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MEMORANDUM

TO: Electric & Natural Gas Roundtable Discussion Groups
FROM: Warren Wood Wv

SUBJECT: Record of Proceedings

DATE: September 4, 2002

Thank you for attending the Commission’s Electric and Natural Gas Roundtable session
on Demand Response Programs & Mergers held in Jefferson City, Missouri on August
21, 2002. As promised, please find attached a bound compilation of the materials
presented.

Our desire is to make these meetings as informative, beneficial, and effective as possible.
Any ideas or suggestions you may have to help us toward that end are always
appreciated. Feel free to contact me at (573) 751-2978 or e-mail me at
wwood(@mail.state. mo.us with any comments. We look forward to your attendance and
active participation at future roundtable meetings.

Attachment

Informed Consumers, Quality Utility Services, and a Dedicated Organization Sfor Missourians in the 21st Century
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Demand Response Programs & Mergers

Electric & Natural Gas Roundtable Discussion Groups
August 21, 2002 - 1:00 to 4:30 PM

Governor Office Building, 4™ Floor Baliroom,
200 Madison Street, Jefferson City, MO

Registration
Opening Remarks & Introductions
Warren Wood, Energy Department Manager, MOPSC Staff

Demand Response Programs

Opportunitics & Challenges

Robert Brnilovich, Managing Director, KPMG Consulting
Electric Utility Perspective

Richard Voytas, Manager Corporate Analysis, Ameren Services
Large Customer Perspective

Maurice Brubaker, President, Brubaker & Associates Inc.
Missouri Public Service Commission Staff Perspective
James Watkins, Senior Economist, MOPSC Staff

Break (15 Minutes)

Office of the Public Counsel’s Perspective

Hong Hu, Senior Economist, The Office of the Public Counsel
Opportunities for Environmental Benefits

Anita Randolph, Energy Center Director, Missouri Dept. of Natural Resources

Open Discussion/Question Period for All Participants
Break (15 Minutes)

Mergers

Why Utilities Merge

Keith Stamm, President and COO, Global Networks Group, Aquila Inc.
Missouri PSC Staff Approach & Concerns With Mergers

Mark Oligschlaeger, Senior Regulatory Auditor, MOPSC Staff

The Office of the Public Counsel’s Approach & Concerns With Mergers

Ryan Kind, Chief Economist, The Office of the Public Counsel
Open Discussion/Question Period for All Participants
Closing Remarks & Adjourn







Tel: 703/962-3121
Fax: 703/862-2400

email:
Rbmilovich@KPMG.com

Robert Brnilovich

Partner
Washington DC

Summary

Robert Brnilovich leads the Customer Technology Solutions practice of Andersen’s
Energy Industry Business Consulting practice in North America. In this role, he helps
Energy companies create and execute CRM strategies and related technology enablers.
In addition, Robert created and ieads a task force at Andersen to help utilities develop
new strategies for implementating demand management programs. Robert has been the
engagement partner on many large electric and gas utility consulting assignments over
the past 17 years, His experience includes consuiting on strategy design and execution;
design and implementation of CiS, CRM and ERP solutions; process re-engineering and
organization realignment and a variety of other special projects.

Robert is based in the Washington, D.C. office of Andersen. He earned a Bachelor of
Science degree from Miami University and an MBA from George Mason University. He is
a Certified System Professional and a member of the institute of Certified Computer
Professionals.

Relevant experience

Large Northwestern Gas and Electic Utility — Assisted the company in determining
how best to standardize and leverage meter information for Demand Management
type programs.

Large Retail Energy Provider — Assisted the Company in the consolidation of
several CIS/Billing systems into a integrated solution using Excelergy's ABP300C.

Large Midest Gas Utility — Assisted the Company with the implementation of a new
CIS (SCT's Banner) as part of the merger of three distribution companies.
Responsible for managing the Independent Quality Oversight team to ensure
financial integrity and controls.

Large Midwest Gas and Electric Utility - Assisted the Company in the
indentification, review and resolution of key issues surronding a recent
implementation of a new CIS. The project included the identification of risks and
controls required to stabilize the customer service and billing operations.

Large Northwestern Gas and Electric Utility - Assisted the Company in the
strategic implementation of a new Customer Information System. The projects
include system integration, process improvement and organizational realignment.
Provided senior management recommendations on managing risks associated with
achieving the critical success factors and expectations of sponsors/stakeholders.

