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REBUTTAL TESTIMONY
OF
PHILLIP K, WILLIAMS, CPA, CIA
AQUILA, INC.
CASE NO. EO-2005-0156
Q. Please state your name and business address.
A My name is Phillip K. Williams, and my business address is the Fletcher

Daniels State Office Building, Room G8, 615 East 13" Street, Kansas City, MO 64106,

Q. By whom are you employed and in what capacity?
A, I am a Regulatory Auditor for the Missouri Public Service Commuission
(Commission or MoPSC).

BACKGROUND OF WITNESS

Q. Please describe your education and other qualifications.

A, I graduated from Central Missouri State University (CMSU) at Warrensburg,
Missouri, in August of 1976, with a Bachelor of Science degree in Business Administration.
My functional major was Accounting. Upon completion of my undergraduate degree, 1
entered the masters program at CMSU. [ received a Masters of Business Administration
degree from CMSU in February 1978, with an emphasis in Accounting. In May 1989, |
passed the Uniform Certified Public Accountant (CPA) examination. [ am currently licensed
as a Certified Public Accountant in the state of Missouri. In May 1994, I passed the Certified
Internal Auditors (CIA) examination, and received my CIA destgnation.

Q Have vou previously filed testimony before this Commission?

Page |



10

11

12

13

14

15

16

17

18

19

20

21

Rebuttal Testimony of
Phillip K. Williams

A Yes. Please refer to Schedule 1 and Schedule 2, attached to this rebuttal
testimony, for a list of cases and related issues in which I have filed testimony before this
Commission.

Q. What knowledge, skill, experience, training or education do you have in
regulatory matters?

A I have acquired general knowledge of utility regulation through my
participation, review and analyses in prior rate and merger cases before this Commission, I
have reviewed Staff testimony and workpapers for cases that were brought before this
Commussion. 1 have reviewed Commission decisions with regard to these areas, including
orders and pleadings. I have reviewed companies’ testimony, workpapers and responses to
Staff data requests addressing various topics that I have been assigned through-out my career
at the Commission. The Certified Public Accountants’ Exam included sections on
accoﬁnting practice and theory, as well as, auditing. Additionally, the Certified Internal
Auditors’ Exam included sections on auditing. Both of these examinations have added to my
development and training as a Regulatory Auditor. Since commencing employment with the
Commission in September 1980, I have attended various in-house training seminars and
NARUC conferences. 1 have participated in approximately 40 formal rate case proceedings.
I have also participated in, and supervised work on a number of informal rate proceedings.
As a senior auditor and the lead au—ditor on a number of cases, I have participated in the
supervision and instruction of new accountants and auditors within the Utility Services

Division.
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PURPOSE OF TESTIMONY

Q. With reference to Case No. EQ-2005-0156, have you examined the books and
records of Aquila, Inc. regarding the electric operations of its Aquila Networks - MPS
division and the Application and direct testimony of Dennis R. Williams in this case?

A Yes, I have, with the assistance of other members of the Commission Staff
(Staff).

Q. What relief is Aquila requesting in this case to which you are responding in
this rebuttal testimony?

A Aquila is seeking Commuission approval of its acquisition, in the name of its
operating division Aquila Networks-MPS, of three natural gas fired electric generating
combustion turbines it acquired from its affiliate Aquila Equipment, LLC. The three
combustion turbines are currently being installed at Aquila’s South Harper Generating
Facility near Peculiar, Missouri. Aquila anticipates that the generating facility will begin
operation around mid-June for testing purposes and that the first combustion turbine will go
online around mid-July, 2003 In this rebuttal testimony I am responding to Aquila’s request
that the Commission value these combustion turbines in this case.

Q. Can you provide an overview of what you cover in your response?

A Yes. I briefly address the ownership history of the combustion turbines,
provide an explanation of asset impairment under generally accepted accounting principles
and Commission’s affiliate transaction rules for electric corporations. Staff witness
Cary G. Featherstone presents in his rebuttal testimony the Staff’s view that the Commission
should not value the combustion turbines in this case and, if the combustion turbines are

valued in this case, what value the Staff betieves should be given them.
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ASSET IMPAIRMENT/WRITE-DOWN OF THE THREE (3) NATURAL GAS
COMBUSTION TURBINES

Q. Has Aquila valued the three combustion turbines on its books at the same
value at which its affiliate Aquila Equipment, LLC had recorded them on its books?

A No. Aguila Equipment, LLC valued the three turbines on its books at their
original cost, that is, what they cost when they were first purchased from the manufacturer.
Because of the passage of time from when they were originally purchased from the
manufacturer to when Aquila acquired them, Aquila retained an engineering firm,
R. W. Beck, to provide a present value for the combustion turbines and Aquila recorded that
value on its books.

Q. Why did Aquila use R. W, Beck’s value?

A Aquila recogmized the value of the combustion turbines had changéd over
time while they were stored. Aquila also believes that assets transferred from an affiliated
company to their regulated division would fall under the Commission’s Affiliate Transaction
Rule. Therefore Aquila believed it was necessary to obtain an independent valuation of the
combustion turbines to determine the appropriate value of the assets at the date of the
transfer. Once the value of the assets was determined by R.W. Beck to be less than the book
value (original cost), since the units had been in storage (inventory), Aquila Equipment, LLC
was required by financial accounting standards to write-down the value of the assets being
transferred from the book value to the fair value. Financial Accounting Standards 144
(SFAS 144) addresses the financial requirements associated with impaired assets. [ will
address the requirements of an asset impairment and the effects that this had on the valuation
of the assets at the time the combustion turbines were transferred to the regulated entity and

any other subsequent write-down that may be required in the future.
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Q. Have the combustion turbines previously been write-down?

Al Yes. Due to several factors explained by Staff witness Cary G. Featherstone
in his rebuttal testimony, the three combustion turbines were “impaired” within the meaning
of that term in SFAS 144 and Aquila wrote-down in its books the values of the three
combustion turbines during the Fourth Quarter of 2004. As reported in Aquila, Inc.’s
Formn 8-k dated March 7, 2005, at page 3 of 10, “the 2004 fourth quarter results included . . .
impairments of $10.6 million on gas turbines . . .”

