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I

Please state your name and business address .

My name is Eric L. Watkins and my business address is 10700 East 350 Highway,
I

Kansas City, MO, 64138 USA.

By whom are you employed and in what capacity?

I am employed by Aquila, Inc . ("Aquila" or "Company") as the Vice Piesident-

Commodity Risk Management reporting to the Chief Financial Officer

Please describe your responsibilities in that position.

Diiect Testimony:
Eric L. Watkins

of Aquila.

I am responsible for directing Aquila's risk pricing and structuring activities, middle

office controls, fundamental analysis, commodity market research, eneigy forecasting,
I

and weather normalization of sales, revenues, and system loads for regulatory cases .

Please describe your educational background .

I hold a Bachelor of Science degree in Mathematics from the University ofArkansas,

and a Master of Business Administration degree in Finance from the University of

Missouri-Kansas City.

Please describe your professional work experience .

I have been employed by Aquila since June 1991 . My experiences since that time

have included duties for energy forecasting, weather normalization of stales and

revenue for regulatory cases, competitive and industry analysis for merger and

acquisition candidates and new business ventures, structure desk analysis, and



Direct Testimony :
l~ric L . Watkins

1

	

accounting and financial management . Before coming to Aquila Inc ., I was employed

2

	

by Bums and McDonnell Engineers-Architects-Consultants from Feb ary 1988 to

3

	

May 1991 .

4

	

Q.

	

What is the purpose ofyour direct testimony in this proceeding before the Missouri

5

	

Public Service Commission ("Commission")?

6

	

A.

	

The purpose of my direct testimony in this proceeding is to sponsor and recommend

7

	

that the Commission adopt the weather normalization adjustment to class sales and

8

	

revenue for Aquila Networks-MPS ("MPS") and Aquila Networks-L& ("L&P)

9

	

shown on Schedules ELW-1 and ELW-2, the customer annualization adjustment

10

	

shown on Schedules ELW-3 and ELW-4, and the weather normalized system hourly

11

	

loads shown on Schedules ELW-5 and ELW-6. Aquila witness Jerry Boehm uses

12

	

these weather normalized system hourly loads in estimating normalized fuel and

13

	

purchase power costs .

14

	

Q.

	

Were these schedules prepared by you or under your direct supervision?

15 A. Yes.

16

	

Q.

	

Do you have a recommendation for the Commission regarding weather normalization

17

	

ofMPS and L&P sales and revenue, customer annualization adjustmeIt, and system

18

	

hourly loads?

19

	

A.

	

Irecommend that the Commission adopt the MPS and L&P weather normalized

20

	

revenue adjustment, unbilled revenue adjustment, leap year adjustment, customer

21

	

annualization adjustment, large customer load adjustment ; as well as t e weather

22

	

normalized system hourly loads, for the 2004 test year, which I am sp

	

Boring in this

23 case .
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1 WEATHER NORMALIZATION OF CLASS SALES AND REVENUE

2 Q .
I

Please provide a description of the methods and models used to calculate the weather

3 normalization adjustments to class kWh sales for MPS and L&P.

4 A. Weather normalization adjusts the test year sales and revenue for the impact of

5 weather . Normal weather is based on daily temperatures over a 30-yeI historical

6 period (1971-2000) . A set of statistical models were developed to calculate the

7 weather adjustments to weather sensitive rate class kWh sales for the tlst year ending

8 December 31, 2004 .

9 The weather sensitive rate classes that were weather normalized are listed below.

10 For MPS:

11 Residential (M0860-General Service, M0870-Space Heat)
12 Small General Service (Combined M0710-No Demand Meter and MO 711-
13 Secondary, M0716-Primary)
14 Large General Service (M0720-Secondary, M0725-Primary)
15 Large Power (M0730-Secondary, M0735-Primary)
16 Schools & Churches (M0740-Secondary)
17
18 For L&P:
19
20 Residential (M0910,MO911,M0913,MO9l4,MO9l5,MO920,MO921,MO922)
21 Small General Service (M0930,MO931,M0932,MO933,MO941)
22 Large General Service (M0940)
23 Large Power (M0944)
24 Schools & Churches (934)
25
26 The Hourly Electric Load Model ("HELM") from Electric Power Research Institute

