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Public Counsel’s Statement of Positions

Comes Now the Office of the Public Counsel (Public Counsel) and for its Statement of Positions on the agreed upon List of Issues states as follows:

1.
Rate of Return: What rate of return should be used in determining the revenue requirement?

Public Counsel: The appropriate after-tax rate of return that should be used to set AmerenUE's revenue requirement is within the range of 8.31% to 8.56%.  

This rate of return range is based on a return on equity range of 9.40% to 9.83% applied to AmerenUE's actual capital structure.

2.
Depreciation:  

A.
Average Service Lives: What plant average service lives should be used in determining depreciation rates?

Public Counsel: Public Counsel supports the position of Staff.

B.
Net Salvage: Should the net salvage for plant upon retirement be expensed or included in the calculation of depreciation rates?  If treated as an expense, what amount should be included in cost of service for net cost of removal?

Public Counsel: Public Counsel supports the position of Staff.

C.
Depreciation Reserve Imbalance: Is it appropriate to amortize in rates any depreciation reserve imbalance?  If so, should the imbalance be amortized over twenty years or forty years? 
Public Counsel: Public Counsel supports the position of Staff.

D.
4 CSR 240-10.020: Does 4 CSR 240-10.020 require any adjustment in this case for return on depreciation reserve?  If so, what adjustment does 4 CSR 240-10.020 require?

Public Counsel: No, Public Counsel believes ratepayers should receive treatment equal to the treatment afforded stockholders for funds provided that support rate base.

3.
Weather Normalization Adjustments: What adjustments for weather should be made to normalize the impacts of weather on customer usage and revenues during the test year?

Public Counsel: Staff’s adjustment should be adopted, but modified to reflect the application of a more accurate average rate to the kWh adjustments for each customer class.

4.
Non-Weather Normalization Adjustments: What adjustments for non-weather items should be made to normalize the impacts of these items on customer usage and/or revenues during the test year?

Public Counsel: Public Counsel supports the position of Staff.

5.
Customer Growth: What usage allowance for customer growth, if any, should be reflected in the determination of revenue requirement in this case?

Public Counsel: An adjustment for customer growth is appropriate.  Staff’s adjustment should be modified to eliminate the effect of seasonality on the number of customers.

6.
Sulfur Dioxide (SO2) Allowance Revenues: What amount for revenues received from sulfur dioxide (SO2) allowance transactions should be included in cost of service?

Public Counsel: The amount of SO2 revenues in the test year, $912,216, should be increased by $23,412,500 so that a total of $24,324,716 would be included in the cost of service.   

Public Counsel’s alternative recommendation is that the Commission should recognize the total amount of SO2 emission allowance transactions revenues that have been booked in the ten months following the test year (July 1, 2001 through May 31, 2002).  For this ten month period, Public Counsel identified $19,129,500 in testimony and this figure may be updated once more complete information becomes available.  

The absolute minimum amount of SO2 transactions revenue that should be included in cost of service is the $9,452,974 that UE includes in its proposed cost of service.  If the Commission does not accept either Public Counsel’s primary or alternative recommendations, then Public Counsel recommends including the $9,452,974 in SO2 emission allowance revenues that the Company acknowledges plus the confidential emission allowance sale figure identified in line 14 on page 42 of Ryan Kind’s surrebuttal testimony for a sale that was not reflected in the $9,452,974 figure calculated by UE.

7.
SO2 Allowance Authority: Should the authority that the Commission granted to UE in Case No. EO-98-401 to manage, within certain limits, its SO2 emission allowances inventory be modified as recommended by Public Counsel?

Public Counsel: Yes.  The authority that the Commission granted to UE in Case No. EO-98-401 to manage, within certain limits, its SO2 emission allowances inventory should be modified so that: (1) unless UE obtains prior Commission authority to do so, UE is not allowed to engage in SO2 transactions that generate more revenues annually than the level of SO2 allowance transaction revenues that are reflected in the revenue requirement and rates that the Commission approves in this case, and (2) UE no longer has authority to engage in any type of SO2 transactions with affiliated entities absent prior Commission approval.