Q. Will Commission valuation of the three combustion turbines result in a further
asset impairment write-down?

A That will depend upon the value the Commission assigns them. If this
Commission decides that the lesser of the fair market price or fully distributed cost of the
three combustion turbines at the titne Aquila acquired them from its affiliate was less than
that which Aquila has recorded on its books, then under the Commission’s affiliate
transaction rule for electric corporations, then yes, the asset would be impaired under the
Statements of Financial Accounting Standards (SFAS) 144. Conversely, if the value shown
on Aquila’s books is less than the both the fair market price and fully distributed cost, then
no additional impairment would be required.

Q. Has Stafl addressed the issue of asset impairment before?

A Yes. Staff and Aquila have both previously addressed the issue of asset
impairment under SFAS 144, Aquila, Inc. d/b/a Aquila Networks-MPS, a gas case—Case
No. GR-2004-0072, had assets that were impaired and which were written down. Those
assets were Aquila’s eastern gas system which included assets in and about the towns of

Rolla, Salem and Owensville, Missouri and the surrounding communities. Aquila further
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wrote-down the value of the eastern system assets when it sold them, because they were sold
for less than book value. Impairment of an asset is not a new financial accounting concept,

rather, it is a long established practice that is required when the value of assets meet certain

23
24
25
26
27
28
29

30

31
32
33
34
35
36
37
38

criteria as set out in SFAS 144:

1)

Long-Lived Assets to be Held and Used Recognition and

Measurement of an Impairment L.oss, paragraph 7:

2)

For purposes of this Statement, impairment is the condition that
exists when the carrying amount of a long-lived asset (asset
group) exceed its fair value. An Impairment loss shall be
recognized only 1if the carrying amount of a long-lived asset
(asset group) is not recoverable and exceeds fair value. The
Carrying amount of a long-lived asset (asset group) i1s not
recoverable if it exceeds the sum of the undiscounted cash
flows expected to result from the use and eventual disposition
of the asset (asset group). That assessment shall be based on
the carryving amount of the asset (asset group) al the date it is
tested for recoverability, whether in use (paragraph 19) or
under development (paragraph 20. An impairment loss shall be
measured as the amount by which the carrying amount of a
long lived asset (asset group) exceeds its fair value.

Estimates of Future Cash Flows _Used to Test a Long-Lived

Asset for Recoverability, paragraph 16: ‘

3)

Estimates of future cash flows used to test the recoverability of
a long-lived asset (asset group) shall include only the future
cash flows (cash inflows less associated cash outflows) that are
directly associated with and that are expected to arise as a
direct result of the use and eventual disposition of the asset
(asset group). Those estimates shall exclude interest charges
that will be recognized as an expense when incurred.

Parapraph 17:

Estimates of future cash flows used to test the recoverability of
a long-lived asset (asset group) shall incorporate the entity’s
own assumptions about it use of the asset (asset group) and
shall consider all available evidence. The assumptions used in
developing those estimates shall be reasonable in relation to the
assumptions used in developing other information used by the
entity for comparable periods, such as internal budgets and
projections, accruals related to incentive compensation plans,
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or information communicated to others. However, if
alternative courses of action to recover the carrying amount of
a long-lived asset (asset group) are under consideration or if a
range is estimated for the amount of possible outcomes shall be
considered. A probability-weighted approach may be useful in
considering the likelihood of those possible outcomes.

4) Fair Value, paragraph 22:

The fair value of an asset (liability) is the amount at which that
asset (liability) could be bought (incurred) or sold (settled) in a
current transaction between willing parties, that is, other than
in a forced or liquidation sale. Quoted market prices in active
markets are the best evidence of fair value and shall be used as
the basis for the measurement, if available. However, in many
instances, quoted market prices in active markets will not be
available for the long-lived assets (asset groups) covered by
this Statement. In those instances, the estimate of fair value
shall be based on the best information available, including
prices for similar assets (groups) and the results of using other
valuation techniques.

3) New Cost Basis, paragraph 15:

If an impairment loss is recognized, the adjusted carrying
amount of a long-lived asset shall be it new cost basis. For a
depreciable long-lived asset, the new cost basis shall be
depreciated (amortized) over the remaining useful life of the
asset. Restoration of a previously recognized impairment loss
is prohibited.

REGULATORY ACCOUNTING

Q. Is there any authority that govems the price that Aquila can pay an affiliate for
assets such as the three combustion turbines Aquila acquired here?
A Yes. The Staff agrees with Aquila that Commission Rule 4 CSR 240-20.015
governs. In pertinent part, that rule provides;
(1) Definitions:
(A) Affiliated entity means any person, including an individual,
corporation, service, company, corporate subsidiary, firm, partnership,

incorporated or unincorporated association, political subdivision
including a public utility district, city, town, county, or a combinaiion

Page 7
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of political subdivisions, which directly or indirectly, through one

(1) or more intermediaries, controls, is controlled by, or is under

common control with the regulaied electrical corporation.

(B) Affiliate transactton means any transaction for the proviston,

purchase or sale of any information, asset, product or service, or

portion of any product or service, between a regulated electrical

corporation and an affiliated entity, and shall include ail transactions

carried out between any unregulated business operation of a regulated -
electrical corporation and the regulated business opérations an a

electric corporation.

and
(2) Standards:
(A) A regulated electrical corporation shall not provide a financial
advantage to an affiltated entity. For the purposes of this nule, a
regulated electrical corporation shall be deemed to provide a financial
advantage to an affiliated entity if — 1. It compensates an affiliated
entity for goods or services above the lesser of — A, The fair market

price; or B. the fully distributed cost to the regulated electric
corporation to provide the goods or services for itself.

1 have included as Schedule 3 a copy of Commission Rule 4 CSR 240-20.015 for
YOUr convenience,

Company witness Dennis R. Williams states in his direct iestimony prefiled in this
case that “the Company, through its Aquila Networks - MPS operating division in Missouri,
will acquire from an affiliated entity three (3) 105 megawatt ("MW™) natural gas fired
combustion turbines to provide electric power for its customers.” Since that testimony was
filed Aquila has acquired the combustion turbines and begun installing them at its
South Harper Generating Facility near Peculiar, Missouri,

Q. Would you please elaborate on the meanings of fair market value and cost as
used in financial accounting and how they relate to the Commission rule?

