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Staff’s Statement Of Positions On The Issues, and Reconciliation

COMES NOW the Staff (“Staff”) of the Missouri Public Service Commission (“Commission”) and hereby sets out its Statement Of Positions On The Issues in the above-styled proceeding.  In addition, attached hereto as Appendix A is a Reconciliation that shows the value of differences among the parties on contested issues.

RATE OF RETURN  

(David Murray---Direct, Rebuttal, Surrebuttal: All)
1.  What capital structure is appropriate for Empire?

Staff’s Position:  The Staff’s position is that Empire’s actual consolidated capital structure, as of the end of the test year update period, June 30, 2004, should be used for purposes of determining the rate of return.  That capital structure is 49.14% common equity, 6.32% preferred equity, and 44.54% long-term debt.

2.  What return on common equity recommendation is appropriate in estimating Empire’s cost of common equity?

Staff’s Position:  It is the Staff’s position that Empire should be allowed a return on common equity in the range of 8.29% to 9.29%, with a midpoint of 8.79%, based on Empire’s cost of common equity. 

3.  What embedded cost of debt is appropriate for Empire?

Staff’s Position:  Staff’s position is that the appropriate embedded cost of long-term debt is 7.22%, which includes all of Empire’s long-term debt.  

RATE BASE.

4.  Energy Center Units 3 & 4 Construction Cost:  What is the appropriate level of construction costs to be included in rate base for Empire’s Energy Center Units 3 & 4? 

(Roberta McKiddy---Direct, p. 6; Surrebuttal, p. 7; David Elliott, Direct, pp. 11-17; Surrebuttal: All)

Staff’s Position:  An amount of $52,064,945 ($55,220,301 - $3,155,356 = $52,064,945) should be included in rate base to reflect the cost associated with the construction of Energy Center 3 & 4.

5.  Deferred tax balances

(John Cassidy---Surrebuttal, pp. 13-16)
a) Post-Retirement Benefits Other than Pensions (“PBOP”):  Should cost of service be increased too compensate for Empire’s inability to obtain full deductibility of its contributions to its Voluntary Employment Beneficiary Association (“VEBA”) plan for management?

b) Alternative Minimum Tax (“AMT”):  Should cost of service be increased to reflect inclusion in rate base of Empire's deferred tax liability associated with AMT?    


Staff’s Position:  The Staff opposes the inclusion of these items.

Expense Issues

6. Depreciation:  How shall the depreciation for plant accounts be calculated? 

(Gregory Macias---Direct, Rebuttal, Surrebuttal: All; Guy Gilbert---Rebuttal: All; Leasha Teel---Direct, pp. 12-16)
 Staff’s Position:  Based on the average service life of the property in each account, the appropriate depreciation rate for that account should permit recovery of the original cost evenly (straight line) over the average service life; i.e., the following formula should apply:  100% / average service life = depreciation rate (% per annum).  A current level of net salvage should be accounted for as an expense item, separately from depreciation.      

(a) Should life span be applied to production accounts?

Staff’s Position:  No.  Because historical life span estimates have been a poor predictor of actual service life, and unnecessarily shorten the recovery period for unit plant, average service lives should be used.  

(b) Should the Commission use the whole-life or the remaining life technique? 

Staff’s Position:  The Staff does not believe that an adjustment of the accumulated reserve for depreciation is appropriate at this time; therefore, the remaining life method of adjustment is unnecessary.  The continued use of the whole-life technique is recommended. 

(c) How should the cost of removal net of salvage component be treated?

Staff’s Position:  Net salvage (salvage value less cost of removal) should be considered separately from depreciation and should be treated as a current expense that is determined based on recent historical net salvage.

7. Fuel and Purchased Power/Interim Energy Charge (“IEC”)*:  What is the appropriate level of total Company on-system fuel and purchased power expense, and what cost recovery method should be used in this case?

(John Cassidy---Direct, pp. 4-20; Surrebuttal, pp. 1-13); Kwang Choe---Surrebuttal, All; Leon Bender---Direct, All)

(a)  What natural gas price should be used in determining permanent rates?

