BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of the Tariff Filing of Aquila,
Inc., to Implement a General Rate Increase for
Retail Electric Service Provided to Customers
in its Aquila Networks—MPS and Aquila
Networks—L&P Missouri Service Areas.

Case No. ER-2007-0004
Tariff No. YE-2007-0001
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STAFF’S LIST OF MISSOURI PUBLIC SERVICE COMMISSION DECISIONS
FOR ADMINISTRATIVE NOTICE

COMES NOW the Staff of the Missouri Public Service Commission, as requested at
hearing, and submits the following list of cases for the Commission to take administrative notice
of in this matter:

A. The Commission has indicated it will take administrative notice of the following cases
pertaining to the Commission’s treatment of the Sibley plant accounting authority orders:

1. Report and Order, In the matter of Missouri Public Service for authority to file
tariffs increasing rates for electric service provided to customers in the Missouri

service area of the company, Case No. ER-90-101, 30 P.S.C. (N.S.) 320 (October
5, 1990).

The Sibley AAO is discussed in this decision at pages 336-41 (attached as Attachment A).

2. Report and Order on Rehearing, In the matter of Missouri Public Service, a
division of Utilicorp United, Inc.’s proposed tariffs to increase rates for electric
service provided to customers in the Missouri service area of the Company, Case
No. ER-93-37, 2 Mo.P.S.C.3d 206 (June 18, 1993).

The Sibley AAO is discussed in this decision at pages 208-10 (attached as Attachment B).

3. Report and Order on Rehearing, In the matter of Missouri Public Service, a
division of Utilicorp United, Inc.’s proposed tariffs to increase rates for electric
service provided to customers in the Missouri service area of the Company, Case
No. ER-93-37, 2 Mo.P.S.C.3d 230 (February 25, 1994).

The Sibley AAOQ is discussed in this decision at pages 233-37 (attached as Attachment C).




B. The Commission has also indicated it will take administrative notice of its Order
Approving Stipulation and Agreement and its Attachment 1 (Nonunanimous Stipulation and
Agreement), with reference to Appendix B of Attachment 1, in Case No. ER-2005-0436, In the
matter of Aquila, Inc. d/b/a Aquila Networks-MPS and Aquila Networks-L&P, for authority to
file tariffs increasing electric rates for the service provided to customers in the Aquila Networks-
MPS and Aquila Networks-L&P area (February 23, 2006). The Order and its attachment is not
yet available in the Commission’s published reports, but can be found in the Commission’s

Electronic Filing and Information System as item no. 253 in that docket.

Respectfully submitted,

/s/ David A, Mever
David A. Meyer

Senior Counsel
Missouri Bar No. 46620

Attorney for the Staff of the
Missouri Public Service Commission
P. O. Box 360

Jefferson City, MO 65102

(573) 751-8706 (Telephone)

(573) 751-9285 (Fax)

david. meyer@psc.mo.gov

Certificate of Service

I hereby certify that copies of the foregoing have been mailed, hand-delivered, transmitted by
facsimile or electronically mailed to all counsel of record this 5" day of April 2007.

/s/ David A. Mever
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allocated between the jurisdictions. Company excluded those substations which
function to step down voitage from the higher transmission level to the lower
distribution level. Company contends that the standard for classifying facilities to
be allocated between the jurisdictions does not apply to distribution substationg
but only to transmission lines. Company maintains that the vast majority of thege
facilities are distribution substations because their function is to step down the ,
voltage to distribution levels. . b
The Commission determines that all 123 substations should be classified as T
transmission facilities. The Commission further determines that this standarg :
should be applied to substations as well as to lines. One of the major FERC cases
applying this standard involves “. . . step-down transformation facilities . . . »
Docket No. ER-76-184, Re: Kansas City Power & Light Company, 3 FERC Pa, i
63,008, p. 65,092 (1977). This FERC decision found these transformation facili- &
ties to be subject to the allocator. This standard applies to facilities which could, S
under any conditions, serve a transmission function. Company’s own witness af
concludes that “. . . these stations for the most part do not serve functionally as
transmission . .. .” Exhibit 35, p. 29. Emphasis added. Company has the burden
of proof to show that a proposed rate increase is reasonable and that the expenses
reflected in the proposed rate increase are justified. Section 393.150, RSMo 1986,
The Commission finds not only that Company has not shown that these facilities
could perform no transmission function but that Company, by its own evidence,
has demonstrated that these facilities could perform some transmission functions,
While the Commission is concerned that none of Company’s plant fallintoa 3
jurisdictional void where it is recovered in neither jurisdiction, the Commissionis &9
not persuaded by Company’s assertion that the FERC has not classified this §§
company investment as eligible for allocation. Company’s conclusory statement
is not a sufficient basis for the Commission to accurately judge the pertinence of,
or basis for, the FERC’s failure to so classify these facilities. Therefore, the
Commission determines that the factor for allocating transmission facilities
between the jurisdictions shouid be applied to these 123 substations.

