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STATE OF Missouri

	

)
SS

COUNTY OF JACKSON

	

)

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

The Staff of the Missouri Public Service

	

)
Commission,

	

)
Complainant )

vs

	

)

	

Case No. ER-2002-1

Union Electric Company, d/b/a

	

)
AmerenUE;

	

)

AFFIDAVIT OF JAMES R. DITTMER

James R. Dittmer, of lawful age and being first duly sworn, deposes and states :

1)

	

Myname is James R. Dittmer. I am a Senior Regulatory Consultant working for
the firm of Utilitech, Inc. This testimony I am presenting herein is offered on
behalf ofthe Missouri Office ofthe Public Counsel

2)

	

Attached hereto and made a part hereoffor all purposes is my rebuttal testimony
consisting of pages 1 through 2 9.

3)

	

I hereby swear and affirm that my statements contained in the attached testimony
are true and correct to the best of my knowledge and belief.

Subscribed and sworn to be thisQth day ofMay 2002

POSMNNEMEiIFS
WrPSYPUBL1C5rA7EOFMISSOURf

JACKSONCOUTIM
MY OOMM6SIUNOF DEC 7,2"

My commission expires

	

~-

Notary Public



1 REBUTTAL TESTIMONY
2 OF
3 JAMES R. DITTMER
4 UNION ELECTRIC COMPANY
s d/b/a AMERENUE
6 CASE NO. EC-2002-1
7

8 Q. PLEASE STATE YOUR NAME AND ADDRESS.

9 A. My name is James R. Dittmer. My business address is 740 Northwest Blue

10 Parkway, Suite 204, Lee's Summit, Missouri 64086 .

11

12 Q. BY WHOM ARE YOU EMPLOYED?

13 A. I am a Senior Regulatory Consultant with the firm of Utilitech, Inc ., a

14 consulting firm engaged primarily in utility rate work. The firm's engagements

15 include review of utility rate applications on behalf of various federal, state and

16 municipal governmental agencies as well as industrial groups . In addition to

17 utility intervention work, the firm has been engaged to perform special studies

18 for use in utility contract negotiations .

19

20 Q. ON WHOSE BEHALF ARE YOU APPEARING?

21 A. Utilitech, Inc . has been retained by the Office of the Public Counsel for the

22 State of Missouri (hereinafter "OPC") to review limited areas of AmerenUE's

23 (hereinafter "UE" or "Company") Missouri retail jurisdictional cost of service

24 within the ongoing Missouri Public Service Commission (hereinafter "MPSC"

25 or "Commission") earnings investigation proceeding - Case No. EC-2002-1 . As



1

	

aresult ofthe investigation I have been able to perform to date, I am sponsoring

2

	

this rebuttal testimony on behalf of the Missouri Office ofthe Public Counsel .

3

4

	

Q.

	

PLEASE BRIEFLY STATE WHAT ISSUES OR TOPICS YOU WILL BE

5

	

ADDRESSING WITHIN YOUR REBUTTAL TESTIMONY?

6

	

A.

	

My analyses in this case have been limited to the areas of fuel costs, purchased

7

	

power expense and offsystem sales margins to be considered within the

8

	

development of UE's Missouri retail jurisdictional cost of service .

9

10 I. QUALIFICATIONS

11

	

Q.

	

BEFORE DISCUSSING IN GREATER DETAIL THE ISSUES YOU

12

	

BRIEFLY DESCRIBED ABOVE, PLEASE STATE YOUR

13

	

EDUCATIONAL BACKGROUND?

14

	

A.

	

I graduated from the University of Missouri - Columbia, with a Bachelor of

15

	

Science Degree in Business Administration, with an Accounting Major, in 1975 .

16

	

I hold a Certified Public Accountant Certificate in the State of Missouri . I am a

17

	

member of the American Institute of Certified Public Accountants, and the

18

	

Missouri Society of Certified Public Accountants .

19

20

	

Q.

	

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE.

21

	

A.

	

Subsequent to graduation from the University of Missouri, I accepted a position

22

	

as auditor for the Missouri Public Service Commission. In 1978, I was

23

	

promoted to Accounting Manager of the Kansas City Office of the Commission



I

	

Staff. In that position, I was responsible for all utility audits performed in the

2

	

western third of the State of Missouri .

	

During my service with the Missouri

3

	

Public Service Commission, I was involved in the audits of numerous electric,

4

	

gas, water and sewer utility companies .

	

Additionally, I was involved in

5

	

numerous fuel adjustment clause audits, and played an active part in the

6

	

formulation and implementation of accounting staff policies with regard to rate

7

	

case audits and accounting issue presentations in Missouri . In 1979, I left the

8

	

Missouri Public Service Commission to start my own consulting business .

9

	

From 1979 through 1985 I practiced as an independent regulatory utility

10

	

consultant. In 1985, Dittmer, Brosch and Associates was organized . Dittmer,

11

	

Brosch and Associates, Inc . changed its name to Utilitech, Inc in 1992 .

12

13

	

My professional experience since leaving the Missouri Public Service

14

	

Commission has consisted primarily of issues associated with utility rate,

15

	

contract and acquisition matters . For the past twenty-two years, I have appeared

16

	

on behalf of clients in utility rate proceedings before various federal and state

17

	

regulatory agencies . In representing those clients, I performed revenue

18

	

requirement studies for electric, gas, water and sewer utilities and testified as an

19

	

expert witness on a variety of rate matters .

	

As a consultant, I have filed

20

	

testimony on behalf of industrial consumers, consumer groups, the Missouri

21

	

Office of the Public Counsel, the Missouri Public Service Commission Staff, the

22

	

Indiana Utility Consumer Counselor, the Mississippi Public Service

23

	

Commission Staff, the Arizona Corporation Commission Staff, the Arizona



1

	

Residential Utility Consumer Office, the Nevada Office of the Consumer

2

	

Advocate, the Washington Attorney General's Office, the Hawaii Consumer

3

	

Advocate's Staff, the Oklahoma Attorney General's Office, the West Virginia

4

	

Public Service Commission Consumer Advocate's Staff, municipalities and the

5

	

Federal government

	

before regulatory agencies in the states of Arizona,

6

	

Michigan, Missouri, Ohio, Florida, Colorado, Hawaii, Kansas, Mississippi,

7

	

New Mexico, Nevada, New York, West Virginia, Washington and Indiana, as

8

	

well as the Federal Energy Regulatory Commission.

9

10 II. COMPANY-WIDE FUEL AND PURCHASED POWER

11 EXPENSE
12 Q. IF THAT CONCLUDES YOUR DISCUSSION OF YOUR

13

	

QUALIFICATIONS, PLEASE CONTINUE BY DESCRIBING THE

14

	

GOALS OF YOUR VARIOUS ANALYSES UNDERTAKEN IN THIS

15

	

CASE, AS WELL AS THE STEPS EMPLOYED WITH SUCH

16 ANALYSES.

17

	

A.

	

Stated simply, my goals are to undertake steps to ensure that UE's rates are

18

	

developed by considering an ongoing, normal level of prudently incurred fuel

19

	

and purchased power costs properly assigned or allocated to Missouri retail

20

	

operations, and further, that rates being established consider as an off=set to the

21

	

otherwise-calculated jurisdictional cost of service a level of margins from off

22

	

system sales that can reasonably be expected to occur on an ongoing basis.

