could struciure its generation function into several
scpmgmeraﬁcn&uénessmvwimnﬂesmdmdaiw&mmﬁurmmﬂcgmmﬁm
bosicess tnis to sompese with coe another far s2kes, e, 2 IEETY'S geaeraring umty would not be

13-
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divested to, or orgunized as, ane ertity. Other posaibls mitigetions coudd requise & portipn of
generation to (1) be sold into the state-wide power pool at regulated prices, or (2) requira that
gencratian used to scrve g local area te be sold at market prices which are determined without bids
from that generation, The Staff's concern with these aptions is that they extend the regulation of
generation into the firure and requirs an ongoing review 1 determina the generation involved.

The StafT sees 2 state-wide power pool as the entity which would he best siteated to monitor
angning or developmg market power problems and, if nzed be, implement market power mitigatiaps,
However, In the absenca of a state-wide power poel, the monitoring and, if needed, imp]cm;ntaﬁnn
of market power mitigatians could come under the purview of I80s.  Since both the power pool and
the ISO involve wholesale power transactions, the uitimate regniatory authority for dealing with
potentia! 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 itility must be required to join & properly estzblished and operating ISO before any
retail Joad is allowed to be served geseration an 4 non-regulsted basis. Missouri appears to be

lpcated et the houndaries of at least three ISOs, thas, it is critical that boundary issues be rezolved

ameng the ISOs, including the eliminaticn of pancaked rates among ISCs,

FILING 3: UNBUNDLING
This filing should be made 39 months after legislarion js enacted and hecomes law which allows

for the competitive smupply of the generation of electricity to all retail, end-use consumers,

-18-
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A. UXeDNDLED RATES
The vebundling fling should inctide the mbundled rates for the LDU, the rates to collect the cost

af providing electricity from the state-wide pool, the wirey chargs to recaver any remaining

recoversble strandad costs and the wires charge to find public interest programs.
mmmm&m&m&gdmwmmd@dmmm

Cosss would be mrborxiled ineo af least the following categoniex:

mzﬁﬁmdwwm&mﬁh&gmmmm
cost of enerpy purchased from the pewer pool and the separately determuped cost of
sransreission to the LDU's distribution system.

The cost of delivering energy to the rud-use consumer through the LDU's distribartion system
detrrmined on the bawis of the customer's delivery voltage, Also included would be the costs
for basic metering, meter reading, and data management.

The costs fix apticeal metrring aod/or meter rzading.
The costs of fundirg publc mrerest programs.
Recoverable stranded Sosts.

Rates will be designed to recover coses for each of the following categaries:

LDU wire charges to all consumers (noa-bypessahle) for:
»&mﬂ:mmmdbmmm
-~ pobiic mierest programs
- recoverable sranded costs

Elecricity defivernd to the LDU as previder of last resort.

Billing and collecting for consumers served by the LDU as provider of last resort.

Optione! metering and/or meter reading,

17
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B. RATEMAXING PROCTDURES POR TEE RECOVERY OF PURCHASED FLECTRICITY COSTS

The umbundling filing world alta isclude procedures, by which the purchased electricity costs
which the LDU incurs in its obligation to serve as ta¢ provider of last resor, are recovered op 3
tunely Dasis. S@amh@m@mmfmmmﬁmxzﬂgﬁmm
" by the local pas distibuticn companies. This meckanien bas &n adjustment camnonent 3ad 2 true-up
componeat. The rates fof purchesed slectricity costs would be set out on tacifs that are approved
by the Commission. If these rates are either undes- or over-recavedng costs, the LDU would be
allowed to adjust them to mare correctly price the electricity. At the end of an somual period, the
yeverues collected would be compared 2o the costs inaved, 2nd m adjustrmens would be made for
EfSrences. This actnal cost adgment would then be aclected/credited on hifis rendered doring the
next acmeal period. Somethirg nn the order of this ratemaking procedute wonld poed 1o be
implemented for the LDUs,

C. MAINTAINING QUALITY OF SERVICE

1. Quality of Servize

Consumers mmst be asmured thet the quafty and refabifity of serite s, af the very k=ast,
mximained 8 eosing levels during the tramsition acd after the implementation of restructuting. The
introduction of compeﬁﬂgn will provide utilivies with powerful incentives to cut costs, Cast savings
measures may be implewmented in attempts to generate Sinds thar can then be invested in competitive
unreeniated verores. Knowiedpeable trifty onagemernt persomm=l may be transferred 1o focus they
talents og the naregmaced business. Such actions could easily hxve pegrive mpacts on the gualty
of service recaived Dy the customer from the LDU. Total seperation of regulated and orreprlated

