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DIRECT TESTIMONY OF
ROBERTA A. MCKIDDY
EMPIRE DISTRICT ELECTRIC COMPANY
CASE NO. ER-2004-0570
Q. Please state your name and business address.
A. My name is Roberta A. McKiddy. My business address is 1845 Borman
Court, Suite 101, St. Louis, Missouri 63146.

Q. By whom are you employed and in what capacity?
A I am employed by the Missouri Public Service Commission (MoPSC or

Commission) in the Utility Services Division, Auditing Department, as a Utility Regulatory

Auditor IIL
Q. Please describe your educational background?
A. I carned a Masters of Business Administration degree from William Woods

University on June 8, 2000. I earned a Bachelor of Science degree in Business
Administration with an emphasis in Finance from Columbia College in July 1997 and
obtained an emphasis in Accounting in October 2002.

Q. Please describe your work background.

A, Prior to employment with the Commission, I was employed by the State
Emergency Management Agency for the state of Missouri. I also have previous experience
in the areas of accounting, insurance, real estate lending and consumer protection.

Q. Please describe your duties while employed by the Commission.

A I am currently employed as a Utility Regulatory Auditor III in the

Commission’s Auditing Department. From August 1, 2002 through February 2003, 1 was
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employed as a Utility Regulatory Auditor III in the Financial Analysis Department. From
May 1998 to July 2002, 1 was employed as a Financial Anatyst in the Financial Analysis
Department. Prior to my appointment to the Financial Analysis Department, 1 served in an
administrative support position with the Utility Services Division, Accounting Department,
In total, I have been with the Commission over nine years.

Q. Have you previously filed testimony before this Commission?

A. Yes. Schedule 1 attached to this testimony lists the cases in which I have filed
testimony. Schedule | also lists the issues I was responsible for in each of those cases.

Q. Did you make an examination and analysis of the books and records of
Empire District Electric Company (Empire or Company) in regard to issues raised in this
case?

A. Yes, in conjunction with other members of the Commission’s Staff (Staff), I
specifically examined and analyzed the following documentation: Company’s responses to
Staff data requests, select general ledger information related to my assigned issues and
Company workpapers.

Q. What issues will you address in your testimony?

A. I will address the following areas: plant-in-service, depreciation expense,
depreciation and amortization reserves, amortization expense, property and liability
insurance, property tax, MoPSC assessment, rate case expense, banking fees, flotation costs,
cash working capital, materials and supplies, prepayments, customer deposits, interest
expense on customer deposits and customer advances.

Q. What knowledge, skill, experience, training or education do you have in these

matters?
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A. I acquired general knowledge of these topics prior to joining the Auditing
Department through participation in prior rate cases before this Commission. Since joining
the Auditing Department, I have reviewed in-house training materials on these topics. [ have
also acquired extensive knowledge of these topics through review of Staff workpapers and
testimony from prior rate cases brought before this Commission relating to Empire, as well
as the Company’s testimony in the current case. My immediate supervisor, in coordination
with other senior auditors, has provided guidance and training in these areas and oversight of
my work. In addition, I obtained an emphasis in Accounting from Columbia College in
October 2002 that provides me with a broad overview of accounting and auditing. ! have
also reviewed prior Commission decisions with regard to these areas.

Q. What 1s the purpose of your testimony?

A. The purpose of my testimony is to explain and sponsor the following

schedules and adjustments:

Accounting Schedule 2 Rate Base

Accounting Schedule 3 Plant-in-Service

Accounting Schedule 4 Adjustments to Plant-in-Service
Accounting Schedule 5 Depreciation Expense

Accounting Schedule 6 Depreciation Reserve

Accounting Schedule 7 Adjustments to Depreciation Reserve
Accounting Schedule 8 Cash Working Capital

Adjustment Nos. P-38.1, P-41.1, P-67.1, P-68.1, P-71.1,

P-71.2, P-72.1, P-73.1, P-76.1, P-76.2

and P-79.1;
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R-11.1, R-12.1, R-14.1, R-15.1, R-16.1,
R-24.1, R-25.1, R-26.1, R-28.1, R-33.1,
R-38.1, R-40.1, R-41.1, R-43.1, R-64.1,
R-67.1, R-67.2, R-68.1, R-68-2, R-69.1,
R-70.1, R-71.1, R-71.2, R-72.1, R-72-2,
R-73.1, R-73.2, R-74.1, R-75.1, R-76.1,
R-76-2, R-77.1, R-78.1, R-79.1, R-79-2,
R-80.1, R-81.1, R-82.1, R-83.1, R-86.1,
R-88.1, R-89.1, R-90.1 and R-91;

S-10.2, §-10.3, S-13.2, S-13.3, S-134,
S-14.6, S-14.16, S-15.1, S-16.1, S-17.1,

S-17.2 and S-21.1

The adjustments related to expense, designated as Adjustment Nos. §-10.2, $-10.3,

S-13.2, 8-13.3, §-13.4, S-14.6, S-14.16, S-15.1, S-16.1, S-17.1, S-17.2 and S-21.1 can be

found on Accounting Schedule 10 - Adjustments to the Income Statement. The adjustment

related to plant-in-service, designated as Adjustment Nos. P-38.1, P-41.1, P-67.1, P-68.1,

P-71.1, P-71.2, P-72.1, P-73.1, P-76.1, P-76.2 and P-79.1, and depreciation reserve,

designated as Adjustment Nos. R-11.1, R-12.1, R-14.1, R-15.1, R-16.1, R-24.1, R-25.1,

R-26.1, R-28.1, R-33.1, R-38.1, R-40.1, R-41.1, R-43.1, R-64.1, R-67.1, R-67.2, R-68.1,

R-68-2, R-69.1, R-70.1, R-71.1, R-71.2, R-72.1, R-72-2, R-73.1, R-73.2, R-74.1, R-75.1,

R-76.1, R-76-2, R-77.1, R-78.1, R-79.1, R-79-2, R-80.1, R-81.1, R-82.1, R-83.1, R-86.1,

R-88.1, R-89.1, R-90.1 and R-91, can be found on Accounting Schedule 4 and 7,

respectively.
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RATE BASE
Q. Please describe Accounting Schedule 2, Rate Base.

A, This accounting schedule represents the investment upon which the Company
is allowed to earn a rate of return. The Schedule includes the Company’s adjusted
jurisdictional plant-in-service balance from Accounting Schedule 3, Total Plant-in-Service,
and deducts the Company’s adjusted jurisdictional depreciation reserve from Accounting
Schedule 6, Depreciation Reserve, and the amortization reserve, to compute the net plant-in-
service. Added to net plant-in-service are amounts for cash working capital, materials and
supplies, prepayments, fuel stock, and prepaid pension asset. Rate base deductions include
the federal income tax offset, state income tax offset, interest expense offset, customer
advances for construction, customer deposits, injuries and damages reserve and deferred
income taxes. The mathematical total of these items is the rate base amount incorporated in

the gross revenue requirement recommendation shown on Accounting Schedule 1, Revenue

Requirement.
Q. What components of rate base are you sponsoring in this proceeding?
A. I am sponsoring Total Plant-in-Service from Accounting Schedule 3,

Depreciation Reserve from Accounting Schedule 6 and Cash Working Capital from
Accounting Schedule 8, which I will explain in detail later in this testimony. In addition, I
am sponsoring the following items, which are not supported by a separate schedule:
amortization reserve, materials and supplies, prepayments, customer deposits, customer
advances, federal and state income tax offsets and interest expense offset. A discussion of
the federal income tax offset, state income tax offset and interest expense offset can be found
within the Cash Working Capital section of this direct testimony. Staff witness Sean Devore

of the Auditing Department will discuss injuries and damages reserve, Staff witness
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Doyle Gibbs of the Auditing Department will discuss the prepaid pension asset and Staff
witness John Cassidy of the Auditing Department will discuss fuel stocks and deferred

income taxes in their respective direct testimonies.

PLANT-IN-SERVICE
Q. Please explain Accounting Schedule 3.

A Accounting Schedule 3, Plant-in-Service, lists Empire’s total plant balances
by account through the update period ending June 30, 2004 in “Column C.” The Staff’s total
company and Missouri jurisdictional adjustments detailed in Accounting Schedule 4,
Adjustments to Total Plant, are listed in “Column D” and “Column F,” respectively. The
Missouri jurisdictional allocation factors appear in “Column E” and the Staff's adjusted
Missouri jurisdictional plant-in-service balances are shown in “Column H.”

Q. Please explain Accounting Schedule 4.

A, Accounting Schedule 4, Adjustments to Plant-in-Service, details the Staff’s
individual adjustments listed in “Column D” and “Column F” of Accounting Schedule 3.
Adjustment Nos. P-38.1, P-41.1, P-67.1, P-68.1, P-71.1, P-71.2, P-72.1, P-73.1, P-76.1,
P-76.2 and P-79.1 were necessary to record the retirement of plant related to the May 2003
tornado. Adjustment Nos. P-71.1 and P-76.2 were necessary to adjust plant for insurance
recovery related to the May 2003 tornado.

Q. Are there additional Staff adjustments to plant-in-service?

A, Yes. I am sponsoring the Staff’s disallowance of a portion of the cost
associated with the installation of Energy Center Units 3 and 4 (EC3&4). It is the Staff’s
opinion that the Company acted imprudently by exposing Empire to an unnecessary level of

financial risk. This unnecessary financial risk resulted from Empire’s decision to waive the
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contract provision that required the contractor, Patch Construction L.L.C. (Patch), to obtain a
performance bond. Empire’s decision resulted in additional unnecessary costs being incurred
to complete the construction of EC3&4, which the Company seeks to recover from its
customers in this rate case.