23



1

	

While the goals established are simple and easy to describe, the development of

2

	

an ongoing level of fuel and purchased power expense is not particularly simple

3

	

or easy to develop.

	

Specifically, the "ongoing" level of fuel expense is a

4

	

product of a number of variables affecting any given utility's generating units'

5

	

output - including fuel/transportation prices, unit availability and unit

6

	

efficiency .

	

Each of these significant variables need to be analyzed, and

7

	

ultimately "normalized" in order to determine a reasonable and ongoing level of

8

	

fuel and purchased power expense . Utilities and regulatory staffs routinely

9

	

employ production simulation models which consider a number of normalized

10

	

inputs (i.e ., variables) in an attempt to arrive at a "normalized" cost of fuel and

11

	

purchased power expense.

12

13

	

Similarly, developing or determining an ongoing level of margins from off

14

	

system sales can be challenging . Ultimately, the margins to be derived will be

15

	

dependent upon available capacity, the efficiency and operating costs of the

16

	

utility with available capacity and energy to sell offsystem, as well as market

17

	

conditions for wholesale power during the period that rates will be in effect.

18

19

	

The way this case has been structured, the MPSC Staff is essentially the

20

	

"moving party." As such, the MPSC Staff has come forward first by use of a

21

	

production cost simulation model to propose an ongoing level of fuel and

22

	

purchased power expense .

	

Accordingly, the testimony offered herein is

23

	

responsive to the MPSC Staff's proposed level of fuel and purchased power



1

	

expense that was developed with the Staff's RealTime production costing

2 model .

3

4

	

Q.

	

HAVE YOU ALSO DEVELOPED A PRODUCTION COSTING MODEL

5

	

WITH WHICH TO TEST THE RESULTS OF THE STAFF'S

6

	

RECOMMENDATIONS REGARDING FUEL AND PURCHASED

7

	

POWER COSTS?

8

	

A.

	

No. Given resource constraints, it was never envisioned within this engagement

9

	

that an independent production costing model would be run . Accordingly, my

10

	

analysis has been limited to reviewing AmerenUE's and Ameren Energy

11

	

Generating Company's ("AEG") historic actual costs, generating unit efficiency

12

	

and output over a multi-month and multi-year period to determine if what the

13

	

Staff - and eventually the Company - is predicting to be an ongoing level of

14

	

fuel and purchased power expense appears reasonable. At this point I should

15

	

caution that history cannot always and exclusively be employed to predict the

16

	

future . Fuel prices change, units can become degraded over time, and

17

	

occasionally units are refurbished or "repowered" to enhance efficiency. Any

18

	

of these events can cause future operating results and costs to deviate from past

19

	

performance and cost levels . However, if predicted future operating results and

20

	

costs deviate significantly from historical results, one should be able to identify

21

	

the variable that has significantly changed and determine whether the

22

	

assumption for the variable is reasonable for the future.

23



1 Q. COULD YOU BRIEFLY DESCRIBE THE STEPS THAT YOU HAVE

2 UNDERTAKEN IN YOUR ATTEMPT TO DETERMINE WHETHER

3 THE FUEL AND PURCHASED POWER COST PREDICTION

4 EMBODIED WITHIN THE STAFF'S PRODUCTION COST MODEL

5 RUN IS REASONABLE?

6 A. Yes. I have prepared monthly and twelve-month-ending data bases for each UE

7 and AEG base load generating station that reflect actual production output

8 (MWH's generated), net fuel cost per MWH generated and station efficiency

9 (average heat rates - calculated by dividing total MMBtu consumed by net

10 MWH's generated) . These three statistics for each AEG and UE generating

11 station were compared to the predictions resulting from the Staffs production

12 costing model.

13

14 Similarly, I analyzed monthly and twelve-month-ending MWH's purchases and

15 related costs for AEG and UE by purchase power category. These results were

16 also compared to the Staffs production costing model.

17

18 Q. DID YOUR HISTORIC REVIEW OR ANALYSIS INDICATE A

19 PROBLEM OR CONCERN WITH THE STAFF'S PRODUCTION

20 COSTING MODEL OUTPUT?

21 A. No . However, at this point I would note a couple of items . First, the Staffs

22 production run was calibrated to consider only native load and firm wholesale

23 requirements of UE and AEG. It did not attempt to model generation and



1

	

related costs for anticipated non-firm off-system sales . AEG and UE, like

2

	

virtually every utility, will attempt to make offsystem sales whenever the price

3

	

that can be obtained is above the Company's variable running costs. The

4

	

historic data that I was comparing to Staffs production run reflects production

5

	

and costs related to facilitating some level of off-system sales . As such, it can

6

	

be expected that there will be some difference in historic results versus results

7

	

forecasted by Staff s production run .

8

9

	

Second, as discussed in Staff witness Dr. Michael Proctor's testimony, Staff has

10

	

assumed within its production cost run that 500 megawatts of capacity that was

11

	

supplied from AEG during the test year instead be supplied by new combustion

12

	

turbine units added by UE. It is for this reason I have not devoted much effort

13

	

trying to reconcile historic operating results of UE's and AEG's peaking units

14

	

with that predicted in Staff s production run . The historic production of AEG's

15

	

and UE's peaking units - which additionally would have been run in part to

16

	

meet offsystem sales that would not be reflected with in Staff's production run

17

	

- would be expected to be replaced in Staffs production run with new, more

18

	

efficient gas fired combustion turbines . Finally on this point, I note that only a

19

	

relatively small amount of generation comes from peaking units at this time .

20

21

	

Third, the historic data provided by the Company was limited to "station"

22

	

statistics whereas the Staffs model was run by considering unit-specific inputs .

23

	

Accordingly, my analysis was limited to a "station" level of detail .



1

2

	

In light of the differences and data constraints in comparing historical results

3

	

with Staff's production costing run forecasted results, the analyses undertaken

4

	

cannot be expected to identify relatively-minor modeling or input problems that

5

	

could be identified by performing an independent production cost run. The

6

	

analysis undertaken should, however, be able to identify major problems or

7

	

concerns with the Staffs production cost model.

	

Finally, I note that at this

8

	

point in time the majority of UE's native load continues to be met with its base

9

	

load nuclear and coal units . The availability, efficiency and fuel prices for these

10

	

units have remained relatively stable for the past three years . Such stability has

I1

	

been reflected within Staff's production cost run. Accordingly, the margin for

12

	

error in estimating the majority of UE's fuel costs incurred to meet native load

13

	

should be relatively small.

14

15

	

Q.

	

WHAT FUEL PRICES DID STAFF ASSUME WHEN UNDERTAKING

16

	

ITS PRODUCTION COST RUN?

17

	

A.

	

According to Mr. John Cassidy's testimony, Staff utilized test year actual fuel

18

	

prices paid.

19

20

	

Q.

	

DOYOU AGREE WITH THIS IMPORTANT INPUT ASSUMPTION?

21

	

A.

