HCS HB 1100 & 1241 -- UTILITIES
SPONSOR: Rect or

COWM TTEE ACTION:  Voted "do pass" by the Conmttee on
Communi cat i ons, Energy and Technol ogy by a vote of 17 to 4.

This substitute allows any electrical corporation to recover al
of the prudently incurred costs for fuel delivered to its
generating stations and for the variable cost conponent of
purchased el ectrical energy for its retail custoners. The
conpany will use an energy cost adjustnent schedule to determ ne
how t hese costs will be recovered. Al energy cost adjustnent
schedul es nmust be filed with the M ssouri Public Service

Conmi ssion for consideration. The conmssion will establish a
procedure to remedy any over-collections or under-collections
from previ ous adjustnent periods. The schedule can be nodified
every 90 days to accurately reflect fuel and energy cost
fluctuations.

The substitute allows any electrical, gas, or water corporation
to request the conmi ssion to evaluate a project proposal to
determ ne whether or not it is prudent. Utility corporations
requesting a determ nation nust also submit a cost projection for
the project. The substitute explains the types of proposals that
can be submtted, applicable tinme frames, and the application's
requi renents.

The conmm ssion nust conduct a hearing and issue an order within
180 days. |If the conm ssion determ nes that a proposed project
and its cost projection is prudent, it will issue an order and
certificate and address all ratenmaking principles requested by
the corporation. The order and the statenents regarding

rat emaki ng principles will be applied in any future rate case to
the investnent and costs of the facility or contract and will be
binding in all future proceedings.

If the commi ssion fails to i ssue a decision regardi ng an
application, the project in question will be deened to be prudent
180 days fromthe date on which the conplete application was
submtted. The corporation will have 270 days after the
effective date of the prudency order to notify the conm ssion
about whether or not it wll go ahead wth the proposed project.
| f the corporation decides not to proceed, any ratemnmaking
principles included in the order will be void and no adverse
presunptions will be applied to the corporation in any future
proceedi ngs before the conm ssion.

The corporation nmust report to the conm ssion at the specified
times in the order and when any significant or unusual event



occurs. At any time prior to the conpletion of a project, the
commi ssion may require the corporation to present evidence
supporting the decision to continue a project. |If the conm ssion
determ nes that continuation of the project is no |onger prudent
or should be nodified, the corporation will be allowed to recover
in rates the anounts al ready expended, incurred, or obligated on
the project, even though the project may never be fully
operational or used for service. The corporation will be able to
recover by increases in rates all costs deened to be prudent by
the conm ssion. Any cost in excess of the cost projection wll
be presuned i nprudent and not recoverable, unless the conm ssion
determ nes that the excess cost was prudent, in which case the
excess costs would be recoverabl e through rate increases.

No corporation may file nore than one application related to a
single project during a 12-nonth peri od.

FI SCAL NOTE: Not available at tine of printing.

PROPONENTS: Supporters say that M ssouri is one of only three
states that does not allow fuel adjustnents. Fuel adjustnent
procedures are the rule, not the exception, and investors | ook
favorably upon the procedures because they |ower risks. The bil
requires a rate case to be heard before the M ssouri Public
Servi ce Comm ssion before a fuel adjustnent clause can be
inplenented. If a utility has a fuel adjustnment clause, it nust
have a rate case every three years so that rates and the baseline
can be reset. The conm ssion has the power to nake rul es
regardi ng incentive prograns that will ensure that the utilities
continue to get the best deal on fuel, so that custoners pay the

| owest cost. The bill has nore consuner protection provisions
than fuel adjustnment laws in other states. It is a balanced and
fair bill which will not raise custoners’ rates. Currently,
utilities guess at what the rate will be, and the rate is fixed.

A fuel adjustnent clause nmeans that the custoner will pay no nore
or no less than what they fairly owe. Currently, an investor-
owned utility examnes its needs and determnes if it should
build a new facility. The utility takes on all of the risks.
After the facility is built and becomes operational, the utility
can ask the conm ssion whether or not the decision was prudent.
The conm ssion can say the decision was not prudent which hurts

the utility’s credit. The bill requires the comm ssion to
determ ne whether or not the project is prudent early in the
process, before construction begins. This will nmake it easier
for the utility to obtain financing for the project, because
potential investors will know in advance that the comm ssion has
approved it. Because the investors’ perceived risk is |lower, the
cost of financing the debt will also be lower. This results in a

| ess expensive project.



Testifying for the bill were Representative Rector; LS Power;
Enpire Electric District; Aquila; Aneren UE, Kansas City Power
and Light; Mssouri Gas Energy; M ssouri Energy Devel opnment
Associ ation; Geat Plains Energy; and Lacl ede Gas.

OPPONENTS: Those who oppose the bill say that the bill wll
increase rates and the rate changes will be volatile. The bil
does not provide incentives for prudent energy purchasing. The
incentives that have been in place will be renoved. |Investors
and utility conpani es may approve of fuel adjustnment clauses, but
m ght not be in the best interest of consuners. That bal ance
nmust be met through regulation. Requiring the comm ssion to
determ ne whether or not a utility’s proposed project is prudent
before it is conpleted shifts the risk fromthe utility conpany
to the consunmers, which is wong and renoves the utility’s
incentive to operate efficiently and responsibly.

Testifying against the bills were Ford Mdtor Conpany; American
Associ ation of Retired People; Ofice of Public Counsel; M ssour
Energy G oup; and Bryan and Cave Law Firm

Alice Hurley, Legislative Analyst



