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Colleen M. Dale

Secretary of the Commission
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PO Box 360

Jefferson City, MO 65102

RE: EX-2008-0105 Rulemaking Comments

Dear Cully:

Please find Missouri Energy Development Association’s comments in response to the
Notice of Proposed Rulemaking published in the Missouri Register on December 3,
2007. These rules implement the Environmental Cost Recovery Mechanism (ECRM)
and this rulemaking has been designated Case No. EX-2008-0105.

If you have any questions, please do not hesitate to call me at (573) 634-8678 or by e-
mail at Warren/@missourienergy.org.

Warren T. Wood

President
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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Proposed Rules

4 CSR 240-3.162 and

4 CSR 240-20.091, Environmental
Cost Recovery Mechanisms

Case No. EX-2008-0105

R .

COMMENTS OF THE MISSOURI ENERGY DEVELOPMENT
ASSOCATION d/b/a MEDA

January 2, 2008

COMES NOW the Missouri Energy Development Association d/b/a MEDA, and for its
Comments in response to the Notice of Proposed Rulemaking published in the Missouri Register
on December 3, 2007, states as follows:

Through a series of technical workshops the Missouri Public Service Commission (PSC)
Staff developed the language currently reflected in these proposed rules. The Missouri Energy
Development Association (MEDA) greatly appreciates the PSC holding these technical
workshops and believes that this process results in much better rules. This process provides
parties an opportunity to discuss areas of concern, draft language to address these concerns, and
narrows the scope of disputed issues.

These proposed rules follow implementation of the electric utility fuel adjustment clause
(FAC) rules recently implemented by the PSC. In fact, in many respects thesc ECRM rules are
very similar to the FAC rules from which they were modeled. The FAC rules and these ECRM
rules are both the result of Senate Bill (SB) 179, passed in the 2005 legislative session.

These ECRM rules are intended to provide for timely recovery of changes in cost associated
with mandated environmental retrofits and changes in environmentally-related operating and
maintenance costs without the immediate need for a full general rate case. The timing of these
rules is appropriate given their purpose and the investment needs of the electric utilities in
Missouri. The electric utilities in Missouri are at the beginning of a major infrastructure building
period to meet growing demand and to comply with new stricter environmental requirements.



Some of the major generation plant and environmental compliance projects outlined in
Securities and Exchange (SEC) filings and other public sources:

Missouri Investor-Owned & Cooperative Utilities Spending Over ~ $8 Billion In the Next
Decade on Generation Plants:

e Cooperatives — New 660 MW Coal Unit (~$1.7 billion), Recently Completed 580
MW Gas-Fired Plant & Purchasing Power from Wind Farms in North Missouri

o AmerenUE — Recently Purchased 1,490 MW of Gas-Fired Generation, Considering
New 1,600 MW Nuclear Unit (~ $5 billion)

e KCP&L - latan II (55% owner) 468 MW (~$878 million) & Wind Power Additions
(~$164 million)

e Aquila - Iatan II (18% owner) 153 MW (~$293 million) & Constructing Another
Gas-Fired Plant (~$186 million)

e Empire — Iatan II (12% owner) 100 MW (~$195 million), Plum Point 50 MW (~$ 103
million), 50 MW Purchase Contract, Recently Constructed 155 MW Gas-Fired Plant
(~$60 million) & Purchasing Power from Wind Farms in Kansas

Missouri Investor-Owned & Cooperative Utilities Spending Over ~ $4 Billion In the Next
Decade on Environmental Upgrades:

¢ Cooperatives — Spending Over $600 Million Adding Air Quality Controls to Existing
Plants

e AmerenUE — Spending Approximately $2 Billion to Comply with Environmental
Requirements

o KCP&L - Environmental Work in Compliance with Comprehensive Energy Plan and
Environmental Requirements Expected to Cost Over $1 Billion

e Aquila— Spending Approximately $215 Million to Comply with Environmental
Requirements

o Empire — latan I Work (~$49 million) & Environmental Work at Other Plants
Expected to Cost ~$130 Million

The attached exhibits, listed below, show that electric utilities take numerous steps to reduce
their emissions, the electric utility environmental compliance situation is something that
investors are aware of, and that the electric utility environmental compliance infrastructure
challenge we face is national in scope. The primary driver behind the need for these
environmental expenditures is compliance with the Clean Air Interstate Rule (CAIR), Clean Air
Mercury Rule (CAMR), and associated particulate regulations.