	

Analysis and review performed to date would indicate that such input

22

	

assumption is reasonable as it relates to non-gas fuel costs. That stated, I would

23

	

admit that I have not reviewed all fuel and transportation contracts in effect



1

	

during the historic test year or during the "fixed, known and measurable" period

2

	

ending September, 2001 . Of the contracts reviewed to date, I did not observe a

3

	

significant modification or amendment that might indicate or suggest that a

4

	

"price" normalization adjustment was necessary or appropriate .

5

6

	

Additionally, I have reviewed the actual price per MMBtu of fuel burned at

7

	

each of UE's and AEG's base load generating stations by month during the test

8

	

year and for the months July through December 2001 . The price per MMBtu

9

	

burned would consider the delivered cost of fuel - or in other words, the price

10

	

of fuel plus transportation .

	

The test year and post-test year prices observed

11

	

generally support a conclusion that no major changes have occurred during the

12

	

test year or during the fixed, known and measurable period . Thus, this analysis

13

	

would also support use of test year actual non-gas prices incurred in the

14

	

development ofthe Staff's production cost run .

15

16

	

If the Company's rebuttal testimony should identify a significant and ongoing

17

	

change in fuel or transportation costs, it may be appropriate to modify Staff's

18

	

production cost model to capture such event. However, as previously stated,

19

	

based upon analyses undertaken to date, the Staffs use of actual test year non

20

	

gas fuel prices appears reasonable in this case .

21

22

23



1

	

III.

	

OFF-SYSTEM SALES MARGINS

2

	

Q.

	

AT THE OUTSET OF YOUR TESTIMONY YOU INDICATED THAT

3

	

YOU WERE ALSO ENGAGED TO REVIEW OFF-SYSTEM SALES

4

	

MARGINS. BASED UPON YOUR REVIEW TO DATE, DO YOU HAVE

5

	

ANY ADJUSTMENTS TO PROPOSE TO STAFF'S LEVEL OF OFF-

6

	

SYSTEM SALES MARGINS REFLECTED WITHIN THE

7

	

DEVELOPMENT OF STAFF'S JURISDICTIONAL COST OF

8 SERVICE?

9

	

A.

	

No . However, I have not fully analyzed this area as intended . Just obtaining

10

	

and eventually evaluating the UE and AEG generating station output and price

11

	

data has consumed the majority of time and resources that I have devoted to this

12

	

engagement . I have obtained and compared AEG and UE megawatt hour sales

13

	

and gross dollars received for off-system sales by month and by year for the

14

	

period January 1999 through December 2001 . However, I have not been able to

15

	

obtain or calculate the cost of making or facilitating such sales which is

16

	

essential to derive "margins" from offsystem sales .

17

18

	

Although I have observed that gross sales declined somewhat in months

19

	

following the end of the test year, I have not been able to obtain "margin" data

20

	

from such sales -- which is the only true relevant statistic for cost of service

21

	

development purposes .

	

If UE should take exception to the Staffs proposed

22

	

level (i.e., test year actual) of off-system sales margins, I will attempt to further

23

	

analyze this issue area - which could result in the submission of surrebuttal



1 testimony. For now, however, I have no incremental adjustment to propose to

2 Staffs cost of service to reflect additional or fewer off-system sales margins - a

3 level of margins that considers test year actual achievements .

5 IV. JOINT DISPATCH SAVINGS - INEQUITIES IN TRANSFER

6 ENERGY PRICING

7 Q. THUS FAR IT WOULD APPEAR THAT YOU HAVE NOT TAKEN

8 EXCEPTION TO ANY CALCULATIONS OR PROPOSALS

9 REGARDING NON-GAS FUEL EXPENSE, PURCHASED POWER

10 COSTS AND OFF-SYSTEMS SALES MARGINS EMBODIED WITHIN

11 STAFF'S REVENUE REQUIREMENT RECOMMENDATION IN THIS

12 CASE. DO YOU TAKE EXCEPTION TO ANYTHING THAT THE

13 MPSC STAFF HAS CALCULATED OR RECOMMENDED

14 REGARDING THE LEVEL OF FUEL AND PURCHASED POWER

15 EXPENSE TO BE CONSIDERED IN THE DEVELOPMENT OF THE

16 MISSOURI RETAIL JURISDICTIONAL COST OF SERVICE?

17 A. Yes. Staff's apparent adherence to the terms of the current Joint Dispatch

18 Agreement ("JDA") between Union Electric Company, Central Illinois Public

19 Service Company and Ameren Generating Company regarding the price of

20 energy transferred from a "long" company to a "short" company has resulted in

21 a significant under-allocation or under-assignment of joint dispatch savings to

22 AmerenUE and ultimately Missouri retail ratepayers . On behalf of the MPSC

23 Staff, Dr. Michael Proctor explains that under joint dispatch, when either UE or



1

	

AEG generates more energy than is needed to meet its load requirements in a

2

	

given hour (i.e ., a "long" company), such excess energy is transferred and

3

	

effectively sold at the "long" company's incremental cost of producing the

4

	

energy transferred to the receiving or purchasing company (i.e., the "short"

5

	

company) . Dr. Proctor goes on to explain how the "long" or "selling" utility

6

	

actually foregoes the opportunity to sell energy at a "market price" when it

7

	

transfers the energy generated in excess of its load requirement to the sister

8

	

company at incremental cost (i.e ., no profit margin included) .

	

Dr. Proctor

9

	

utilizes this "foregone opportunity" reasoning as partial support for his proposed

10

	

allocation of off-system sales margin on the basis of each company's "Resource

11

	

Output" rather than the current JDA-provided "Load Requirements" basis .

12

13

	

My read of Dr. Proctor's testimony is that he starts to hit upon a significant

14

	

problem in the current JDA regarding transfer pricing of energy .

	

However,

15

	

ultimately Dr. Proctor utilizes the inequity in a first problem identified as partial

16

	

logic for fixing a second problem with the JDA - namely, the allocation of off

17

	

system sales margins on the basis of "Load Requirements" rather than the more

18

	

appropriate basis of "Resource Output." Accordingly, while I do not take

19

	

exception to Dr. Proctor's proposed allocation of off-system sales margins on

20

	

the basis of "Resource Output," I believe a second calculation or adjustment is

21

	

proper, and indeed necessary and equitable, to fairly reallocate joint dispatch

22

	

savings between participants . As I shall describe in more detail in a moment,

23

	

the reallocation of joint dispatch savings is necessary to cure an inequity that



1

	

exists when a "long" company is required to sell to the "short" company at

2

	

incremental cost . More specifically, under current transfer pricing established

3

	

within the JDA, no consideration is given to foregone opportunities to sell such

4

	

energy on the market or the savings the "short" company enjoys by the

5

	

avoidance of higher incremental costs that it would have incurred if it had

6

	

generated such energy utilizing its own production resources or bought at higher

7

	

market prices .

8

9

	

Q.

	

BY WAY OF BACKGROUND, PLEASE DESCRIBE WHY JOINTLY

10

	

OWNED AND INTERCONNECTED UTILITY COMPANIES

11

	

UNDERTAKE JOINT DISPATCHING.

12

	

A.

