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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 December 10, 2003.

On May 23, 2003, Union Electric Company d/b/a AmerenUE (UE or Company) submitted to the Missouri Public Service Commission proposed tariffs to increase rates for gas service provided to customers in the Company’s Missouri service area.  The proposed tariffs contained a requested effective date of June 22, 2003, and were designed to produce an annual increase of approximately $26.7 million in the Company’s revenues (exclusive of applicable taxes).  

On June 3, 2003, the Commission suspended the tariff for a period of 120 days plus an additional six months beyond the proposed effective date until April 20, 2004.  Among other things, the Suspension Order also established a schedule for interventions, a schedule for   providing recommendations concerning the proper test year to be used, and a schedule for the evidentiary hearings.  The Parties recommended and the Commission held five local public hearings in this proceeding.  

Pursuant to the procedural schedule established by the Commission, a second prehearing conference was convened on October 29, 2003.  UE, the Commission Staff (“Staff”), the Office of the Public Counsel (OPC) and the MoDNR 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.  There are two matters for which collaborative meetings will be scheduled to discuss implementation of low income programs--weatherization and an experimental low-income program that includes weatherization combined with a discounted margin rate.    

The Stipulation resolves all issues and addresses:  (1) revenue requirement, (2) tariff modifications, (3) weatherization, (4) an experimental low-income customer program and (5) information to be provided to the Staff and OPC.  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 in the Public Interest?

Yes.  The settlement 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 settlement will produce “just and reasonable rates,” Sections 393.130.1 and 393.150.2 (RSMo 2000),
 which permit UE to provide “safe and adequate service.”  Section 393.130.1. The settlement reached by the signatories to the Stipulation is in the public interest.  A combination of benefits occurs as a result of this settlement.  The settlement addresses the specific interests of the various Parties to this case.  The settlement removes the uncertainty and additional costs resulting from a continued litigation of this case and, if approved, will allow implementation of weatherization and an assistance program as well as a general rate moratorium and an infrastructure system replacement surcharge (ISRS) moratorium that are all in the public interest.   

The Stipulation includes low-income customer assistance programs (additional monies for a weatherization fund for low-income customers as well as an experimental program that combines weatherization with a low income rate that is targeted primarily to low-income customers who do not receive Low Income Home Energy Assistance Program (LIHEAP) or Emergency Crisis Intervention Program (ECIP) assistance, although some consumers in this income level will be eligible for assistance).  Additionally, the Stipulation includes a program promoting use of energy efficient appliances, which will be funded with shareholders’ monies.  The intent of the program is to reduce demand for natural gas and, thereby, reduce demand for power from natural gas.

In weighing its litigation risk, no matter how confident the Staff may be about its case, there is some risk that the Commission will not agree fully to accept Staff’s position on every issue.  Unlike a utility or a consumer, the Staff has no separate stake or interest in a rate increase or decrease; its role in the process is directed by the same statutes, regulations and case law that the Commission is charged to uphold and follow, in addition to prior Commission precedent that guides the positions that the Staff takes.  Thus, besides its determination of the revenue requirement of the Company as a result of its audit, there are various considerations that the Staff takes into account in determining what it believes is a fair settlement.  These considerations include the needs of the Company and the needs of the public, any policy issues that may be resolved through agreement among the Parties.

II.
Resolution of the Issues

When non-utility parties agree to what they believe is a fair settlement on rates and other issues, or when they decide not to settle, the Staff must have strong and persuasive reasons for disregarding the other parties’ determination of what is in the best interests of their stakeholders.  This does not mean that the Staff is the captive of those parties’ interests—the Staff has a broader obligation to serve the Commission in the Commission’s fulfillment of its statutory responsibilities—but it can never take the non-utility stakeholders’ views of their interests lightly.  With this in mind, Staff presents its reasons for entering into the Stipulation as a just and reasonable settlement of this case:

A.
Return on Equity

A specific return on equity is not included in the Stipulation.  Staff’s return on equity recommendation in this case is below that recommended by the Office of the Public Counsel.  Staff’s high recommendation in this case is 9.50%.  Staff believes that its calculation would provide a fair rate of return, even though its recommendation is below the range for return on equity suggested by the Office of the Public Counsel in this proceeding.  In reaching agreement, Staff does consider the recommendations of the other parties and consequently, the Staff may settle cases at levels of rate increases acceptable to the OPC, even if it is higher than Staff would recommend to the Commission, since OPC is the representative of the public.  

