BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of the Joint Application of

)

Union Electric Company d/b/a AmerenUE, 
)

Aquila, Inc., d/b/a/ Aquila Networks – MPS 
)

and Aquila Networks – L& P for an Order
)

Authorizing Sale and Transfer of Certain

)

Assets of Aquila, Inc. Located in Missouri

)
Case No. GM-2004-0244

to AmerenUE and Either Authorizing the

)

Transfer of Existing Certificates of Public

)

Convenience and Necessity, or Granting 

)

a New Certificate of Public Convenience 

)

and Necessity to AmerenUE in Conjunction
)

with same.





)

STAFF MEMORANDUM IN SUPPORT

OF UNANIMOUS STIPULATION AND AGREEMENT

COMES NOW the Staff of the Missouri Public Service Commission (Staff) and submits this memorandum to the Missouri Public Service Commission (Commission) in support of the Unanimous Stipulation and Agreement (Stipulation) executed by the signatory parties and filed with the Commission on March 30, 2004.

On December 3, 2003, Union Electric Company d/b/a AmerenUE (AmerenUE) and Aquila, Inc. (Aquila) d/b/a Aquila Networks – MPS (MPS) and Aquila Networks – L&P (L&P) filed a joint application (Joint Filing) for authority to sell and transfer certain assets located in Missouri from Aquila to AmerenUE.  On December 4, 2003, AmerenUE and Aquila filed direct testimony in support of the Joint Filing.

On January 2, 2004, Staff requested that the Commission establish an early prehearing conference to see if the issues in this case could be resolved.  Pursuant to that request, the Commission ordered the Parties to meet on January 23, 2004 to discuss said issues in an attempt to resolve any differences and conduct settlement discussions, as well as develop a proposed procedural schedule.  As established by the Commission, a prehearing conference was convened on January 23, 2004.  AmerenUE, Aquila, the Commission Staff (“Staff”) and the Office of the Public Counsel (OPC) appeared and participated at the prehearing conference.  As a result of the prehearing conference and subsequent negotiations, the Parties reached agreement and filed a Unanimous Stipulation (Stipulation).  

All signatories to the Stipulation were actively involved in its negotiation.  As a consequence, the Stipulation reflects a resolution of the concerns and requirements of all of the signatory parties.  

The Stipulation resolves all issues and addresses:  

(1) The Purchased Gas Adjustment rate for the area served by the Panhandle Eastern Pipeline System (PEPL); 

(2) The inclusion of all, one hundred percent (100%), of the PEPL and Missouri Pipeline capacity costs in the AmerenUE PEPL PGA factor; 

(3) The inclusion of all, one hundred percent (100%), of Missouri Gas Company (MGC) reservation costs and all, one hundred percent (100%), of the MGC variable costs in the incremental MGC PGA factor; 

(4) The transfer of any under or over recovery balance at one hundred percent (100%) of the Aquila ACA balance for the Eastern System at the time of closing, expected to be on or about May 1, 2004 to the MGC ACA balance;

(5) Aquila’s margin rates are to be charged by AmerenUE until such time as AmerenUE files a new rate case; 

(6) The allocation by Aquila of overhead or corporate costs previously charged to the Eastern System; 

(7) The transfer of plant and other property records to AmerenUE by Aquila; and 

(8) The booking of depreciation expense for the newly acquired Aquila property in accordance with AmerenUE’s Commission approved depreciation rates and the reflection of Aquila’s year-end impairment in Ameren’s records.   

The suggestions and explanations that follow are generally in the same order as they are presented in the Agreement filed in this case.  The Staff states in support of the Stipulation as follows: 

I.
Is the Stipulation not detrimental to the Public Interest?

The Stipulation contains provisions that assure that the transfer is not detrimental.  The standard for Commission authorization of the sale and transfer of parts of a utility’s franchise, system, works, or assets and for approval of mergers is found in Section 393.190 RSMo 2000 and applicable case law.  In order to authorize the proposed transfer, the Commission must find that the transaction is not detrimental to the public interest.  Staff, accordingly, recommends approval of this transaction as not detrimental to the public interest.  The Stipulation is consistent with Section 386.610 RSMo 2000, which states, in relevant part, that the provisions of the Public Service Commission Law “shall be liberally construed with a view to the public welfare, efficient facilities and substantial justice between patrons and public utilities.”  The terns of the Stipulation could produce benefits to the former Aquila customers, including AmerenUE’s negotiating strength for transportation, storage capacity and the availability of AmerenUE service personnel located in this area.  The Stipulation addresses the specific interests of the various Parties to this case.  The Stipulation removes the uncertainty and additional costs resulting from a continued litigation of this case and, if approved, will allow for the prompt sale and transfer of Aquila’s Eastern System assets to AmerenUE since such a sale and transfer is not detrimental to the public interest.

II.
Resolution of the Issues

A.   
Resolution of Potential Detriments

This Stipulation assures that the current customers of AmerenUE, and those customers currently identified as Aquila’s Eastern System customers are protected from detriment.  Aquila Networks – MPS and L&P customers are not expected to suffer any detriment as a result of this transfer, and will continue to receive safe and reliable service from Aquila.  Those customers currently identified as Aquila’s Eastern System customers will, upon transfer, receive safe and reliable service from AmerenUE.  As the example tariffs illustrate, Sheet No. 30.1 keeps the AmerenUE Eastern System PGA rates at the same level as the current Aquila Eastern System PGA rates.  New AmerenUE Eastern system factors will be established on the effective date of the next PGA filing.  The AmerenUE Eastern system customers will pay the AmerenUE PEPL PGA plus an incremental MGC PGA at that time.  This Stipulation and Agreement addresses any concerns of the Staff regarding this sale and transfer and this agreement has been structured in such a way that the sale and transfer of the Eastern System from Aquila to AmerenUE is not detrimental to the public interest.  All known detriments with regard to rates and service have been addressed at this time and there are sufficient benefits for Staff to recommend approval of this transfer.  