	

First, at the risk of stating the obvious, joint dispatching is undertaken to derive

13

	

cost savings and benefits that could not be obtained from separately dispatching

14

	

two stand-alone systems . Joint dispatching should always result in savings.

15

	

There should never be a situation where joint dispatching results in higher

16

	

costs/smaller benefits than that achievable if the two systems were dispatched

17

	

on stand-alone bases .

18

19

	

The actual savings through joint dispatch are achieved by virtue of the fact that

20

	

the combined entity can run the combined fleet of generating units more

21

	

efficiently and economically than the two systems can run their individual

22

	

portfolios of generating units . In addition to lowering production costs, joint

23

	

dispatch can, at times, result in higher of system sales margins by virtue of



1

	

achieving already-noted lower joint production cost that allows the combined

2

	

entity to be more competitive in the wholesale market .

4 Q. PLEASE EXPAND UPON YOUR PREVIOUS STATEMENT

5

	

EXPLAINING HOW THE COMBINED COST OF JOINTLY

6

	

DISPATCHING THE UE AND AEG SYSTEMS WILL LEAD TO

7

	

LOWER COMBINED COSTS THAN THE SUM OF THE TWO STAND-

8

	

ALONE SYSTEMS.

9

	

TheAEG and UE generating units have varying generating efficiencies and fuel

10

	

sources with large fuel price differences . In UE's case, the Callaway nuclear

I 1

	

generating unit has the lowest fuel price (if we exclude the de minimus amount

12

	

of hydro power available UE's system) .

	

Callaway's variable fuel and O&M

13

	

cost is but a fraction of the cost of AEG's gas-fired turbines . Further, both UE

14

	

and AEG have numerous coal-fired plants whose variable production costs

15

	

typically fall in between the price of nuclear and gas-fired generation. Finally,

16

	

the various coal-fired plants owned by UE and AEG have different fuel sources

17

	

and fuel/transportation prices as well as differing operating efficiencies that

18

	

contribute to a different energy costs per net MWH generated at each plant site .

19

20

	

A utility should strive to continually minimize production costs by running its

21

	

lowest cost generating units to their maximum capability before generating or

22

	

purchasing from a higher cost source within its available power supply

23

	

portfolio . When two systems such as UE and AEG are jointly dispatched, the



1

	

loading or dispatch order will be somewhat different on a combined basis than

2

	

what would occur if the two systems were dispatched on stand-alone bases .

3

	

While total generation and purchases necessary to meet the sum of the two

4

	

participants' load requirements will be the same with joint or stand-alone

5

	

dispatch, the resources employed under joint dispatch will almost always be

6

	

somewhat different than what would have occurred on the two stand-alone

7

	

systems .

	

Thus, under joint dispatch, an individual participant's generation

8

	

output in any given hour will seldom match exactly its load requirements. In

9

	

other words, there will effectively be a continuous transferring or "selling" of

10

	

energy from one participant's resources to more economically meet the other

11

	

participant's load requirements .

12

13

	

Q.

	

WHAT IS THE PURPOSE OF A JOINT DISPATCH AGREEMENT?

14

	

A Joint Dispatch Agreement documents a systematic approach to allocating

15

	

costs and benefits between the two participants to the agreement. Dr. Proctor

16

	

has already described in his testimony how the current JDA allocates margins

17

	

from off-system sales on the basis of UE and AEG's "Load Requirement ."

18

	

Other portions of the JDA describe how generation costs, purchases, and

19

	

revenues from providing transmission services are to be assigned/allocated to

20

	

the two participants . Additionally, the document also establishes some

21

	

operating guidelines and administrative processes .

22



1

	

Q.

	

WITH THAT BACKGROUND IN MIND, PLEASE EXPAND UPON THE

2

	

INEQUITY YOU PERCEIVE IN THE JDA AND ULTIMATELY THE

3

	

WAY IN WHICH THE STAFF'S CALCULATIONS ASSIGN COSTS

4

	

ANDBENEFITS BETWEENTHETWOJDA PARTICIPANTS.

5

	

A.

	

The current JDA provides that when a participant generates more energy with

6

	

its individually-owned production resources than was necessary to meet its own

7

	

load requirements, such energy - referred to in the JDA as "System Energy

8

	

Transfer" - be reimbursed by the participant receiving the energy at the

9

	

generating company's or transferor's Incremental Cost of the Generating

10

	

Resources supplying the energy . In other words, the participant that generated

11

	

energy in excess of its load requirements

	

(i.e., the "long" or transferor

12

	

company) will receive credit for incremental costs incurred in generating such

13

	

energy - but it will receive no additional margin or contribution toward its fixed

14

	

costs when making the transfer or sale .

15

16

	

As briefly mentioned at the outset of this section of testimony, effectively

17

	

selling excess energy "at cost" is unfair to the "long" or "selling" utility

18

	

inasmuch as it fails to consider opportunities foregone to sell such energy off

19

	

system at higher "market" or "split-the-savings" prices .

20

21 Q. IF THE INDIVIDUAL PARTICIPANTS TO THE JDA ARE

22

	

SOMETIMES "PURCHASERS" AND SOMETIMES "SELLERS" OF

23

	

"TRANSFER ENERGY," DOES THE INEQUITY OF SELLING "AT



1

	

COST" TEND TO GET BALANCED OUT WHEN THAT UTILITY IS

2

	

ABLE TO BUY "AT COST" RATHER THAN AT "MARKET" OR

3

	

"SPLIT-THE-SAVINGS" PRICES?

4

	

A.

	

It would be purely coincidental if that result happened overtime. As Dr. Proctor

5

	

has already pointed out in direct testimony, this outcome is not occurring at this

6

	

point in time:

7
8
9

10
11
12
13
14
15
16
17
18 Q.

On the average throughout this twelve-month period (i.e ., twelve
months ending June 30, 2001), UE is providing just over ****
of the Resource Output, but only has **, ** of the Load
Requirements . Two periods where these differences are smaller
are : 1) the peak summer months of July and August; and 2) the
months when the Callaway nuclear plant was down for refueling in
April and May 2001 . However, even in these months, UE's
Resource Output exceeds its Load Requirements . (Dr . Michael
Proctor Direct, page 10)

YOU HAVE NOW STATED SEVERAL TIMES THAT THE

19

	

"LONG" COMPANY MISSES THE OPPORTUNITY TO SELL AT

20

	

AHIGHER MARKET PRICE OR "SPLIT-THE-SAVINGS" PRICE

21

	

WHEN, PURSUANT TO PROCEDURES DESCRIBED WITHIN

22

	

THE JDA, IT SELLS "AT COST."

	

PLEASE EXPAND UPON

23

	

WHAT YOU MEAN WHEN YOU STATE THAT THE LONG

24

	

UTILITY MISSES THE OPPORTUNITY TO SELL AT A "SPLIT-

25

	

THE-SAVINGS" PRICE?

26

	

A.