A Yes. “Fair market value” and cost are basically the same as “Fair market

price” and “Fully distributed cost” as described in the Commission rule with the difference
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being that fully distributed cost would include all costs incurred either diréctly or indirectly
associated with the product. Fair market value and cost as defined in financial accounting
terms are illustrated in the_‘ following example using inventories taken from the
1™ edition of an Intermediaie Accounting Book by Donald E. Kieso Ph.D., C.P.A,,
Jerry J. Wegandy Ph.D., C.P.A. and Terry D. Warfield Ph.D. In.the example “fair marke;t
price” generally means the cost to replace the item by purchase or reproduction and “fully
distributed cost” generally means historical costs. The example appears on page 422 of that
authontative text as follows:

.. inventories are recorded at their original cost. However, a major
departure from the historical cost principle is made in the area of
inventory valuation if inventory declines in value below its original
cost. Whatever the reason for a decline — obsolescence, price-level
changes, or damaged goods - the inventory should be written down to
reflect this loss. The general rule is that the historical cost principle is
abandoned when the future uiility (revenue-producing ability} of the
asset is no longer as great as its original cost. Inventories that
experience a decline in utility therefore are valued on the basis of the
lower of cost or market (LCM), instead of on original cost.

Defining cost or market:

The term market, in the phrase “the lower of cost or market” generally
means the cost to replace the item by purchase or reproduction.” * In
manufacturing, the term “market” refers to the cost to reproduce the
goods. Thus the rule means that gaods are to be valued at cost or at
cost to replace, whichever is lower.” “For example, a Casio
calculator wristwatch that costs a retailer $30, when purchased, that
can be sold for $48.95, and that can be replaced for §25 should be
valued at $25 for inventory purposes under the [ower of cost or market
rule.” :

... In addition, the lower of cost or market method is a conservative
approach to inventory valuation. That is, when doubt exists about the
value of an asset, it is preferable to undervalue rather than to overvalue
it. Why use replacement cost to represent market value? The reason is
that a decline in the replacement cost of an item usually reflects or
predicts a decline in selling price.

Page 9
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Q. Had any of the three gas combustion turbines ever been used before they were
transferred to Aquila?

A No. After delivery from the manufacturers, all three (3) natural gas
combustion turbines and related equipment were being stored at two locations, the
Ralph Green plant site in Pleasant Hill, Missouri and at the old Richards Gebaur Air Force
Base in Grandview, Missour. Aqﬁila stated that the affiliate from which it acquired the
combustion turbines, Aquila Equipment, LLC, was not engaged in any ongoing line of
business when Aquila acquired the combustion turbines.

Q. Does the Staff believe that Aquila has valued the three (3) natural gas
combustion turbines correctly under the Commission’s affiliate transaction rule?

A No. Staff Witness Cary G. Featherstone presents Staff’s position on how the
three combustion turbines would correctly be valued under the Commission’s affiliate
transaction rule,

Q. Mr. Williams, does this conclude your rebuttal testimony?

A Yes, it does.
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RATE CASE PROCEEDINGS PARTICIPATION

PHILLIP K. WILLIAMS

Kansas City Power & Light Company

The Gas Service Company

United Telephone Company

Rich Hill-Hume Gas Company

Missouri Public Service Company

Missouri Public Service Company

The Gas Service Company

Missouri Public Service Company

Missouri Water Company — Lexington Division
Missouri Public Service Company

The Gas Service Company

Missouri Water Company — Indepeﬁdence Division
Rich Hill-Hume Gas Company

Kansas City Power & Light Company

Kansas City Power & Light Company

KPL Gas Service Company

General Telephone Company of the Midwest
Missouri Public Service Company

U.S. Water/Lexington, Mo, Inc.

KPL Gas Service

UtiliCorp United Inc., Missourt Public Service

KPL Gas Service

ER-81-42
GR-81-155
TR-81-302
GR-81-332
ER-82-39
WR-82-50
GR-82-151
GR-82-194
WR-82-279
ER-83-40
GR-83-225
WR-83-352
GR-84-24
ER-85-128
EO-85-185
GR-86-76
TC-87-57
GR-88-194
WR-88-255
GR-90-50
ER-90-101

GR-91-291

Schedule 1-1



Raytown Water Company

UtiliCorp United Inc., Missoun Public Service
UtiliCorp United Inc., Missouri Public Service
Western Resources, Inc.

Raytown W:;ter Company

Missouri Gas Energy

UtiliCorp United Inc., Missouri Public Service

UtiliCorp Untted Inc., Missouri Public Service

Missouri Gas Energy

Western Resources, Inc. and
Kansas City Power & Light Company

UtiliCorp United Inc. and
St. Joseph Light & Power Company

UtiliCorp United Inc. and
Empire District Electric Company

TIAMO Telephone Company

Empire District Electric Company

UtiliCorp United Inc., Missouri Public Service
Empire District Electric Company

Aquila, Inc. d/b/a Aquila Networks-MPS Electric
Aquila, Inc. d/b/a Aquila Networks-L&P Electric

Aquila, Inc. d/b/a Aquila Networks-L&P Steam
Aquila, Inc. d/b/a Aquila Networks MPS Gas and
Aquila Networks-L&P Gas :

Trigen-Kansas City Energy Corp. and
Thermal North American, Inc.