Q. Was there an unnecessary risk associated with Empire’s decision to hire
Patch?

A. No. Patch was hired for the installation of two FT-8 gas turbines and
engineering for EC3&4. When Empire decided to contract with Patch, the Company
appropriately covered its financial risk that Patch would “fail to perform” through the
contractual requirement for Patch to acquire a “performance bond.” However, Empire
exposed itself to the financial risk associated with cost over-runs caused by the contractor’s

failure to perform when the Company made the decision not to enforce its contractual

requirement,
Q. Please discuss the original safeguard Empire incorporated in its contract with
Patch to address this risk.

A. As discussed and explained in the testimony of Staff witness David Elliot of
the Engineering Department, Patch was required to obtain a performance bond within 21
business days of the signing of the original contract. (See Schedule 3.) This performance
bond would have provided a safeguard for Empire against the financial risk discussed above.
The performance bond would have reimbursed Empire for the additional cost incurred due to
the failure of Patch to complete the installation of EC3&4 at the contract price. (See
Schedule 4.) By waiving this requircment, Empire exposed itself to increased financial risk

and potential increase in cost. This contract requirement was important because Empire had
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evidence in its possession that Patch might fail to perform under the contract. The Company
had this evidence prior to the signing of the original contract with Patch on
February 15, 2002.

Q. Please discuss the information that was available to Empire, prior to the
signing of the original contract, relating to the risk associated with hiring Patch.

A. In response to Staff Data Request No. 429, the Company provided two
memorandums dated August 17, 2004 written by Empire’s Blake Mertens, Planning
Engineer-Energy Supply. These memorandums were based on notes compiled by
Mr. Mertens during telephone interviews he conducted on January 11, 2002 with
representatives of Lockport Cogeneration (Lockport) and Puget Sound Energy (PSE),
previous clients of Patch, for purposes of obtaining a background and reference check on the
contractor.

Q. What experience did Lockport have with Patch?

A. Lockport’s experience with Patch’s work was very limited since only the
foundation construction was completed prior to the entire project being suspended.

Q. Was Lockport satisfied with Patch?

A. Yes.

Q. What was PSE’s response?

Al Attached as Schedule 2 to my testimony is the memorandum summarizing the

PSE reference check. **
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* %

Q. Were the reference checks performed by Empire for Patch adequate?
A. Yes. The Company spoke with two prior Patch clients. One of these

references had very limited experience in dealing with Patch while the other outlined

* %

**, the Company did not require proof of Patch’s financial stability or enforce
the contract provision, which required Patch to obtain a performance bond.

Q. What documentation did the Staff receive regarding Empire’s diligence in
obtaining a performance bond?

A. Company has provided two electronic mail messages dated March 21, 2002
and July 3, 2002. The electronic mail message dated March 21, 2002 indicated Patch was
experiencing difficulty in obtaining & performance bond and needed a letter from Empire in
order to satisfy a requirement imposed by the issuer of the bond. The electronic mail
message dated July 3, 2002 indicated Patch was unable to obtain a performance bond.
Empire decided to expose itself to the risk of Patch’s non-performance by failing to obtain
the protection that a performance bond would have afforded the Company.

Q. What, if anything, did Empire do at this point in an attempt to minimize the

Company’s exposure to a potential increase in financial risk?
Yy P
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A Empire began pursuing an alternative solution to minimize the Company’s
exposure to increased financial risk. As a result, Patch and Empire agreed to amend the
original contract, (i.e., Amendment 1 attached to this testimony as Schedule 5) whereby
Patch Construction L.L.C., Patch Inc., Chester J. Patch, lII and Patricia M. Patch became
personally liable for any unapproved costs above the original contract amount. (See
Schedule 6 attached to this testimony.) Empire and Patch signed this amendment on July 22,
2002.

Q. Did this amendment satisfactorily reduce Empire’s exposure to the potential
increase in cost and financial risk that resulted from the Company’s failure to enforce the
contract provision requiring Patch to obtain a performance bond?

A. No. This amendment’s protection is dependent on the financial strength of the
individuals and entities that assumed liability for non-performance. Patch was required to
submit financial statements to Empire as a condition of approval prior to the signing of
Amendment 1. Company provided copies of these financial statements to the Staff in
response to Staff Data Request No.425. These financial statements contain sufficient
evidence of Patch’s financial difficulties that existed prior to the signing of Amendment 1.
The proposed amendment to the contract did not satisfactorily address Empire’s exposure to
the increase in financial risk that resulted from the Company’s waiver of the contract
provision requiring Patch to obtain a performance bond.

Q. Were Chester J. Patch, Il and Patricia M. Patch, as well as the companies
they controlled, ultimately able to provide sufficient funds to cover any personal liability for

failure to perform?
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A No. In fact, Patch Inc. and Patch Construction L.L.C. filed for bankruptcy
simultaneously on November 11, 2003. Chester J. Patch, III and Patricia M. Patch filed for
bankruptcy on June 2, 2004, The court relieved Patch Inc. and Patch Construction L.L.C. of
their debt owed to Empire as of August 1, 2004. Additionally, court documents from the
bankruptcy proceeding reveal that Chester J. Patch, III and Patricia M. Patch do not have
sufficient assets to pay the liability owed to Empire.

Q. What additional cost was incurred by Empire as a result of its imprudence?

A. Staff witness Elliott has identified $4,321,356 as the amount of additional cost
incurred by Empire to complete the installation of EC3&4 as a result of Patch’s failure to
perform. This is the maximum amount that could be considered for a disallowance as a
result of Empire’s imprudence.

Q. Is the Staff proposing to disallow the entire $4,321,356?

A. No. Empire had narrowed its consideration of contractors to Patch and Sega.
Based on Empire’s evaluation of the bid proposals, the elimination of Patch from
consideration would have resulted in Sega being awarded the contract to install EC3&4.
However, since Sega’s bid was §1,166,000 higher than Patch’s, Empire would have incurred
this additional amount for the installation of EC3&4. Therefore, the Staff is recommending a
disallowance of $3,155,356 (34,321,356 - $1,166,000).

Q. What accounts has the Staff adjusted?

A. The Staff divided its adjustment evenly, reducing both plant in service
Accounts 341300 and 344300 by $1,577,678 in adjustments P-38.1 and P-41.1,

respectively. The Staff has made a related adjustment to eliminate the depreciation, which
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has accumulated on this plant. Both depreciation reserve Accounts 341.300 and 344.300

were reduced by $33,499 in adjustments R-38.1 and R-41.1, respectively.

DEPRECIATION EXPENSE
Q. Please explain Accounting Schedule 5 and the associated adjustments to

depreciation expense.

A Accounting Schedule 5, Depreciation Expense, lists in “Column C” the
adjusted Missouri jurisdictional plant-in-service balances from Accounting Schedule 3,
“Column F.> *Column D” lists the depreciation rates recommended by Staff witness
Greg Macias of the Engineering and Management Services Department. The rates in
“Column D™ are then applied to the adjusted Missouri jurisdictional plant balances in
“Column C” to determine the annualized level of depreciation expense, on a Missouri only
basis, that appears in “Column E.” The total depreciation expense, less the amount recorded
in the test year, is the basis for Adjustment Nos. S-15.1, §-16.1 and S-17.1, which appear on
Accounting Schedule 10, Adjustments to Income Statement.

Q. Please explain why several of the accounts on Schedule 5 have not been
assigned a depreciation rate.

Al Based on the analysis of Staff Witness Macias, Account Nos. 315.200,
342.300 and 346.800 have plant-in-service balances that are exceeded by their related
depreciation reserve balances. Thercfore, he has recommended a zero depreciation rate for
these accounts, as the Company has already over-recovered its original plant investment.

Since Accounts 301, 302, 303, 310.2, 310.6, 330, 340.2, 340.3, 340.8, 350, 360, and

389 contain non-depreciable intangible plant, land and land rights, the depreciation rate listed
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is also zero. Finally, since the expense associated with the Accounts 391 and 397 is reflected
mn lease expense, the depreciation rate listed for these leased plant items is also zero.

Q. Please explain Income Statement Adjustment No. $-17.2.

A. Adjustment No. S-17.2 removes annualized depreciation expense associated
with Accounts 392, Transportation Equipment, and 396, Power Operator Equipment. The
depreciation associated with these accounts is normally charged to a clearing account. The
amounts in the clearing account are then charged back to the various operating expense
accounts and plant accounts based on how the assets are used. This adjustment is necessary
so that this expense will not be recovered twice,

Q. Please explain Accounting Schedule 6.

A, Accounting Schedule 6, Depreciation Reserve, lists Empire’s total
depreciation reserve balances by account as of update period ending June 30, 2004 in
“Column C.” The Staff’s total company and Missouri jurisdictional depreciation reserve
adjustments detailed in Accounting Schedule 7, Adjustments to Depreciation Reserve, are
listed in “Column D and F,” respectively. The Missouri jurisdictional allocation factor in
“Column E” are used to determine the Staff’s adjusted Missouri jurisdictional balances
shown in “Column H.”

Q. Please explain Accounting Schedule 7.

A. Accounting Schedule 7, Adjustments to Depreciation Reserve, details the
Staff’s individual adjustments making up the total company and Missouri jurisdictional
adjustments listed in “Column D and F” of Schedule 6.

Q. Please explain the adjustments found in Accounting Schedule 7, Adjustments

to Depreciation Reserve.
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A. Adjustment Nos. R-11.1, R-12.1, R-14.1, R-15.1, R-16.1, R-24.1, R-25.1,
R-26.1, R-28.1, R-33.1, R-38.1, R-40.1, R-41.1, R-43.1, R-64.1, R-67.1, R-68.1, R-69.1,
R-70, R-71.1, R-72.1, R-73.1, R-74.1, R-75.1, R-76.1, R-77.1, R-78.1, R-79.1, R-80.1,
R-81.1, R-82.1, R-83.1, R-86.1, R-88.1, R-89.1, R-90.1 and R-91.1 to depreciation reserve
reflect a reversal of the actual amounts previously booked to depreciation reserve for cost of
removal and salvage since October 1, 2001.