] R=
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businesses (a.p., divestitwe of generation assets) would result in fewer incentives for utilites to cut
their quality of service. Therefore, the StafT helleves it {5 necessary to establish 2 system of service
standards to ensure an ongoing level of service quality. |

The Comrrission kas the clear autharity to sat quality of service performance standards, related
to service interuption, oubls reports, responsg to customer inquirics, and other stagdards that will
permit the Cammission 1o measure any denigration of service, This infbrmation shiould be maintained
at ths Commizsion and be available to the public upon request.

3. Performance Bagsed Ratemaking
Az application of having measured and monitored service quality standards is in performance

based ratemaking (PBR). PBR provides for tha developmeat of a series of standards and indires
covering a wide range of aervices provided by the LDU. Bamings sharing batween the LDU's
shareholders and customers is besed on how well the LDU performs relative to the guality of service
standards.

D. COoNSUMER PROTECTION RULES

Under the present system, the Commission has exercised its authority over efectric utility price
and sesvices end has developed & comprehmnsive framework of conspmer protection, regulations snd
policies. The Commission has promulgated nules addressing; quality standards; safety standards;
billing and payment standards; meter reading standards; depoait, credit and |#c payment standards;
discontiruance of service standards; resticdon on service disconsection during cold weather

restrictions and procedures; dispute resolution requiremens end consumer complaint procedures.

-1~
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The challesge of consumer protection under corpetition will require & reexarmioation of the
;’mmﬁumd&mwm:@pwm Presest roles should be evainaesd axd
m@mmmwmmmmmm, For

example, billing and disconnect responsibilities will need to ba clarifed within these revised nules.

This effort should be campleted before the introdacrion of retal competition in ordef to educate
copsurrers and service providers 38 to thefr tights ad respersibiines

E. PuUBLIC BENZIITS

Pubiic benefits are defined as jterms that will not be produced and delivered by the competitive
mmmmammw;nﬁemma@ Lty
WWMM;W&MWWMEW
efBciency, weatherization and loweincome assistzace programs through the rates they pay. Within
are@hmduﬁlityemimnmmtbanﬂiﬁammgzd and admisistered thess programs with the
oversight of the Cornonsson However, some of these yrograms will become vuinerable under
comperitive marketplace 28 companies Scua on cost redustion. For sxample, low-incams programs
have histatically been funded by 3 mix of federal 4id and rars supported utility contributions. It is
widely expected thet the ievel of federal aid is gaing to be Substantielly decreased. Generally, the
ongoing ovision of mazy of these programs muR be assured

Various states have implementsd, or are considering, a non-bypassable sysem benefits charge

based upon K'Wh sales that is assessed and collecied tirough the LDU. These funds cowd be

R (W e e e e
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allncated to various public benefit programs that are eemed to be critical.” The Staff supporis the
concept and application of 2 public henefits cherge 1o fund thase low income, energy efficiency and
environmenzal services deemed ta be necessary for the public good. However, legislative decisions

cmst be made firs as to the specific programs which should be supported, the appropriste lavels of

funding and the administration of such programs.

ADDITIONAL PUBLIC SERVICE COMMISSION RELATED ACTIVITIES

1. Rulemaking for REP Certification and Code of Conduct

During the four-year wansition period, the Commission will need to establish roles which sct out
the criteria that must be met in order to te certified to do business es 5 REP! within the state of
Missour. These criteriz would primarily focus on both the physical 2nd Snancial ahility of aREP 1o
provide what it claims 1o be able to provide to end-use consermers. Some states require the supplier
to post & hond or other type of security approved by the public service commission.  The posting of
security can be used to provide 2 recowrse to CuSIOmErs if servize does not meet promised levels, if
cades of conduct are violated ar if there is fraud in merketing. The posting of security may also be

ptilizad to screen suppliers with finansal situations that appear unstahle,

? For exmmple, Califtraia and Wiscensia oo funding both suerZy nangemest programs and low-income
assistanes plans ont af & “puhlic geods™ charge bosed on kWh szles via the distribotion companies. Massachusstts is
funding itz programs through # general access charge. B