WR-92-85
ER-93-37
GR-93-172
GR-93-240
WR-94-211}
GR-96-285
GM-97-435
ER-97-394
EC-98-126
GR-98-140

EM-97-515

EM-2000-292

. EM-2000-369

TT-2001-116
ER-2001-299
ER-2001-672
ER-2002-424
ER-2004-0034
HR-2004-0024
(Consolidated to:)

GR-2004-0072

HM-2004-0618

Schedule 1-2



CASE PROCEEDING PARTICIPATION

PHILLIP K. WILLIAMS, CPA, CIA

Date Viled | Issue | Case Number | Exhibit | Company Name _
Advertising, Dues & |ER-81-42 Kansas City Power &
Donations, Plant, Light Company
Depreciation Reserve,

Property Taxes
Material and Supplies, |{GR-81-155 The Gas Service
Cash Working Capital Company
Cash Working Capital |TR-81-302 United Telephone
Company
Payroll, O&M GR-81-332 Rich Hill-Hume Gas
Expenses Company
Cash Working Capital |ER-82-39 Missouri Public Service
[Company
Cash Working Capital |[WR-82-50 Missouri Public Service
Company
Cash Working Capital |GR-82-151 The Gas Service
Company
GR-82-194 Missouri Public Service
Company
Revenues WR-82-279 Missouri Water
Company-Lexington
Division
Fuel Expense ER-83-40 Missouri Public Service
Company
Cash Working Capital |GR-83-225 The Gas Service
Company
Revenues GR-14-24 Rich Hill-Hume Gas
Company
Unit 3/Extra Work, ER-85-128 Kansas City Power &
Unit 3/Back charges; Light Company
Phase IV _
Unit 3/Extra Work, ER-85-185 Kansas City Power &
Unit 3/Back charges; Light Company
Phase IV 7 o
Payroll, Payroll Taxes, {GR-86-76 KPL Gas Service
Pensions Company
Payroll, Payroll Taxes {TC-87-57 General Telephone
) {Company of the Midwest
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Date Filed

Issue

Case Number

Exhibit ]

_ Compaiiy Name

Pensions

GR-88-194

Missouri Public Service
Company

Revenues, Pumping
Power Expense,
Chemical Expense,
Vehicle Lease
Expense, Interest
Expense on Customer
Deposits, Bad Debt
Expense, Materials &
Supplies, Prepayments,
Customer Advances,
Contnibutions in Aid of
Construction

WR-88-255

Direct

U.S. Water/Lexington,
Mo, Inc.

Cash Working Capital

GR-90-50

KPL Gas Service

ER-90-101

UtiliCorp United, Inc.,
Missouri Public Service

9/6/1991

Deferred Income
Taxes; Liability
Insurance Expense,
Commission
Assessment Expense,
Income Taxes; Injuries
& Damages Accrual,
WOMAC Employee
Expense; Exempt
Employee
Compensation Study
Expense; Rate Case
Expense, Employee
Relocation Expense

GR-91-291

Direct

Kansas Power and Light
Company Gas Service
Division

Revenue Requirement,
Project Feasibility

GA-92-269

Direct

Missouri Public Service
Company

Payroll, Emplovee
Benefits, Payroll
Taxes, Administrative
& General Expense,
Donations, Board Fees,
OQutside Services, Rate
Case Expense

Payroll, Salary
Increases

WR-92- 85

Direct

Surrebuttal

Ravtown Water Company

GR-93-240

-{Westemn Resources, Inc.

Schedule 2-2




[Date Filed

Issue

" | Case Number

_ Exhibit |

Compiiny Name:

1/22/1993

i

Ralph Green No. 3
Lease Expense,
Injuries & Damages
Expense; Property Tax
Expense ; Interest
Expense on Customer
Deposits; Customer
Deposits; Customer
Advances;
Prepayments; Materials
& Supplies;
Depreciation Expense;
Ptant in Service;
Amortization Expense;
Rate Base;
Depreciation Reserve

ER-93-37

Direct

UtiliCorp United Inc.
d/b/a MO Public Service

5/28/1993

Plant in Service;
Accounting Authority
Order; Corporate
Overheads; Injuries &
Damages Expense;
Property Tax Expense;
Interest Expense on
Customer Deposits;
Customer Deposils;
Customer Advances;
Prepayments; Matenals
& Supplies;
Amortization Expense;
Depreciation Reserve,
Rate Base;
Depreciation Expense

GR-93-172

Direct

Missourl Public Service a
Division of UtilliCorp
United, Inc.

Payroll, Payroll Taxes,
Insurance, Employee
Benefits, Materials and
Supplies, Prepayments,
Customer Deposits,
PSC Assessment,
Maintenance Expense,
Admin and General
Expenses, Donations,
Board Fees

WR-94-211

Direct

Raytown Water Company

GR-96-285

Missouri Gas Energy

Schedule 2-3



Date Filed Issue  Case Number | Exhibit Company Name
:3/28/1997  IPlant; Amortization of [EO-97-144 Direct UtiliCorp United Inc.
Authonty Orders; Sale d/b/a MO Public Service
i of Accounts '
Receivable; Property
Taxes; Customer
Advances; Customer
] Deposits; Prepayments;
| Materials and Supplies;
Depreciation Reserve;
Depreciation Expense
3/28/1997  |Prepayments; EC-97-362 Direct UtiliCorp United Inc.
Amortization of d/b/a MO Public Service
Authority Orders; Sale
of Accounts
Receivable; Plant;
Property Taxes;
‘ Customer Advances;
Customer Deposits;
Materials and Supplies,
Depreciation Reserve;
Depreciation Expense
9/16/1997  iPlant; Property Taxes; {ER-97-394 Direct MO Public Service, A
Depreciation Reserve; Division of UtiliCorp
Depreciation Expense; United Inc.
Accounting Authority
| Order Amortization;
i Accounts Receivable
Sales; Property Taxes
9/30/1997  iGain on Sale of Assets {GM-97-435 Rebuttal  {Missouri Public Service,
A Division of UtiliCorp
United Inc.
EC-98-126 UtiliCorp United, Inc.,
§ Missouri Public Service
15/15/1998  |Public Affairs and GR-98-140 Surrebuttal {Missouri Gas Energy, A
| Community Relations Division of Southem
: Union Company
7/10/1998  (Staffs’ Accounting GR-98-140 True-Up  (Missoun Gas Energy, A
Schedules; True-Up Division of Southemn
Methodology; Payroil; Union Company
Payroll Taxes; Payroll
Expense Ratio; AMR
; Employee Savings
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Date Filed .| - TIssue Case Number | Exhibit | = -Company Name
1/4/1999  iGross Down Factor;  {GR-98-140 Rehearing [Missouri Gas Energy, A
Gross Up Rebuttal [Division of Southern
Union Company
4/26/1999  |Rale Disparity; EM-97-515 Rebuttal  |{Western Resources Inc.
Advertising Savings; and Kansas City Power
Insurance Savings;, and Light Company
Vehicle Savings;
Facility Savings;
Administrative and
General Savings
5/2/2000 Historical Rate EM-2000-292 iRebuttal [UtiliCorp United Inc. / St.
Increases/ Reductions; Joseph Light and Power
Cost per kWh
Comparison
6/21/2000 |Historical Rate EM-2000-369 [Rebuttal |UtiliCorp United Inc. /
Increases/ Reductions; Empire District Electric
Cost Per kWh Company
Comparisons
11/30/2000 |Revenue Requirements [TT-2001-116  {Rebuttal jlamo Telephone
Company
4/3/2001 Postage Expense; Test |ER-2001-299  [Direct The Empire District
Year/True Up; latan Electric Company
Maintenance Expense;,
Bad Debt; Banking
Fees; State Line Plant
Maintenance Expense;
Interest on Customer
Deposits; Injuries and
Damages;
8/7/2001 Maintenance Expense |ER-2001-299 [True-up  |The Empire District
Direct Electric Company
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Ipate Filed