Large Midwestern Gas Utility - Quality Review and Advisory partner on a
comprehensive engagement to develop and implement a Customer Information
System and Gas Transportation System. Provided senior management with
recommendations on risk mitigation and planning associated with operational
recovery.

Midwestern Gas Utility - Advisory partner on a engagement to develop and
implement a Customer Information and Work Management solution. Provided senior
management with risk analysis and alternatives to sustain impact of retail choice in
their geography.




Large Midwestern Gas Utility - Assisted the company in the development and
implementation of a single Customer Information System solution for their various
distribution companies. The project included the identification of a shared vision and
assessment of the regulatory and cultural barriers. In addition, provided

recommendations on how to enable the system and organization to support Retail
Choice programs.

Midwestern Energy Service Provider - Assisted the company in the development
and implementation of a Billing System to accommaodate retail customers. Provide
senior management with advice on how to limit costs while getting to market quickly
with various products and services.

Large Southeastern Gas and Electric Utility - Advisory partner on a engagement to
build a new Customer Information System that will meet the needs of the regulated
business and address the capabilities required to support customer choice.

Technology Consulting - Robert has extensive experience leading all phases of
complex technology projects including design. selection, acquisition and
implementation. He has expertise in implementation of CIS, Work Management and
ERP systems. In addition, Robert has expertise in leveraging other technologies
such as EAl/Middleware, VR, Imaging, and Internet based solutions to provide end-
to-end solutions for core business processes.

ERP Implementation - Engagement Partner on a PeopleSoft implementation for a
large property management company. Ceveloped unique approach to phase
functionality by each of the parent company's subsidiaries. The implementation
included both HR and Financials. The scope of the project was full-lifecycle systems
integration, including training and change management.

CIS Implementation - Engagement Partner on a large Service 2000 implementation
for a large multi-state Midwestern Gas Utility. Mobilized a team of over 100
resources to lead and execute all aspects of the implementation with the client. In
addition to the core CiS implementation, the team rolled out new IVR (VRU and CTI)
technologies, Document Management/imaging, and real-time third party interfaces
{via MQ Series). The scope of the project included Project Management, interfaces ,
Outputs, Conversion, System Testing, Training, Communications and Change
Management.

CIS Implementation - Engagement Partner on a large ConsumerlinX
implementation for a large Northwestern Gas and Electric Utility. Mobilized a team of
over 150 resources from 12 different offices to lead and execute all aspects of the
implementation with the client. The implementation included core CIS (Billing, A/R,
Cash, Credit, Meter, Financial Reporting) functionality as well as Meter Management,
QOutage Management, and service order scheduling. The scope of the project
included Project Management, Interfaces, Cutputs, Conversion, System Testing,
Training, Communications and Change Management. In addition to the core CIS
implementation, the team integrated a complete set of multi-media and VR (VRU and
CTI) technologies for the access center. MQ Series and Mercator were used for most
near time interfaces. A unique solution using Business event simulation was
employed to reduce operation impacts and recovery.

Large Program Management - Served as the Deputy Program Manager for a large
system modernization program for the Federal Government. The program over saw
multiple system integration and change management projects. Lead the definition of
several key architectural building blocks for the Integrated Systems Architecture.




Telecommunication Management - Designed, developed and implemented a
system for the General Services Administration to help manage the pay-per-use
(FTS2000) roliout of telecommunications services for the Federal Government. The
scope of the project was full-lifecycle systems integration, including training and
change management.

Telecommunication Management — Developed processes and controls for the
FTS2000 Service Providers (AT&T & US Sprint) during the FTS2000 transition
planning and testing.

Telecommunication Management — Designed, developed and implemented
applications to manage Customer Records, Billing, Credit, Collections, Service
Provisioning and Transponder Reservations for a provider of satellite based services.
Projects included full-lifecycle system development, including training and change
management.

Enterprise Application Integration Selection - Engagement Partner on the
implementation of a CiS for a large Northwestern Utility. As part of the
implementation, a strategic platform analysis was conducted to simplify and
standardize the approach for the 100+ interfaces to/from the CIS. MQ Series and
Mercator were chosen and successfully implemented.