Exhibit #
1

Subject
How Power Plants Are Reducing Air Emissions, Source: Edison Electric

Institute. See the following link:

http://www.eel.org/industry _issues/environment/air/mercury/ PowerplantDiagram.pdf

Electric Power Generation and TRI, Source: Edison Electric Institute.
See the following link:

hitp:/fwww.eei.org/ industry_issues/environment/air/Toxics_Release Inventory/flowchar.pdf

Moody’s Outlook, U.S. Electric Utilities, Source: Reuters.

See the following link:
http://uk.reuters.com/article/oi IR pt/idUK WN A216920070103

From Rising Electricity Costs: A Challenge For Consumers, Regulators, And
Utilities, Source: Edison Electric Institute. See the following link:

hitp:/fwww.entergy.com/glebalidecuments/utility/industry/EEL_risin g eleetricity_costs.pdf

The magnitude and timing of these expenditures highlights the need for a reasonable
mechanism to allow for recovery of increasing expenditures between rate cases subject to
thorough tracking of cost and assessments of prudence. SB 179 was structured to accomplish
this in a reasonable manner. SB 179 not only includes reasonable cost recovery mechanisms, it

balances these provisions with extensive consumer protections.

SB 179 and these ECRM rules include many consumer protections:

Rate adjustments under ECRM may not generate more than a 2 2 % increase in
revenues.

ECRM cannot be in effect for more than 4 years without a general rate case.
Prudence reviews no less often than every 18 months.

Extensive application requirements to establish, continue, or modify an ECRM.
Extensive surveillance monitoring reporting to parties.

Extensive monthly reporting requirements.

Annual true-up of actual ECRM charges vs. authorized revenues.

Customer line-item bill disclosure of ECRM charge.

Rules also include a number of consumer protections that protect parties’ rights to
intervene, participate, submit and receive updates to discovery, and file a complaint
case if over-earnings are suspected.

Finally, these rules require that the Commission review the effectiveness of these

rules in 2011 and may, if necessary, initiate rulemaking proceedings to revise these
rules.



The parties that participated in the technical workshops that resulted in these draft rules have
agreed to much of the language in these rules. MEDA does however have a number of suggested
changes to these rules that deal primarily with one particular matter that has not been reasonably
addressed in these rules. This particular matter is tied to the accounting of depreciation of
environmental infrastructure in calculating ECRM adjustments.

As drafted these rules would require parties in rate cases, or the PSC, to divide all rate base
of an electric utility into “environmental” and “non-environmental” categories if an ECRM
adjustment is to be considered. While this exercise may at first sound reasonable, in application
it would be nearly impossible. The list of buildings and equipment owned and operated by
electric utilities that have some relation to environmental requirements is long and determining
what percentages of facilities and equipment are “environmental” versus “non-environmental”
quickly becomes an extremely unwieldy and unreasonable exercise. Specific recommended
language to address this matter is given later in these comments.

The PSC faced this depreciation accounting question when it promulgated its Infrastructure
System Replacement Surcharge (ISRS) rule. In that rulemaking the PSC chose to account for
depreciation offsets of the infrastructure specifically affected by system replacements versus the
utility’s total infrastructure depreciation. This treatment was coupled with recognition that the
ISRS can only operate for a few years without a general rate case and any party can file a
complaint if over-earnings are suspected. These same factors should be recognized in this
rulemaking. If the PSC adopts a broad segmentation of all rate base approach the ability of these
rules to address the problems for which they were written will be greatly undermined.

MEDA Recommended Rule Language Changes

4 CSR 240-3.162 Electric Utility Environmental Cost Recovery Mechanisms Filing and
Submission Requirements

Sections (1)(D) & New (1)(F) — Existing (1)XF) & (1)(G) Become (1)}(G) & (1)(H):

(D) Environmental Cost Recovery Mechanism (ECRM) means a mechanism established in a
general rate proceeding that allows periodic rate adjustments, outside a general rate proceeding,
to reflect the net increases or decreases in an electric utility’s environmental costs as compared
to the electric atility’s base environmental expenses:

(F) Base environmental expenses means the non-capital environmental costs identified in

the general rate proceeding and included in_base rates which form the base for future
periodic adjustments in the ECRM.