o Issue

Case Number

“Exhibit

{  Compaiy Name -

112/6/2001

AFUDC; Test Year:
Sale of Accounting
Receivable; Plant:
True-Up; Jurisdictional
Allocations; Cost per
Kwh Comparison,
Historical Rate
Increases/Decreases;
Cash Working Capital;
Depreciation
Expense/Depreciation
Reserve; Accounting
Authority Order;
Pensions and OPEBS

ER-2001-672

Direct

UtiliCorp United Inc.
d/b/a Missouri Public
Service

1/22/2002

12/6/2001

Cost Per kWh
Comparison

Accounting Authority
Order; Test Year,
True-Up Jurisdictional
Allocations; Historical
Rate
Increases/Decreases;
Depreciation Expense/
Depreciation Reserve;
Cost per Kwh
Comparison;
Revenues,
Uncollectible Expense;
AFUDC and Sale of
Accounts Receivable;
Cash Working Capital
Plant

ER-2001-672

Surrebuital

UtiliCorp United Inc.
d/bfa Missour Public
Service

EC-2002-265

Direct

K U-{'iiiCorp United Inc.

d/b/a Missouri Public
Service

5 1/22/2002

Cost Per kWh
Comparison

EC-2002-265

Surrebuttal

UtiliCorp United Inc.
d/bfa Missourt Public
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Date Filed | Issue Crise Numiber | Exhibit |  Company Name
8/16/2002 Test Year; ER-2002-424  |Direct The Empire District
Junsdictional Electric Company
Allocators; State Line
Maintenance Contract;
State Line 1 and
Energy Center 1 & 2
Maintenance Contract;
latan Maintenance
Expense; Asbury
Maintenance Expense;
Miscellaneous
Expenses & Banking
{Fees;
9/24/2002  Securtty Rider ER-2002-424 [Rebuttal {The Empire District
Electric Company
12/09/2003 (Test Year, ER-2004-0034 {Direct Aquila, Inc. d/b/a Aquila
Jurisdictional and Networks-MPS and
Allocations; Revenue {HR-2004-0024 Aquila Networks-L&P
Requirement; Rate
History
01/06/2004 |Test Year, GR-2004-0072 |Direct Aquila, Inc. d/b/a Aquila
Jurisdictional Networks MPS Gas and
Allocation Factors, Aquila Networks-L&P
Asset Impairment Gas
Write-Down of Eastern
System
10/14/2004 |Merger HM-2004-0618 iRebuttal  |Trigen-Kansas City
Recommendations, Energy Corp. and

Asset Impairment
Write-down, Original
Cost of Rate Base,
Description of Chilled
Water Sysiem,
Acquisition Premium,
Affiliated Transactions

Thermal North American,
Inc.
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Chapter 20—Electic Utilities

4 CSR 240-20

Title 4~DEPARTMENT OF
ECONOMIC DEVELOPMENT
Division 230 —Public Servive
Commission
Chapter 20—Electric Utilities

4 CSR 240-20.0810 Kate Schedules
(Rescinded Aprit 30, 2003)

AUTHORITY: s¢ction 393.140. R¥Mo 1986,
Origingl rule filed Dec. 19, 1973, effective
Dec, 19, 1975, Amewled: Filed Moy {96,
1977, effective Dec. H, 1977, Rescinded:
filed Ang. 16, 2002, effective April 3G, 2003,

4 CSR 246-20.045 Aflifinte Transactions

PURPOSE: This rule is imended 1o prevent
regrlated wiilities from subsidizing thelr non-
reguiated vperalions. {n order 1o accomplish
whis objeciive, the rule seis forth financinl
Mardards, evidenliqry standards and record-
keeping requirementy applicable to dmy Mis-
souri Public Service Commission (cemmis-
sipny  regulated  electrical  corporation
whenever such corporation participares in
transactions with any affiliated entity {except
with regard t0 HVAC services as defined in
seciion 386,754, RSMeo Supp. 1998 by the
General Assembly of Missouri). The rde and
iy gffective enforcement will provide the pub-
fic the asswrance gl their raes are not
adversely impacted by the wtilities” nonyegu-
lared activities.

(1) Definitions.

(AY Affilinted entity means any person,
including an individval, eorporation, service
company, corporate subgidiary, firm, pariner-
ship, ineosporsted or unincerporaied associy-
tion, political subdivision including a public
uiifity disirikd, eily, town, tounty, or a com-
bigation of political sabdivisions, which
diveedy or indicectly, theough oae (1} or more
imtermediaries, controls, is controlled by, ot
is under common conttol with the regulated
clecirical corperation.