Q. Why is it necessary for Staff to make these adjustments?

A, In Case No. ER-2001-0299, Company was ordered by the Commission to
begin expensing cost of removal and salvage on a going forward basis. However, Empire
has continued to book such amounts to depreciation reserve. These adjustments are
necessary to reflect the Commission Order in the 2001 case.

Q. Are there any additional adjustments to depreciation reserve?

A. Yes. Adjustment Nos. R-67.2, R-68.2, R-71.2, R-72.2, R-73.2, R-76.2 and

R-79.2 are necessary to record the retirement of plant related to the May 2003 tornado.

AMORTIZATION RESERVE
Q. Please describe the Staff’s adjustment for amortization reserve.
A. Accounting Schedule 2, Rate Base, lists Empire’s total amortization reserve

balance as of the update period ending June 30, 2004 on Line 4.

MATERIALS AND SUPPLIES, AND PREPAYMENTS
Q. Please describe the Staff’s treatment of materials and supplies, and

prepayments.
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A, Materials and supplies, and prepayments are represented mn the Staff’s rate
base by thirteen-month averages. Due to the cyclical nature of these two items, thirteen-
month averages are developed to smooth out seasonal variations.

Q. What are materials and supplies?

Al Materials and supplies are miscellaneous items that are stored by the
Company in inventory for use in day-to-day routine maintenance and operational projects.
These items are also stored in inventory for the Company’s construction projects.

Q. What are prepayments?

A. Prepayments relate to items that the Company “prepaid” so that the services
will be on hand during the normal course of the utility’s operations. These types of items
include the prepayment of postage meters, insurance that is paid in advance of coverage,

prepaid rents, etc.

CUSTOMER DEPOSITS
Q. Please describe the customer deposits amount that is deducted from rate base.
A Customer deposits generally represent funds received from customers as

security against potential loss arising from failure to pay for service. The deposit represents a
liability to repay the funds received after a specified period or upon satisfaction of certain
requirements. Since customers supply these funds to the Company, a representative level is
included as an offset to the rate base investment. This treatment allows customers to receive
a “return” on the customer deposit amounts maintained by the Company, which is equal to
the return ratepayers are charged on the rate base investments. In the previous case, the
amount of customer deposits represented a thirteen-month average. However, Empire has

been experiencing an upward trend in customer deposits during the last 18 months.
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Therefore, the Staff has determined the balance at June 30, 2004 to be most representative of

the ongoing level of customer deposits for purposes of this proceeding.

INTEREST EXPENSE ON CUSTOMER DEPOSITS
Q. Please explain Income Statement Adjustment No. S-10.3.

A. Staff’s adjustment S-10.3 annualizes interest expense related to customer
deposits. Customer deposits are interest bearing, so the liability is included as an expense in
the cost of service. To calculate this adjustment, I used a 5.00% interest rate (prime + 1%)
multiplied by the balance in customer deposits discussed earlier in my direct testimony.
[SOURCE: Prime Rate as reported on June 30, 2004 by the Federal Reserve at
http://www.federalreserve gov/releases/H15/prime.txt] This calculation of interest expense

on customer deposits 1s specified in the Company’s tariffs.

CUSTOMER ADVANCES
Q. Please describe this item that is deducted from rate base.
A. Customer advances are funds provided by customers of the Company to assist

in the costs associated with the provision of electric service. These funds represent interest-
free money to the Company. Therefore, it is appropriate to include these funds as an offset to
rate base. In the previous case, the amount of customer advances represented a thirteen-
month average. However, as with customer deposits, Empire has been experiencing an
upward trend in customer advances. Therefore, Staff has determined the balance at June 30,
2004 to be most representative of the ongoing level of customer advances for purposes of this
proceeding. This is supported by Company’s response to Staff Data Request No. 444 that
states,

The upward trend in customer advances is primarily the result of a
Missouri Commission approved policy change that occurred in
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November 2002. A grace period was given to developers so that it
was not effective except on work started after May 1, 2003. The
change, which allowed the Company to charge new subdivisions the
total cost of installation, is refundable over a five-year period.

The Company also stated, “the trend will continue to increase until the five-year mark is

reached. At that point, the balance will stabilize.”

CASH WORKING CAPITAL
Q. How did the Staff determine the cash working capital (CWC) requirement?

A. Staff calculated the CWC requirement by performing a lead/lag study
consistent with the method used by the Staff and adopted by the Commission in numerous
rate cases.

Q. What is the purpose of a lead/lag study?

A. A lead/lag study determines the amount of cash that is necessary on a day-to-
day basis in order for a utility to provide service to its ratepayers. A lead/lag study also
determines who supplies the needed cash.

Q. What are the sources of CWC?

A. The shareholder and the ratepayer are the sources of CWC.

Q. How does the shareholder supply CWC?

A. When a utility spends cash to pay for an expense before the ratepayer provides
the cash, then the shareholder must supply the necessary CWC. This CWC represents a
portion of the shareholder’s total investment in a utility. The shareholder is compensated for
the funds provided by the inclusion of the associated CWC requirement in rate base, thereby
providing a return on the shareholder’s investment,

Q. How does the ratepayer provide CWC?
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A. Ratepayers supply CWC when they pay for the service provided by a wutility
before a utility must pay for expenses that it incurs in providing that service. The ratepayer is
compensated for the funds through a reduction to rate base for the associated CWC
requirement. This allows the general body of ratepayers to be credited for a rate of return
equivalent to that earned on a utility’s investment.

Q. How are the results from a lead/lag study interpreted?

A, A negative CWC requirement indicates that the ratepayer provides the cash
working capital in the aggregate during the test year. A positive CWC requirement indicates
that the shareholder provides cash working capital in the aggregate during the test year.

Q. Please explain the components of the Staff’s calculation of CWC, which
appear on Accounting Schedule 8, Cash Working Capital.

A. The components of the Staff’s calculation are as follows:

Column A (Account Description) lists the types of cash expenses that the Company
pays on a day-to-day basis.

Column B (Test Year Expenses) shows the amount of annualized expense associated
with cash expenses listed in Column A.

Column C (Revenue Lag) is the number of days between the midpoint of the
provision of service by a utility and the payment for the service by the ratepayer. The
revenue lag addressed in this case is explained in more detail later in this direct testimony,

Column D (Expense Lag) is the number of days between the receipt of and the
payment for, the goods and services (i.e., cash expenditures) used to provide service to the

ratepayer.
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Column E (Net Lag) results from the subtraction of the Expense Lag (Column D)
from the Revenue Lag (Column C).

Column F (Factor) expresses the CWC lag in days as a fraction of the total days in the
test year. This is accomplished by dividing the Net Lags in Column E by 365.

Column G (CWC Requirement) represents the average amount of cash necessary to
provide service to the ratepayer. This is computed by multiplying the annualized amount in
the Test Year Expenses column by the CWC Factor (Column F).

Q. Please describe the revenue lag.

A. The revenue lag is defined as the amount of time between the provision of
service by a utility and the utility’s receipt of the payment for that service from the
ratepayers. The revenue lag is the sum of three subcomponent lags. They are defined as
follows:

Usage Lag The midpoint of the average time elapsed from the beginning
of the first day of a service period through the last day of that service period.

Billing Lag The period of time between the end of the last day of a service
period and the day the bill is placed in the mail by a utility.

Collection Lag The period of time between the day the bill is placed in the

mail by a utility and the day the utility receives payment from the ratepayer for services

performed.
Q. Please define how you are using the term “service period” in this testimony.
A. In reference to the revenue lag, a service period is merely the amount of time,

in days, in which the customer receives utility service for billing purposes. In discussion of

expense lags, this term denotes the period in which a utility receives materials or services
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from its suppliers. The Staff adopted the revenue and expense lags utilized in Case
No. ER-2002 0424 since, based on the response to Staff Data Request No. 194, there have
been no significant changes in Company’s operations since the last rate case that would

affect these lags.

Q. Please explain the payroll related expense lags listed on Accounting
Schedule 8.
A The expense items listed on Accounting Schedule 8, Lines 2 through 8, relate

to payroll. Payroll has been subdivided into the following components: base payroll,
FICA-employee portion, federal income tax withholding, state income tax withholding,
401K-employee portion, medical care and vacation payroll.

Q. Please explain the base payroll expense lag calculation on Line2 of
Accounting Schedule 8.

A. The base payroll expense lag is the time elapsed between the midpoint of the
period in which employees earn wages (i.e., weekly, bi-weekly - the payroll period) and the
date the wages are paid by Empire. For purposes of this proceeding, Staff adopted the base
payroll expense lag utilized in Case No. ER-2002-0424 since there has been no significant
change in Company’s operations since the last rate case. The base payroll expense lag
utilized in that case was 12.0264 days.

Q. What is the basis for the expense lag days assigned to tax withholdings?

A. The expense lag days for tax withholdings are based upon the same payroll
periods used for base payroll. The respective expense lag day computations consider the
time elapsed between the average date the respective payroll is earned by the employee and

the tax due dates.
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Q. Please explain the expense lag calculation for 401K-employee portion and
medical care.

A. The expense lag for the employee portion of 401K and medical care are based
on the same payroll periods as base payroll, the time elapsed between the midpoint of the
period in which employees earn wages and the date the wages are paid by Empire. It also
takes into consideration the time elapsed between the date wages are paid by Empire and the
date the funds withheld for 401K and medical care are deposited and paid to providers.