	

Historically neighboring interconnected utilities entered into agreements

27

	

whereby ifboth had capacity available to meet their load requirements in a

28

	

given hour, the utility with the lower incremental energy costs would,

29

	

nonetheless, agree to sell such short term non-firm energy at a price that

18



1

	

was established at the half-way point between, or average of, the selling

2

	

utility's incremental cost of producing the energy and the purchasing

3

	

company's avoided cost of producing the energy utilizing its own

4

	

generating resources . In such "economy" or "split-the-savings"

5

	

transactions, both parties would share equally in the benefits of the energy

6

	

transfer . The selling company achieved a margin above its incremental

7

	

cost incurred to facilitate the sale, and the purchasing utility saved more

8

	

than just its avoided cost of generating the required energy utilizing its

9

	

own resources . These transactions resulted in a "win-win" situation .

10

11

	

Such split-the-savings pricing which occurs within the economy

12

	

transactions just described, contrasts with the JDA System Energy

13

	

Transfer pricing which essentially results in one significant "winner" (i.e .,

14

	

the purchaser) and one participant who can at best expect to "break even"

15

	

(i.e., the producer who sells at incremental cost) . Almost implicit in such

16

	

JDA pricing provision is an assumption that such energy could not have

17

	

been sold elsewhere at a price greater than incremental cost .

	

It is this

18

	

implicit pricing assumption for System Energy Transfers that leads to an

19

	

inequitable allocation of joint dispatch savings to Missouri retail

20 customers .

21

22

	

Q.

	

IS IT, THEREFORE, YOUR PROPOSAL THAT, FOR PURPOSES

23

	

OF DEVELOPING AN ONGOING LEVEL OF FUEL AND



1

	

PURCHASED POWER EXPENSE FOR UE MISSOURI RETAIL

2

	

JURISDICTIONAL COST OF SERVICE INCLUSION, THAT

3

	

STAFF RERUN THE REALTIME PRODUCTION COST MODEL

4

	

TO REPRICE SYSTEM ENERGY TRANSFERS AT A "SPLIT

5

	

THE-SAVINGS" PRICE DEVELOPED FOR EACH HOUR OF

6

	

THE TEST YEAR?

7

	

A.

	

No. Such calculation would be an acceptable resolution to the inequity

8

	

identified . However, I do not believe that such a labor and data intensive

9

	

calculation is necessary - assuming it is even practically possible. Rather,

10

	

I believe an equitable allocation of joint dispatch savings can be easily

11

	

calculated utilizing output from the Staff's existing RealTime production

12

	

cost runs .

13

14

	

Q.

	

PLEASE EXPLAIN.

15

	

A.

	

As explained in the testimony of Staff witness Mr. Leon Bender, Staff

16

	

performed three production cost simulation runs - a joint dispatch run, a

17

	

UE stand-alone run and an AEG stand-alone run . My understanding is

18

	

that the stand-alone runs were calibrated to the joint dispatch run - or in

19

	

other words, considered input variables that were identical to those used in

20

	

the joint dispatch run .

	

The obvious significant exception was that the

21

	

stand-alone runs considered only the load requirements and resource

22

	

capabilities of the individual stand-alone entities .

23



1

	

Because Staff has already performed a joint dispatch as well as stand-

2

	

alone runs, the data already exists to calculate total savings from joint

3

	

dispatch . Thus, one can easily and quickly calculate a revised UE and

4

	

AEG "normalized and annualized" level of fuel and purchased power

5

	

expense by simply deducting an equitable allocation of already-quantified

6

	

joint dispatch savings from the already-calculated stand-alone production

7

	

cost runs .

8

9

	

Q.

	

WHAT AMOUNT OF JOINT DISPATCH SAVINGS HAS STAFF

10

	

CALCULATED WITH ITS EXISTING PRODUCTION COST

11

	

RUNS AND HOW HAVE TOTAL JOINT DISPATCH SAVINGS

12

	

BEEN EFFECTIVELY ASSIGNED OR ALLOCATED TO EACH

13

	

JDA PARTICIPANT?

14

	

A.

	

The table below summarizes joint dispatch savings calculated by Staff, as

15

	

well as the effective assignment of such savings to AEG and UE that

16

	

results from the hour-by-hour assignment of transfer energy between

17

	

entities at the incremental cost of the company producing such transfer

18 energy .

19

20

21

22

23



1

2

	

As evidenced from statistics in the table above, AEG - the smaller of the

3

	

two participants - is effectively assigned the vast majority of joint

4

	

dispatch savings . This fact is further bome out when one observes from

5

	

the table below the percentage reduction in stand-alone costs that each

6

	

entity achieves under the current JDA transfer pricing procedure :

7

8

	

As highlighted from the above table, it is estimated that the entire jointly

9

	

dispatched system will achieve a 6.56% reduction from the sum of the two

10

	

stand-alone systems' costs . However, under the JDA procedures for

11

	

assigning savings, the UE system achieves only a modest 1 .45% reduction

12

	

in stand-alone costs .

	

In other words, the UE system is only marginally

Assignment of
Fuel & PP
Expense to Effective

Meet Assignment
Individual of Joint
Load Results of Dispatch % of Joint

Requirements Staff's Stand- Savings Dispatch
Utilizing JDA Alone Pursuant to Savings

Transfer Production JDA Transfer Assigned to
Pricing Costs Runs Pricing Participants

UE $338,778,570 $343,768,083 $4,989,513 13 .33%
AEG $194,177,648 $226,624,693 $32,447,046 86.67%
Total System $532,956,218 $570,392,777 $37,436,559 100.00%

Reduction in Percent Reduction
Stand-alone Cost in Stand-alone
as a Result of Costs Resulting

JDA Assignment from JDA
ofJoint Dispatch Assignment of

Stand-alone Costs Savings Savings
UE $343,768,083 $4,989,513 1 .45°lo
AEG $226,624,693 $32,447,046

_
14.32%0

Total System $570,392,777 $37,436,559 6.56329%



1

	

better off than it would be if it had remained a stand-alone system.

2

	

Unregulated AEG, however, achieves a most significant 14.32% reduction

3

	

from its calculated stand-alone costs . I believe the two tables above fairly

4

	

dramatically highlight the inequities in the current JDA. More

5

	

specifically, the tables demonstrate the inequity that occurs as a result of

6

	

the JDA pricing that provides that UE - with its lower generating costs -

7

	

transfer a significant amount of energy "at cost" with no recognition of the

8

	

foregone opportunity to sell such energy at "market" or "split-the-savings"

9 prices .

10

11

	

Q.

	

WHAT IS YOUR SPECIFIC RECOMMENDATION IN THIS

12 CASE?

13

	

A.

	

I am proposing that joint dispatch savings be allocated by applying the

14

	

overall percentage reduction achieved through joint dispatch to each

15

	

participants' calculated stand-alone fuel and purchased power costs . More

16

	

specifically, I am proposing that the overall 6.56% reduction achieved

17

	

from joint dispatch be applied to each participants' stand-alone costs to

18

	

arrive at the level of fuel and purchased power costs to be assigned to each

19

	

participant for cost of service determination purpose .

	

The actual

20

	

calculations and results of such calculations are shown in the table below:



3

	

1 would note that the numbers reflected above for "UE" are "total

4

	

company UE" amounts. In other words, such amounts should be

5

	

appropriately allocated to Missouri retail jurisdictional operations utilizing

6

	

appropriately developed energy allocators .