(B} Affiliate transaction mesas any trang-
avtion for the provision, purchase or sale of
any information, asset, product or service, of
portion of any product or service, between a
cegulared electrieal corporation and an affili-
ated entity, and shall include all franssotions
carried out between any unregolated business
gperation of a regulated electrical corporation
and the regulated business operations of a
electrical cotporation, Ag alliliate transaction
for the purposes of this rule excludes heating,
ventilating and wir covdiioning (HYAC) ser-
vices as defined i section 386754 by the
General Assembly of Missauri.

(€35 Control Linctuding the terms “control-
ling.” “comrolled by,” and “comumoen con-
trol 7y means the possession, directly or indi-
rectly, of the power to dicect, or to cause the
directinn of the manngement of policies of an
entity, whether soch power is exevcised
through oae (17 or more atermediary enti-
ties, or glone, or in conjunciion with, or pur-
supsl o an apreement with, one or moere
other entities, whether such power is exce-
cised through 3 mijority ot sminority owner-
ship or woiing of secorities. common direc-
tars, officers or stockholders. wiing trusts,
holding trusts, affiliated emtities, contract of
any other direct or indirect means, The com-
mission shall presume that the bepeficial
ownership of ten percent (10%) or more of
voling seeurities or partwership interest of ap
entity coastitues cuntrol for purposes of this
role, This provision, however, shall not be
constreed to prohibil & regutated clecirical
corparation from sebutting the presumplion
1hit its ownership interest in an enity confers
contraf, .

(D} Covporsie sapport means jpis corpo-
rate oversighl, governance, support systems
aid personnel, involving payroll, shareholder
services, Fimoncial  teporting,  humas
resources, employee records, pension man-
agement, legal scrvices. and rescarch and
development activities.

(E} Derpatives means & fnancial insra-
ment, traded on ot off an exckange, the price
of which is directly dependent wpon {i.e.,
“derived from™) 1he wlue of one or more
underlying securities, equity indices, debt
instruments, commaodities, other derivative
instruments, or agy agreed-upon pricing
index or arrangement {e.g., the movement
over time of the Consumer Price hudex or
freipht cates). Derivatives involve the trading
of rights or obligations based on the uynderty-
ing produtt, but do not divectly transfer prop-
erty. They are used to hedge risk or to
exchange o feating ote of retorn for o fixed
rate of returs.

(F) Fully distributed cost (FDC) menns
methedology thet examines all costy of an
enterprise in relation fo all the goods and ser-
vices that ure produced. FDC requires recog-
nition of afl cosss inenrred ditectly or indic
rectly used o produce a good or service,
Costs we assigned either theough a divect or
attocated approach, Costs that catnot be
directly assigned or indirectly allocated (e.g.,
genersl and administrative) must also be
incloded i the FDC calenlation through a
generst nljocation.

{5y laformation means any data obrained
by 2 regulated elecirical carporation that is
net obtainable by nonaffiliated emities or cy
only be obtained ar a competitively pro-
hiblttve cost in either time or resourees,

(H} Preforentinl service means information
of treatment ot actions by the repulated elec-
rea) corporation which places the affiliated
entity at an uofair advantage over its com-
petitozs.

b Repudased electrical corporation means
every electrical corporation as defined i sec-
tien 386 020, RSMo, subject (o commission
regulation purssam to Chapeer 393, REMo.

£F) Unfair advaniape means ag advantage
that exnuol be obtained by nonalTilated eqi-
ties or can only be obtamed W o competitive-
Iy prohibitive cost in either fime or resourees.

{K} Variance means an exemplion granted
by the commission from any applicable stac-
dard requited pursuan: o this rule,

{2) Standards.

(A) A reguiated elecirical corporation shall
not provide s financial advantage w0 an affili-
ared eatily. For the purposes of this mle a
regulated elecirical corporation shall be
deemed to provide a fipancial advantage (o an
affiliated entity i

1. B compensates on affiliated entity $or
goods or services above the lesser of—
A. The falr market price; or
B. The fufly distributed cost 10 the
regulated electrical corpotation o provide the
gonds or services for lsell; ot
2. 1t transfers information, assets, goods
or services of any kind w0 an affiliated entity
below the greater of—
A, The fair market price; or
B, The fully distvibuted cost to the
regotated electrical corporation,

(B} Except as necessary (o provide eorpe-
mle support functions, the regulated electri-
eal corporaiion shall conduct its business in
such a way as nol 1o provide any preferential
service, information or teeatment to ag aflili-
ated entity over another party @ any lime.

{€7 Specific cusiomer information shatt be
made available 30 afftiated or unaifilizted
entities only upon consent of the customer or
as otheTwise provided by Jaw oy commission
rules or orders. General or aggrepaied cus-
tomer information shall be made available to
affiliated or unaftibated entities upon simitar
serms dnd conditions. The reguiated electrical
corporation may set ceasonable charges for
costs incurred in producing cuslomer mbor-
mation. Customer information includes infor-
maion provided 1o the regolmed wility by
affaiated or vaaffliated entities.

MarT BLuny  {3/31/03}
Secretary of State

CODE OF STATE RESULATIONS
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D The repubdted clecttiest corporation
shali nat participate n any affilisted transgs-
tions which are a0l in complinnee with this
rabe, except as otherwise provided in section
{$ of this rule.

{Ey B oo ocostomer Tequests informaion
from the regulated electricsd corposmtion
abont goods or services provided by an il
wied sotity, the repulated elocicisat corpora-
tion may provide information abont its affile-
ate but wmust infarm the vostomer that
segulated services are aot tiad 1o the use of an
affifiate provider and that ofber serviee pro-
viders may be mailable. The regulated elee-
srical corporation muy peovide refereace to
ather service providers or fo conimercial list-
ings, bt is mot tequired 1o do so. The rogu-
lated elecirical corporation shall include in s
sauual Cost Allocation Manual (CAMY, the
ceiteria, grridelines and proceduns & wi fob-
fow to be in complence with this rule.

{Fy Murketing materials, isformation or
advertisements by an affilisie ety tha share
an wxagt of simiar name, foge or teadenark
of the regutated otility shall deardy display o
anponacy that the affiiiate entity i3 ned regu-
fatedt by the Missonri Public Service Com-
mission.