8.
Income Taxes: What amount for income taxes should be included in cost of service?

Public Counsel: In UE’s cost of service, income tax expense should be adjusted to reflect the reduction to deferred income tax expense resulting from any increase in book depreciation due to the change in depreciation rates.  In addition, the deferred income tax expense should be adjusted to match the elimination of the tax reconciling item for the FASB 106 liability.


     8(a). Deferred Income Taxes: Should certain accumulated deferred income 


 taxes (“ADIT”) be deducted in the determination of rate base?

Public Counsel: Certain debit balances of ADIT should be eliminated from rate base.  Those debit balances relate either to deferred credits that are not deducted from rate base or items that are not considered in the determination of revenue requirements.

9.
Energy Losses: What factor for energy losses should be used to account for energy losses that occur between the generation sources and customers’ meters in UE’s system, how should these losses be used and should different loss factors be used for different customer classes and jurisdictions supplied at different voltages levels?


Public Counsel: Public Counsel supports the position of Staff.

10.
Fuel and Purchased Power: What amount for fuel and purchased power costs for UE’s native load should be included in cost of service?

Public Counsel: Fuel and purchased power costs (excluding natural gas prices), as developed by Staff utilizing its RealTime Production Costing Model should be used in the establishment of Missouri retail rates.  The inputs into the model (excluding natural gas inputs) are reasonable and the results are reasonable based upon historical experience.  Natural gas costs should be normalized to account for its volatility.

11.
Test Year Production Expense: Should the starting point for determining test year production expense be the amounts reflected on UE’s books for the twelve months ending June 30, 2001 or the twelve months ending September 30, 2001?

Public Counsel: The starting point should be for the twelve months ending June 30, 2001, as ordered by the Commission.

12.
Test Year Revenues: Should the starting point for determining test year revenues be the amounts reflected on UE’s books for the twelve months ending June 30, 2001 or the twelve months ending September 30, 2001?

Public Counsel: The starting point should be for the twelve months ending June 30, 2001, as ordered by the Commission.

13.
Venice Power Plant Fire Normalization: What amount for costs related to the August 2000 Venice power plant fire should be included in cost of service?

Public Counsel: All costs and insurance reimbursements related to the fire at the Venice Power Plant should be viewed as a single event.  To the extent that the total fire costs incurred were reimbursed by the total insurance proceeds received, those costs should be disallowed.

14.
Capacity Purchases for Firm Retail and Wholesale Load (“native load”):

Should the profits from UE’s and Ameren Energy Generating Company (AEG)/Ameren Energy Marketing Company (AEM)’s off-system sales be allocated between UE and AEG/AEM according to the Joint Dispatch Agreement (JDA) on the basis of UE’s and AEG/AEM’s monthly load requirements, as proposed by UE, or on the basis of the contribution of UE’s and AEG/AEM’s share of monthly energy from resources jointly used to meet load requirements plus off-system sales, as proposed by Staff?

Public Counsel: Public Counsel supports the position of Staff.

A.
Should UE’s reserve requirements for meeting its summer 2001 peak be treated as having been met by the contract between UE and AEG/AEM, as proposed by UE, or by the cost as if UE had built, operated and maintained combustion turbines identical to those brought on line by AEG at Columbia, Missouri and Pinkneyville, Illinois?


Public Counsel: Public Counsel supports the position of Staff.

B.
What amount for power capacity purchases for UE’s native load, if any, should be included in cost of service?  



Public Counsel: Public Counsel supports the position of Staff.

15.
Allocations of Fuel and Purchased Power Costs: Should fuel and purchased power costs incurred on a joint dispatch basis be allocated pursuant to the current JDA or should they be allocated or assigned based upon proportional savings achieved by UE and AEG derived from considering savings each entity achieves relative to stand-alone dispatch costs?

Public Counsel: Allocation of joint dispatch savings on the basis of savings relative to stand alone generation costs is reasonable, rational and equitable.  The current JDA, which provides for transfers of energy between UE and AEG at incremental costs, is extremely unfair to UE and extremely beneficial to AEG because UE provides much more energy at incremental cost to AEG than AEG provides to UE.  

Furthermore, the is no merit to UE’s argument there is a legal or “fairness” requirement that restricts the Public Service Commission’s ratemaking authority with regard to making allocations in this area based upon the JDA.