1 Finally, Staff/ Public Counsel urge the Commission to direct Company to
keep transmission service schedule logs by the hour for all transmission services
performed for other utilities. Company does not oppose keeping such logs.
Therefore, the Commission will direct Company to keep such logs in the future.

E. Sibley Deferral

{
?
: On December 27, 1989, the Commission issued an order (Accounting
! Authority Order or AAO) in Case No. EO-90-114, which case has been consoli-
dated with this rate case, authorizing Company to defer to and record in Account
! No. 186 of the Uniform System of Accounts (USQA), the depreciation expenses,
! ! property taxes and carrying costs associated with the life extension and coal
%
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conversion projects at Company’s Sibley Generating Station (Sibiey). The parties
agree that the AAO permits deferral of these costs from January 1, 1989 through
the effective date of the rates established in this case. Account No. 186 is used for
miscellaneous deferred debits.
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.
wwAn AAO authorizes deferral of costs outside of a rate case and allows the
ilitydn question to seek recovery in rates of these deferred costs in a pending or
bsequent rate case. This procedure can ameliorate the effect of regulatory lag.
this instance, regulatory lag can be defined as the interval between Company
rring costs and those costs being recovered in rates. In its order authorizing
company to defer these costs the Commission reserved the right to consider the
making treatment ultimately to be afforded these costs.

taff/ Public Counsel oppose reflecting these costs in rates for four main
ohs First, Staff/ Public Counsel assert that these costs have already been
vered in rates because Company has earned in excess of its authorized rate of
since 1983. Second, Staff/ Public Counsel argue that these deferred costs
sufficiently significant when compared to either MPS’s or UtxhCorp (]
pemtmns to merit the special treatment of deferral and subsequent recovery in
rates Staff/ Public Counsel state that of the 1] percent increase in net electric
mt from spring 1989 through spring 1990, the 1989 additions comprise only a
3=gpe_rcent increase in net electric plant. Staff/Public Counsel argue that

Tecovery.in rates are estimated costs.

- Third, Staff/ Public Counsel maintain that MPS has overstated the costs and
iled:to keep records as directed by the Commission in its AAQ. Specifically,
i /’Public Counsel point to the following costs as overstated. Property taxes

_mgluded for 1989 even though the 1989 property taxes were based on 1988
t-assessments. Furthermore, Staff/ Public Counsel state that Company has
ded property taxes based on the assumption that the amount of property tax
: >ctly related to theamount of plant in service when, in actuality, the property
mes ‘paid as a percentage of book value have declined since 1985 as the tax rate
s been more than offset by the decreases in the assessment rate.

Staff/ Public Counsel state that Company included the cost of carrying costs
1unpaid balances which would result in ratepayers.paying for costs not incurred
by.Company. Staff/ Public Counselalso state that Company has calculated a full
onth’scarrying costs on piant additions completed duning the course of a
| month thereby effectively assuming that all plant additions are completed by the
fmst ©of-each month. Staff/ Publi¢ Counsel charge that Company compounded
- Garrying costs on carrying costs on a monthly rather than semiannual basis when
j calculating the deferral as dollars were transferred from CWIP to plant in service.
jPublic Counsel assert that Company normally compounds such costs
2 miannually on CWIP. Staff/ Public Counsel state that Company included
°P?'ematxon in the costs upon which it calculated carrying costs. Staff/ Public
nisél point out that carrying costs on CWIP are not calculated with regard to

reciation since normally depreciation is not calculated until ‘the plant in
tion is in service.

i/ Public Counsel contend that Company did not use deferred income
iesin calculating carrying costs to obtain a net of tax effect respecting the AAO
. ‘Also, Staff/Public Counsel state that Company did not maintain
d s as directed by the Commission in its order granting deferral of these costs.

— . [ [EEE

804 or 51 percent of the $4,321,093 in costs for which Company is seeking
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_Counsel believe that prudence required that Company performa more' 'hOrough

~ deferrals by $79,000 to reflect the fact that property taxes are-paid:
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Staff/ Public Counsel maintain thatasaconsequence of that failure, the gac, 3
the program are overstated. Staff/ Public Counsel maintain that avada . dina
indicates- that purchased power to replace Sibley’s power during- rebuild;,
outages has oﬁen been cheaper than the fuel costs wlnch would ha

pany experienced significant savmgs as the result of this dxspanty ;
- Fourth, and finally, Staff/Public Counse! contend that Comp;
have performed a more detailed study before proceeding with the reb
Sibley Generatmg Units 1 and 2 although Staff/ Public Counse} admit’
data generally support the rebuilding of Sibley Generating Unit 3. S

analysis of the desirability of proceeding with the rebuilding in liew
options for increased capacity.

recovery through rates of amounts in previous periods either above
Company’s authonzed revenue reqmrement

service.