24

Sum of
Stand-
alone or
Combined

UE AEG System
Stand-alone Fuel &
Purchased Power
Expense for Load
Requirements $343,768,083 $226,624,693 $570,392,777
Percent Reduction to
be Applied to Stand-
alone Costs 6.56329% 6 .56329% 6.56329%
Reduction in Stand-
Alone Cost Proposed
for Each Entity $22,562,513 $14,874,047 $37,436,559
OPC Proposed
Reallocation of Fuel
& Purchased Power
Expense Based Upon
Application of Equal

Reduction in
Stand-alone Costs $321,205,571 $211,750,647 $532,956,218
Fuel & Purchased
Power Expense
Assigned to
Participants Utilizing
JDA Transfer Pricing
(Staff's Current
Proposal) $338,778,570 $194,177,648 $532,956,218
Effective
Redistribution of
Joint Dispatch
Savings Resulting
from OPC's
Proposed
Methodology $17,572,999 ($17,572,999) $0



1

	

Q.

	

IS THE ASSIGNMENT OF JOINT DISPATCH SAVINGS BASED

2

	

UPON CONSIDERATION OF SAVINGS DERIVED FROM

3

	

STAND-ALONE CALCULATIONS NEW OR UNIQUE?

4

	

A.

	

I have not surveyed or researched how various Joint Dispatch Agreements

5

	

or Interconnection Agreements between jointly owned and dispatched

6

	

generating companies across the country provide for the assignment or

7

	

allocation of costs and benefits between participants .

	

I would note,

8

	

however, that the Interconnection Agreement between jointly owned

9

	

Kansas Gas and Electric Company ("KGE") and Kansas Power and Light

10

	

Company ("KPL") provides for calculation ofjoint dispatch savings to be

11

	

calculated after-the-fact each month utilizing a production costing model .

12

	

Under the noted KGE/KPL agreement, the calculated joint dispatch

13

	

savings are split equally between the two entities . I have affixed to this

14

	

testimony as Attachment JRD-1 the noted Interconnection Contract

15

	

between KPL and KGE that provides for the split-the-savings approach

16

	

for determining fuel and purchased power costs to be assigned to each

17

	

participating company. I would note as an aside that the KPL/KGE

18

	

Agreement also considers or includes margins from off-system

19

	

interchange sales in the after-the-fact savings calculation and assignment

20

	

ofbenefits/cost from joint dispatching .

21

22

	

Closer to home, I have reviewed the testimony and exhibits prepared by

23

	

Dr. Proctor in the recently settled UtiliCorp United, Inc . d/b/a Missouri



1

	

Public Service Company proceeding (Case No. ER-2001-672). The

2

	

Commission will recall that St . Joseph Light and Power was recently

3

	

acquired by UtiliCorp United, Inc . Furthermore, the Commission will

4

	

recall that following that acquisition, UtiliCorp United began jointly

5

	

dispatching the Missouri Public Service and St . Joseph Light and Power

6

	

divisions . In the noted rate case which followed the St . Joseph

7

	

acquisition, Staff was proposing the development of a Joint Dispatch

8

	

Agreement. In that case, Dr. Proctor was advocating that each UtiliCorp-

9

	

owned Missouri division be allocated total joint dispatch costs in

10

	

proportion to its share of stand-alone costs . While stated and described

11

	

from a slightly different perspective than what I have described and

12

	

explained herein, I believe the upshot of the Staff's proposal in the

13

	

UtiliCorp rate case is conceptually and algebraically identical to that

14

	

which I am proposing herein .

15

16

	

Q.

	

YOU HAVE PREPARED A SPECIFIC ADJUSTMENT THAT

17

	

SHOULD BE INCREMENTALLY POSTED TO THE STAFF'S

18

	

PROPOSED FUEL AND PURCHASED POWER EXPENSE LEVEL

19

	

TO BE UTILIZED WITHIN THE DEVELOPMENT OF UE'S

20

	

MISSOURI RETAIL COST OF SERVICE. IS THE NUMBER

21

	

CALCULATED SUBJECT TO FUTURE REVISION?

22

	

A.

	

Yes. To the extent the Staff reruns its production costing model for any

23

	

reason, the resulting redistribution of dispatch savings should, likewise, be



1

	

recalculated . This would true whether the reruns were performed as a

2

	

result of mistakes identified, procedures improved or merely reflecting

3

	

different input assumption . As shown above, the calculation redistributing

4

	

joint dispatch savings is simple and straight forward.

5

6 Q. ASSUMING THE COMMISSION AGREES WITH YOUR

7

	

PROPOSED RATEMAKING METHODOLOGY FOR ASSIGNING

8

	

COSTS AND BENEFITS FROM JOINT DISPATCH, SHOULD

9

	

THE COMPANY BE REQUIRED TO ALTER ITS REPORTING

10

	

OFMISSOURI RETAIL OPERATING RESULTS?

11

	

A.

	

Yes. As observed from the numbers shown above, the redistribution of

12

	

costs being proposed is fairly significant . The change being proposed

13

	

needs to be reflected within operating results being reported to this

14

	

Commission, its Staff and the OPC. Accordingly, I would propose that

15

	

after the Commission determines the cost allocation methodology to be

16

	

employed for ratemaking purposes in this proceeding that the Staff, the

17

	

Company and interested parties meet to discuss what kind of record

18

	

keeping and/or after-the-fact production costing runs could be employed

19

	

that would facilitate the reporting of expenses and off-system sales

20

	

margins on a basis consistent with that found reasonable for ratemaking

21

	

purposes in this proceeding .

22



1 Q.

2

3

4

5 A.

6

7

8

9

10

11

12

13

14

15

	

As a result of the inequity observed, I am proposing a reallocation or

16

	

redistribution of fuel and purchased power expense such that UE and AEG

17

	

will participate proportionately in savings derived from joint dispatch .

18

	

The proportionate sharing ofjoint dispatch savings occurs mathematically

19

	

by simply applying the total percentage reduction in costs achieved from

20

	

joint dispatch versus stand-alone dispatch to the stand-alone calculated

21

	

fuel and purchased power cost of each system .

22

PLEASE SUMMARIZE YOUR FINDINGS

RECOMMENDATIONS REGARDING THE ASSIGNMENT OF

COSTS AND BENEFITS OF JOINTLY DISPATCHING THE AEG

AND UE SYSTEMS.

Under the current JDA, the vast majority of joint dispatch savings are

effectively assigned to AEG to the detriment of UE and its ratepayers .

The basic inequity occurs as a result of the JDA provision that specifies

the "long" company to transfer energy at the incremental costs incurred to

facilitate the transfer or sale . If the "long" energy producing company

were permitted to sell its excess energy on the market or at split-the-

savings prices that would be fair to both participants to the JDA, a

significant redistribution of costs and benefits between participants would

occur .



1

	

Finally, whatever cost assignment methodology is employed in this rate

2

	

setting proceeding should also be employed for UE/Missouri earnings

3

	

reporting purposes .

4

5

	

Q.

	

DOES THIS CONCLUDE YOUR TESTIMONY?

6

	

A.