(D) Bvideatinry Standards for Affifinte Trans
actions,

{A) When » regulaied electcieal corpera-
tiog purehases information, assets, goods or
servives fromm aa oflifiated entity, the regolat-
el eleetsical corporation shall either obtudp
competitive bids for sueh infirmattor, assats,
goods of services ot demonstite why com-
peditive bids were neither necessary  noy
appropriste.

{83 In tramsactions that invwolve either the
purchase o recelpt of information, asses,
goods or services by & regulated elecirics)
corporation fram m aflitiated entily, the rep-
wlated eledirical eorportion shall docsmen:
both the fair smrket price of such informa-
tion, assns, goods and serviees and the FDC
te 1he reglatesd elecirieal corporaion 1o pm-
duce the information, dssts, poods or er-
viges for itgelf,

(€} In transpctions 1he involve the provi-
stom of information, assets, goods o services
to affilisted entities, the reguisted eleciricaf
sorporalicn must demonstrate that it—

1. Considerest all costs ingutred to com-
plote the frinsaction:

2. Caloulated the costs at times retevin
Lo the transaction;

3. Allponted alf juint and cogpon costs
appropeiately; and

4. Adeguately determined the faie muw-
ket price of the information, ssses, goods or
Services.

(D} 1n transactions mwlvise the puschuse
of goods or seevives by the repulaied electri-
et eotpormion from ws wfTiisted entity, the
reguisted electrical vorporation will use o
conntission-upproved CAM which seis loeth
cost gllocution. market valuation ad imernal
oot methods, This CAM can wse bonch-
marking practices thal ean constitute compli-
anee with the murket value requicements of
this section if spproved by the commission,

{41 Recard Keeping Reguirements.

(A1 A regulnied gleciricst cotporation shull
majitain books, nccounts and recorls sopa-
rate froan those of ity affiliates.

{8} Euch reguiated electrical gorpormion
shadl maintain the following information in g
mutially agresd elestronic Rormat (i
agreement between the staff, Office of e
Pubtic Counsel and the repuluted elecirical
eorporationy segarding affiliste transactions
ot 4 calendyr yeor basis and shail provide
ek mformation 10 te commission stafl and
the Office of e Public Counsel on, or
befiste, March 15 of the smeeceding yoan

1. A full and complele Hsi of all affiliat-
od entities as defined by this raie;

2. A fulf and cosplete list of o] goods
msd services provided to or reeeived from
affitinred entities,

3. A fulf and complete Hist of all con-
tracts entered with affifiatod entities:

4, A full and complete st of sl affilise
wapsactions undestaker with aifilisted enti-
tigs without & written conteaet 0gether with
brief explanation of why there was o con~
tract;

3. The amowst of wll affiline transee-
tiong by affiined entity and account charged;
and

6. The basis used {e.g., falr market
price, FDC, ele.) 1o revord each type of affil-
Tt trensaction.

{CY fn nddition, each regulated elocrrical
corperation shall masintain the following
information roparding affiliate transnctions
op a velendar year basis:

1. Records idemifying the basis used
{e.2., fair market price, FRC, e} (o record
alf affilizte triwsactions: and

2 Bouks of accounts amd supporting
records in sufficient desail to permit vorifics-
tiost off omspliance with this rofe.

(53 Reeords of Afffliated Entities,

{A} Each repulated clectricad cotporation
shatl ensire that s prrent und wny other alfil-
inted entities nmintain books and cesoeds that
include, at o mmbaum, the Rllowing infor-
maion regarding affiline trapsactions

. Documentation of the costs associsi-
od with affilae trassnotions that are ingurred

by the parent or affilinted entity and charged
to the regulated electrical vorporation,

2. Documeptating of the melhods used
te allocate andfor share coses buiween affili-
ated  entities including other jurisdictions
andéor corporate divisinns;

3. Deseription of costs that are not sub-
ject 0 allosgsion to alfilise ransactions and
documeniation supporting the aosussignment
of these costs to affdime grunsactions,

4. Deseriptions of the 1ypes of sorvices
that corporate divisions andfer other conteal
ized functions provided to any affitinted el
ty or division aceessing the regulsted electri-
cal corporation’s comrasied serviess or
facitities,

3. Names and job descriptions of the
employecs from the regulated elecirical cor-
poration. that wansferred to a nonregelaed
sffilinted entity:

6. Evaluations of the effect on the relia-
biliry of services provided by the regulated
electrical corporation resulting {from the
secess 1 regukated contracts andfor facilities
by affiliated entities:

7. Policies regatding the avilability of
ustomer information ond the sccess 1 ser-
vices maitable o nonregulaed affiiated enii-
ties desiring wse of the regnlated electrical
corporation’s contracts and fecilities; and

8. Descriptivas of and supporting dece-
meabtion relaed o any use of derivatives
that may be related 1o the regulated elecirical
corporglion's operation even though oblamed
by the parent or affilated entity.

{63 Arcess to Records of Affillated Entities.

iA) To the extent penmitted by applicable
fmw &od pursuaal o established commisaon
discovery provedures, a repulnted electrical
corporgtion sholl make avallable the books
and meeords of its patent and any other affili-
ated elities when required ia the application
of this ruie,

{8y The commission shall have the anthor-
ity o

t. Review, inspest and sudit books,
accounts nnd ather records kept by a regulas-
ed electrical corporation or affilised enity
far the sole purpose of eusuring compliancs
with this rule asd meking fmlings avaiisble
to the commission; and
2. Imvestigate the operations of 2 regu-

latedd electrical corporation or affilinted enti-
ty and their relntionship th each other for the
sole purpose of ensaring complinnce with this
fule,

) This rule doos oot modify existing
fegal standards regarding which party bas the
toden of proof e cosmission proceedings.

CODE OF STATEREGULATICHS

{3134103) Mary Buuwr
Becrafaty of State
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(7) Record Retention.

{A) Records required under this rule shall
be maintained by each regulated electrical
corporation for a period of not less than six
(6) years.

{8) Enforcement.

(A} When enforcing these standards, or
any order of the commission regarding these
standards, the commission may apply any
remedy available to the commission.

(9) The regulated electrical corporation shall
train and advise its personncl as o the
requirements und previsions of this rule ag
appropriale to ensure compliance.