Staff’s Position:  If an IEC is not approved for Empire, the Staff does not have a position on what natural gas prices should be used in determining permanent rates.

(b) May the Commission lawfully order an IEC absent a unanimous stipulation and agreement?  

Staff’s Position:  The Staff believes that the Commission may so order.  The Staff will set out its legal argument on the subject in its briefs.


(c) If yes to (a) above, should an IEC for Empire be implemented in this proceeding?  If so, at what floor and ceiling levels?   How should an IEC be structured?  How should the charge be designed?

Staff’s Position:  Given the current volatility of in the natural gas market, the Staff believes that the Commission should grant Empire an IEC.  The floor and ceiling levels should be based on natural gas prices of $3.20 and $5.62 / MMBtu, respectively.  The IEC mechanism should be structured in a fashion similar to the IEC previously approved for Empire in Case No. ER-2002-299; however, only variable fuel and purchased power costs should be included.

* The design of an IEC charge is listed with rate design issues.
8.  Payroll O&M Factor:  Should the payroll O&M factor be calculated using a three-year average or a five-year average?  

(Sean Devore---Direct, pp. 3-7)


Staff’s Position:  The Staff supports a five-year average. 
9.  Energy Center 3 & 4 O&M:  Should cost of service include annual turbine inspection costs and long-term (twenty-year accrual) inspection costs for the recently installed Energy Center Units 3 & 4?  

(Leasha Teel, Rebuttal, p. 1-4)


Staff’s Position:  The Staff opposes inclusion in cost of service of both of these items.
10.  Is it appropriate to include in cost of service an amount for annual inspections of Empire’s generators?  If so, what amount should be included? 

(Leasha Teel---Surrebuttal, pp. 1-3)

Staff’s Position:  It is not appropriate to include in cost of service an amount for annual inspections of Empire’s generators.  Such costs are not known, nor have they occurred with any regularity that would suggest that this item is a normal ongoing annual expense.   

11.  Tree Trimming:  What amount should be included in cost of service to reflect ongoing tree trimming costs? 

(Leasha Teel, Direct, p. 12; Surrebuttal, pp. 4-6)

Staff’s Position:  The Staff supports the use of a five-year average to determine the ongoing cost of tree trimming.

12.  Rate Case Expense:  Should the costs of retaining Empire consultants Mr. Pfeifenberger and Dr. Vander Weide be included in the rate case expense reflected in cost of service? 

(Roberta McKiddy---Direct, p. 27; Surrebuttal, pp. 1-7)

Staff’s Position:  The Staff opposes inclusion of the costs associated with these consultants in the determination of rate case expense.

13.  Enron Legal Fees:  Should the legal fees associated with the settlement of a dispute with Enron be included in cost of service?

(Sean Devore, Direct p. 18; Surrebuttal, p. 1)

Staff’s Position:  The Staff opposes the inclusion of these costs in the ongoing cost of service.

14.  Incentive Compensation:  Should all costs associated with incentive compensation be included in cost of service?  If not, what costs/amounts should be excluded?

(Sean Devore, Direct p. 9; Surrebuttal, pp. 2-11)
Staff’s Position:  No.  Amounts that do not reflect goals that improve existing performance, and that do not produce benefits that are ascertainable and reasonably related to the incentive plan should be excluded.   

15.  Stock Options  

(a) Should the cost of stock options be expensed before they are exercised?  

(b) Should the cost of stock options be included in cost of service?

(Sean Devore---Direct, p. 11; Surrebuttal, p. 6)
Staff’s Position:  Staff opposes the expensing of stock options before they are exercised, and the inclusion of the costs associated with stock options in cost of service.
16.  Low-Income Customer Weatherization Assistance Programs:  Should an amount for low-income customer weatherization assistance programs be included in cost of service?  If so, what amount should be included?

(Lena Mantle---Rebuttal, pp. 3-5)
Staff’s Position:  Since Empire has not previously implemented a program such as DNR-EC is proposing, the Staff believes that an amount of $100,000, instead of $181,250 as proposed by DNR-EC, should be included in the cost of service to fund the federal low-income customer weatherization program proposed by DNR-EC.