	

Yes, it does .
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Western Resources, Inc .
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Original Sheet No. 10

8ECCYb SUMEY_YT
Tb

E:2CRZC ZN+'rRpNYL~fOY p32RACT

Ep!-KCz- Ope2ATT40 1

This Seccnd Supplement to the Eleetrle Interconnection
Contract (Contract) dated Suly 19, 1962, between The Xa,,as P...'
and Light Company, hereinafter called ~L, and Kansas Cal and
Electric Company, hereinafter called XCar, is made and entered into
this 19th.day 0-March, 1992, by and between )(?L and XG:Z . OL and
XG:E collectively are hereinafter called Companies . Ttis
Supplement is to be known as the 'XPL-XG:'a operating agreesant .'

NHEp~S, XPL has received autSarlty to purchase all of=:7"s
comnOm stocX and to serge XCLE Into a XPL subsidiary : and

WTS~, XPL and KCZZ are the ovhsrs and operators of electric
generation, tranamissian, and distribution facilities vitb which
they are engaged in the business of generating, transoitting, and
sa111nS electric energy to the genere1 public and to ocher electric
utilities : and

~~, the Cempaniaa can ae:nieve econcmie benefits tlrcugb
the amordlnated operation and central dispatch of the Companies'
remources and through a greater level of eoordihated maintenance of
their electric Supply racillties ; and

b'Si~LSS, the Companies desire to establish certain prineiplea
under which th.Y plan to j .Lntly operate their two systems ; and
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MMEREAS, the Companies are each participants in the MOB
General participation Agreement vhlch establishes certain minimum
planning and operating criteria to be observed by all or its
participants : and

~ZTE .15, the companies are each parcleipants in t .̀. Southvest
Power Ptol (57p) which establishes certain minimum planning and
operating criteria to be observed by all of its participants .

HCw TM~-TORE, in Consideration of the premises and of the

mutual covenants and agreement. herein, the partie. hereto mutually
agree as tollova:

AATTC3 : - rm-m or Acaz-.~ar

1 .01

	

This %7L-Xa:E operating Agreement shall become eftectiva

at Che Effective Time of the Merger, as defined in
section 1 .2 of the Agreement and Plan of Y.arger 8y and
Among The Canoms Pmver and Lighc Company, MU
Corporation, and Xansas Gas and Eleervic Company, or such
later data as may be fisad by any required requlaaory
.Gcapeanca . This XPL-KO:E OpAratinq Agreement shall
centinu. in Cull force and affect until the next May 01
from the affective data hersinabove described, and
Continue from year to year thereafter unell t.rminatM by
one of the Companies upon six (6) months written notice

to the other Company .

1 .02

	

The MCP General 7articiPmtimn Agreement (MOIPH CPA)

dated April i9, 1989, and the aeNlu acMedules attached

tleredo contain Certain definitions and ainizum planning
and operating eitaria to which the Companies subscribe.
The MOSAM CPA and its attached service athedules, all as

amended from time to time, are therefore incorporated
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2 .0 -

1 .01

Issued By :
Kelly B . Harrison
Sr . Director, Restructuring & Rates
Issued on October .) 1, 2000

herein by reference and made a part hereof .

>ATMCL2 11 - Da7INI-SONS

2.01

	

Those terms defined within the YOR.W CPA and as given in
this Article II shall be used herein . In case of any
conflict in definitions, those given in this Artidla II
shall govern.

Central Power Diapateh Canter shall he a center operated
by KPL for the optimal uciiication of system power
resources for the supply Of power and energy far the
Companies .

company shall be either 1C?L or RC :E .

Economic Dispatch shall be the distribution of total
power resource rec^,airements among alternative sources for
system economy with due eonaideratimn or system security .

AASIC3 III - P~sx
purpose of This Agreement.
The purpose of this XPL-xe:E Operating Agreement is to
provide the contractual basis for Joint opaOs,ion of the
Companies to achieve optisal economies cmmslstant with
reliable electric service and reasonable utill2ation of
natural resources : and to establish the basis for
capacity comitmnts between the Companies .
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4 .01

ARTIC3 zv - op:RATIOas

planning and Authorisation of production Facilities .
Far MorAN Pool planning and equalization purposes, Xpf.
shall coordinate each Company's forecast of System
capacity to meet each Company's Syvt. Capacity
Responsibility, and its planning Capacity Margin .

Capacity Margin Requirements .
Capacity margin requirements for each Company shall be In
accordance vith MOB criteria for reserve planning .

Pr-vision to Achieve Minimum Capacity Margins.
a, each company shall ovn, or have available to it

under contract, such generating capability and
ocher fatilitles as are necessary to supply its
System Pea. Responsibility plus .eec i t. .lnl.u.
Capacity Margin requirements .

b. "ten one Company (cmmittinq Company) has
sufficient Capacity Balance and the other Company
(receiving Company) has insufficient Capacity
Balance, a portion of such capacity Balance can be
utilized by the receiving Company by ..king
payments to the comaitting Company each month of
tba Year .

A committing Company may make availaae co the
receiving Company peaking capacity . 'ha capacity
cemit.ant ahall be for a tvaive-month period or as
.th.rvine mutually agreed .

d .

	

The monthly capacity commitment charge sna11 be at
embedded cost. of capacity and tran..Lesion
delivered co the point of interconnection beavean
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the Companies .

The energy delivered from the capacity commitment
shall be provided under central dispatch and will
be considered as part of the energy delivered from
one Company to the other far Economic Dispatch .

She Companies shall execute and file with tha
Federal cnergy Regulatory Caewlssion an agreement
in the form of a service scbadule to this XPL-XCLE
Operating agreement for each such Commitment of
capacity, such agreement to set out all of the
pertinent costs, rights, and obligations of the
parles relating to the transaction .

4 .o+

	

Capacity Sales and Purchases .
X?L $ball coordinate the off-system capacity and
associated energy sales and purchases as may ba required
by the Companies to market System Capacity or to meet
System Capacity r "_;uirements . Any suc` .̂ agreement entered
into shall be separately executed by the company making
such off-system sale or purchase .

4 .05

	

Hulk Power Transmission Facilities .
The bulk power transmission facilities Which interconnact
tba companies' systems and the .warships are assh.vn in
Exhibit T, attached hereto .

4 .06

	

Economic Dispatch .
Tna central ?over Dispatch Center shall perform Lconamlc
Dispatch by scheduling energy output of the Companies'
resources to obtain th, 1.Ve.t cost of energy for serving
systen demand ecnsistant with operating and security
constraints, Including voltage control, stability,

-loading of facilities, operating guides, intarconnection

Filed in compliance
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Western Resources, Inc .
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contracts, fuel commitments, environmental requirements,

and continuity of service to castomers .

Exchanges With Han-Affiliated Utilities .

The Central Power Dispatch Center shall coordinate and

direct off-system purchases and sales of energy necessary

to meat system requirements or to imprewa system economy

in accordance with interconnection arrangements between

each Company and non-affiliated utilities.

4 .08

	

Allocation of Costs.