Q. Please explain the vacation expense lag.

A The vacation expense lag attempts to reflect the time period from when
employees “earn” vacations and when Empire has to actually “pay” out the cash to these
employees for vacations. Because the Company records vacation to an employee’s account
at the beginning of the year for work preformed in the previous year and allows an employee
to carryover a portion of each year’s vacation time from one year to the next plus the fact that
vacation is not taken evenly throughout the year based on Company’s response to Staff Data
Request No. 118, the Staff utilized an expense lag of 365 days as a conservative estimate of
the time elapsed between when vacation was “earned” and actually “paid” to the employee
by Empire.

Q. Please explain the expense lag for purchased power as found on Accounting
Schedule 8 at Line 12.

A. The expense lag for purchased power is the time elapsed from the midpoint of
the period when Empire receives purchased power from suppliers and the date payments for
such services are due.

Q. Please explain the expense lags for fuels (i.e., coal, gas and oil).
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A. The expense lag for fuels is the time elapsed between the midpoint of the
period when Empire receives the fuels from suppliers and the date on which payments for
such fuels are due. Empire uses three different types of fuel: coal, gas and oil.

Q. Please explain the cash voucher expense lag on Accounting Schedule 8 at
Line 14.

A. The cash vouchers line item is designed to include all Operation and
Maintenance (O&M) expenses within the study that are not specifically analyzed in a
separate line item. The expense lag represents the amount of time elapsed between the
receipt of and payment for goods and services necessary to provide service to ratepayers.

A Please explain the expense lag for the employer’s portion of FICA tax on
Accounting Schedule 8 at Line 17.

A The employer’s portion of FICA taxes is the amount of taxes paid by the
employer on payroll paid to the employees. The expense lag is calculated using the same
method that is used to calculate the lag for the employee’s portion of FICA taxes.

Q. Please explain the expense lag for federal and state unemployment tax on
Accounting Schedule 8 at Lines 18 and 19, respectively.

A, The expense lags for federal and state unemployment taxes represent the
length of time between the average day services are rendered by the employee and the date
Empire pays the tax associated with that service.

Q. Please explain the expense lag for property taxes as shown on Accounting
Schedule 8 at Line 20.

A. The property tax lag days were calculated by using the midpoint of the service

period (a calendar year) and the required due date for property taxes paid by Empire.
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Q. Please explain the expense lag for corporate franchise tax.

A. Corporation franchise taxes are paid annually. The expense lag considers the
time elapsed between the midpoint of the taxable period (a calendar year) and the statutory
due date (April 15 of the following year). Staff determined the expense lag for corporation

franchise taxes is 287.50 days.

Q. Please explain the expense lag for gross receipts tax on Accounting
Schedule 8 at Line 24.
A. Gross receipts taxes are paid based upon the individual requirements of the

taxing entities. The lag for this item must include the appropriate time span between the

midpoint of the tax period and the time Empire pays the gross receipts taxes to the taxing

entities.

Q. Please explain the sales and use taxes expense lag on Accounting Schedule 8
at Line 25.

A, The expense lag for sales and use taxes takes into consideration the time

elapsed between the midpoint of the taxable month and the date sales tax is required to be
paid to the State of Missouri.

Q. Why does the revenue lag for sales and use taxes and gross receipts taxes
differ from the revenue lag you discussed above?

A Empire acts solely as an agent of the taxing authority in collecting sales and
use taxes and gross receipts taxes from the ratepayer and in paying the proper institution on a
timely basis. Empire does not provide any service to the ratepayer associated with these
taxes. Since the expense lags for gross receipts taxes is measured from the date of billing,

the revenue lag equals only the period of time required to coliect revenues, the collection lag
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of 18.66 days. Since the expense lag for sales and use taxes is measured from the date sales
and use taxes are collected, there is no lapse in time for the collection of revenues.
Therefore, the revenue lag for sales and use taxes is zero.

Q. Please identify any other components of CWC that do not directly appear in
the Staff’s Accounting Scheduie 8.

A. The federal income tax offset, state income tax offset and interest expense
offset do not directly appear in the Staff’s Accounting Schedule 8, Cash Working Capital.
These items appear as separate line items in the Staff’s Accounting Schedule 2, Rate Base.
They are known and certain obligations of Empire with payment periods and payment dates
established by statute or bond indentures. Staff believes amounts collected from ratepayers,
which the Company intends to use for the payment of taxes and interest, represent a source of
cash for Empire and has use of such funds until they are passed on to the appropriate taxing
authority or bondholder. Therefore, Staff believes it is appropriate to include taxes and
interest as offsets in a lead/lag analysis.

Q. Why are the federal income tax offset, state income tax offset and interest
expense offset included in the Staff’'s Accounting Schedule 2, Rate Base, rather than
Accounting Schedule 8, Cash Working Capital?

A. The expense component used for these offsets is tied directly to the
mechanical computation of the revenue requirement. The Staff’s computer-generated
revenue requirement is based on a computer program with the capability of extracting
appropriate amounts for federal income tax, state income tax and interest expense based on

amounts obtained from Accounting Schedule 11, Income Tax. The computer program
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applies the CWC factor for each respective component and places the CWC revenue
requirement directly in Accounting Schedule 2.

Q. Please explain the federal and state income tax offsets.

A. The federal and state income tax offsets represent the period of time between
the midpoint of the taxable period (a calendar year) and the required dates taxes are due to
the federal and state taxing authorities. Currently, 100% of the estimated federal tax must be
paid during the year in four quarterly installments, which are due by the 15th day of April,
June, September and December. However, based on the timing of the receipt of Empire’s
revenues, the Company makes a significantly larger tax payment in the fourth quarter than it
does in the first, second, and third quarters. As a result, the expense lag is longer than it
would be if Empire made equal quarterly installments.

For state income tax, 90% of the estimated state income tax must be paid during the
year in four quarterly installments, which are due by the 15th day of April, June, Septemnber
and December. The remaining 10% is due by March 15th of the following year. The
payments made on April 15 and June 15 are considered paid in advance, while payments
made on September 15, December 15 and March 15 of the following year are considered
paid in arrears.

The federal and state income tax expense lags are 90.35 days and 62.05 days,
respectively. The Staff subtracted these expense lags from the revenue lags to produce net
CWC lags, which when divided by 365 days, produce the CWC factors used for calculating
the federal and state income taxes offsets appearing on Accounting Schedule 2, Rate Base.

Q. Please explain the interest expense offset.
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A. The interest expense lag is computed by determining the time elapsed between
the midpoint of the interest period and the required due date for the payment of interest on
long-term debt. A similar calculation is performed for short-term debt and trust preferred
stock. Staff then calculated a dollar-weighted average to derive an overall interest expense
lag of 80.337 days. This expense lag was subtracted from the revenue lag and then divided
by 365 days to determine the CWC factor used for calculating the interest offset appearing on
Accounting Schedule 2, Rate Base.

Q. What was the result of the Staff’s lead/lag calculation?

A. The aggregate of the individual calculations, result in a total net
ratepayer-supplied funds and illustrate the excess of CWC supplied by the ratepayer over the
amount supplied by the shareholder. The CWC component, including the offsets for interest

and income taxes is deducted from rate base to compensate the ratepayer for the use of their

funds.

AMORTIZATION EXPENSE
Q. Please explain Adjustment No. S-18.1.

A, Adjustment No. S-18.1 increases expense to reflect the annuatized
amortization expense associated with Account 404.000, Amortization-Limited Term Electric

Plant.

PROPERTY AND LIABILITY INSURANCE
Q. Please explain Adjustment No. S-14.16.

A. Adjustment No. S$-14.16 adjusts property and liability insurance to reflect the

premiums for policies in effect at the June 30, 2004 update cut-off date.
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PROPERTY TAX EXPENSE

Q. Please explain Adjustment No. S- 21.1.

A. Adjustment No. $-21.1 annualizes property tax expense. This adjustment was
calculated by developing a property tax rate to be applied to total electric plant-in-service at
December 31, 2003. To develop the property tax rate, Staff divided the amount of total
property taxes due in 2003 (LESS: Unit Trains) by the total plant-in-service on January |,
2003 (LESS: Unit Trains). This property tax rate was then applied to total electric plani-in-
service on December 31, 2003 to arrive at annualized property taxes. The annualized
property tax expense was then subtracted from test year property tax expense to arrive at the
adjustment. Staff’s adjustment is $1,092,453.68.

PSC ASSESSMENT
Q. Please explain Adjustment No. S-13.2.

A Adjustment No. 5-13.2 annualizes expenses for the most ¢urrent Commission
Assessment.
Q. Is Empire current on its payments to the Commission relating to its PSC

Assessment obligation?
A. It is my understanding that the Company is current on payments for its PSC
assessment for the first quarter of the current fiscal year beginning July 1, 2004.

RATE CASE EXPENSE
Q. Please describe Adjustment No. S-13.3.

A. This adjustment normalizes rate case expense over a two-year period.
Q. How was rate case expense adjusted for Case No. ER-2004-0570?
A, The total amount of rate case expense incurred by Empire through June 30,

2004 and adjusted by the Staff is being allowed at this time with the exception of costs
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associated with the Brattle Group (i.e., Johannes Pfeifenberger, Rate Case Coordinator) and
Financial Strategy Associates (i.e., James Vander Wiede, ROR/ROE). Some rate case costs,
such as consulting fees, employee travel expenditures and legal representation, are directly
associated with the length of the case and complexity of the issue pursued through the
prehearing and hearing process. As such, Staff has utilized the rate case expenses incurred in
the Company’s last fully litigated rate case, Case No. ER-2001-0299, as a baseline cost in an
attempt to estimate a normalized level of rate case expense for this proceeding assuming full
litigation is again pursued. The Staff will work with the Company to establish an ongoing
normalized level of rate case expense for inclusion in rates.