16.
Jurisdictional Allocations: Should UE’s production/transmission plant and expenses be allocated among its Missouri retail operations, Missouri wholesale operations and Illinois operations on the basis of a 12 CP (coincidental peak) methodology, as proposed by the Staff, or a 4 CP methodology, as proposed by UE?

Public Counsel: Public Counsel supports the position of Staff.

17.
Interchange Sales Profit (“margin”): What amount for interchange sales profit (margin) should be used in the determination of revenue requirement?

Public Counsel: Public Counsel supports the position of Staff.

18.
Callaway Refueling: Should a normalization adjustment be made with respect to the refueling at the Callaway nuclear power plant?  If so, what adjustment should be made?

Public Counsel: Yes.  The adjustment should spread the cost of the refueling over 18 months and should also reflect a normalized length of the refueling and maintenance outage.

19.
Nuclear Supervision & Engineering Expense: What amount for nuclear supervision and engineering expenses should be included in cost of service?

Public Counsel: The nuclear supervision and engineering expenses included in the cost of service should reflect the normal level of expense that the Company can reasonably expect to incur prospectively.  The level of expense incurred in the 12 months ended June 30, 2001 is abnormal.  Therefore, the expense should be normalized based on the actual experience over a number of years, requiring an adjustment of $10,627,000.

20.
Administrative & General Salaries: What amount for administrative and general salaries should be included in cost of service?

Public Counsel: The amount for administrative and general salaries included in the cost of service should reflect the normal level of expense that the Company can reasonably expect to incur prospectively.  The level of expense incurred in the 12 months ended June 30, 2001 is abnormal.  Therefore, the expense should be normalized based on the actual experience over a number of years ($40,283,000), requiring an adjustment of $3,157,000.

21.
Payroll: What method should be used to calculate the amount for payroll expense to be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

22.
Pension and OPEBs Expense: What amount should be included in cost of service for pension and other post-retirement employment benefit expenses?

Public Counsel: Public Counsel supports the position of Staff.

22(a). Should a rate base reduction be recognized for unfunded FAS 106 liability?

Public Counsel: Unless the Company can establish the accrual on the books for the unfunded FAS 106 liability does not represent ratepayer supplied funds, the accrual should be deducted from rate base.

23.
Incentive Compensation: Should incentive compensation be included in cost of service?  If so, what amount should be included?  

Public Counsel: Incentive compensation that is primarily related to the achievement of shareholder goals should not be included in the cost of service.  Incentive compensation that is primarily related to the achievement of ratepayer goals should be included in the cost of service.

24.
Outside Services: What adjustments to outside services expense should be made, if any, in this case?

Public Counsel: The amount for outside services included in the cost of service should reflect the normal level of expense that the Company can reasonably expect to incur prospectively.  The level of expense incurred in the 12 months ended June 30, 2001 is abnormal.  Therefore, the expense should be normalized based on the actual experience over a number of years.

24(a). Legal Fees: What amount for legal fees expense should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

25.
Rate Case Expense: What amount for rate case expense should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

26.
Post test-year security costs: Should amounts for security costs incurred after September 30, 2001 be included in this case?  If yes, then what amount should be included in the cost of service?

Public Counsel: Public Counsel supports the position of Staff.

27.
Cash Working Capital: What amount for cash working capital should be included in rate base?

Public Counsel: Public Counsel supports the position of Staff.

28.
Low-Income Customer Weatherization and Assistance Programs: Should an amount for low-income customer weatherization and assistance programs be included in cost of service?  If so, what amount should be included?

Public Counsel: Public Counsel would support the Staff’s proposal to set up an initial $5 million price stabilization fund, with an additional $1 million each following year to mitigate electric prices for low-income consumers.  The Public Counsel also supports the customer weatherization and assistance programs proposed by DNR.

29.
Energy Efficiency Services To Residential and Commercial Customers: Should an amount for energy efficiency services to residential and commercial customers be included in cost of service?  If so, what amount should be included?

Public Counsel: Public Counsel supports the position of DNR.