! REPs me compapiea th; suter ints Sxuneisl cariracts fo purchnse clectricity at & wholssls lovel and resell

tha? slectricity ot a 7ol level REPs are distinet from sgarepators who aet o9 8 seprescatative for & growp of end-use
mmmp}:nl?mnfdmicﬁyﬁamm or meve cartified XEPa et the retall level, Morsover, if an aggregutar
becomes mvalved in dirsetly contrasting 1o pursasse sledricity from a generstor, ten that gzgroexmnr 49 ncting as a REP

and will meed to be cotified as sch,
F21-
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I adstion o cersfcation requresmens the nilermoking scpuld establsh 3 sode of conduct by
wiich certified REPs agree 1o fonction. The sode of condust would deal with wht representations

REPs czn fairly make to ead-use consumers and what practices are considered wacthical, such as
“slamming " Far example, a sode of conduct can require the REPs provide complete, standardized
information to custamers on pricing, tecws and conditions of service, Cades of conduct cam address
mqmsmmenmpﬁmag&waddnbyanymbfmtﬂﬁngmdmmmdammmm
to Utk In advertising. If 2 REP viciated this sode of condoey, then the Commmissicn could remove
its certificetion to operzte witkin the state. Remonal of cernfication woald roquire an evidentiary

b nkpumkunhniminfnmmmt

The consumer st be assured that thers 13 a natrel, effsctive forum finr addressing and resalving
consumer complaints against REPs, The Commission should bave the clesr and unambiguous
authority from the legislatore to expediiously investigats a3d enfores complianes with consumer
protecsice ruled. To ensure adeqmate eorcement of Comemission rules, the Commission should kave
the 2ty o bold a bearing 208 uvpon making its findings, kave the shility 10 impose Snes 2xd other
sanctions and ultimetcly revoke cortificates when snch action is reguired 1o belp protect the public.
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CHAPTER 3
IMPLEMENTATION DURING THE TRANSITION

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

1. PreEminary Investizatory Dockets
Mthoughiiifasmzdmatdmmcmsinﬂmﬁxrm of retall actess will pccur in

Missourd, i is oot known at this tims whether that will actually happen. If such electric restructuring
Soes ocsur there s 5o cectainty when th Legislsrure and the Governor i, rospectively, pass and
sign into law such legislatiom Sirce the time betwesn sxch legislation becomeng haw and the
W&hWﬁ&@m&MW&M&&Mawm
mumwmmmmmﬁmm@mﬁmﬁmuxmw
that the Conmission construetively utllize the time between now and the date when restructurning
legislation commences implementation.

The Cormmission can constctively uilize s time by estaiishing separate investigatary dockets
on srzaded costs for each investor-owned dlectric milty heving a service tormitory o Mossoord The
Wda&dﬁmmymdﬁcdmm&mmmgmham what
nfarmadion oxists and what information may need to be developed for the Commission to make the
determination whether these utiiities have positive, acgative or 20 sranded costs under the Lkely
restructured dectic regimie, Anmpomtrmhdmmm%‘ﬂbemd&mmd
whether or oot resuceing & By 1o Jower Zatss fof e cestomers of oe rrvestor-owned urikdes.
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In these ipvestigatery dockess, the Stz will Zive serious coasiderstar to going forward with
proposals far writing down the value of generstion assets that xre subjert 10 stranded cosr hability
(e.z., proposals for accelerating the depreciatian of these aaseis), even priar to and irrespective of
enactmezt of legislation on retal ccméeﬁtim' These ‘nvestigations will extall three elements that
are not found in 3 typical rate c25& or earmings compliint procesding:

(1) ke voburding of sosts;
@ -he determinanion ¢ the Bk=Fhood of positve, negative o7 no stranded costs; and
(3) the application of wility carnines ta reduce the atifiey’s stranded cos, if they are positive,

Some, it mot all, of these companies are themselves in the process of reviewing data, quantifying
s0d deveioping positians on stranded costs. Since tha eadiest date by which electrie restructurieg
legiskation would kely become law is 2pproximately Seprember 1, 1599, mnder the Saff's proposal
stranded comt Sings ca approxicacly December 1, 2000. The Commission would have until
approximenely September 1, 2000, 10 bold hearings, issus Resorts And Orders and siast to implement