In addition, the Staff has also excluded the cost associated with the Electric System
Losses Study performed by Shaw Power Technologies from rate case expense in this
proceeding. Since this item is an expense that is incurred only periodically (i.e., every five to
ten years), the Staff has reflected the cost associated with the Electric System Losses Study
as a separate adjustment normalized over a five-year period. Total cost of the Electric
System Losses Study is $92,458.67 and a five-year normalized amount of $18,491.73 is
reflected in Adjustment No. S-13.4.

Q. Why have you excluded the costs associated with the services provided by
Johannes Pfeifenberger and Dr. James Vander Weide?

A. The primary reason Staff excluded the cost associated with the services
provided by Johannes Pfeifenberger was the lack of documentation supporting the need for
such services. To Staff’s knowledge, Empire has never utilized a consultant for rate case

coordination and provided insufficient evidence in this proceeding to support the need for
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utilizing such a consultant. In Company’s response to Staff Data Request No. 208.4,
Company responded as follows:

Subject to the Empire District Electric Company’s objections
regarding information which is protected from disclosure by the
attorney-client privilege and/or the work product doctrine, and without
waiving the same, Empire responds as follows:

Mr. Pfienberger (sp.) was retained based on the belief that his
representation is reasonable and prudent for an effective presentation
of Empire’s case and that Mr. Pfienberger (sp.) is well qualified for the
assigned tasks. In selecting Mr. Pfienberger (sp.), Empire relied on
outside recommendations, used its professional judgment, and
evaluated costs in light of Mr. Pfienberger’s (sp.) qualifications,
experience, and skill. As stated in response to DR 208.7, it is
Empire’s policy to employ only those experts who will help to
properly evaluate and explain the issues that arise in the context of a
rate case.

Mr. Pfienberger (sp.) has assisted with testimony preparation, but has
not generated any reports and/or analyses for this case.
Mr. Pfienberger’s (sp.) work may be used to support Empire’s
positions on various issues, but the complete and final scope of his
work is not yet determined.

The same holds true for Staff’s exclusion of the cost associated with the services
provided by Dr. James Vander Weide. Company has aiready employed the services of
Dr. Donald Murry to provide testimony on the issues of rate of return/return on equity and to
Staff’s knowledge, Empire has never utilized a second consultant for rate of return/return on
equity in the context of a rate case proceeding. In addition, Company provided insufficient
evidence in this proceeding to support the need for utilizing an additional rate of return/return
on equity consultant. In Company’s response to Staff Data Request No. 208.8, Company
responded as follows:

Subject to the Empire District Electric Company’s objections
regarding information which is protected from disclosure by the

attorney-client privilege and/or the work product doctrine, and without
waiving the same, Empire responds as follows:
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Vander Weide was retained as a second rate of return
consultant/witness based on the belief that his representation is
reasonable and prudent for an effect presentation of Empire’s position
on the issue and that he is well qualified for the assigned task. In
selecting Mr. Weide (sp.), Empire relied on outside recommendations,
used its professional judgment, and evaluated costs in light of
Mr. Weide’s (sp.) qualifications, experience, and skill. As stated in
response t0o DR 208.7, it is Empire’s policy to employ only those
experts who will help to properly evaluate and explain the issues that
arise in the context of a rate case.

Q. Does Staff have any concerns regarding the amount of rate case expense
estimated by Company for this proceeding?

A. Yes. According to Company’s workpapers, Empire estimates total rate case
expense of $750,000 for this proceeding to be normalized over a three-year period
($250,000/year). This estimate represents a 19.50% increase in rate case expense over the
total “actual” rate case expense incurred in Empire’s last fully litigated rate case, Case
No. ER-2001-0299 ($627,609.28). When asked in Staff Data Request No. 208.7 to provide

and explain the policies and procedures employed by Company to establish and control the

parameters for a reasonable level of rate case expense, Company replied as follows:
Empire’s policy is to employ the experts that are necessary to properly
evaluate and explain the issues that arise in the context of a rate case.
Only those that are deemed to be necessary are utilized during a rate
case. This should result in a balance for all interests that are
represented in a rate case.
Q. What is Staff’s primary concern with the manner in which Empire retained
outside consultants for purposes of this proceeding?
A. The Staff’s concern is with the lack of internal controls employed by Empire
over the amounts paid for services provided by outside consultants. Work performed by an

outside consultant can provide an opportunity for abuse of company resources. As such, the

process used by a utility to contract for services provided by an outside consultant should
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attempt to ensure that costs paid for outside services are not only competitive in the market,
but that charges incurred for the work are commensurate with the quality and quantity of
work performed. Therefore, Staff believes a reasonable internal control such as competitive
bidding should be employed by Empire to protect company resources and ensure prices paid
for outside services are reasonable. In addition, Company should require that there is
detailed documentation supporting the costs charged by each consultant for services
performed that is adequate to justify the costs incurred and to ensure that the services
rendered are commensurate with the quality and quantity of work performed.

Q. Did Empire employ either of these intenal controls, competitive bidding and
adequate documentation, in relation to the costs incurred for all of the outside consultants
utilized for purposes of this proceeding?

A No.

Q. Did Staff receive information from Company that supports Staff’s concern
about the policies and procedures employed by Company to establish and control the
parameters for a reasonable level of rate case expense?

A. Yes. In Staff Data Request No. 174, Staff asked Company to provide a copy
of the Company’s policies and procedures used to acquire the services of each of the
consultants. In response to this request, Company indicated it did not employ any internal
policies and procedures for the hiring of Dr. Donald Murry, Dr.James Vander Weide,
Jill Tietjen, Ken Vogl, Ed Overcast and Johannes Pfeifenberger. Instead, Company relied
solely on established relationships with the consultants utilized for purposes of this

proceeding with the exception of Johannes Pfeifenberger and Dr. James Vander Wiede. The
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only consultant subjected to a competitive bidding process was Donald Roff, who provided a

depreciation study for purposes of this proceeding,

BANKING FEES
Q. Please explain Adjustment No. $-10.2.

A. The Staff made Adjustment No. $-10.2 to annualize the cost associated with
banking fees paid by the Company for its commercial lines of credit. The Staff annualized
the cost of the banking fees based upon the current contract for the syndicated bank line of
credit as provided by the Company in response to Staff Data Request No. 213. The Staff
further offset the cost of these banking fees by the amount of interest earned on overnight
investments made by the Company during 2003. Staff has followed this methodology in
previous cases.

FLOTATION COSTS
Q. Are you sponsoring any other adjustments to Staff’s revenue requirement run?

A. Yes. In 2001, 2002, 2003 and 2004, Empire issued 2,012,500 shares of
common stock, 2,500,000 shares of common stock, 2,000,000 shares of common stock and
300,000 shares of common stock, respectively. In doing so, the Company incurred costs
totaling $6,810,657. It is Staff’s position that these costs be recovered through rates as an
above-the-line adjustment to operating expenses. | recommend these costs be normalized
over a five-year period for purposes of this proceeding. As such, I am sponsoring
Adjustment No. S-14.6 in the amount of $1,362,131 to reflect the normalization of this
expense.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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‘Electric Utility Industry Merger History {EM-2000-292  |UtiliCorp United Inc. / St. Joseph Light and Power |
‘Financial Theory of Utility Mergers EM-2000-292  |UtiliCorp United Inc. / St. Joseph Light and Power
Ristory of the UtiliCorp United / St. EM-2000-292  |UtiliCorp United Inc. / St. Joseph Light and Power!
Joseph Light and Power Merger
Merger Overview EM-2000-292  |UtiliCorp United Inc. / St. Joseph Light and Power
Merger Rationale EM-2000-292  |UtiliCorp United Inc. / St. Joseph Light and Power:
Surveillance Data Reporting EM-2000-292  |UtiliCorp United Inc. / St. Joseph Light and Power!
Electric Utility Industry Merger History |EM-2000-369  |UtiliCorp United Inc. / Empire District Electric |
Financial Theory of Utility Merger EM-2000-369  {UtiliCorp United Inc. / Empire District Electric
History of the UtiliCorp United Inc. / EM-2000-369  |UtiliCorp United Inc. / Empire District Electric
‘Empire Electric Company Merger

-Merger Overview EM-2000-369 |UtiliCorp United Inc. / Empire District Electric
-Surveillance Data Reporting EM-2000-369  {UtiliCorp United Inc. / Empire District Electric
Cost of Capital ER-2001-299  |The Empire District Electric Company

‘Cost of Capital ER-2002-217  |Citizens Electric Corporation

‘Evaluation of Transaction GM-2001-585  |Gateway Pipeline Company Inc., et al

Standard of Public Detriment GM-2001-585 |Gateway Pipeline Company Inc., et al

Evaluation of Transaction GM-2001-585  |Gateway Pipeline Company, Inc.
Standard of Public Detriment GM-2001-585 |Gateway Pipeline Company, Inc. f
Rate of Return GR-2000-512  |Union Electric Co d/b/fa AmerenUE
Cost of Capital GR-2001-629  |Laclede Gas Company o
Cost of Capital GR-2002-356  |Laclede Gas Company

Capital Structure, Cost of Capital, SR-2000-282  {Missouri-American Water Company

Embedded Cost, Return on Equity _

:Surveillance Data Reporting TM-2002-232  |Venizon/CenturyTel

Surveillance Data Reporting WM-2001-309 [Missouri-American Water Company, et al

Capital Structure, Cost of Capital, WR-2000-281  Missouri-American Water Company

Embedded Cost, Return on Equity

‘Capital Structure, Cost of Capital, WR-2000-844  |Si. Louis County Water Company

Embedded Cost, Return on Equity

Cash Working Capital, Tank Painting WR-2003-500 |Missouri-American Water Company

Expense, Main Incident Expense, Facility
Locates Expense and Advertising
Expense

Schedule 1
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ARTICLE 13
ASSIGNMENT

131 Assignment Dxcept as set forth in thes Arlicie 13,7 no interest in this Agreement shali, in
whole orin part, be assigned or encumbered by either party without the pricr weitten consan of
ihe gther parly. which consent shall not be unreasonably withheld Qwner shall nave the nght ta
assign this Agreement in whole or in part 1o (i} an entity established to own, operate and o
cbiain funds for the censtruction and operation of the Project, and (i} the Lender. Any such
assignment shall not refieve the assigning party of any cbiigation under this Agreement. Upon
the assignment of this Agreement 1o a Lender, Contractor shall, ot the request of Owner, enter
intc 3 consent agreement with Lender pursuant to the terms of Afticie 19.7.