27 was used to weather normalize rate class sales, based on load research data for the test

28 year ending December 31, 2004 . HELM optimizes weather response inctions based

29 on daily load profiles by rate classes . The weather response functions Ie used in

30 HELM's Billing Cycle Analysis tool to estimate kWh sales under predilted actual and
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normal weather conditions for the test year by billing cycles for each rate class. Actual

2

	

and normal daily weather variables, based on 1971-2000 average dailI temperature

3

	

(2-day rolling average) data for Kansas City, Missouri (MCI Airport), were used in

4

	

each rate class model to estimate kWh sales under predicted actual and normal

5

	

weather conditions .

	

In order to compute the 2-day rolling average daily

6

	

temperatures, average daily normal temperatures for 1971-2000 were Iomputed from
I
I

7

	

daily maximum and minimum temperatures, based on temperature data for MCI

8

	

Airport and a model developed by the Missouri Public Service Commissionsion Staff.

9

	

The weather adjustment to kWh sales is calculated as the difference between

10

	

predicted normal minus predicted actual daily kWh sales .

11

	

Q.

	

Please describe the results of the weather normalization adjustment to kWh sales for

12

	

the test year ending December 31, 2004 .

13

	

A.

	

Schedules ELW-1 and ELW-2 provide the weather normalization adjustment to kWh

14

	

sales for MPS and L&P, respectively .

	

The total weather normalization' adjustment

15

	

(normal - actual) for weather sensitive retail rate classes is 183,615 MI for MPS,

16

	

and 50,920 MWh for L&P for the test year ending December 31, 2004.

17

	

Q.

	

Pleasc describe the method for calculating the weather normalization adjustment to

18

	

revenue for weather sensitive rate classes .

19

	

A.

	

The method used for calculating the weather normalization adjustment for revenue for

20

	

the test year ending December 31, 2004 for each weather sensitive rate Lass, is based

21

	

on actual observed average rates by billing cycle for the test year . Actual average

22

	

rates, based on revenue associated with kWh usage excluding Interim EIergy Charges

23

	

and Customer Charges, were multiplied by weather normalization adjustents
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(normal - actual) kWh sales by billing cycle for each rate class that was weather

2

	

normalized to compute weather adjustments to revenue . This methodlassumes that

3

	

weather normalization affects only the weather sensitive rate class sales, with no

4

	

effect from customer charges or other fixed charges . Interim Energy C, barges were

5

	

excluded from the weather adjustment to revenue as described in direct testimony of

6

	

Aquila witness Susan Braun. Actual average rates were normalized f6r the full test
I

7

	

year 2004, considering the base rate increases for MPS and L&P whicli became

s

	

effective in April 2004 .

9

	

Q.

	

Please describe the results ofthe weather normalization adjustment to revenue for the

10

	

test year ending December 31, 2004 .

11

	

A.

	

Schedules ELW-1 and ELW-2 provide the weather normalization adjustment to

12

	

revenue for MPS and L&P, respectively. The total weather normalizalion adjustment

13

	

to revenue for weather sensitive retail rate classes is $12,447,463 for MPS, and

14

	

$2,796,398 for L&P, as summarized in Schedule SKB-4 included with Ithe direct

15

	

testimony ofAquila witness Susan Braun.

16

	

UNBILLED SALES AND REVENUE ADJUSTMENT

17

	

Q.

	

Please describe the unbilled sales and revenue adjustment for the test year ending

18

	

December 31, 2004 .

19

	

A.

	

Schedules ELW-1 and ELW-2 provide the unbilled sales and revenue adjustment at

20

	

the bottom ofthe sales and revenue schedule for MPS and L&P, respectively .