‘the three year period of stranded cost recovery for all fve of the elecrric utilities under the
Commission's jurisdiction.  To the exzent that the investigatary dockets would culminate i
ratemaking involving the reduction of pesitive stranded coats, it i3 anticipated that thesa dockets
. ¥oald be cozplered by Sepiember 1, 2000,

‘o—v-y

- - -

: jo o dngte

’Hmm dockets il
reqddy cxisd i ¢ 1
. wrmna doorg pnmvm siemnded costs in m‘;ivmmg mms § for srvstor-omned, elosdri wlitis, the Stalf will address

IR L34
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2. Workine Groups
The Staif sees the need Sor thres Commission woridog groups to deal with the issues raiscd in ns

plan. The purpose of these three working groups is te pravide a forum in which mput 1s provided
1o the StaF related specifically to areas in which the Camrssian will be making decisions, The fret
rwo areas invelve rulsmakings on coneuxer protections and REP cessification, and the third are
mvoives the Rate-wide powes pocd,
The csaswmer pootestions working 2roup wonld exarine the coment Comemission rules that
address:
(1) quality standarda;
(2) safety standardy,
(3) billing end payment stmdards;
(%) oeeer readmg saadards,
(3) depasit, credit ad late payment standards,
(6) discomimance of service standards;
(7) ¢old weather restrictions oa service discontinuance;
(8) consumer complaint procedures; and
(9) dispute resohtion requireEs.
This wocking groop world makse recommendaticns 1o the Commission regarding Sow sxisting rules
shouid be amended to meer the challenges of the compelitve supply of gensraton.
The sertification requircments for REPs warkisg group would rzview requirements being
instituted in other states and make recommendations fer Missouri. The Staff supports the concern

25-
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expressed in the report of the Market Power working group that certification requirements aot he g6
strinigent as to become a batrier to entry for rebiatle electrivity providers, yat be rigorous encugh to
screen out those who are unlikely to mest their obligations to provide reliable electric service to
consumers. In addition, this working proup would be responsible for developing a REP code of
canduct relating to sepresentadions which REPs can make 10 end-use consumers, unsthical practices
and standardization of information on pricing, terms and canditions of service.

Tha Staff has oot necommendsd that a working group be set ng to consider affiliate trnnsacﬁons‘
and associated codes of conduct hecausa the Commission has already dirccted mlemakings on this
marter, Theae rulernakings should he enmprehensive and will eddress the existence of genesation and
REP functions as competitive business units within the incumbent utilities, which will also provide
transmissan. distribution and customer services on a regulated besis,

Only after legisiztion in enacted into law that mandates competitive supply of generation which
has adopted the Staff recommendation of a state-wide power pool would the third working group
be estahlished. Thiz working group would investgate and make recommendatiogs on the structurs,

financing, governance and operating rules for 2 state-wide power pagi.

RETAIL WHEELING EXPERIMENTS
The Stalf recommends that the Commaisgion sctively seek the introduction, epactment and signing
ito law of legislarion which allows the Commission to approve retail wheeling experiments during

the four year ransition period. Thess expetiments wold be fled with the Commission, which should

-26-
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act inn a timely fashion to allow any reasonable experiment. The prurpose of these experiments is to
rncoirage REPS to begin operntione in sach service territary prior to the date of full implemersation
of retatl direct access.Jegislation. Dhuring this perind, retail rates will be bundled, but with the filing
of 20 experiment, the unlity would propose avoided cost cradits to the end-use consumer’s bill for
generation and transmisgion. Thus, during the transitian pegind, an end-yse consumer would consider
the cost charged by the REF compared to the credit received from the utility. Ifthe utiliy can avoid
capacity costs (either geaeration or transmission) by having a portics of its load served by an
alternative provider that is willing to supply capacity on s firm basis, thes the aredit should include
these avoided capacity costs,”” The extent or size of these cxperiments may in part be determined by
the investor-owaed utllities’ need for new ar replacemem generation cepacity during the four year
transition period. In effeat, the Staff is proposing that competittve supply of new generation ke
place during the transition period.