13.2  Sucgeession This Agreement shall :ure to the benefit of and be binding upon the
successor and pemitied assigns {as provided for by Articie 13.1) of the parties. Quner agrees
that any assignees or transferee of its interest or any podion thereof in this Agreement ar in the
Hroject, mcluding any lienholder or party holding a sacurity interast with respect thereto will be
beund by the refeases and limitations of liabiiity set ferth in this Agreement such that the total
aggregate lLability of Contractor to Owner and such assignees or transferee shall not in the
aggrenats exceed the imits of lability sel forth in this Agreement,

ARTICLE 14
SUBCONTRACTORS AND LABOR RELATIONS

141 Subconiractors. Contracior shall have the righi to enter into purchase arders for the
provision of Equipmant, Starl-up Spare Parts, Bulk Materials and Supplies, and to subcentract o
potticn af the Work. The issuance of any purchase order or subcontract shall not relieve
Centractor of any of its obligations under this Agreement, including, but not fimiled to, the
nbiigation o properly supervise and coordinate the tasks of Subcontraciors and Vendors 50 as
to ensure that all tasks performed by Subcontracters and Vendors conform to the stondards set
forth in this Agreement.

i4.2 Lakor Reiations. Contracior shail promatly undertake all reasonable efforts to resolve
any labor dizputes among its employees, if a labor disturbance cccurs, Contractor shall take all
reasonable actions to minimize any resulting disruption of the progress of the Work, Contractor
shall advise Owner promptly in writing of any known actual or anticipated or threatened jabor

dispute tha! might affect the performarce of the Work,

ARTICLE 15
SUSPENSION AND TERMINATION

121 Fight of Owner 'o Suspend Work.

15.1,1 Ownar may suspend the performance of the Woek by Contracior, i wnole o in
part, at any time and from tme to tme upor thaty (30) days' prior written aatice of such
suspension. The notice of suspension shall state the reason for suspension and the anticipaled
term of suspension. Thereafter, Contractor shall resume perdormance of the Work when
dirgcted to do so upon reasenable notice by Owner. Nolice of suspension does not relieve
Cwner from making payments for milestone events already completad at the tme of
suspension of milestores scheduled for completion within thirey (30 days of the notice of
SUSDENSIOD
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0
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EXHIBIT G

PERFORMANCE BOND

KMNOW ALL MEN BY THESE PRESENTS that we, the undersigned
of PATCH CONSTRUCTION LLC, heremnafier

referrad tn as "Contractor”, and .
a corporation organized under the laws of the state of and authorized 1o
iransact business in the states of Missouri and Kansas as "Surety,” are heid and firmly bound
unto THE FMPIRE DISTRICT ELECTRIC COMPANY | heroinafter referred to as "Owner,” in lhe
penal sum of Us DOLLARS
{USs 5, lawdul money of the United States of Amerca, for the payment of
which sum, well and truly 10 be made to the Owner, we bind curselves and our heirs, executors,
adrministrators, successors, and assigns, jointly and severaliy, by these presents;

WHEREAS, on the day of . 2002, e Contractor entared nto a
writen Agreement with the Owmer for fumishing maieriale, supphes, and equipment not
furnished by the Owner, construction toots, equisment, and pfant, and the performance of all
necessary labot, for and in connection with the ronsttuction of cedain marovemenis
desionated defined, and deszrbed in the said Agreement and the condiions thereof, and o
accordance with tha Agreement documents therefor, a copy of the said Agresment being
atiached hersto and made 3 part heres! ang

WHEREAS, 1 was a condilion of the Agrzement award by the Owner that these prosents
po axecutad by the Contractar and Surety

HOW THEREFORE, ff the said Contractor snail, in all particulars, well, duly, and
faitnfuily observe, perform, and abide by cach and every cavenant, condition, and natl of the
said Agreement, and the conditions, specifications, guarantees {including those of equipment
performance), drawings, and other Agreement documenis therets attached or, by reference,
made a part thereof, accordming 1o the true intent and meaning in each casg, then this obligation
shall oe null and void; cthenwise, it shall remain in fuli foree and effect, ang

PROVIDED, that in the event the Conltracior shall be 10 default under the Agreement of
the Agreement shall be {erminated by the Owner undar the prowisiens of the Agreemernt, the
Suroty shall promptly remedy the defauit or shall promptly (1) compiete the Agreement in
acoorgance with #s terms and condiions, or {2) arrange for 2 contract between the Owner ancd &
mivtually acceptable contractor to compleie the engmnal coniract in accordance with s fz2rms
and concktions: and i the event the Surety does not commense performance within thirty (30)
days afler notice of defaull or tlermination, the Cwner may take over and prosacune the work to
sompleiion by Agreement or otherwise and the Surety chall pay 12 the Owner the cos! of
compietion less the unpad balance of the Agreement prce. (The "unpaid balance of the
Agreement pnce” shall mean the lotal Agreement price lzss the amount pard o the Contraciel
unider the terms of the Agrzement )

PROVIDED FURTHER, that #f the Contacior shall fail to pay afi just claims and
demands by, or in behail of any empioyee or other person, or any firm, associabion, or
corporation, for labor performed of malenais, supphes or equpment furmshed, wssd of
consumed by the Contractor or his, thelr ar 15 subcantractor o subcontractors in the
nerfoimance of the work, than the Surety will pay the ull value of all such claims or demands in
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any total amount not exceeding the amount of this obligation, together with interest as provided
by law.

THE UNDERSIGNED SURETY, for value received, hereby agrees that no extension of
time, change m, addiion to, or other madification of the termns of the Agreement ar work to be
performed thereundar, or of the specifications or other Agreement docurmant, shalt in any way
aflect iis obhigation on this bonc, and the Surcty does hereby waive notice of any such
extensian of tme. change addition, or madification.

IN TESTIMONY WHEREQF, the Contractor has hereunio set his hand and the Surety
has caused these prasenis 1o be execuied in its name and s corporats seal to be affixed by its
altorney-in-fact at onthis
day of L2002,

{Contrazion

{Guraly Company}

By:
ARtemay-m-Fact}
By:

{Staie Representative}

3
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AGREEMENT FOR INSTALLATION OF TWO FT-8 TWIN PAC'S

AMD ENGINEERING, PROCUREMENT
AND CONSTRUCTION OF BOP EQUIPMENT

NEAR SARCOXIE, MISSOURI

By and Between

THE EMPIRE DISTRICT ELECTRIC COMPARNY

And

PATCH CONSTRUCTION £1.C AND PATCH INC.

AMENDMENT - 01

FP2372002 Page L of §
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week. As these costs are prepared on o weekly estimated
basis, each request for payment will be supported with
documents for the preceding week and the payment request
reconciled as necessary.

5.4  Payment of Change Order Price: The payment of Change Orders
shall be made by Owner in accordance with the provisions of the Change

Orders approved by Owner.

5.5 Interest; Any portion of the Agreement Price not paid by
Owner when due in accordance with this Article 5 may incur Interest
charges from the Suppliers. Any such additional costs caused solely by
delay of Qwner, including Contractor’s costs resulting from late payments
shall be to the Owner's account. Any such additional costs caused by
delay of Contractor, shall be to the Contractor’s account. Provided
Contractor is not in default under the Agreement or this amendment, any
portion of the Agreement Price due directly to the Contractor and not paid
by Owner when due in accordance with this Article 5 shall bear interest
from the date payment was due to the date of payment at a rate per
annum equal to the lesser of the maximum lawful rate or the prime rate
as then published by Bank of America in Houston, Texas plus three (3%)

percent,

5.6 Contractor’s Right for Non-Payment by Owner:  Not withstanding
the provisions of Article 5.5 above, and provided Contractor is not in
default of it's obligations under the Agreement or this amendment,
Contractor shall have the right to terminate this agreement in its entirety,
andd to be released from any liability except with respect to its warranty
obligations for Work already performed, upon the faillure of Owner to
make an undisputed payment to Contractor within thirty (30) days of the
date such payment was due, by so notifying owner in writing seven (7}
Business Days in advance. Disputes will be handled according to Exhibit F.

Al1.2 Exhibit B: Payment Terms and Values

Exhibit B: Payment Terms and Values is deleted in its entircty and
replaced with the following provisions:

1 Attached as Exhibit 3 is Contractor’s Project Cost Report as of lhe
date of this Amendment 01, disclosing in full the Original Budget,
Current Budget, Current Commitments and the Forecast to

Compista.
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Schedule 3-2



2 The Iatest Cost Report referred to above contains the forecast costs
at Project completion based on actual order values and quantity
take-cifs at over B0% Engineering completion. The economies
achieved by Contractor have enabled Contractor to create a First
Tier Contingency (FTC) in the amount of $915,258.