21

	

Unbilled sales for the test year is the difference between calendar montI weather

22

	

normalized sales and billing month weather normalized sales for the rate codes that

23

	

were weather normalized, as calculated in HELM'S Billing Cycle AnalIis . Unbilled
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revenue for the test year is based on average rates for the rate codes that were weather

2

	

normalized, excluding IEC, customer charges and other fixed charges, multiplied by

3

	

the monthly unbilled sales . The total 2004 test year unbilled revenue and kWh sales

4

	

adjustment is $304,086 and (752) MWh for MPS, and $ (81,112) and (4,414) MWh

5

	

for L&P, as summarized in Schedule SKB-4 included with the direct tIstimony of

6

	

Aquila witness Susan Braun.

7

	

LEAP YEAR ADJUSTMENT

8

	

Q.

	

Please describe the leap year adjustment to sales and revenue for the test year ending

9

	

December 31, 2004 .

1o

	

A.

	

Schedules ELW-1 and ELW-2 provide the unbilled sales and revenue adjustment at

11

	

the bottom of the sales and revenue schedules for MPS and L&P,

respell

lively . The

12

	

leap year adjustment eliminates leap day (February 29) sales from the test year by

13

	

dividing the calendar month weather normalized sales by -1/366 in order to normalize

14

	

leap day sales proportionately over the test year. The total 2004 test yei leap day

15

	

adjustment is $(764,577) to revenue and (14,591) MWh to sales for MPIS, and

16

	

$(204,778) to revenue and (5,053) NM to sales for L&P, as summarized in

17

	

Schedule SKB-4 included with the direct testimony ofAquila witness SIsan Braun.

18

	

CUSTOMER ANNUALIZATION ADJUSTMENT

19

	

Q.

	

Please describe the method for calculating the customer normalization adjustment to

20

	

revenue for weather sensitive rate classes for the test year ending December 31, 2004 .

21

	

A.

	

A customer annualization adjustment to the test year revenue is made to reflect

22

	

additional sales and revenue that are expected to occur because ofprojected growth in

23

	

the number of customers at some future point in time . This method is silple and is



Direct Testimony:
Eric L . Watkins

1

	

based on dividing the weather normalized test year rate class revenues
I
by average

I
2

	

customers, and then multiplying the result by the projected customers as of June 30,

3

	

2005 to obtain customer annualized revenues . Customers were project
I
ed to June

4

	

2005 based on growth from January to June 2004 in historical monthly, customers by

5

	

rate class, except those rate classes which had no significant observable growth which

6

	

were assumed to remain at December 2004 customer levels or the averige level for

7

	

the test year . Actual customer levels by rate class at June 30, 2005 will be used when

8

	

available to true up the customer annualization adjustment . The customer

9

	

annualization adjustment is the difference between the test year weather normalized

to

	

revenues and the customer annualized revenues projected at June 30, 2005 customer

11 levels .

12

	

Q.

	

Please describe the results ofthe customer annualization adjustment to revenue at

13

	

June 30, 2005 .

14

	

A.

	

Schedules ELW-3 and ELW-4 provide the customer annualization adjuitment to

15

	

revenue for NIPS and L&P, respectively. The total customer annualizaion adjustment

16

	

to revenue for weather sensitive retail rate classes is $5,636,449 for NIPi, and

17

	

$1,237,646 for L&P, based on projected customer levels at June 30, 2005, as

18

	

summarized in Schedule SKB-4 included with the direct testimony of Aquila witness

19

	

Susan Braun.

20

	

LARGE CUSTOMER LOAD ADJUSTMENT

21

	

Q.

	

Please describe the large customer load adjustment to sales and revenue for the test

22

	

year ending December 31, 2004 .
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A.

	

Large customer load adjustments are shown at the bottom of schedules ELW-3 and

2

	

ELW-4 for MPS and L&P, respectively . A large customer adjustment for NIPS of

3

	

17,520 MWh annualized sales and $772,632 annualized revenue was made for a new

4

	

St . Luke's Hospital facility in Lee's Summit, MO expected to be constructed by June

5

	

2005 . A large customer load adjustment for MPS was also made for miscellaneous

6

	

rate M0730 customers of 5,349 MWh annualized sales and $253,203 annualized
I

7

	

revenue . A large customer adjustment for L&P of 8,760 MWh annualized sales and

8

	

$317,236 annualized revenue was made for an Albaugh Chemical expIsion in St.