The timing of the filings of these speriments, in part, will depend on esch wilities’ need for new
grneration capacity, its plans regarding replacing purchased power contracts, its plans for renewing
leases on generation capacity or its plans 1o gell any of its existing gemeration capacity, The
legislation op retail wheeling experiments which the Staff propoaes that the Comimission seek, would
permit flings for retail wheeling experiments at the earliest possible date, even before the Lepislature

passes laws aflowing for the full competitive supply of generation in Missour,

B8 virnl investar-owred Uttes have pmchastd power coatracts fhat sxpire Withir, thix fur yoar period, and
ell of the invester-owned tilities huve n2ed 13 add zepesry dus te lead growtl, Thus, the Stalf would expect all of tae
investar-owned whlities to havs posltive svaided conselty costs,

w27~
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L. Replacing Expired Purchase Power Contracts and Capacity Leases

Severa] of the mvestor-cwoed wrlinies i Missend are Sced with expitation of purchased power
contracts and/ar lcases on generation capacity which will ocour before the earliest passible open
access dare under the StaTs proposed plan.  The peoding ksue is what should imvestor-gwoed
wEties do regardne replacement of the capacity thar will be requared o serve retadl castomers only
during the four year transition period.

For at least some of these new porchased power contracts, it is possible that the new contract
price will he Higher thas the oid price for Two reasons. First, the old coatracts were for petiods of
time that are [onger than the new contracts are likely to cover. Thes utility will not wunt to commit
10 Dew contracts over Jang thme periods whan soch 3 contract tern mighe result in siranded costs at
the time that drest access is foplemerved  Scrond, the old comtracts wese oegotiated at 2 time when
there wag exosps generation capacity in the ragion. This excess in generation capacity has dizinished
over lise as slactic Joads have growm, and thes has resuited I an increase o the market price for
generation capacity. Thms, if these utilitics negotiste new contracts, the result will be higher costs
and either lower stranded cost recovery during the transition period or higher retail rates to achieve
the zme level of stranded cost recovery,

Clzarly, one way to o¥tipate stranded cost recoviry or achieve the same leve] of stranded cost
recovery at lower retail rates during the transition is to allow alt=mative energy supplicrs access to
retel cudomers up 1 T anou of load that would otherwise be served by the mew contracs. The
Staff recenmends that the investor-owned utlities in Missouri propose such plans as a part of ther
stranded cost Slings. I necessitated by the timing for repiacing existing contracts, the Staff would

-28-
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M&m&m%mﬁ:pﬁxb:&:mmfmﬁz rranded cos: Bings, soloog asthe
pecessary Jegislation on retail wheeling experments i in place.
2. Addition of Generation Capacity to Maet Load Growth

In additicn to replacing existing gencration capadity, all of the investor-owned utilifies will need
mwmmmmmmhmmm@a&m@wm_@m
nﬁmdwm&@kwmmnﬁmmmmM
yndmmmmmmmmd&mﬁmmm&m Whatever the
source of the new generation capacty, some of the investor-owped utilities will bo in a situation
whare the cost of the now generation capacity will be above the embedded (average) cost of their
existing generation capacity. This situation is analogous to the one just described regarding the
@mammmmmumm@mm propose
mm&&mwﬁm&&nﬁwmﬂmmmrﬂmh
mmqudwt’mlmdmspmﬁagmmdra&ﬁsfmmmﬁmmmmw
growth. Again, Staff’s recommendation is based on there being in place the necessary legislation
respecting retail wheeling cxpeciments. |

Inﬁmﬁmnimwhmemamgmnzﬁcnmpzdrymﬁmdmmué!oadgmwtﬁsmmﬁy
wmwswmdmmm«uw&wmww
béngmd—memsm@h:h:r&ﬁuﬁﬂswﬂrs&hhmaﬂbmzﬁaﬂhah&mbm
10 encourage cxpenments is 10 allow alternative mppﬁmmmzlcadgrowﬁhyhav&ngamﬁad

generatian eredits for end-use consumer bills during the transiton, the Staff would suppart such

proposals.
-29-
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SALE OF GENERATION ASSETS