Company disagrees with Staff/ Public Counsel’s contention- that-
should have done further study of relative costs before. proceeding™
rebuilding of Sibley Generating Units 1 and 2. Company asserts-that:
mental cost of the Sibiley rebuilding and coal conversion projects is-abi

generating capacity estimated at $1,400 per kilowatt. BT

Company contends that they either have not overstated the amou
deferrals or-they have adjusted the amount in keeping with Staff/ Public
sel’s criticism. Company states it has adjusted the property taxes incliid

arrears. Company does not respond to the assertion of Staff/ Public Counse:
the increase in property taxes may have been more than offset by the decre:
the assessment rate.
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;. =from the invoices remaining unpaid thereby avoiding payment of financing
.. charges related to the unpaid:invoices. Company does not respond to Staff/ Pub-
.. lic Counsel’s contention that Company calculates a full month’s carrying cost on
«:plant additions completed anytime during the month.
. Company states that about $11,000 are associated with Staff/ Public Coun-
sel’s concern over the Company compounding carrying costs monthly. Company
¢ farther states that it compounds semiannually with respect to AFUDC in keeping
wwith FERC guidelines and past practice of the Commission. However, Company
asserts that these guidelines do not apply to deferral of other carrying costs and
that-Company must, therefore, recognize the opportunity costs of these funds.
. Staff/ Public Counsel contend that the dollar value of monthly compounding of
scarrying costs is $131,987.
Y. Company maintains that Staff/ Public Counsel are wrong in opposing the
3:accrual of about $53,000 of carrying costs which have been calculated by Com-
any on deferred depreciation pursuant to the AAQ, Company asserts that, since
hrdepreciation is not being recovered from ratepayers currently, Company must
ccrue carrying costs on deprectation.
. Company does not respond to Staff/ Public Counse]’s assertion that deferred
jincome taxes are not used in the calculation of carrying costs to obtain a net of the
effect as to the AAQ deferral.
4. -Company disagrees with Staff/ Public Counsel that the amount of the entire
deferral is overstated because it does not reflect savings on fuel costs vis-a-vis
i;purchased power. Company contends that it has incurred additional costs the
recovery of which is not sought in this rate case and that these costs outweigh any

Company disagrees with Staff / Public Counsel that its record keeping did not
omply with the requirements of the AAO. Company maintains that the records
already kept suppiied the information the Commission requested in the AAO
@F:and that Staff’s recommendation to the Commission in regard to the requested
AAOQ did not convey the necessity to keep “special” records.

: ‘The Company urges the Commission to reflect these deferrals in rates and not
oallow Staff/ Public Counsel’s piecemeal attack on this deferral to persuade the
mmission to reject it entirely. Company contends that the life extension

&Dproject is vital to Company’s continued provision of reliable reasonably priced
- Setvice. Company points out that Sibley Units 1 and 2 would have otherwise had
be retired in 1990 whereas this project will extend the life of the three Sibley
ts by about 20 years. Company states that the cost of alternative sources of
Capacity would have been s1gmf1cantly higher. Company further contends that
€ coal conversion project is vital to achieving the reductions in SO2 emissions
decessary to have environmentally acceptable sources of power. Finally, despite
the Commission’s disclaimer in the AAO about reserving judgment on the
alemaking treatment of the amounts deferred, Company contends that the
itegrity of the AAO process will be brought into question if the Commission
does not reflect these deferrals in rates.
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- financial status. As Company has pointed out, it expects to defer costs iy

. . averrecovery is nebulous at best.
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The Commission determines that Company should be allowed to refleg in
rates, as provided hereinafter, costs deferred pursuant to the AAQ, The Commys.
sion finds that Staff/ Public Counsel have provided no substantial evidenc, to
support exclusion of all of these deferred costs. The Commission determines ther,
is ample evidence of the significant impact of this enterprise on Companyy

September, 1990, amounting to 23 percent of its electric net income. Although
Staff/ Public Counsel have raised questions about the relative cost of these
projects vis-a-vis other alternatives and the objectivity and depth of Company'
study of these alternatives, Staff/ Public Counsel do not contend that Company
was imprudent to proceed with these projects.

The Commission finds unpersuasive the contention of Staff/ Public Coungy
that these costs have already been recovered in rates. Company seeks recovery of
these costs from the beginning of 1989 through October 17, 1990. 1989 is the teyt
year and these rates are set prospectively. Since even Staff/ Public Counsel admit
Company requires some rate increase, the relevance to this issue of passed

However, the Commission determines there is validity to the concerns of
Staff/ Public Counsel as to an accurate accounting by Company of the costs
eligible for deferment. The Commission finds that Company should have ascer-
tained the effect on property tax of the decrease in the assessment rate before
including it in the costs deferred. The Commission notes with approval that
Company has already adjusted the deferred costs to reflect the fact that taxesare
paid one year in arrears,

The Commission also determines that Company should not include carrying
costs on unpaid balances in the deferred costs to be reflected in rates and should
either record carrying costs on plant additions compieted after the first of the
month on a prorated basis in the month completed or on the first of the foliowing
month. Ratepayers should not be required to pay carrying costs on expenses not
yet paid by Company or on uncompleted plant additions.