17.  Energy Efficiency Programs:  Should an amount for energy efficiency programs, specifically a lighting program, a residential appliance and HVAC rebate program, and a commercial customer energy audit program, be included in cost of service?  If so, what amount should be included?

(Lena Mantle---Rebuttal, p. 3; Surrebuttal, pp. 2-4)
Staff’s Position:  The Staff believes that since no analysis has been conducted regarding the impact of these energy efficiency programs on Empire’s ratepayers as a whole or on Empire, no amount should be included in the cost of service for these programs.
18.  Wind Energy Assessment: Should an amount for wind energy assessment be included in cost of service?  If so, what amount should be included?

(Lena Mantle---Rebuttal, pp. 1-3; Surrebuttal, pp. 1-2)
Staff’s Position:  The Staff believes that the benefits of the proposed wind energy assessment to Empire’s ratepayers is tenuous at best and therefore no amount should be included in the cost of service for this proposed research project.
19.  Pensions:  What is the appropriate method of determining pension expense for inclusion in the cost of service? 

(Doyle Gibbs---Direct, pp. 9-11; Rebuttal: All; Surrebuttal, pp. 1-7)

Staff’s Position:  The Staff supports the use of minimum ERISA contributions to the pension fund as the appropriate method of determining pension expense for inclusion in the cost of service.  

20.  Late payment charge:  Should Empire’s late payment charge be calculated based on a single percentage?  If so, at what level? 

(William McDuffey---Direct, pp. 6-7; Surrebuttal: All)
Staff’s Position:  The Staff believes that Empire’s late payment charges should be reduced to a simple ½ percent per month of the original net amount due on the delinquent bill and any late payment charges that accrue during the time that energy assistance money (LIHEAP or ECIP) is being credited against the customer’s bill should be waived.
CLASS COST OF SERVICE/RATE DESIGN  

(James Watkins---(9/27 Direct, 10/4 Direct, Rebuttal and Surrebuttal: All; Janice Pyatte---10/4 Direct, Rebuttal, Surrebuttal: All; Hong Hu---9/27 & 10/4 Direct, Rebuttal; Surrebuttal: All)
21.  What is the appropriate allocation of any increase in revenues to customer classes?

Staff’s Position:  The Staff believes that the current allocation of revenues to the customer classes is reasonable and any increase in revenues should be allocated to customer classes as an equal percentage of current revenues.

a)  What is the appropriate demand allocation factor to allocate generation and transmission capacity costs to the customer classes?

Staff’s Position:  The Staff believes that the “Average and Peak” method, in lieu of the hourly Time-of-Use allocation method, is the appropriate method for allocating generation and transmission capacity costs to the customer classes.  Nevertheless, any increase in Empire’s revenues in this case should be allocated to customer classes as an equal percentage of current revenues.
22.  What are the appropriate adjustments to the rate components for each of the various rate schedules?


a)  Summer/Winter Differential:  What changes in rate design regarding the summer/winter rate differentials should be implemented in this case?


Staff’s Position:  The Staff believes that overall seasonal revenue recovery reasonably tracks seasonal costs and no change to the summer/winter rate differentials is warranted in this case

b)  Customer Charge:  What changes in customer charges should be implemented in this case?


Staff’s Position:  The Staff believes that Empire’s customer charges for residential and small general service customers are the highest of any regulated electric utility in Missouri and no changes are warranted in this case.

c) Substation Credit:  What substation credit should be implemented in this case for customers on the LP rate served at transmission?

Staff’s Position:  The Staff believes that a discount should be implemented equal to the Substation Facilities Charge on the ST and SC-P rate schedules for customers served at primary.

d)  Facility Charge:  Should a facility charge for customers on the Large Power, General Power, Total Electric Building, and Power Feed Mill rates be implemented to collect a part of the fixed demand cost?

Staff’s Position:  The Staff believes that a (distribution) Facilities Charge of $1.50 should be implemented in this case.

e) IEC Charge:  What is the appropriate basis for determining the IEC charge for each customer class?

Staff’s Position:  The Staff believes that the IEC charge on every rate schedule should be the same $/MWH at the generator, converted to ¢/kWh and adjusted for losses to the standard delivery voltage of each rate schedule.
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