SEDECNaa 3Ssets. &mmWMMmmmmmwmd&
levels of stranded =osty, if tbere are 21y, mad&amfﬂwmﬁmw&waasgnﬁmpm 3
ofmmxmmﬂdbamtommmngmmmmnwtmmhmchm

undnzinamﬂmzﬁ:apmmxsmmmy Inm‘dum!‘:m‘:mexhumm 3

dutermination of stranded costs aad the nhmmndan of undue horizontal marke powerbymcumbmn'
arifities, the mwmmmawmmwmmm;

mmﬁa,auﬁﬁw’s;ﬁ&ﬁadwﬁngmﬂsmadmbew}dwad@;}

company or a single coasanium of companies).
mmmm&m&ammmmhuﬁym mmx

purchased power contract with the cumpanypurchasmgthz asget in order for the utility to meet ity . '

oblzgation to serve oad, umdmdwcmzm@xm&rm:mdnfmmwmm
pesiod. in irs stranded cost recovery Sling, the utifity plans to divest sems, or all, of its gencration
Mahmﬁmwmﬁ:pmwmmiuobﬁgﬁmmm=Mg&empﬁm
¥ a congary docs oot plan 1o divest 115 gmdwmmm:hammdsma@hinhin
filing how retaiging these assets will result in maximizing the mitigation of its stranded costs, It is
mmmm&demmmmm capacty costs siich
would then be included i the uthty's experimemal retail wheeling prograss.

IMFLEMENTATION DURING THE TRANSITION o8
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NECESSARY LEGISLATION

.As;xzvkzréyﬁxi:zxiLa@cafﬁb:Ekxnzﬁ::cscﬁihc!h:zﬂi]::;uﬁkﬁ::Tﬁsklkx:cvmu;alz%nl

Comnprtcee, mmmﬁﬁe@mmmm:

! the callection of which is potentially affected by
the resiruciuring of the electric im{ustry in Missouri, and address franchise fees that
some utilities pay to runicipalities, counties and village {municipalities) and
payments in Hen of taxes s), Which are paid by government-owned utilitics
which are passed through to cusiomiers,

Idemify aod address legal Issuss that relate directly to the altemative market
structures for retadl campetiton considered by the Market Structure and Market
Power working group;

) m%@mmmmgm slectric competiion

» -

(3}  Idetify state and local tax issueg?
)

4 mdmmmmmm&@m xd
mﬁmm

TAX RELATED ISSUES
At page 2 abave, the Steff roted: (1) its position that the reduction or lpss of tax, franchise fec

and PILOT revenues due to restracmring must be addressed by any legislation establishing retail
competition; and (2) Senate Bill No, 627 passed in the just eoncluded Legislative Session purports
10 address business license taxes, franchise fees 2zd PILOTS, which is less than ail of the relevant
mmﬁdﬁﬁdbydzTuSnbm&d:sz@CmﬁﬂeaﬂbcTutm In xddition, at
gages 2 aad 3 above, the Staff stxes i3 viow e oy egiadzion opens the retzil market to

Oytrreinad baniness Socmss 7S, property Lars, salevTic TS =z pxcirse af dectnoey by oxd-Tae
W,mmmim“mmdmwmm.MWMMd

B sorporsts Tapciuse ot
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mwnﬁm'zmﬂimmmwﬁmmﬁa}mmm crTy power 1o

the end-use consumers and thst high cost Mmm remats Jocations and high risk castomers must

be kept on the sysers where reasonably possible,
Albough the Lega! Committas members were not able 10 reach unanimons agrecment on the

desirabilty of the following tax refoem principles, the Task Force Report states that the Task Force
supporTs the applicarion af the Sollowing tx reform principles to the oxtent fensible. The Staff

supponts the Task Forea™s tax raform principles set out below:

»  Level Playing Fiedd: ibe General Assembly shocid seck equal tax treatmmens of competing
eerRy supphers in a restroctured electricry market.
W@W&mﬁywmammmw
statc and locai governmenrs 80 they are not karmed by dectmicity restuctiring.

Cystomer Tax Burdeny: any modifications to the tix laws skould be strucnmed to minimize
the shifting of tax burdens among customer classes or among customsts within A particalar

cdase

Colecsitifive: any modification the tax laws shouid be stnectured 10 maximize the ability of
state and local governmenss ta collect them.