3 Contractor hereby assigns the First Tier Contingency to Owner's
control. This contingency will be re-allocated to and from estimated
areas of the project to maintain the project budget at 310,450,124
or less. ($11,365,382 - $915,258). Contractor shall not be
required to provide a Pesformance Bond.

4, The Cost Report also defines Contractor’s originally planned
Overhead, Profit and Contingency. The Original Budget for Profit
and Contingency was $1,067,011. This amount shall be defined as
the Second Tier Contingency. Owner has in effect paid this amount
as part of the Notice to Proceed payment of $ 1,136,000, Should
the First Tier Contingency be exhausted, Contractor shall reimburse
Owner for all costs above $10,450,124 within seven (7) working
days, provided such costs have been invoiced to Owner by
Contractor and provided Owner has paid the invoiced amounts.

3. Should both the First and Second Tier Contingency’s be exhausted
(i.e. the cost of the project exceeds $11,365,382) then Contractor
will make assets from Paich LLC, Patch Inc, and the personal
assets of Mr. C 3 Patch III, PE available as collateral to insure
completion of the project at the contracted value of 411,365,382
pursuant to Exhibit M,

6. Unused First Tier Contingency will be allocated as follows: In
recognition of the Owner’s increased accounting and administrative
functions, the first $60,000 of remaining First Tier contingency will
be retained by the Owner. The remaining First Tier contingency is
payable by Owner to Contractor progressively as noted below:

Event Anticipated Yo
Mechanical Completion of Unit 3 1 11-Feb-03 25%
Machanical Completion of Unit 4 | _26-Feb-03 | 25%
Achiave Commercial Operation Unit 3 _O01-Apr-03 | 25%
| Achiczve Commercial Operation Unit 4 15-Apr-03 | 25%

Page 50f 8
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Owner shall release to Contractor the payments as referred to
above for achieving Comunercial Operation by the dates specified,
irrespective of whether Commercial Operation had been achieved
or not, provided however, any delay to achieving Commercial
Operation is not in whole or in part attributable to any deficiency in
the work performed by Contractor, and provided that Contractor is
in not in breach of the Agreement or this amendment and all lien
waiver releases have been provided by owner.

A13 EXHIBIT C: PROJECT SCHEDULE

The Project Schedule, Run Date 05 Feb 02 is replaced with a new Scheduile,
Run Date 19 July 02, reflecting Owner’s request to bring forward Unit 4
completion.

Al4 EXHIBIT E: CONTRACTOR'S PARTIAL RELEASE OF CLAIMS

Contractor confirms receipt of payments from QOwner in the sum of
$3,4492,774 (Three million, four hundred forty two thousand, seven
hundred seventy four), through the invoice dated June 7, 2002, covering
alt work performed up to and induding May 31, 2002, and further
confirms that Contractor has satisfactorily fulfilled his obligations with
respect to Exhibit E: CONTRACTOR'S PARTIAL RELEASE OF CLAIMS for all
payments made to date. The provisions of the Exhibit E referenced herein
shall apply as described in section A 1.1 (5.3.3) described above.

ALL  EXHIBIT G: PERFORMANCE BOND

Exhibit G: PERFORMANCE BOND, to the Agreements deleted in its
entirety, pursuant to section Al.2 above.

Al.6 Contractor has furnished Owner with the following Financial Statemenis
and the Owner has reviewed the same and Owner's reqguirements,
resulting from this review, are incorporated in this AMENDMENT-01:

- Operating Statement, tor Patch LLC
»  Operating Statement for Patch Inc
. Personal Statement for Mr. C J Patch 111, PE

ALT7  EXHIBIT H: EXAMINATION OF RECORDS

712372002 Pooge 6 of 8
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IN WITNESS WHEREOF, the parlies have caused this AMENDMENT 01 1o “The ENGINEERING,
PROCUREMENT AMD CONSTRUCTION AGREEMENT made and entered into Fobruary 15,
2002 by ard bebwooen The Emgpire Bistrict Eleclric Company ("Owner™) and Patch Construction LLG
("Contractor) {o be executed as of the date first above written:

CONTRACTOR OWNER

Patch Construction LL.C.  The Empire District Electric Company

7
By: /\rmilg/f%g By: ﬁm&/ “g@ o chen/

Printed Name:_ C <. QM{.- W Wy Printed Name: BJQ AD 9&‘(}/{7 (

Titke: Pq £33 fvr 7 e VP EvEpgy SuppLY

CONTRACTOR

Patch Inc.

By: Q. ’[/ . é'"a)Tt‘Ltf)<

Printed Nome: ij , {)ﬁ“r::,t( ym

Pl
i
Title: AET LT
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EXHIBIT M
GUARANTY AGREEMENT

DATE AND PARTIES. Tha date of this Guaranty Agreement ("Guaranty”™ is i’ui L5, Te2t-  (date of amendment], and the paities

are as follows:

Strect Address, City, State, Zip of Residence or | SSN or Tax ID #

Name
Registered Agent Address in Missouri
€. 3. Pateh ivid 5310 Getehuive L) 5 .
. 3. Fatch, 1L, Individualty PR Te TG 2R -fn - LTI,
(/' CEap Covtsiautae Ll
Az ol ;Hdzﬂ ], Individually oLi-34-S\el

[tpouse’s narre)

% i ZTU N PR & kA b

3pea m). Sam \-&u}&w-j e ey BSasy

Patch, Inc., a[ {244 }corporation Gt boo Jlo61335%
[state of incorporation) \—\‘,QLT.;...S 1 “T+ 17042

Patch Construction, 1.L.C.,
a[Tlesss __} fimited liability company

{state of organization)

72. @S/ 1ipr:.r‘(zjw_u.‘ [ \;1&;:"

a- g X
M" C;Vk (LZ%'(U}J i Sé }d.qA-lS i{a O{‘ﬁg‘ﬁ Jq(i

[GUARANTORST (Collectively)

The Empire District Eledric Company, a Kansas cotporation

602 Joplia 5t
Joplin MO 64801

[HOLDER]

1. AGREEMENT TO GUARANTEE.

A To induce HOLDER to enter into an amendment to that certain Fngincering, Procurement and Construction
Agreement dated February 15, 2002 (the “Agrcement™), GUARANTORS, jointly and severally, absolutely and
unconditionally, promise to perform in accordance with the Obligations {as hervinafter defined) under this Guaranty,
the Agreemient, and the Amendment and to pay and guarantee prompt remittance of all payments to e made by
Contractor under the Agrecment and the Amendment to ony third party supplior of tabar, materials and services, of
any other payment due by Contracter under the Agreement and the Amendment. Upon [ull paformance by
GUARANTORS of all of their respoctive obligations hereunder, this Guaranty, the Agrooement, and the Amendment

- shall terminate.
. The tetim "Obfigations™ shall mean: (i) the obligations of GUARANTORS under this Guaranty; (i} the obligations of
UARANTORS under the Agreement or under the Arnenichinent; (8 2 axvisting and future indebledness, fiabilities, and
chligations of GUARANTORS to HOLDER.

C. GUARANTORS, jointly and severally, absolutely and unconditionally, guarantee and promize unto HOLDER that they
wilt faithfully perform and fuifill alt of their covenants under the Agreement and the Amendmient and the Qliligations
zt the tinz and in tha manngr provided for therein,

i GUARANTORS, jointly and severally, sbsolutely and unconditionally, further promise and guarantee prompl payssent
when due of all altomey fees, indiding paralegal fees, and all other costs and exponses incurred by HOLDER in
enfurcing HOLDER's rights under this Guaranty, the Agreement, and the Amendment,

2. PEIMARY LIABILITY. GUARANTORS are primarily liable under this Guaranty; regardiess of whether or not HOLDER pursues

any of its remedios under the Agreement or the Amendinent or againnt any other surety, guatantor of endorser under sakd

Adpeeranmit oF fenondiment.
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NO OTHER CONDITIONS. The liakility of GUARANTORS b5 not conditioned on the signing of this Guaranty by any cther
porson and furthor is not subjoct 1 any condition net expressly set forth horein,

EVENTS OF DEFAULT. GUARANTORS shail ba in default upen the occurrence of any of the following evonts, drcumstances
of conditions:

A Failura by any person or entity obfigated to make payment on behalf of Contractor under the Agreement or the
Amendment.

& A defaht or breach undar any of the terms of this Guaranty, the Agreement or the Amendment.

C. The reasonatde determination by HOLDER that any warranty, covenant, representalion or statement made hercin or

in the Agreement or Amendment to induce HOLDER to enter into this Guaranty, the Agreement, and the Amendmont,
and alf other documents executed in conjunction therewith, if any, and to accept this Guaranty, prove to be false

when made of furniched.

D. Entry of a decree or order for relief by a court having jurisdiction of the premises in respect of any of GUARANTORS,
or any guarantor of surety of them, in any involuntary case under Federal Bankruptcy Laws, as now or hercafter
constituled, or any other applicable federal or state bankruptcy, insobvency or simitar Iaw, or the appoinling of 3
receiver, a liquidator, assignee, custodian or other similar office of any of GUARANTORS, or any quarantor or surety
of thom, or for a substantal part of their property, or the owdeting or winding up liquidation of affaits and the
continuance of any such decree or order unstayed in effect for a period of sixty (60) days.

E. Commencoment by any of GUARANTORS or by any quarantor or surety of them of a voluntary case under Federal
Bankruptey Laws, as now constituted or hereafter amended, or any other applicable federal or state bankmuptoy,
insobvency or similar faw, or the consent by any of them to the appointment of or taking into possession by a receiver,
a hquidator, assignee, qustodion or other similar official of GUARANTORS or any guarantor or surety of them, or for a
substantiod part of thelr property, or the making by them or by any guarantor or surety of them of any assignment for
the benefit of creditors, or the fallure of any of them generally to pay their debts as such debts become due o the
taking of any action by any of them or any gudrantor or surety of tham in furtherance of any of the foregoinyg.