B.
Rate Design 

UE has various classes of customers ranging from residential to the largest industrial customers.  To make a recommendation concerning each customer class’ responsibility for UE’s cost of providing service, Staff considers the various costs that each class causes, for example,  UE’s costs for mains and meters, accounting and billing; and operations and maintenance.  Staff then uses reasonable methods to allocate these costs to the various customer classes.  This is one of the reasons that Staff believes that classes should generally be similar in their use patterns and size.  

In this case, in testimony, Staff recommended that any increase in revenue requirement be collected from the various classes using the percentage currently attributed to each class and that there be no shift between classes.  While studies indicated that residential customers could receive a slightly higher percentage, Staff recommended that all classes’ rates increase equally, and the Stipulation provides for an across-the-board increase.  

UE proposed to increase the residential monthly charge from $9.00 to $16.00, however, the Stipulation provides for a much smaller increase, to $10.20.  Staff is supporting an increase in the monthly customer charge for several reasons.  First, the proposed Residential customer charge of $10.20 is based on Staff’s Class Cost-of-Service calculations and recommendations in its Direct Testimony.  Staff developed its numbers with no specific goal in mind, in other words, Staff was not results-oriented, but calculated its recommendation based on the Staff’s  class cost of service and rate design methodology, and Staff determined that a customer charge of $10.20 was justified.     

Second, a change in the commodity charge without a corresponding change in the customer charge would cause some customers within the class to receive a higher than average increase in their bill.  The fact is that the percentage increase in the residential customer charge is still only about one-half of the percent increase in the average residential bill, and in making the decision to recommend an increase in the monthly customer charge, Staff takes into account concerns about keeping customer charges reasonable.
C.
The Rate and Infrastructure System Replacement Surcharge (ISRS)  Moratorium

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.  As part of the settlement in this case, UE has agreed to a three-year moratorium for both general rate increases and an ISRS.  UE will not file a general rate case or an ISRS case at least until January 1, 2006.  The Staff believes that a three-year rate moratorium is reasonable, particularly in light of the previously mentioned Staff interest in rate stability for UE’s ratepayers.  This moratorium should benefit customers in stabilizing their rates. 

The Stipulation does provide that significant, unusual events might trigger an earlier filing.  Staff’s position is that only very significant events such as changes in laws or unexpected events such as terrorist activities or acts of God with a major impact on UE could trigger early filings for a rate increase.

While UE is barred from filing a case except in the case of a very significant event, the Stipulation does not preclude the Commission from directing its Staff to conduct an investigation into the Company’s earnings.  The Commission and the Staff also are not prohibited from exercising the discovery, investigative, inspection and other powers of the Commission during the term of the Stipulation.  In any event, by approving the Stipulation the Commission cannot lawfully diminish its own jurisdiction as prescribed by the Legislature.  


D.
Infrastructure Commitment

An essential part of the settlement was that the Company agreed to undertake and complete at between $15 to $25 million dollars of ISRS qualifying infrastructure projects by December 31, 2006.  UE’s agreement to an ISRS moratorium with the provision that it will be undertaking a specific infrastructure commitment was an important part of the Staff’s decision to enter into the Stipulation.  The Staff believes that the utilities under the Commission’s jurisdiction have the obligation to make infrastructure investment as a condition of their authority to provide service.  This settlement is consistent with this Staff position and removes any doubt that infrastructure investment will be made during the term of the Stipulation.

E.
Commitment not to raise gas costs during this winter

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.  As part of the settlement in this case, UE has agreed to maintain the PGA rates that were approved by the Commission and became effective November 1, 2003 for the entire 2003-2004 winter heating season.  This will provide UE’s customers with PGA rate stability at a time when natural gas prices are increasing, and will eliminate the volatility in PGA gas rates for UE’s customers during this winter heating season. 