Imerstete Comppetitivenses: the strte and local tax system shonld be structored to enbance
¢+ Avpidance of Litigation: the General Assembiy should seck to design tax legislation that is
unlikely to be subject 10 court challenges in order to avoid potzntially significant tax refunds
and delays in obkaiming cortainty in tax treamment.
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‘f :'—“* ANTI-FLIP/FLOP STATCTES

3"’*‘ The Lega! Commmistee of the Task Force dearly identified one legal impediment  effectoxting
" rezail electric compesition in Missouri, the anti-flip/fiop statutory provision. Tn 2 recent procevdiog,
Case No. E0-97-421, In the Matter of the Consideration of a Competitive Market Research Project
and Piiot Open Access Program for the Empire District Electric Com;:any, the Empire District
Electric Compary (EDE) filed two proposed tarifls. Orc of the proposed tarifl, the pilat open
access ansmission taiff, mmm@awmmm&mwmm.
and provided that thees two customers would remain on the EDE Sstribution system but porchase
opeq access transmission tarid did oot provide for a change of suppliers ia violstion of Section
353.106 in that EDE would remain the sals source of distriburlon of electrical encrgy for sl
custamers. The Commission found that the proposed tariff viclated Section 353.106 stating us

Ioloows:

mmmﬁnmdedmmmﬁ&yﬁmmmmmm
service ooy 1o Jose the costome 0 & corpettyg TUY. .. Whie EDE Wil be retmbursed,
mmmﬁ,hbapﬁdmhmmnﬁﬂmsﬁc
dinmbution Wmﬂn&&mfwmmwﬁandm
compete fof geaeration 00 at least fowr A, L. .

... The Empire District Electric Company is the lawfil supplier of retail electric energy to
ICI and Praxalr throngh perpuanedt service facilities and, thecefore, other suppliers of
dlecirical energy are sxpressly denied the right to pravide such service in the form of sale of
electrical power directly to these customers.

Bas:dupcnthxtruﬁng,sacxinnS?llGﬁmnszbeaddr:ssmdbymgkgis:manwckmgwmhﬁsh
retal comoetinion Moaimmzﬁxdy‘&mkawfmhgiﬁmwﬁ&mﬂﬁwm

.
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NECESSARY LEGISLATION

e ee—
g e

Cmsm}hi&ghﬁcahmwmmﬁmds;cﬁaﬂywwm

proposals that zo beyond sale for restle ransactons.

The purpose of this document is to provide the Staff's position on retail electrie restructuring as
it relstes 1o investor-owned uites. Thass, tse Scef ol address Section 353. 106 RSMo 1994, which
sm&mdmmwmmz&mdmmmmw
regulsrion by the Commission. The Stxffwill not address Section 354,315 RSMo 1594, which is in
51 025 wekich IS in the momicipally pwaed wisies chapter of Missonri stattes, Sectioas 394,315 and
91.025 are, resprctively, the rurel electric cooperative and omnizipally owoed utility counrerparts to

Section 393 10€.

SUMMARY

Geaerally, the Staif will oot seek to replicatz herein legal issae subject matter contained in the
Task Forze Report The Stafl beleves tha the Task Force Report is cocprehensive in 23 discusson
of this subject ares, and if the Cormmission does not already possess the necessary authority, either
w&yww,m@mmwmdmm&w
Legislatore may confer that gutherity upon the Commisson The Stuif wonld note that the lack of
1 specific stasutory grant of autharity is sot necessarily an indication that the Commssion does not
have the requisite autharity. New legislstion expressly granting power to the Commission may be

e B o a4
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the matter of Aquila, Inc. d/b/a Aquila )
Networks-MPS SN, )
for authority to file tariffs increasing electric ) Case No. ER-2004-0034
rates for the service provided to customers in )
the Aquila Networks-MPS il )
)
)
) 7
) p—
)

County of Jackson )
) SsS
State of Missouri )

AFFIDAVIT OF JON R. EMPSON

Jon R. Empson, being first duly swom, deposes and says that he is the witness who
sponsors the accompanying testimony entitled “Rebuttal Testimony of Jon R. Empson;” that said
testimony was prepared by him and under his direction and supervision; that if inquiries were
made as to the facts in said testimony and schedules, he would respond as therein set forth; and
that the aforesaid testimony and schedules are true and correct to the best of his knowledge,

information, and belief.

Jon R. Eghpson

’ K // ’
Subscribed and sworn to before me thisCZ;Z]%-day of ‘/,;}@técﬂytm.»--«;—mm.

ARy

.~ Notary Public
(" Terry D. Lutes

My Commission expires:

f - 20 - 47 % Vi,  TERAYD.LUTES

Jackson County

My Comission Expires
August 20, 2004