Reasons: These are definitional changes necessary to ensure that the unwieldy and unreasonable
exercise of determining an “environmental” and a “non-environmental” rate base is not required.
For further discussion, see the reasons listed under (2)(I) and (2)(L), below.

Sections (2)X1) & (2XL):

() A complete explanation of all of the base environmental expenses;—both—capital-and
expense; incurred to comply with any current federal, state, or local environmental law,
regulation or rule that the electric utility is proposing be included in base rates and the specific
account used for each base environmental expense itemm on the electric utility’s books and
records;

(L) For each of the major categories of costs, both capital and expense, that the electric utility
seeks to recover through its proposed ECRM, a complete explanation of the specific rate class
cost allocations and rate design used to calculate the propesed-base-ameunt-of-environmentat

costs-in—permanent-rates—and-any—subsequent-ECRM rate adjustments during the term of the
proposed ECRM;

Reasons: These provisions fall under the reporting requirements of electric utilities filing to
establish an ECRM in a general rate proceeding. Section (2)(I) contemplates a segmentation of
all rate base into “environmental” and “non-environmental,” which as noted, is an extremely
unwieldy and unreasonable exercise. As written this would require that all the portions of plant
control systems, electrical systems, instrumentation, pumps, fans, piping, and structures instatled
over many decades and that in any way are necessary to comply environmental requirements
would need to be specifically identified in the utility’s books and records. It could even be
argued that this provision would require that electric utility building water treatment and sewage
system cost that were incurred in compliance with environmental requirements would need to be
separately tracked and reported.

The buildings and major equipment owned and operated by electric utilities include many
items that are necessary, more or less, to comply with environmental regulations at the federal,
state or local level. They range in size from the flue gas desulphurization system on a coal-fired
power plant that may cost several hundred million dollars to the small backflow prevention valve
on a building’s drinking water system that costs less than one hundred dollars. Another
complication is the fact that many electric utility plant systems comply with several different
requirements. What this means is that some pumps, piping, fans, ducts, structures and electrical
instrumentation and control systems are required in order for the plant to operate and to comply
with environmental requirements. Calculating what percentages of all of the systems operated by
an electric utility are “environmental” and “non-environmental” would quickly become an
extremely unwieldy, contentious, and unreasonable exercise.

Section (2)(H) requires a complete explanation of all the costs that shall be considered for
recovery under the proposed ECRM and the specific account used for each cost item on the



electric utility’s books and records. The language in section (2)(L) comes back to the idea that
all environmental cost must be separately identified by an electric utility seeking an ECRM. The
language in section (2)(L) that would remain after MEDA’s suggested deletion provides, with
the other reporting requirements in section (2), the level of detail that parties will need in a
general rate proceeding.

Sections (3)(1) & (3)(L):

(I) A complete explanation of all of the base environmental expenses—both—capital -and
expense; incurred to comply with any current federal, state, or local environmental law,
regulation or rule that the electric utility is proposing be included in base rates and the specitic

account used for each base environmental expenses item on the electric utility’s books and

records;

(L) For each of the major categories of costs, both capital and expense, that the electric utility
seeks to recover through its proposed ECRM, a complete explanation of the specific rate class
cost allocations and rate design used to calculate the propesed-base-amount-of-environmental

eosts—in-permanentrates—and--any—subsequent-ECRM rate adjustments during the term of the
proposed ECRM;

Reasons: These provisions fall under the reporting requirements of electric utilities filing to
continue or modify an ECRM established in a general rate proceeding. Because the suggested
changes to sections (3)(I} and (3)L) are identical to the suggested changes to sections (2)() and
(2)(L), see the reasons given for sections (2)(1) and (2)(L) above.