The Commission finds that Company’s rates should not reflect carrying costs
compounded monthly in calculating these deferred costs. The Commission
determines that Company should compound these carrying costs semiannually
just as Company compounds AFUDC semiannually. The Commission also
determines that rates should not reflect deferred costs which include carrying
costs calculated on amounts which include depreciation since CWIP carrying
costs are calculated on dollars invested in CWIP without regard to depreciation.

The Commission finds that the deferred income tax related to the AAQ

deferral which is included in deferred tax reserves should be used to reduce rate *

base as part of the process of setting rates in this case since that is the treatmen
afforded deferred income taxes related to CWIP.

The Commission determines that Company should calculate the effect on
these deferred costs of any savings enjoyed as a consequence of the outagesof the .
Sibley units during the rebuilding and conversion projects. Ratepayers should
not have to pay for costs which have, in reality, been offset by savings. The 3
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Commission is not persuaded by Company’s argument that it did not seek
recovery of all costs and, therefore, should not have to reflect certain savings.
Company could have sought recovery of all reasonable costs.

Finally, the Commission understands the record herein reflects estimates of
the costs deferred and to be deferred from June through October, 1990. The
hearings in this case were conducted in July and actual data were unavailable.
The Commission will direct Company to provide Staff/ Public Counsel as soon
as possible the actual deferred costs from June through September 30, 1990, and
to calculate these costs consistently with the findings made in this Report and
Order. The costs deferred after September 30, 1990, to the operation of law date
will be considered by this Commission in Company’s next rate case.

The final matter to be addressed on this issue involves the length of time over
which these deferred rates should be amortized and whether the unamortized
portion of these costs should be reflected in rate base. Staff/ Public Counsel
contend that, if these costs are to be reflected in rates, they should be amortized
over 20 years, the extended life of the Sibley Generating Station with the
unamortized costs not reflected in rate base. Staff/ Public Counsel support this
‘viewpoint by stating that the Commission has afforded such costs this treatment
in prior similar instances. ‘

Company contends that these costs should be amortized over a three-year
period which is the approximate length of time for completing these projects.
Company believes this approach would match the recovery of costs with the
enjoyment of benefits arising from these projects. Company maintains that the
unamortized portion of these costs should be included in rate base in order that
Company may be compensated for the value of the money for the time occurring
between the spending of the funds and their ultimate recovery.

" The Commission determines that these costs should be amortized over 20
-- years which is the approximate extended life of the plant. The Commission finds
that this approach matches the payments of the costs by the ratepayers for the
rebuilding with their enjoyment of its benefits. The Commuission further deter-
mines that the unamortized costs should be reflected-in rate base. This is the usual
Practice when capital costs are amortized. The cases cited by Staff/ Public
Counsel deal with extraordinary maintenance costs and, therefore, are not
applicable.

F. Sibley Inspection Costs: Maintenance or Construction?

This issue involves the classification as either maintenance or construction of
about $3.4 million spent by Company from 1986 to April 30, 1990, for inspec-
tons, estimates of cost and detailed plans relating to the life extension project at
C‘?mpany’s Sibley Generating Station (Sibiey). Staff/ Public Counsel argue that
this expenditure shiould be classified as an expense incurred for maintenance and,
thtf.l‘efore, not recognized in any new rates set herein since Staff/ Public Counsel
_heve these costs were recovered in prior periods, Staff/Public Counsel main-
ain that the rates in prior pertods were adequate to recover these costs.
. Company contends that these costs should be capitalized since they were
Incurred for construction to extend the life of Sibley beyond that initially

LORT. PRSPPI R ]




208 . MISSOURIPUBLIC SERVICE

of-service and rate design changes on an interim basis pending the final orde,
in this case. On June 3, 1993, a true-up hearing was held in which the
Stipulation and the parties’ true-up report were received into the record,

Findings of Fact

.. The Missouri Public Service Commission, having considered all of the
competent and substantial evidence upon the whole record, makes the foliow-
ing findings of fact:

On July 31, 1992, MoPub filed revised electric rate schedules designed to
increase its annual electric revenue by approximately $19.4 million or 8.4
percent. The reconciliation filed by the parties on March 5, 1993 (Exhibit 2)
shows that MoPub was seeking an increase of approximately $16.5 miilion
while Staff supported an increase in the amount of $1.7 million and Publi¢
Counsel supported a $1.4 million increase.