9

	

Joseph, MO expected to be constructed by June 2005 . A large customer adjustment

10

	

for L&P of 56,940 MWh annualized sales and $2,062,037 annualized revenue was

11

	

also made for a Triumph Foods (pork processing) facility in St . Joseph, MO expected

12

	

to be constructed by June 2005 .

13

	

Total large customer load adjustment to revenue for MPS is $1,025,835, and

14

	

L&P is $2,379,273, as summarized in Schedule SKB-4 included with le direct

15

	

testimony of Aquila witness Susan Braun .

16

	

WEATHER NORMALIZATION OF

17

	

SYSTEM HOURLY LOADS

18

	

Q.

	

Please describe the method and data sources used for weather normalizi1g system

19

	

hourly loads for NIPS and L&P for the test year ending December 31, 2004.

2o

	

A.

	

System hourly loads in kW represent the hourly electric demand requirements for

21

	

MPS and L&P electric customers, including transmission and distributiIIn losses .

22

	

Actual system hourly loads for 2004 were weather normalized using HELM from

23

	

Electric Power Research Institute with methods and data sources consist)nt with the
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weather normalization of class sales, as previously described m my testimony .

2

	

Weather response functions for MPS and L&P were optimized in HEI{M using actual

3

	

daily weather variables (2-day average daily temperature) for MCI Airport (Kansas

4

	

City, MO). Based on these weather response functions, hourly loads were weather

5

	

normalized using 1971-2000 normal (2-day weighted) average daily temperatures,
I

6

	

consistent with the weather normalization of rate class sales, as previously described

7

	

in my testimony . MPS and L&P weather normalized hourly loads for 2004 were then

8

	

adjusted to reflect the change in level oftest year sales due to the unbilled sales

9

	

adjustment, leap day adjustment, customer annualization adjustment, Id large

10

	

customer load adjustment .

11

	

Q .

	

Please describe the results ofthe MPS and L&P weather normalized system hourly

12

	

loads for the test year ending December 31, 2004 .

13

	

A.

	

Schedules ELW-5 and ELW-6 Provide a summary of the 2004 weather normalized

14

	

system hourly loads for MPS and L&P, respectively .

15

	

The MPS weather normalized 2004 net energy for load is 5,984,353 MWh, as

16

	

adjusted, and the weather normalized peak demand is 1400 MW, as shown on line 38

17

	

of schedule ELW-5. The L&P weather normalized 2004 net energy foI load is

18

	

2,086,643 MWh, as adjusted, and the weather normalized peak demand is 410 MW,

19

	

as shown online 38 of schedule ELW-6. Weather normalized system ourly loads,

20

	

as adjusted for MPS and L&P, are used by Aquila witness Jerry Boclun for

21

	

normalizing fuel and purchased energy costs for the 2004 test year .

22

	

RECOMMENDATION

23

	

Q.

	

What is your recommendation to the Commission?



1

	

A.

	

Myrecommendation to the Commission is that it should adopt the NIPS and L&P

2

	

weather normalized revenue adjustment, unbilled revenue adjustment, leap year

3

	

adjustment, customer annualization adjustment, and large customer load adjustment;

4

	

as well as the weather normalized system hourly loads, for the 2004 test year, which 1

5

	

am sponsoring in my direct testimony.

6

	

Q.

	

Does this conclude your direct testimony?

7

	

A.

	

Yes, it does.

Direct Testimony:
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ELW -3

Ram class

TestYsar
2004 Avg.
customers

Forecast
Jun415

Customers

Rawrme
Par

Customer

Forecast
Jun-05
Revenue

Test Year
12/31104

WNRevenue

Forecast
Jun-05

Cust"1.RSV.

