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SUBJECT:
Staff Recommendation for Approval of Union Electric Company’s Application to transfer to and lease back from the City of Bowling Green, Missouri an electric generating facility and the realty on which it is located, and to authorize Union Electric Company to perform all acts necessary for the transfer and lease back to qualify as an approved project for industrial development as set forth in Chapter 100 of the Revised Statutes of Missouri.

DATE: 
October 8, 2002


On August 2, 2002 Union Electric Company, d/b/a AmerenUE, filed an Application with the Missouri Public Service Commission, seeking authority to: (1) convey to and lease back from the City of Bowling Green an electric power generating facility (combustion turbines) and land; and (2) to execute necessary agreements and instruments for the purpose of constructing the electric generating facility in compliance with the requirements of Sections 100.010 to 100.200, RSMo 2000.  AmerenUE filed the application pursuant to Sections 393.180, 393.190 and 393.200, RSMo 2000 and Commission Rule 4 CSR 240-2.060.  In response the Commission established Case No. EO‑2003-0035.

On September 5, 2002 the Commission issued its ORDER AND NOTICE AND ORDER SETTING PREHEARING CONFERENCE in this case. In that order the Commission directed its Data Center and Information Office to give proper notice of the case; set an intervention date of September 20, 2002; set a prehearing conference for 10:00 a.m., Tuesday, October 8, 2002; and directed the parties in the case to have prepared a procedural schedule to present at the prehearing conference.  Kansas City Power & Light Company (KCPL) filed its application to intervene on September 20, 2002 and on October 4, 2002 the Commission granted KCPL intervention.

AmerenUE’s Request

AmerenUE has entered into an agreement with the City of Bowling Green, Missouri, contingent upon obtaining all necessary approvals, to convey to the City of Bowling Green, Missouri certain land and any improvements located thereon, including four combustion turbines principally in exchange for Bowling Green leasing the land and generating facilities to AmerenUE for a term of approximately twenty years and issuing a taxable industrial development revenue bond that AmerenUE will purchase.  As part of the agreement AmerenUE will grant to Bowling Green $200,000 annually for the duration of the lease.  Bowling Green is to authorize the issuance of revenue bonds in an amount equal to the value of the land and assets AmerenUE is to transfer.  AmerenUE is to purchase the bonds.  AmerenUE is to be responsible for lease payments to Bowling Green in an amount sufficient to pay the debt service on the bonds.

AmerenUE asserts that this transaction is in the public interest due to the property tax savings that AmerenUE will realize in the amount of approximately $1.8 million annually.  This transaction is a benefit to the City of Bowling Green, as it will receive annual grant payments of $200,000 from AmerenUE for twenty years.  These annual grant payments are in excess of the property taxes that Bowling Green would realize with the addition of the new AmerenUE investment.

Staff’s Investigation and Conclusions

The Staff and the Office of the Public Counsel (Public Counsel) held meetings with AmerenUE to discuss the Application.  During these meetings and through additional inquiries including data requests, AmerenUE provided information to Public Counsel and the Staff.    The Staff has reviewed and considered this information.  As a result of the Staff’s review, the following issues were resolved between AmerenUE and the Staff:

1. AmerenUE will continue to record the land and improvements (combustion turbines) that are the subject of this transaction as a regulatory asset on its books similar to other utility property that it owns.

2. AmerenUE will record the investment described above in accordance with the Uniform System of Accounts as adopted by this Commission for record keeping purposes.  

3. AmerenUE will depreciate the combustion turbines at the annual rate of 4%, which reflects a twenty-five year useful life.  This is the present rate for Account No. 344 Other Production Plant – Generators. 

4. AmerenUE will book each $200,000 annual grant payment to operating expense during the twenty-year period, as  each annual grant payment is made.

5. In resolving the above issues, no party to this case has acquiesced to any present or future ratemaking treatment as it relates to this transaction.  The ratemaking treatment of this transaction may be addressed in AmerenUE’s next rate case or the Staff’s next earnings complaint case, but no ratemaking treatment is being sought by AmerenUE in this proceeding.  The Commission’s Order should reflect that no ratemaking determination is being made by the Commission in this proceeding,.

The Staff concludes that, with the above conditions, approval of this Application would not be detrimental to the public interest.   This proposed transaction has the potential to result in both lowered rates to consumers and property tax savings to AmerenUE; however, these benefits are indefinite because they depend on events that have not yet occurred.  Even if these benefits are never realized, the transaction will not be detrimental to the public interest.

If the proposed transaction is consummated, AmerenUE will have a lease obligation to the City of Bowling Green.  This lease obligation would have the same characteristics as debt and, if included in AmerenUE’s capital structure in the next case where this Commission reviews AmerenUE’s rates, it may have the impact of lowering AmerenUE’s cost of capital.  If this lease is not included in AmerenUE’s capital structure in the next case where this Commission reviews AmerenUE’s rates, then the transaction AmerenUE proposes in this Application would have no impact on AmerenUE’s cost of capital in that ratemaking case.  

Any property tax savings resulting from this proposed transaction depend on an assessment performed by the State of Missouri.  The State assesses a portion of AmerenUE’s property and allocates this assessment to the counties located in AmerenUE’s service territory.    The State exercises discretion in determining its property tax assessment after considering four factors.  Two factors are based on cost, one is based on market value and one is based on income.   If the State considers these factors in a manner differently than that assumed by AmerenUE, then the property tax savings that AmerenUE claims may not be realized.  The Staff believes it is not likely that AmerenUE’s assessment will be increased, above what it would have been, absent this transaction. Thus, this transaction will not result in a detriment to the public interest from increased property taxes and may result in less property taxes than would be the case if this transaction does not close. 

Annual report            Assessment Information    
 FORMCHECKBOX 
The Company is current in filing an annual report and paying the PSC assessment. 

 FORMCHECKBOX 
 The Company is delinquent.  Staff recommends the Commission grant the requested relief/action on the condition the applicant corrects the delinquency.  The applicant should be instructed to make the appropriate filing in this case after it has corrected the delinquency. 

( FORMCHECKBOX 
 No annual report   FORMCHECKBOX 
 Unpaid PSC assessment.  Amount owed:)
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