On March 19, 1993, MoPub, Staff and the Association filed a St1pulauon
(Exhibit 88) in this case. The Stipulation is nonunanimous as Public Counsei

. 7 isnotasignatory. As aresult of the Stipulation, MoPub would be allowed to

file tariff sheets increasing its electric revenues by $8 million. On June 3,
1993, the stipulated $8 million amount was adjusted based on the true-up of
customer levels, fuel expense and plant in service. Based on the true-up audit,
the stipulating parties requested that MoPub be authorized to file tariffs
reflecting an increase of $4,865,804.
On May 28, 1993, the Commission approved tariff sheets filed by MoPub
implementing the class cost-of-service and rate design changes which were
not disputed by any party on an interim basis pending the final order in this
case. The adjusted increase of $4,865,804 is based on this rate design,
The ultimate issue to be determined in this case is the establishment of just
and reasonable rates to be charged to MoPub’s Missouri electric customers.

Nonetheless, the Commission cannot simply find the Stipulation to be just and

reasonable and summarily adopt it. As the Stipulation is nonunanimous, the

Commission must consider and rule upon the specific issues contested by

Public Counsel. After making such findings, the Commission may then

determine whether the Stipulation results in just and reasonable rates.
Each issue disputed by Public Counsel shall be discussed in turn.

Sibley Deferral (Accounting Authority Orders)

The Stipulation contemplates the inclusion of the Accounting Authority
Order (AAO) deferral of expenses associated with MoPub’s Sibley Generating
Station (Sibley) authorized in Case Nos. EC-90-114 and EO-91-358 to be
reflected in rate base and amortized over a 20-year period. Public Counsel
believes that all rate base tréatment and amortization relating to the Sibley
AAOs shouid be excluded from the cost of service. Public Counsel argues that
allowing the expenses deferred pursuant to the AAOs in MoPub’s current cost
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of service would violate the ratemaking principle of matching. The matching
principle requires that expenses from one period must be matched with
revenues from that period in order to determine appropriate rates.
Public Counsel contends that MoPub was earning in excess of its autho-
rized rate of return during the period of the deferrals. Public Counsel argues
that the AAOQ deferrals have already been recovered because MoPub’s earn-

ings during the deferral periods were high enough to cover the costs of the

Sibley projects and still allow an adequate return.

MoPub contends that, rather than violating the matching principle,
recognition of the Sibley deferrals enbances the matching of costs and
revenues for ratemaking purposes. MoPub argues that the Sibley projects are
intended to extend Sibley’s useful life by 20 years which matches the 20-year
amortization of the deferrals contemplated by the Stipulation. MoPub
maintains that Public Counsel’s approach would amount to a write-off of over
$3 million of depreciation expense without any matching revenues.

MoPub also argues that Public Counsel’s over-eaings argument is based
largely on the third quarter of 1991 which was an unusually hot period and
which occurred prior to the commencement of the deferrals in question.
Moreover, MoPub contends that an analysis of prior earnings is only appro-
priate if revenues are adjusted to account for the unusual effects of weather in
the same manner as is done in order to determine revenue requirement at the
outset. MoPub states that when syuch an adjustment is made its returns arc
shown to have been below those authorized during the deferral period. In
addition, MoPub points out that although Public Counsel uses the OVer-
recovery argument, it also concedes that some level of additional revenues is
warranted, _ _

Staff’s testimony indicates that MoPub’s return on average investment and
fetum on equity increased significantly in 1991 and then declined sharply in
1992, Staff argues in its testimony that the quantification of excess earnings
can be a very difficult and contentious process. Staff states that it has not
performed the detailed analysis necessary to present a position on possible
excess earnings which MoPub might have experienced in the past. Staff
contends that an evaluation of the recovery of AAQ deferrals should turn on
the overall adequacy of MoPub’s earnings.

The Commission determines that the Sibley project costs deferred pursu-
ant to the AAOs should be reflected in the cost of service. The Commission
determines that there is substantial evidence of the significant impact of the
Sibley projects on MoPub’s financial status. The $55,978,891 in outlays
associated with the Sibley projects represent nearly all of MoPub’s capital
®xpenditures since May, 1990. The amount deferred from January 1, 1992
through June, 1993 is $3,069,797, of which $1,625,495 was deferred from
January, 1993 through June, 1993. The net income impact of the 1993 deferral
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represents approximatety 10 percent of MoPub’s estimated 1993 net income:,
for this time period. MoPub would experience a significant reduction in'js
estimated 1993 earnings if the Sibley deferrals were not reflected in- rz’it’e"§
MoPub estimates that a write-off of the Sibley deferrals would reduce its retum
on equity by more than one percentage point. .