Section (3)(C) — Original Section (5)(C) is eliminated; remaining Sections of (5) become (5)(C),
(D), (E) and (F):

Reasons: Original Section 5 C is duplicative of the reporting in original Section 5 E and
therefore 1s unnecessary.

Sections (7)(A)2. & (T)(A)3.:

2. The level of base environmental expenses in the base rate revenue requirement from the prior
general rate proceeding;

3. The levels of base environmental expenses in the base rate revenue requirement from the prior
general rate proceeding as adjusted for the proposed date of the periodic adjustment;



Reasons: These provisions fall under the filing requirements of a utility seeking to adjust an
ECRM rate between general rate proceedings. As previously noted in the reasons for changing
sections (2)(I) and (2)(L), identification of an “environmental” versus a “non-environmental”
rate base is not reasonably achievable.

4 CSR 240-20.091 Flectric Utility Environmental Cost Recovery Mechanisms

Section (1)(B):

(B) Environmental Cost Recovery Mechanism (ECRM) means a mechanism established in a
general rate proceeding that allows periodic rate adjustments, outside a general rate proceeding,
to reflect the net increases or decreases in an electric utility’s incurred environmental costs as
compared to the electric utility’s base environmental expenses;

Reasons: This is a definitional change necessary to ensure that the unwieldy and unreasonable
exercise of determining an “environmental” and a “non-environmental” rate base is not required.
For further discussion, see the reasons listed under (2)(I) and (2)(L) in the Chapter 3 rule, above.

Section (1)(D) — the rest of the Sections in

a0 11 133

Reasons: This provision falls under the definitions. As previously noted in the reasons for
changing sections (2)I) and (2XL) of rule 4 CSR 240-3.162, identification of an
“environmental” versus a “non-environmental” rate base is not reasonably achievable.

Section (2) (G):
(G) If an ECRM is approved, the commission shall determine a level of base environmental
expenses included in the utility’s overall revenue requirement.

Reasons: As noted earlier, this change is necessary to eliminate the unwieldy and unreasonable
exercise of determining and “environmental” and “non-environmental” rate base.

Sections (4)(A) & (4)(B):

(A) Theperiodic—adiustm hall-be—base Arorinen :

@By The first periodic adjustment following the electric utility’s general rate proceeding in which
the ECRM mechanism was established shall consist of capital environmental costs to be

included in the ECRM and any increases or decreases in environmental expenses, the sum
of which will be compared to the base environmental expenses established in the electric




utility’s general rate proceeding in which the ECRM mechanism was established, less any

decreases in costs directly related to the environmental costs included in the periodic

adjustment. Subsequent periodic_adjustments shall consist of any increases in capital

environmental costs and any increases or decreases in_environmental expenses as

compared to the base environmental expenses established in the electric utility’s general
rate proceeding in which the ECRM mechanism was established, less (a) any decreases in
costs directly related to the environmental costs included in the periodic adjustment and

(b) any change in the accumulated depreciation reserve and related depreciation expense
and property taxes for capital items whose costs are being recovered through the ECRM.
The return applied to all capital environmental costs shall be the weighted cost of capital,
including the return on common_equity, established in the electric_utility’s general rate
proceeding in which d.

the ECRM mechanism was establishe

I,
ava ) )

Reasons: These provisions fall under the filing requirements of a utility seeking to adjust an
ECRM rate between general rate proceedings. As previously noted in the reasons for changing
sections (2)(1) and (2)(L.) of rule 4 CSR 240-3.162, identification of all environmental costs in
base rates is not reasonably achievable. The language suggested by MEDA would identify
environmental cost increases since the last rate proceeding less decreases in costs directly related
to the environmental items identified in a previous ECRM adjustment and the less accumulated
depreciation reserve, related depreciation expense and property taxes for capital items whose
costs are being recovered through the ECRM. This approach provides for depreciation and
property tax offsets similar to those adopted by the PSC in their Infrastructure System
Replacement Surcharge (ISRS) rule. This approach will provide for a reasonable depreciation
and tax offset and will be reasonably easy to administer. The language suggested by MEDA in
the last sentence of section (4)(B) clarifies what return shall be applied to capital environmental
COsts.