30.
Injuries and Damages: What amount for injuries and damages should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

31.
Automated Meter Reading Expenses: What amount for expenses related to automated meter reading should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

32.
Advertising: What amount for advertising expenses should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

33.
Territorial Agreements: What adjustment to cost of service, if any, should be made to reflect the impacts of territorial agreements?

Public Counsel: Public Counsel supports the position of Staff.

34.
Midwest Independent System Operator: Should the exit fee Union Electric Company paid for withdrawing its membership in the Midwest System Operator be recovered from Missouri consumers?  If so, what amount should be included in cost of service?

Public Counsel: No.  No amount of the exit fee Union Electric Company paid for withdrawing its membership in the Midwest System Operator should be recovered from Missouri consumers.  The MISO exit fees do not represent reasonable or prudent expenditures on behalf of the regulated operations of UE for two reasons.  First of all, because it failed to get the necessary Missouri PSC approvals for the action that the Company took (withdrawing from the MISO) that caused it to incur the MISO exit fees.  Secondly, the decision that UE’s parent company, Ameren Corporation, made to withdraw from the MISO was not done to further the ability of UE to provide safe and adequate utility service at just and reasonable rates.  Instead, the decision to withdraw was based on considerations related to the non-regulated operations of Ameren (the holding company that owns UE) and the future unregulated opportunities of Ameren.

35.
Tree Trimming Expense: What amount for trimming trees should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff

36.
Dues & Donations: What amount for dues and donations should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff

37.
Uncollectibles: What allowance for uncollectible debt should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff

38.
Environmental Expense: What amount for environmental expense should be included in cost of service?

Public Counsel: The $6,000,000 estimated expense accrual Company booked during the test year along with all other costs associated with the investigation and remediation of the Sauget Area 1 Site CS-F and the Sauget Area 2 Site P and Site Q should be disallowed.  Excluding these costs, the remaining costs booked during the test year ended June 30, 2001 should be allowed in the development of rates as the level of normal ongoing expense for environmental activities.

39.
Coal Inventory: Should the coal inventory allowed at the UE generation plants be determined by the generation needed to meet the Joint Dispatch Agreement or UE’s load and what amount for coal inventory costs should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

40.
Lobbying Expense: Should lobbying expense be included in cost of service?  If so, how much?

Public Counsel: All lobbying costs that the Company booked above the line during the test year for lobbying and legislative activities intended to influence the decisions of government officials regarding items such as proposed legislation should be disallowed because the Company has not provided any evidence as to how the costs benefited the ratepayers of the regulated electric company.

41.
Missouri Public Service Commission Assessment: What amount for the Missouri Public Service Commission’s annual assessment should be included in cost of service?

Public Counsel: Public Counsel supports the position of Staff.

42.
What applicability do Generally Accepted Accounting Principles (GAAP) have to (1) the use of cash v. accrual accounting, (2) the application of cost averaging and normalization practices, and (3) the exclusion of non-recurring items?

Public Counsel: Generally Accepted Accounting Principles (GAAP) represent a system of accounting concepts, standards, principles and procedures designed for the purpose of developing and reporting financial information for public reporting to external decision makers.  The financial information is most usually aggregated into a Uniform System of Accounts from which financial statements are prepared.  GAAP is primarily associated with the role of financial accounting, while the focus of regulatory ratemaking includes methodologies and procedures that may be considered non-GAAP.  In the process of developing a utility's rates it is a common, and accepted, practice in regulatory ratemaking to develop costs that are based upon methodologies utilizing annualizations and normalizations.  These costs are calculated so as to determine the level of normal ongoing costs that the utility is expected to incur in the near future rather than costs the utility actually booked which may not be representative of ongoing costs.  The Commission's statutory authority to protect the interests of all parties, and the State, is superior to that of GAAP with regard to regulatory ratemaking.  Thus, the Commission not bound nor required to adhere to GAAP.

43.
Class Cost of Service: How should UE’s cost of service be assigned to the customer classes?

Public Counsel: No party has presented a current and reliable class cost of service study that properly assigns UE’s cost of service to the customer classes.  (See Rate Design position below).

44.
Rate Design: How should the Commission implement any revenue change it orders in this case and address proposed revisions to existing tariff riders? 