The Commission also determines that including the Slblcy deferral
cost of service does not violate test year principles but rather matches costs:
revenues for ratemaking purposes. The 20-year amortization of the Sib]
deferrals will match the costs of the Sibley projects with the revenue prodice
daring Sibley’s 20 additional years of useful life. In addition, the Commissiop,
finds that this approach matches the payments of the costs by the ratepa'yc'f-
with their enjoyment of the benefits of the Sibley projects. Furthermore;:the:
Commission finds unpersuasive Public Counsel’s contention that the Slbley ;
project costs have already been recovered in rates. Public Counsel’s argument
of over-earnings by MoPub are based primarily on the results of MoPub’s 1991
third quarter which was prior to the commencement of the deferrals at issue, :
Moreover, when adjusted for the unusuaily hot weather during that perigd:
MoPub’s 1991 third quarter revenues were below those authorized by the’ :
Commission. The Commission is of the opinion that weather normalization,»
while not necessarily dispositive, is a proper consideration for the Commis-:
sion when examining prior earnings in this context. Regardless, given-that
Public Counsel acknowledges that MoPub is entitled to some level of reven*ﬁe?'--
increase, the relevance of the issue of past over-recovery in this contextis g
nebulous at best. Coinn 8

Other Post Employment Benefits/FAS 106 w'ﬁ‘

Financial Accounting Standard (FAS) 106 is an accounting standard
issued by the Financial Accounting Standards Board (FASB) in 1990 which: -
requires thatemployers account for “other postemployment benefits” (OPEBS);:
also called “other post retirement benefits” (OPRBs) and “post retirement’
benefits other than pensions” (PBOPs), by an accrual accounting methiod-
rather than a “cash™ or “pay-as-you-go” accounting method. OPEBs-are; -
benefits, other than pensions, such as health care, dental care and.lifey
insurance. FAS 106 mandates that companies use an accrual method-: of; -
accounting for financial reporting of OPEBs after December 15, 1992, Cur-
rently, utility companies under the Commission’s jurisdiction, including:
MoPub, have accounted for OPEBs as they are paid on a cash basis. Accrual
accounting under FAS 106 requires the employer, MoPub, to accrue the cost
of these benefits in the same period the employees are earning the beneﬁts
Thus, FAS 106 requires companies to record OPEB expense, for financml
reporting purposes, in the amount of the benefit obligation that it estimates:
employees have earned during the period, plus an amortization of OPEB costs;
of prior periods which have not been previously recorded as expense. b
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put the Commission must make appropriate findings which support its
resolution of the contested issues. The Commission will address each of the
issues contested by OPC in light of this requirement. These findings replace
those made in the initial Report And Order.

Accounting Authority Order

in 1989 MPS filed an application for an AAO to defer certain costs
associated with the Sibley Generating Station life extension and coal conver-
sion projects. The Commission granted an AAO in Case No. EO-90-114
allowing the deferral of costs and consolidated that case with MPS’s then
pending rate case for consideration of the ratemaking treatment to be afforded
the deferrals. In its Report And Order issued in Case No. ER-90-101 the
Commission allowed the deferrals to be amortized and included in rate base

* while ordering certain modifications to the AAQO deferral amounts. Since the

actual costs deferred from September 30, 1990 to October 17, 1990 were not
available, the Commission ordered that those deferral costs be considered in
MPS’s next rate case. RE: Missouri Public Service, 30 Mo, P.S.C. (N.S.) 320,
341 (1990).

Subsequent to the decision in ER-90-101, MPS filed for another AAO in
May 1991 to defer additional costs associated with the Sibley projects, which
was docketed as Case No. EQ-91-358. In that application MPS requested
authorization to defer costs, similar to those in EO-90-114, for the Sibley life
extension and coal conversion projects after January 1, 1992, The Commis-
sion, as it had in Case No. EQ-90-114, found that the projects were an
extraordinary occurrence and that the costs could be deferred for a definite
period of time. The Commission found that the issue of recovery of the
deferred costs in rates would be addressed in a general rate case if one was filed
prier to December 31, 1992, MPS filed this general rate case on July 31, 1992
and included as part of its proposed increase in revenue requirement the
deferral costs from September 30, 1990, to October 17, 1990, and the deferral
Costs from January 1, 1992 through June 1993.

In this case MPS is requesting recovery of depreciation and carrying costs

?Sflocmted with the Sibley projects. The deferral costs are calculated as
Ollows;

L. Net carrying cost plus depreciation. Carrying costs on depreciation
e calculated and removed from the gross carrying costs to determine net

| ‘arrying costs amount.

2. The carrying costs on the unpaid balances of invoices have bcen
®moved from the deferral.

3. The carrying cost rate is compounded semiannually.

Attachment C
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4. A half-month convention is utilized for the carrying costs, whereby
a half-month’s carrying cost is computed during the month an amount ig
placed in service.