In order to recogni_e the economic bane!:s available to

both Companies nrough centralized dlspacch, the

Companies will -split the savings' acYleved_ To

accomplish this, energy costs for APL and %CLZ resulting

:rpm centralized dispatch of the Companies' generating

units and purchased power resources, will be determined

in the :alloying manner :

a . Accounting information for energy costs incurred

aeon mooch will be maintained separately for each

company .

b . The 'E.9M^ production cost model, developed by

Entec Inc . . will be used to simulate monthly fuel

and interchange energy costs using data based an

actual operating atacLatics for the subject xanch_

Monthly operating statistics will include data for

all power resources -which wer e utilized plus

historical and anticipated performance

characteristic. of power resources not utilized.

Generating unit operating parameters used in the

wp" model Will be established using actual hourly

generation values . These operating parameters vill

than be adjusted, if necessary, until ~0'a model

Original Sheet No . 15
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catput etatlatics far the joint dispatch reflect
actual production data (L-m- fuel costs, heat
rates, maintenance ouCagee, eto-) for the subject
south . once the model is calibrated to the actual
generation parameters, it -ill be permitted to
redispateh t1m generating resouraea along wI=
actual Interchange transactions that octurZ.d
during the month in order to meet the actual hourly
load profile of the Campania .

...e %pL and YC:2 systems will than be modeled an an
-own load- redlapatch basis far the subject month .
Canerating Unit and Interchange parameters, as
developed in the joint dispatch model (step b
above), will be used as input data for the sand
aione production cast simulations to be performed
for each Company. :n addition, own load redisp.CCh
will reflect applicable pre merger operating
practices and Conditions .

d. iach Company . . incremental or deare...tal energy
cost far the month .will be d.taalned as the
dilfirenca between actual cost (step a above) and
the modeled '=of (step c above) . -.he difference In
the incremental cast for One Company and en.
decre..ntal cast for the other Company shall
represent the Ce.t savings achieved through
centraliiW dispatch . zach Caapany. a stand alone
costs (step C above) will then bm radueed by on.-
half of the cost savings . Sh. result will be the
adjusted energy cast far the month for each
Company .

a . She companies shall reconcile energy costs each
aanth . She Company which Snaurrad addLtionml cost.
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during the month for the benefit of the other
Company shall receive from the benefitting company
a payment equal to the difference between on, costs
incurred for the month (step e above) and the
adjusted energy Cost (step d above) .

Exhibit II, attached hereto, is an illustrative example
shoving energy costs, cent .allzed dispatch savings and
the split of the savings between XPL and %1:E far a
hypothetical month.

4 .09

	

Transmission Lasses_
Transmission losses occasioned by the transfer of power
and energy between the Companies resulting fzoc Economic
Dispatch will be paid far in accordance with the
supplying Coepany's east recently accepted rata under t .̂e
Federal Energy Regulatory Commission's regulations at la
C.F.F . 35 .3:, or such :u.-.her regulations as may be
issued and made effective .

4 .10

	

Communications and Other Facilities .

She` Companies shall provide communications and other
facilities necessary for:

e . The materlnq and control of the generati .'g and
transmission facilities :

b .

	

the dlspatCb of electric power and energy : and

e.

	

Far such other purposes . as may be necessary for
optimum operation of the system .
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5 .01

	

Cantral Power Dispatch Center .
K?L shall provide and operate a Central Power Dispatch
Center adequately equipped and staffed to aeet tie
requirements of the Companies for efficient, economical,
and reliable operation as acntemplatod by this XPL-KG4E:
operating Agreement_

6 .01

].ACSO's VZ -ca~. 1A7.

Regulatory AuLharization .

This XPL-XG:Z Operating Agreement 1s subject to .
regulatory approvals by the Federal Energy Regulatory
commission and each Company shall diligently seek all
necessary regulatory autharizaticn for this K?L-XG4E
operating Agreement .

6 .C1

	

Effect an other Agreements .

This XPL-XGZE Operating Agreement shall not modify the
obligations of either Company under any agreement between
that company and others not parties to this K?L-KG:=
operating Agreement or cther agreements in effect at the
date of this X?L-XG : -c Operating Agreement .
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14 WlTHFZS WHEREOT, each of the Coceanies has caused this XPL-
XCZr 0?erzting agreement to be signed in it- naxe and on its behalf
by its Chief Executive Officer and attested by its Secretary, both
being duly authorized .

(Seal)

(Saal)

THE 1G\XSansn PCW_R AND

	

-AT cc
ay : W

WLlllam E . 3rovn
President and Chief Executive
Officer
XPL - Division

X"515 OAS .LNO =-C"R1C CCM,PMY

By : ~n,w..a . .
L S~mes 5 . Haines
dtcuP Vice President
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a.

c .

E23ZHXT T

TO t8a
SzCDND sDPPLL`tLY

z=CTazc zaTZ"coxazc:zoa aDaTzac

9Orx ?D a T,'il49NT9 TD ++r-zco

The hulk payer transmission intercannacoLans betveen the K?L and
xazz systems are:

uicblta-Lang 345 rJ transmission line,
]OS rl line extending from xcaz'a xichica Jai RY
substation near its Gordon Evans Steam Lleetria station
to K?L's Ivng Substation located northeast of E=paria.

The actual palnc of intartanneetion is at a point
approximately tvo and one-half (2 1/21 miles east and
one-half (1/2) mile south of Macfieid Cr "_en, Sansas .

b .

	

x1dioniaCam..h 151 :N transmission line .

161 Kv line extending from RGG .'s Fidian substation near
.1 Dorado to %PL'a Teci~sah Substation located east of
Topeka . Tha actual point of interconnection is
approximately 2] .77 miles sauttwesterly from KPL's
Tecumseh Hill Substation, Tecumseh, Kansas .

. .aundridge lJe/115 K9' substation .

K?L's 1]9/115 IN transfoner I-CACad in RGZL's Moundridge
substation_ near rioundridge, Kansas . The actual point of
inCertanoKtian is on the 129 rJ side of tn" Lranmfmrm"r .
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m TM
SECOND sa7?L:na

TO
9LZ=RZC ZY7ERCO~=Z0Y CONT.RACT.

>=M?L% ftsT >!

	

i

a .

	

Adjusted

	

fuel

	

and

	

net

	

X'L

	

$10 " :50
is eerehange

	

casts

	

for

	

the

	

XC4Z

	

a ?50
mncY .

	

SIB 500

'Vote! :=ounts shoes are far illustrative pur'oses only .
.n this example month, RPL would pay X"= 51,250
vhicn is tte diffarence bev+eon $10,250 and $9,000 .
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Aeaunt
loon , "

1 . Fecord actual fuel and not x?L. $ 9 .000
.terehange costs for the Xas2 9 900

ncntn . 18 .500

_, production model the joint $15 .500
cnntrol area operation to
reflect aettal operating
parameters and costs .

pr_~uctlan model the too X?L $10,500
saxraca conceal areas on a xczz B_,5o
stand alone basis using model 19 .000
data detersined in Step
above .

eateraine X76's dec:emen<al SIG,50C
Cast for G"e mon t7 . 9,000

5 1,500

5 . [vt2rmlnG xc:r' incremental $ 9,500
casz for one manLh . 8 500

1,000

6 . Zstablizh the centraiizad San
disoacch savings for the moncn .
(Stem I minus item : .)

7 . Savings available to reduce S :50
eat..̀ Companies' stand a2ane
teats . (Ono haif of it.. 6 .)