B.
Purchased Gas Adjustment (PGA) Rates  

AmerenUE has a separate PGA rate for the area served by PEPL.  The Eastern System that AmerenUE is purchasing will continue to be served by PEPL and the PGA costs will be allocated in accordance with the following provisions that are designed to eliminate any identified detriments:

· One hundred percent (100%) of the PEPL and Missouri Pipeline Company (MPC) 

capacity costs will be included in the AmerenUE PEPL PGA factor.  The AmerenUE PEPL PGA factor will apply to the existing AmerenUE customers served by the PEPL system as well as the Eastern System customers formerly served by Aquila.  In areas where the costs are common for pipeline services and gas costs, it makes sense to combine those costs for purposes of developing PGA rate.  Since the Eastern System and AmerenUE’s Central system are both served by PEPL and MPC then there are possible benefits to be achieved by merging these systems for purposes of gas procurement.

· One hundred percent (100%) of the Missouri Gas Company (MGC) reservation costs and one hundred percent (100%) of the MGC variable costs shall be included in the incremental MGC PGA factor.  This factor shall be applied to the Eastern System customers and is in addition to the AmerenUE PEPL PGA factor.  This factor shall remain in effect for the Eastern System customers until there is a determination by the Commission to eliminate the factor.  Since the Eastern System is the only system served by MGC it is reasonable to identify those specific costs and allocate them to the system that actually incurred those costs.


The two provisions above are designed to protect AmerenUE’s customers, who receive no benefit from the MGC system.  AmerenUE’s other customers in this area will not bear the cost of transporting natural gas on the MPC system, which serves only the Aquila Eastern System customers, so there will be no detriment for Ameren’s other customers due to the addition of this system to Ameren’s service area and the higher cost of transportation.

· A separate, incremental Actual Cost Adjustment (ACA) reconciliation for over/under recoveries of MGC costs (MGC ACA) shall be established for use in the Annual ACA reconciliation process.  Any under or over recovery balance remaining in the Aquila ACA account for the Eastern System at the time of closing (expected to be on or about May 1, 2004) shall be included in the MGC ACA.  The balance and the underlying costs and revenues that created the balance shall be subject to adjustment based upon the Commission’s ACA reviews.  This shall include any prior period ACA adjustments that are due to be refunded to customers by Aquila.  Since there is a separate additional factor that has been developed to track Missouri Gas Company costs, it is reasonable to reconcile those costs and revenues in a separate ACA factor.  In addition, since the Eastern System customers were previously served by Aquila for some portion of the 2003-2004 ACA period those balances should be considered in a reconciliation of the MGC costs.  

C.
Rate Design

Rate stability and predictability are major Staff considerations in the determination by the Staff of the level of rates at which the Staff will enter into a settlement.  The pro forma tariff sheets attached to the Stipulation and Agreement reflect the revised rates and other tariff provisions necessary to effectuate this settlement.  AmerenUE will continue to charge Aquila’s Eastern System margin rates effective as of the date of this sale until such time as the Commission approves new rates as a result of an AmerenUE rate proceeding.  Since AmerenUE is under a rate moratorium until 2006, there is rate stability and predictability for several years for the Eastern System customers, which Staff considers a benefit to these customers.

D. 
Corporate Allocations

Aquila shall allocate all corporate and overhead costs in accordance with Aquila’s allocation policy and procedures and cost allocation manual methodology.  

E.
Continuous Property Records

Records related to plant and other property transferred by Aquila to AmerenUE as a result of this transaction shall include plant cost by unit of property.  Any deficiencies in the detailed property records shall be corrected prior to transfer.  This provision is designed to assure that Staff has complete property records to audit in AmerenUE’s next rate case so that just and reasonable rates may be determined.

F.
Expected Benefits

The Staff believes that the current Eastern System customers will suffer no detriment because known detriments are balanced by benefits, for example:  1)  Eastern System customers will not participate in the rate increase resulting from Aquila’s current rate case.  Thus, rates charged to those customers will remain at the existing Aquila rates, at least until such time as AmerenUE’s rates are next audited either as a result of AmerenUE filing a rate case or the Staff instigating a complaint regarding AmerenUE’s rates for gas services; 2)  the Eastern System customers are protected from a rate increase for the duration of the rate moratorium and Infrastructure Replacement Surcharge (ISRS) moratorium resulting from the Unanimous Stipulation and Agreement reached in the most recent AmerenUE gas rate case  3)  Eastern system customers will be served by AmerenUE regional gas operations and engineering/construction support from Jefferson City District.

G.  Specimen tariffs
Ameren submitted specimen tariffs that were attached to the Stipulation.  

CONCLUSION

In summary, the Stipulation provides for the transfer of the assets currently owned by Aquila known as the Eastern System to AmerenUE.  The settlement provides conditions meant to protect the public from all known detriments, to provide Aquila the means to dispose of the assets now known as the Eastern System and to allow AmerenUE to acquire said assets and the opportunity to receive just and reasonable rates for operating that system.  Staff has entered into this Stipulation because it balances the needs of the Company to earn a reasonable rate of return on its investment with the needs of the Eastern System customers, as well as AmerenUE’s existing customers, to receive safe and adequate service at just and reasonable rates.  

WHEREFORE the Staff respectfully recommends that the Commission approve the Stipulation filed on March 30, 2004, in this case, and the resulting sale of Aquila’s Eastern System to AmerenUE.  The Staff also requests that the Commission order AmerenUE to file compliance tariffs within one (1) week of the approval of this Stipulation by the Commission.
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