5. Property taxes are excluded from the deferral calculation,

6. These deferral costs are booked into Account 186 as authorized by the
Commission in Case No. EO-91-338.

MPS proposed to recover the deferred costs over a twenty-year period.
These costs include $235,466 for the period September 30, 1990 to October 17,
1990, and $3,069,797 for the period January 1, 1992 through June 30, 1993,

Although Commission Staff initially opposed the deferral of a portion of
the costs as proposed by MPS, the nonunanimous stipulation at paragraph 6
indicates that Staff agreed to allow MPS to include the AAO “deferrais
authorized in Cases No. EO-90-114 and EQ-91-358, as adjusted by MPS, o
be reflected in rate base and amortized over a twenty-year period.” OPC
opposes the inclusion of any of these deferred costs in MPS’s revenue
requirement.

OPC’s position is based upon its contention that recovery of the deferred
costs would distort the matching of revenues and expenses for a period in
determining just and reasonable rates. OPC contends that MPS’s eamings
during the deferral period were more than sufficient to maintain MPS’s rate
of return during that period and therefore recovery of the deferral costs in this
case is unwarranted. OPC asserts that all of the. parties agree that MPS’s
earnings levels during the deferral period were excessive and therefore there
is only one possible resolution of this issue. ,

After a review of the evidence on this issue the Commission is unable to
adopt OPC’s position or its reliance on one factor to deny the recovery of the
deferred costs. Based upon the evidence, the Commission considers this issue
as involving two separate amounts of deferral costs. There are the deferral
costs left from Case No. EQ-90-114 which were carried over from the
Commission’s Report And QOrder in ER-90-101, and there are the deferral
costs accumulated by MPS pursuant to the AAO authorized in Case No. EO-
91-358.

The EQ-90-114 deferrals are those from September 30, 1990 to October 17,
1990. These deferral costs were not approved in Case No. ER-90-101 because
the actual deferral costs were not available by the operation of law date in that
case, October 17, 1990. The Commission finds, though, that the reasoning in
that case supporting the recovery of these deferred costs should be adopted in
this case. The deferred costs from September 30, 1990 to October 17, 1990
would have been approved if actual costs had been available. Now that the
actual costs have been calculated consistent with the Commission’s decision
in ER-90-101, it is reasonable to allow the recovery of those costs. The
findings from Case No. ER-90-101 are as follows:
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The Commission determines that Company should be allowed to
reflect in rates, as provided hereinafter, costs deferred pursuant to the
AAQ. The Commission finds that Staff/Public Counsel have provided
no substantial evidence to support exclusion of all of these deferred
costs. The Commission determines there is ample evidence of the
significantim pact of this enterprise on Company’s financial status. As
Company has pointed out, it expects todefer costs in September, 1990,
amounting to 23 percent of its electric net income. Although Staff/
Public Counsel have raised questions about the relative cost of these
projects vis-a-vis other alternatives and the objectivity and depth of
Company’s study of these alternatives, Staff/Public Counsel do not
contend that Company was imprudent to proceed with these projects.

The Commission finds unpersuasive the contention of Staff/Public
Counsel that these costs have already been recovered in rates. Com-
pany secks recovery of these costs from the beginning of 1989 through
October 17, 1990. 1989 is the test year and these rates are set
prospectively. Since even Staff/Public Counsel admit Company re-
quires some rate increase, the relevance to this issue of passed [sic]
overrecovery is nebulous at best. '

RE: Missouri Public Service, 30 Mo. P.S.C. (N.S.) 320, 340 (1990).

The Commission finds further that allowing the recovery of the remainder
of the EQ-90-114 deferral costs does not distort the matching of expenses and
revenues since these costs were deferred during a pending general rate case
and a rate increase was found to be reasonable in that case. Even though the
costs were deferred outside of the test year in Case No. ER-90-101, the only
reason they were not included in the revenue requirement caiculation was that
they were not known and measurable. Now that they are known and measur-
able, the Commission finds the costs should be recovered on the same basis as
the other EOQ-90-114 deferred costs.

The Commission authorized MPS to defer the additional costs associated
with the Sibley rebuild project and the coal conversion project in Case No. EO-
91-358 for the period January 1, 1992 through June 30, 1993. In that case the
Commission found that it would be unreasonable to deny deferral of the
Temainder of the costs associated with the two projects. MPS, Case No. EO-
91-358, Report And Order issued December 20, 1991, The Commission stated
that it had already found the projects to be extraordinary events and that
determination would be followed in Case No. EO-91-358. By granting MPS
the authority to defer these costs, the Commission did not decide the proper

eament of the costs would be considered in a general rate case, if one was
filed before December 31, 1992. The instant case, Case No. ER-93-37, was
filed ip July 1992, '

The Commission recognized in its Report And Order in Case No. EO-91-
358 that the deferral of costs from one period to another violates the traditional

Tatemaking treatment of these costs but found that the proper ratemaking
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method of setting rates based upon a test year. As stated in that Report ‘Ang:
Order:

Allowable operating expenses are those which recur in the normai

operations of a company, and a company’s rates are set for the future

based upon its past experience for a test year with adjustments for
annualizations, normalizations and known and measurable changes. -

Underhistorical test year ratemaking, costs are rarel y considered from

earlier than the test year to determine what is a reasonable revenue

requirement for the future. Deferral of costs from one period to a

subsequent ratecase causes this consideration and shouid be allowed

only on a limited basis.