(F0) Variances.

{A) A variance from the standards in this
rule may be obiwined by compliance with
paragraphs (103(A)1. or (E0)(A)2. The grant-
ing of a variance to one regulated electrical
corporation does not constitute & waiver
respecting or otherwise affect the required
compliance of any ather regulated electrical
corporation to comply with the standurds.
The scope of a wariance will be determined
based on the facts and circumstances found in
support of the application.

1. The regulated electrical corporation
shall request a variance upos written applicu-
tion in accordance with commission proce-
dures set out in 4 CSR 240-2.060(11); or

2. A regulated electrical corporation
may engage in an affiliate transaction not in
compliance with the standards set out in sub-
section (2Y¥A} of this rule, when 10 iis best
knowledge and belief, compliance with the

standlards would not be in the best interests of

its regelated customers and it complies with
the procedures required by subparagraphs
(0)A)2. AL and (10)(A)2.B. of this rule—

A. All reports and record retention
requirements for cach affiliate iransaction
must be complied with; and

B. Notice of the noncomplying affili-
ate transaction shall be filed with the secre-
tary of the commission and the Office of the
Public Counsel within ten (10) days of the
occurrence of the non-complying affiliate
transuction. The notice shall provide a
detailed explanation of why the attiliate trans-
action should be exempted from the require-
ments of subsection (2)(A), and shall provide
a detailed explanation of how the affiliate
transaction was in the best interests of the
repulated customers. Within thirty (30) days
of the notice of the noncomplying affiliate
transaction, ary party shatl have the right to
request a hearing regarding the noncomply-
ing alfiliate transaction. The commission may
grant or deny the request for hearing at rhat

time. 1f the commission deries a request for
hearing. the denial shall not in any way prej-
udice a party’s ability to challenge the affili-
ate transaction at the time of the anneal CAM
filing. At the time of the filing of the regulat-
ed elecirical corporation’s annual CAM filing
the regulaied electrical corporation shall pro-
vide to the secretary of the commission a list-
ing of all non-complying affiliate transactions
which occurred between the period of the jast
filing and the current filing. Any affiliate
transaction submitied pursuant to this section
shall remain interim, subject to disallowance,
pending final commission detersnination on
whether the noncomplying affiliaie transae-
tion resulted in the best interests of the regu-
lated customers.

(11} Nothing contained in this rule and no
action by the commission under this rule shall
be construed 1o approve or exempt aay activ-
ity or arrangement that would violate the
antitrast laws of the state of Missouri or of
the United States or to limit the rights of any
person or entily under those laws.

AUTHORITY: sections 386.250, RSMo Supp.
1998, and 393.140, RSMo 1994.* Original
rile filed April 26, 1999, effective Feb. 29,
2000,

*Original awhority: 386.250. RSMo 1963, amended
1967, 1977, 1980, 1987, I988. 1961, 1993, 1993 1996
and 393.140. RSMo 1939, amended 1949, 1957,

4 CSR 240-20.017 HVAC Services Affiliate
Transactions

PURPOSE: This ruie prescribes the require-
ments for HVAC services affiliated entities
and reguiated eleciric corporations when
such electric corporations participate in affil-
iated transactions with an HVAC affiliated
entity as set forth in sections 386.754,
386.756, 386.760. 386.762 and 386.764.
RSMo by the General Assembly of the State of
Missoueri.

(1) Definitions.

(A) Affilinted entity means any entity not
reguiated by the Public Service Commission
which is owned, controlled by or vnder com-
mon control with a utility and is engaged in
HVAC services.

(B) Control (including ihe terms “control-
ling,” “controlled by,” and “common con-
trol”) means the possession, directly or indi-
rectly, of the power to direet, or to cause the
direction of the management or policies of an
entity, whether such power is exercised
through ([} one or more intermediary enti-
ties, or alene, or in conjunction with, or pur-

suant 10 an agreement with, one (1) or more
other entities, whether such power is exer-
cised through a majorily or minority owner-
ship or voting of securities, common direc-
tors, officers or stockholders, voting trusts,
holding trusts, affiliated emtities, contract or
any other direct or indirect imeans. The com-
mission shall presume that the beneficial
ownership of more than ten percent (10%) of
woting securitics or partnership interest of an
entity confers control for purposes of this
rule. This provision, however, shail not be
constried to prohibit a regulated electric cor-
poration from rebuiting the presumption that
its ownership interest in an enlity confers
control.

(C) Fully distributed cost means a method-
ofogy that examines all costs of an enterprise
in relation to all the goods and services that
are produced. Fulty disiributed cost requires
recognition of all costs incurred directly or
indirectly used to produce a good or service.
Costs are assigned either through a direet or
allocated approach. Costs that cannot be
directly assigned or indirectly allocated {e.g.
general and administrative) must also be
included in the fully distributed cost caleufa-
tion throwgh a general allocalien.

(D) HVAC services means the warranty,
sale, lease, rental, installation, constriction.
modernization, retrofit, maintenance or
repair of heating, veatilating and air condi-
tioning (HVAC) equipment.

(E) Regulated ¢lectric corporation means
an electrical corporation as defined in section
386.020, RSMo, subject to commission reg-
ulation pursuant 10 Chapter 393, RSMo.

(F} Utility contractor means a person,
including an individual, corporation, firm,
incorporated ot unincorporated association or
other business or legal entity, that contracts,
whether in writing or not in writing, with &
regulated electric corporation to engage in or
assist any entity in engaging in HVAC ser-
vices, but does not include employees of a
repulated electric corporation.

(2} A regulated electric corporation may not
engage in HVAC services, except by an affil-
inted entity, or as provided in section {8) or
{9) of this rule.

¢3) No affiliated entity or utility contractor
may use any vehicles, service tools, instru-
ments, employees, or any other regulated
electric corporation assets, the cost ol which
are recoverable in the regulated rates for reg-
ufated electric corporation service, 1o engage
in HVAC services unless the repulated elec-
tric corporation is compensated for the use of
such asscts at the fully distributed cost to the
regulated electric corporation,

Marr BLUnT  (3/31/03)
Secretary of State
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