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	Risk Factor Monitoring


The Missouri Electric Utility Resource Planning rules require documentation of the procedures for monitoring the critical uncertain factors identified in the resource planning process.  Aquila has ongoing processes to monitor and report such factors.  This memo will document those processes.  

The specific rule is 4 CSR 240-22.070(10) “The officially adopted resource acquisition strategy shall consist of the following components: ... (E)A process for monitoring the critical uncertain factors on a continuous basis and reporting significant changes in a timely fashion to those managers or officers who have the authority to direct the implementation of contingency options when the specified limits for uncertain factors are exceeded.”

Scott Heidtbrink and the Aquila Leadership Team (composed of Rick Green and his direct reports) are the managers and officers who have the authority to direct the implementation of contingency options.  Specific contracts may require Board of Director approval.
The critical uncertain factors and monitoring procedures are described below:

	Factor
	Monitoring
	Reporting

	Environmental Costs
	Block Andrews, Director of Environmental services monitors regulatory requirements and proposed laws and regulations and projected allowance/compliance costs.  Monitoring processes include: 

1. Participating in EEI meetings (discusses regulations, proposed laws, as well as control costs). 

2. Participating in the Missouri Electric Utility Environmental Committee (meets on an as needed basis and includes Associated Electric, Ameren, City Utilities of Springfield, Empire, KCPL and us).  We discuss any environmental issues including pollution control costs.

3.  Participating with Regform (A group of Missouri industries who helps MDNR with regulatory development).

4.  Subscriptions to Argus Air Daily, SNL and other publications.

5.  Ad hoc discussions with consultants such as Burns & McDonnell.  Engineering consultants may also be engaged to advise on decisions to remediate or purchase allowances (e.g. Sargent and Lundy).

6.  Communication with the group headed by Terry Hedrick, Director Generation Services, who has their own set of data points with gathering pollution control costs.
	Aquila prepares 3-year budgets.  Block Andrews’ department provides estimates to the Resource Planning group for use in budgeting environmental allowance costs.   Budgets are reviewed annually with management.  Resource Planning obtains updates from Block for use in IRP plans and RFP analysis.  These plans and evaluations are reviewed with Scott Heidtbrink as completed.  The environmental group participates in Scott’s staff meetings to provide environmental updates.

	Cost of Capital
	Mike Cole, VP of Finance and Treasurer, and Denny Williams, VP of Regulatory Services, monitor cost of capital.  Mike Cole monitors interest rates.  Denny Williams monitors allowed equity returns.  Denny monitors rate case activities in our service territories.  Aquila subscribes to various publications and services which report interest rates and utility returns (e.g. Regulatory Research Associates, Blue Chip, Bloomberg).
	Aquila prepares 3-year budgets.  Treasury provides guidelines for the costs of debt.  Budgets are reviewed annually with management.  Cost of Capital reporting is also event driven.  Rate case results or market moves may occur.  These events result in communications to management.  Resource Planning obtains updates from Mike and Denny for use in IRP plans and RFP analysis.  These plans and evaluations are reviewed with Scott Heidtbrink as completed.

	Construction Costs
	Kevin Noblet, VP Energy Resources, and Terry Hedrick, Director Generation Services, monitor construction costs.  Kevin Noblet monitors purchased power markets, generation and turbine market conditions, and issues RFPs.  Terry Hedrick prepares estimates of self build construction costs.  Aquila subscribes to various services that report on construction costs and purchased power costs (e.g. Megawatt Daily, Turbine World).  Aquila maintains contact with major turbine manufacturers (GE, Siemens) to gain insight into turbine prices.  Aquila also utilizes consulting engineers to aid in developing self-build cost estimates.  Through consulting engineers, Aquila may also access construction pricing programs such as Thermoflow.
	Terry will submit self-build estimates in response to RFPs and as requested.  Kevin communicates RFP and purchased power information with Resource Planning (Davis Rooney).  Updates typically occur annually.  This information is incorporated into the IRP plans and RFP evaluations.  These plans and evaluations are reviewed with Scott Heidtbrink as completed.

	Gas Prices
	Gary Gottsch, Senior Gas Supply Rep, and Davis Rooney, Director of Resource Planning, monitor gas prices.  Gary monitors daily and futures prices.  Aquila subscribes to various services that report on gas prices (e.g. Gas Daily, CERA, Global Energy, Kase and Company).  Global Energy provides long-term gas price forecasts.
	Gary manages Aquila’s gas buying and hedging programs for electric operations.  Daily, Gary issues a report showing the hedge portfolio and gas futures prices for the current and next two years.  Davis prepares 3-year forecasts for budget purposes.  Budgets are reviewed annually.  The long-term gas price forecasts from Global Energy are reviewed and included in IRP plans and RFP evaluations.  These plans and evaluations are reviewed with Scott Heidtbrink as completed.