F.
The Weatherization Program 

In testimony, the Department of Natural Resources witness proposed that UE commit to provide funding for: (1) weatherization assistance for low-income residential customers; and (2) a study of the results of this program.  During negotiations, the Parties agreed that the entire amount proposed would be directed exclusively to weatherization.  So under the Stipulation, $155,000 will be directed annually to residential weatherization.  


The Staff also is not adverse to another proposal of the Department of Natural Resources to institute a conservation program that encourages use of energy efficient appliances.  This program is to be funded by UE at the level of $55,000 annually to assist customers who purchase energy efficient appliances. 

G.
Staff’s low income program

The Staff submitted testimony proposing an experimental weatherization/discounted non-gas (margin) rate program for specific customers in the southeastern Missouri counties of Stoddard and Scott.  The Staff was and continues to be concerned about the affordability of gas space heating on low-income residential customers.  Staff believes that past Commission decisions support the idea that space heating is a necessity and should be available to residential customers throughout the state during the winter months.  The Staff’s program is to be offered to UE natural gas customers in these two counties whose income level is above the level required to receive other forms of low income energy assistance (LIHEAP and ECIP, for example).  The Staff’s experimental program requires that the homes be weatherized for those residences requiring such work before the reduced non-gas rate may be offered.  The program also offers a procedure whereby customers with arrearages, who have complied with the program for a certain length of time, may reduce their arrearage balance through continued current payments of their gas bill which makes them eligible for arrearage credits from the Company.  

Staff anticipates that the reduction in usage resulting from weatherization measures combined with the lower winter margin rates will make it possible for low-income ratepayers to pay in full their monthly natural gas bills and eliminate past arrearage balances.  By accomplishing these goals the Staff expects that the level of uncollectible expense of the Company will be reduced in the future, benefiting all customers, and that a new group of customers will become current paying customers of the Company.

The experimental program will be administered by the Delta Area Economic Opportunity Corporation (DAEOC), which is the Community Action Agency serving those two counties.  A collaborative group consisting of representatives from UE, Staff, OPC, MoDNR and DAEOC will meet to discuss the implementation and evaluation of the program.  Weatherization of households enrolled in the program will begin next spring. 

H.
Fixed bill option


The Company has agreed to study implementation of a fixed-bill program.  The program will be evaluated by the Company and the results will be shared with interested Parties to this case.  A fixed-bill option program would be another choice customers could make in an attempt to control the volatility of their gas bills.  If the program evaluation is successful, a program may be implemented as soon as the next winter heating season.  

I.
Provision of information 


As part of the Stipulation, the Company has agreed to provide the Staff and OPC with certain information so that Staff may monitor certain activities and engage in surveillance activities during the moratorium.  This is to anticipate that regulatory needs for billing system data will be met expeditiously.  One of these needs is to ensure that billing data such as customer counts, billing units, and revenues by bill cycle can be reconciled with monthly aggregate data currently recorded in the Company’s books and records.
CONCLUSION

In summary, the Stipulation provides for a rate increase moratorium for non-gas costs and ISRS surcharges for three years, ensures a minimum infrastructure investment over the next three years, and establishes several low-income and energy efficiency programs.  A combination of benefits occurs as a result of this settlement.  The settlement addresses the specific interests of the Parties to this case.  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 UE’s customers to receive safe and adequate service at just and reasonable rates.  

WHEREFORE the Staff respectfully requests that the Commission approve the Stipulation filed on December 10, 2003, in this case, as equitable and resulting in just and reasonable rates which permit UE to provide safe and adequate service.  If the Commission wishes to have an on-the-record presentation, Counsel for Staff has consulted with Staff, the Parties, including OPC, and the Regulatory Law Judge for Missouri American Water rate case, Kevin Thompson, and has determined that the morning of January 5, 2004, is a time at which all Parties could be available, and that if the presentation were scheduled for 8:30 a.m. to 10 a.m., it would not interfere significantly with the Missouri American Water hearing schedule.  Staff recommends, therefore, that if the Commission desires to have an on-the-record presentation that it be scheduled for 8:30 a.m. on January 5, 2004.
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� All statutory references are to the Revised Statutes of Missouri 2000 unless other wise noted.
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