F. Dizsobution, eomination of axistenca, or business failure of PATCH CONSTRUCTION, LLC. or PATCH, INC,

G. If any quaranty of the Agreement or the Amendment shall at any time, for any reason, coase ta be in full force and
effict or chall be diclared to bo nueil and void by a court of cormnpetent jusisdiction, or if the validity or enforceatiility
thereof shall be contested or denied by any party thereto, or if any party thereto shall deny that he, she or it hag any
further fiabiiity or obfigation thereunder, or if any party thereto shall fall to comply with or aboeeve any of the terms,
provisions of conditions contbined in any such guaranty.

H. A tronsfer of a substantial pait of any of GUARANTORS' money, propeity, or business interests, excopt in the
ordinary course of business,

REMEDIES ON DEFAULT. Atthe oplion of HOLDER, aYi or any part of the Obligations under this Guaranty, the Agreement,
or the Amendment, shall become immadiately due and payable without notice or demand, upon the occurrence of an Event of

= ~Default or al any tme thereafter.  In addition, upan the occurrence of any Bvent of Default, HOLDER, zt its oplion, may

immediately invoke any or all other remedies provided in this Guaranty, the Agreement, or the Amendment, of any other
instrument evidencing the Obligations, snd any documernts securing or otherwise relating to the Ghligations. Al rights aod
rmedies are cumulative and not exclusive and HOLDER s entitled to all remedios provided by law or eauity, whether or not

evprescly sot forth,

WAIVER AND CONSENT BY GUARANTORS AND OTHER SIGNERS. Regarding this Guaranty, the Agreement, and the
Amendment, to the extent not prohibited by law, GUARANTORS and any other signers;

A, Consont to any walver gianted by HOLDER amd agrec that any deluy or lock of diligence in the enforcement of the
Obligations or any failure to file a cann or otheiwise protect any of the Obligations in no vay sHects or inais
GUARANTORS liatalty,

i1 Waive potice of acceptance herevd, natice of any action taken ar omitted by HOLDER in gliance thereon, any
raquirament that BOLDER ghve natics of dofauit or asseruing any othar right of HOLDER hereunder.
<) -xi‘"

t, proecentment for payment, demand, notice of sccelorption, notice of intent to accelorate and notice o

-z,

. Warse prots:
dishono,
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8.

0. Conzent to ooy renewals and extondons agreed 1o by HOLDER, regardiess of the number of such renewals or
Cxtenions;

E. Consent to HOLDER's release of any endorser, quarantor, surety, accormmodation or any other co-signer.

BANKRUPTCY,

A. If @ bankruptcy petition should at any time be fled by or against the GUARANTORS, the maturity of the Obligations,
=0 far a5 GUARANTORS liability is concerned, shall be accelerated and the Obligations shail be immcdiately payabla
by GUARANTORS,

B. GUARANTORS acknowledge and agree that this Guaranty shall remain in full force and effect at all dmes,
notwithstarndding any action or undertakings by or against HOLDER  in connection with any obligation in any
procoeding in the U5, Bankruptey Courls, including without Bimitation, election of remedies or imposition of any
status upon claims by BOLDER, pussuant to the LS. Banksuptoy Code, as amended,

C. In the event that any payment under this Guaranty is deemed, by final order of a court of competent jurisdiction, to

have boen a voidable preference under the bankruptcy or insolvency faws of tha United States or othenwdss, then
GUARANTORS' obiigation shall remain as an oblfigation 1o HOLDER and shall not be considered as having been

axtinguished.

RELIANCE BY HOLDER, GUARANTORS acknowledge that HOLDER is relying on this Guaranty in entering into the
Agreement and Amendment and that GUARANTORS have signed this Guaranty to induce HOLDER to enter into said

Agreement and Amendment,

JOXNT AND SEVERAL. GUARANTORS and all other guarantors, endorsers, ¢o-signers, and surcties shall be jointly and
severaily Hable under this Guaranty, the Agreement, and the Amendment.  This Guaranty shall be in addition to any other
gquaranty or other security for the Obligations of HOLDER under the Agreement and the Amendmwent, which shall not be
prejudiced or rendered unenforceabde by the invalidity of any such other quaranty o socurity.

GENERAL PROVISIONS.

A,

FINANCIAL STATEMENTS. Until such time as the Obligations and payments dug under the Agreement and the
Amcndment are performed and paid in full, GUARANTORS shall furnish HOLDER with such audited and unaudited
balance shoots, income stetements and finandcial statements as HOLDER may from time to tme request, off of which
financial statements shall be cestified by GUARANTORS or GUARANTORS' accountants to be true, oomrect and

complete.

TIME IS OF THE ESSENCE. Time is of the essence in GUARANTORS' performance of all dutics and Obligotions
imponed by this Guaranty.

NO WAIVER BY HOLDER OR GUARANTORS. HOLDER'S course of dealing, or HOLDER's forbearance from, or
delay in, the exercise of any of HOLDER's rights, remedies, privileges or sight to insist apon GUARANTORS' strict
parformance of any provisions cortained in this Guaranty, the Agresment, or the Amendment, shall not be conglrued
as a waiver by HOLDER, unless any such waiver i3 in writing and is signed by HOLDER.

AMENDMENT. The provisions contained in this Guaranty may not be amanded, excopt through a written
amendment which is signed by HOLDER and GUARANTORS.

INTEGRATION CLAUSE. This Guaranty and the Amentinent to the Agreement, executed concurrently herowith,
represent the entire understanding of the parties boreto as to the Obligations, whether prior, contamparangous or
subsequent, and may not be contradicted by evidence of prior, contemporancous, or subsequent oral agrecments of
the pinties.

GOVERNING LAW, This Guaranty shall be governed by (he laws of the State of Fissourd, regardioss of that ¢tata's
conflict of lows provisions, and provided that such laws are not otherwico procmpted by federat laws and rogulations.

FORUM AND VENUOE. In thoe ovent of litination potaining to this Guaranty, the exclusive forum, venue and ploco of
jurizdicon shall ba in the State of pissour:, County of Jasper, unless othanwise required by law.

SUCCESSORS AND LIABILITY OF GUARANTORS, This Guaranty shall inure to the benahit of and bind the hedrs,
peronal ropresentalives, suCoessors, assiuns of the paitiss and subcenuent hotdors of hoe Qblgalions eml Uee-Hols;
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M.

provided howerver, thot GUAPANTORS may not assign, tronsfor or defogate any of its rights or Ghligstions under this
Guaranty.

HUMBER AND GENDER. Whencver used, the singular shall include the plural, the plural the singular, and the use of
any gerkder shall be applicable 0 ail genders.,

DEFINTTIONS. The terms used in this Guaranty, if not defined hercin, shall have thair meanings as defined in the
other documents oxecuted contemporansously, or in conjunction, with this Guaranty.

PARAGRAPH HEADINGS., The headings at the beginning of any paragraph, or any subparagraph, in this Guaranty
Agreement are for convenience only and shall not be dispositive in interpreting or construing this Guaranty
Agreemnent.

IF BELD UNENFORCEABLE. If any provision of this Guaranty shall be held unenforceable or void, then such
provision 1o the extent not otherwise imited by law shall be severable from the remaining provisions and shall in no
way affect the enforceability of the remaining provisions nor the validity of this Guaranly. This Guaranty is walid
despite the genuineness, validity ar enforceability of any documents executed in conjunction with the transaction
desaibed in Section 2 hercof,

NO LEGAL EXISTENCE. IF for any reason PATCH CONSTRUCTION, LL.C. o PATCH, INC. has no lzgal existence or
is under no legal obligation to discharge any of s responsibility undertaken in the Agreement or purported to bz
undertaken by it or on its behalf, this Guaranty shall neverthedess be binding on GUARANTORS to the sama extens as
if GUARANTORS at 2ll times had been principal parties obligated to perform under the terms and conditions of the
Guaranty and the Agreement.

ORAL AGREEMENTS OR COMMITMENTS TO LOAN MONEY, EXTEND CREDIT, OR TO FORBEAR FROM ENFORCING REPAYMENT OF A
DEBT INCLUDING PROMISES TO EXTEND OR RENEW SUCH DEAT ARE NOT ENFORCEABLE. TO PROTECY TOU {(GUARANTORS) AHD
U5 (HOLDERS) FROM MISUNDERSTANDING OR DISAPPOINTMENT, ANY AGREEMENTS WE REACH COVERING SUCH MATTERS ARE
CONTAINED IN THIS WRITING, WHICH IS THE COMPLETE AND EXCLUSIVE STATEMENT OF THE AGREEMENT BETWEEN US, EXCEPT
AS WE MAY LATER AGREE IN WRITING TO MODIFY IT.

[SIGHATURES TO FOLLOW ON NEXT PAGE]
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IR WITNESS WHEREOF, the undarsigned have ecutad this Inttnrant, upan proger sUthaitty, 28 oF the date frt sbdwe wiites,
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ATTRET PATCH, INC.
- ™ ’/"
',".. / /
(””‘ ] {’ﬂ\ "L-Z’ZL /K/) A;;ZS (
ejmm OF ESCNITARY SINATURE OF PRESIDENT
//? FOlr /f/ 1170 C. 3. Q.woﬂ ul
PRINTED HAME T FIARTED RAME
PATCH QOREBTRINCTION, L.L.C
oA e
SIGNATY /t}i MAMAGTNG wnﬁ!u
. J,__Pa-ra.vi T
PRINTID NAME
GUARANTORS

Schedale 0.3