Public Counsel: Absent a reliable class cost of service study, Public Counsel recommends that the Commission distribute any revenue change that it orders in this case as an equal percentage change to the customer classes based upon current class revenues.  Public Counsel recommends that the class revenue reduction be implemented through adjustment of non-customer charge rate components for each customer class.  

45.
How could this complaint adversely affect the Company’s union employees?

Public Counsel: The Commission is prohibited by statute from changing the terms of employment for employees subject to collective bargaining.  (Section 386.315 RSMo. 2000).

46.
Time of Use Program: Should the Commission establish a collaborative committee to design and evaluate an experimental residential Time of Use (“TOU”) program?  

Public Counsel: Yes.

47.
UE VERSION:  

Policy:  In addition to “cost of service,” what policy considerations should guide the Commission in deciding this case?  

A. Benefits of rate stability and reasonableness of UE’s current rates compared to other utilities.

Public Counsel: Application of the traditional rate of return regulatory model will not interfere with rate design objectives, including rate stability.

B. Financial impact on UE of Staff’s rate proposal.  

Public Counsel: The financial impact of the rate case recommendations of Staff and of Public Counsel would be just and reasonable to UE and its consumers.

C. Implications of UE’s infrastructure investment requirements.  

Public Counsel: The Commission should disregard alarmist statements made by UE regarding the urgency of the need for additional generating supplies in the state of Missouri.  Public Counsel believes that UE’s future generating capacity needs are highly uncertain at this time until the following related issues are resolved: (1) the potential transfer of UE’s Illinois service territory to AmerenCIPS and (2) UE’s continued future access to the generating capacity of Electric Energy, Inc (EEI) in which UE has a 40% ownership share and in which Ameren is the majority owner (it owns 60% of EEI, including UE’s 40% share).

D. The adequacy of the traditional regulatory model in light of changing industry and economic conditions, and its ability to provide the flexibility and incentives to facilitate increases in operational efficiency.

Public Counsel: The traditional regulatory model is adequate to promote the public interest.  Furthermore, Public Counsel would note that re-basing UE rates in this case based on the Company’s cost of service does not in any way preclude considering alternative regulatory models in the future for UE, once the pre-conditions for entering into an alternative regulation plan (See Public Counsel’s position below) have been satisfied.

E. The reasonableness of Staff’s rate of return and depreciation proposal compared to that which regulators have allowed in other jurisdictions.  

Public Counsel: Staff’s rate of return and depreciation proposals are consistent with decisions in other jurisdictions.  However, the Commission’s obligation to set just and reasonable rates based upon competent and substantial evidence is not met by comparing regulatory decisions from other states.

47. STAFF VERSION:  

UE’s Alternative Regulation Plan: Should the Commission adopt UE’s alternative regulation plan in lieu of establishing rates by traditional ratemaking principles and regulating UE on a traditional cost-of-service basis, as proposed by the Staff and Public Counsel?

Public Counsel: No.  Public Counsel does not believe that the Alternative Regulation Plan (ARP) proposed by UE would be just and reasonable nor would it be in the public interest. OPC does not believe that the Commission has the authority to order the adoption of the plan as proposed by UE.  

Public Counsel believes that, even if the design of the plan proposed by UE were in the public interest, that adopting the proposed plan at this time would not promote the public interest because UE cannot currently meet the necessary preconditions for putting such a plan in place.  Those preconditions include: (1) re-basing of rates based on UE’s cost of service, (2) resolving outstanding issues from the two previous experimental alternative regulation plans (EARP I and EARP II), including allegations of misstatements, manipulation of earnings, and affiliate abuse (3) having appropriate affiliate transaction guidelines and reporting requirements in place to help ensure that the outcomes of a new ARP are not harmful to consumers, and (4) having appropriate SO2 emission allowance trading guidelines and reporting requirements in place to help ensure that the outcomes of a new ARP are not harmful to consumers.  

Public Counsel does not oppose the Commission exploring the adoption of a properly structured incentive plan in a separate case in the future once the above preconditions have been satisfied.  Public Counsel testimony outlines several concepts that should be considered in designing such a plan.
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