Section (12):

(12) Rule Review. The commission shall review the effectiveness of this rule by no later than
June December 3138, 2011, and may, if it deems necessary, initiate rulemaking proceedings to
revise this rule.

Reasons: December 31, 2011 is consistent with the similar provision in section 17 of rule 3.162.
The rule review provision for these rules should reflect the same date.
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Exhibit 3

Moody's outlook, U.S. electric utilities
Fri Jan 5, 2007 6:38pm GMT

Email Print
Share
Single Page Recommend
fext ¥
{The following statement was released by the ratings agency)

Jan 5 - The US electric utility industry continues to have a stable rating outlook despite
higher capital expenditures and increasing regulatory pressure, Moody's Investors says
in its annual industry outlook on the sector. The stable outiook reflects Moody's
expectation that most utilities will be able to maintain reasonably constructive relations
with their regulators and requests for rate increases will generally be treated in a fair
and balanced manner. After a period of debt reduction and a move away from higher
risk, non-regulated investments as part of a "back to basics" trend among many
utilities, Moody's says most companies are now facing higher capital
investments for both environmental compliance and new generation capacity.
There is increasing competition for financial capital as companies look to retain capital
for growth at the same time as they seek to increase returns to shareholders.
"Investment is expected to be targeted to all aspects of the traditional utility business -
generation, transmission, and distribution," says Moody's Vice President/Senior Credit
Officer Michael Haggarty. "Constructive regulation supporting the full and timely
recovery of prudently incurred costs is critical to the continued ratings stability of the
sector." Haggarty notes that in 2006 several utilities faced rating pressure because
political intervention led to delayed or insufficient rate increases when multi-year rate
freezes expired. Overall, regulatory risk has been increasing for the industry as costs
rise and utilities rely on regulatory filings for timely recovery of these costs.
Increasingly stringent environmental mandates, both at the federal and state
levels, will most seriously affect those utilities with a large percentage of coal-
fired generation in their overall generation mix, says Moody's. During the last
year, upgrades and downgrades were roughly balanced, keeping the average rating for
the electrical utilities at an investment-grade Baal. While there are slightly more
negative outlooks on utilities than positive outlooks, 81% of all utility outlooks are
stable. The full title of the industry outlook is "U.S. Electric Utilities." (emphasis added)
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Erwironmental Cormpliance Costs

fire Significant

4§ ancther major financia chatlenge looms Tor (he ec-
tric utitiby incustoy—the massive price tag tor compiiance
wilhy srwironmenial regulations. Al eedtric willities are
subject o literally hundreds of enveronmental rules, -
cluding dozens of Tederal and sate air and water quaily
reguirements created inthe wakeof the Clean Air Act and
Claan Water Act.

The combined impadt ¢f these reguiations—ang newer
reguiations—is {he annual expenditure of bitlions of dot-
1ars 1o hedp ensure protection of the air, lang. and water,
Fram 2002-2005, the dactric wlility indusry as a wholg
s3ent 324 sillion on camphance with tederal gwironimen-
tal laws date and Iocal rukes drive that 1otal even higher,

Ereclzic utilities are more than ready 1o do thelr share
10 heln preserve and IMprove cur Raion's ehwirchmen-
tal quality, and the evidence is there to support that. As
jltugdrated in Figure 7, §nce 1980, alr guality in the United
Sates has improved dramatically, and emissions of pilro-
gen oxtdes (NG, ) and suifur dioxide (83 have fallen
sonificantiy—all during a timein which demand for dec-
tricity increased.

But the cogs asscciated with continuous enwironments
improvements are dgnificant, For example. accoraing to
the UG Epvironmental Protection Agency, compiving
with two newy tederd ragulations—the Clean Alr Inter-
state Rule and the Clean Alr Mecury Rule which are
aimed at fursher reducing power plant emissionsof NG
I, ang mercury—will cod the dectric wiility indudey
S47 & villion bebwesn the vears 2007 to 20257 Asatilities
ster another phase of amissions reductions those cods
will be refiecten in customers @eciric bilis and must bg
Borne equitably by &t CUSiomers on ihe sysem.

Figire 7, Power Plants Reduce Bmissions
Despite Incraasing Bectricity Demand

Exhibit 4
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