Fareust
Jun-05

11 CYetAd .MWh
M0860 146,981 146,981 $ 046 $ 124,372,587 S 124.372,567 $ ~ -
MM70 49.462 53,500 $ 1,061 S 56,743,436 $ 52,397,219 $ 4,348,218 73,014
MOTH 26 .735 26,866 $ 1,840 S 49,434,686 $ 49,317,85% S 118,831 3,002
M0716 7 7 $ 70,D77 E 70,536 $ 70,536 $ - -
M0720 1,108 1,108 S 36,749 $ 40,699,790 $ 40,699,790 $ - -
M0725 24 24 $ 74,425 $ 1 .765,169 $ 1,755,166 $ -
M0730 109 109 $ 246.136 E 26,767,271 $ 26,767,271 $ -
M0735 34 36 $ 720,256 5 25,929,219 3 24,755,818 $ 1,173,401 30,144MO

740 804 804 $ 2,448 $ 1,968,844 $ 1,968,844 S - -

Rate Class

Test Year
20M An .
Customers

Forecast
Jun-115

Customers

Revenue
Per

Customer

Foremast
Jun.05
Revenue

Test Year
12131/2004
WNRevenue

Forsoast
Jun-05

CYstAd .Rev.
I

Actual
Jun475

Cus!Ad .MWh
M0910 32,647 32 .647 $ 630 $ 20,836,123 $ 2%832,033 $ 4 .090 37
most 1 79 79 $ 2 .458 $ 193,378 S 192,645 $ 733 9
M0913 6,936 6,936 $ 747 S 5,180,105 S 5,179,123 $ 962 (B
M0914 5 5 $ 1,043 3 4,782 $ 4,695 $ 86 1
M0915 1,642 1,715 S 327 $ 561,418 $ 538 .124 $ 23,294 238
M0920 15,268 16,076 $ 968 $ 15,569,805 $ 14,769,274 $ 800,331 17 .698
M0921 58 58 $ 6,797 S 390,815 $ 389,560 $ 1,206 52
M0922 91 92 $ 285 $ 26,177 $ 26,007 $ 170 2
M0930 3,194 3,206 $ 654 $ 2,096,849 $ 2,091,005 $ 5,BC3 BO
M0931 1,491 1,527 $ 2,247 $ 3,431,802 $ 3,353,882 $ 77,910 1 .155
M0932 281 282 $ 1,130 $ 318,698 $ 317,474 $ 1,225 16
M0933 623 637 $ 2.277 $ 1,450,226 $ 1,419,013 $ 31,213 509
M0934 315 316 $ 1,197 $ 378,380 $ 377,099 $ 1,291 15
M0940 1,095 1,108 E 17,038 E 18,877,986 $ 18,643,781 $ 234,205 4 .803
M0941 105 105 $ 1 .338 S 139,928 $ 140,135 $ (206 (15
M0944 60 60 $ 406,361 24246 00 24 096

26
27 &, LOSe ustmmts

Due!FnarNeme
NprmaIISedSaaS :

28 Class O r.Date Rev . .. A ReyKem$ LF% PaakIMW Annual MWh
29
301

MOTM SLlukm Kom. (Leas Summit) ,~5 5 772.632
2532031

S D .0441 SD°A 14 17,520
M073U Annualize specific customers IDec04 S $ 0.0473 50% 1 5,349

37 I- Total ~- $ 1.025.835 15 22,869
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In the matter of Aquila, Inc . dlbla Aquila

	

)
Networks-MPS and Aquila Networks-L&P,

	

)
for authority to file tariffs increasing electric

	

)

	

Case No. ER-
rates for the service provided to customers in

	

)
the Aquila Networks-MPS and Aquila

	

)
Networks-L&P area

	

)

County of Jackson

	

)
ss

State of Missouri

	

)

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

AFFIDAVIT OF ERIC L. WATKINS

Eric L. Watkins, being first duly sworn, deposes and says that he is the witness who
sponsors the accompanying testimony entitled "Direct Testimony of Eric L . Watkins;" that said
testimony was prepared by him and under his direction and supervision ; that if linquiries 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.

Subscribed and sworn to before me this

	

IF

	

day of

My Commission expires :

Eric L. Watkins