The limited basis is usually an event found to be extraordinary, as withi.the 3
Sibley rebuild and coal conversion projects. o
The Commission thus agrees in general with OPC that the deferral of these’
costs does fall outside the traditional matching of expenses and revenues.-
Commission finds this is reasonable where events are found to be extraordi3
nary. The Commission withheld the decision on the ratemaking treatment
until this case and so can look at all relevant factors to determine wheth
recovery should occur.
In this case OPC would have the Commission look atactual earnings as 1l
sole criterion for determining recovery of these costs. According to OPC,
company was earning over its authorized rate of return during the period the- ‘
costs were being deferred, then no rate recovery should be allowed.
The Commission finds that there are other factors besides earnings whict-
must be considered in reaching a decision on the recovery of deferred costs}
Of course, the earnings level of a company is the initial and primary focus.In
this case, though, the evidence indicates that the period during which MPS:
was overearning, 1991, was a period when no AAO was in effect and'n
deferrals were occurring. This fact alone detracts significantly from OPC’s
position. The evidence, though, does indicate that MPS’s earnings in the eaﬂ}f
months of the deferral period were above the return on equity authorized'in’
ER-90-101, while during the remainder of the period earnings fell below that
level, In addition, such factors as weather normalization or other adjustments:
to earnings must be considered if all relevant factors are to be weighed:in
looking at the earnings level during the deferral period. Staff witness Carv
admitted that he had not done the complete analysis necessary to consid
whether MPS’s earnings were excessive for these periods. ' :
The Commission finds OPC’s limited analysis is not sufficient to support
a decision not to allow recovery. In addition, the Commission finds that other
factors support the recovery of the deferral costs. The innovative approach
taken by MPS in completing the two projects is an important factor. The
construction of the protect was extended over several years and has permitted
MPS to return Sibley to service for peak use periods. Also, the projects
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themselves have extended the life of the Sibley plant by twenty years and have
brought the plant into closer compliance with Clean Air Act standards, These
factors have benefited ratepayers and will benefit ratepayers mto the future.
These ratepayer benefits are important factors.

The Commission finds further that the Sibley projects have had a signifi-
cant effect on MPS’s financial status. The outlays associated with the Sibley
projects represent nearly ten percent of MPS’s estimated 1993 net income.
Even though the Commission limited the time period of the deferral to ensure
it would not be faced with an amount of deferred costs so large that it could -
not disallow them, the Commission finds that the effect of total disallowance
is afactorto be taken into account. The overall cost of the projects and its effect
on MPS’s financial activities were factors in finding them to be extraordinary,
- and are factors in determining whether recovery should be allowed. -

Based upon the evidence as discussed above, the Commission finds that
the recovery of the deferred costs as proposed by MPS and agreed to in the
Stipulation And Agreement is reasonable. Recovery of these costs recognizes
the benefits that the two projects will bring to ratepayers and recognizes
‘MPS’s financial situation during the period of the deferral.

Integrated Resource Planning (IRP) Compliance

The Commission is of the opinion that there is no need for it to make
specific findings on the issue of integrated resource planning costs. This issue
is one of the grounds on which OPC objects to the Report And Order which
approved the nonunanimous stipulation, However, OPC offered no evidence
on the issue to support any particular finding either in the initial part of this
proceeding or on rehearing, leaving the Commission with no basis on which
to find in favor of OPC. Although Staff and MPS offered evidence on

-integrated resource planning costs, they settled the case for a negotiated doilar
amount, subject to true-up. There i$ no provision in the nonunanimous
stipulation that addresses this issue. Consequently, it is impossible to deter-
mine how the issue was resolved between the signatories. The nonunanimous
stipulation provides that, unless the stipulation specifies otherwise, neither
Party has “approved or acquiesced in any ratemaking principle or any method
of cost determination or cost allocation” underlying the agreement.

Since the Commission will approve the nonunanimous stipulation in this
Report And Order, and the signatories have given no guidance in the
Stipulation, their pleadings, or briefs as to how. the i issue was resolved between
them, the Commission reserves a speCIfic finding on the issue and concludes
that the issue of integrated resource planning costs was resolved between Staff
and MPS in a way that is consistent with a total increase in revenues of
34,865,804, after true- -up.
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