Enterprise Application Integration Selection - Provided a software development
firm, which is building a new CIS, with advice on evaluating and selecting an EAI
solution to target as a partner in developing integration connectors/adapters. Vitria,
STC, and TIBCO were reviewed.

E-Business Consulting - Led this new service offering for a large consulting
practice. Developed the foundation for the practice area to provide strategy, process
and technical sofutions for utility companies.

PeopleSoft Consulting - Led the Energy PeopleSoft practice for a large consuiting
practice growing revenues to over $16 million (five-fold growth) in fees in one year.
Provided full service consulting services to utility companies. In addition. worked on
developing alliances with several PeopleSoft vendor alliances to provide complete
solutions (HR,Finance, C!S, Asset Management, etc) to utility companies.




Maurice Brubaker, President

Mr. Brubaker received the Degrees of: Bachelor of Science in Electrical
Engineering from the University of Missouri at Rolla; Master of Business
Administration (with a Major in Finance) and Master of Science in
Engineering from Washington University in St. Louis.

Prior to entering the utility consulting practice in 1970, Mr. Brubaker was
employed by Emerson Electric Company.

Recent engagements have concentrated on electric market restructuring,

development of energy strategics, and competitive sourcing of power for
customers.

He has extensive experience in virtually all aspects of regulated and competitive electricity and natural
gas, and has presented testimony on more than 400 occasions before the Federal Energy Regulatory

Commission, over 30 state regulating commissions and before various state courts, municipal regulatory
bodies and state legislatures.

Project Work

Other Project Work
s Federal Energy Regulatory
Commission
¢ Guam
e Iceland

Principal Advisor to:

e lilinois Industrial Energy
Consumers

¢ Louisiana Energy Users Group

» Missouri Industrial Energy
Consumers

¢ United States Navy

+ Utah Industrial Energy
Consumers

Areas of Expertise

* Alternative Energy Supply Options * Ancillary Service Rates « Cogeneration * Contract Development,
Evaluation and Negotiations « Cost of Service Studies « Customer Gas Supply Programs * Demand-Side
Management + Economic Dispatch + Electric Retail Competition and Customer Choice + Fuel Cost
Recovery

* Gas Transportation Rates and Policy + Interruptible Rates « Legislation and Public Policy « Marginal
Cost Analysis » Market Power Analysis « Market Price Surveys « Market Structure - Merger Evaluations
Performance Based Rates » Performance Standards for Generation Units « Price Forecasts » Prudence and
Used/Useful Evaluation + Purchase Power Contracts * Rate Design and Tariff Analysis + Real-Time
Pricing « Request for Proposals = Resource Planning » Retail Access Pilot Program Design - Revenue
Requirements + Site Selection and Evaluation » Standby Rates « Stranded Costs « Training Seminars »
Transmission Pricing and Access « Utility Privatization Studies




Hong Hu

Hong Hu is a Public Utility Economist for the Office of the Public Counsel. She has a
Master Degree in Economic from the University of Missouri - Columbia and is an ABD
Ph. D. in Economics. Ms. Hu has been with the Office of the Public Counsel since 1997,
She has filed cost of service and rate design testimonies in many gas, electric, telephone
and water rate cases. Ms. Hu recently filed testimony proposing a pilot Time of Use
program in the Ameren compliant case. Mr. Hu also administers the Public Counsel's

web page.




Ryan Kind

Ryan Kind is the Chief Energy Economist for the Missouri Office of the Public Counsel.
He has been with the Public Counsel’s office since 1991 and works primarily on gas and
electric utility issues. Ryan’s work at the Public Counsel’s office has included testimony
before the Missouri Public Service Commission, the Missouri Legislature, and the
Federal Energy Regulatory Commission (FERC). He has testified on a wide range of
energy issues including: transmission access and reliability issues, ISO and RTO

formation issues, market power, supply and demand-side resource planning, class cost of

service and rate design, and incentive regulation.

Ryan Kind was the public consumer organizations representative on the Midwest ISO’s
Advisory Committee for two years and is still an alternate consumer representative. Ryan
currently serves on the Operating Committee of the North American Electric Reliability
Council (NERC}) as the small customer representative. He has both a master’s degree and

a bachelor’s degree in economics from the University of Missouri-Columbia.




MARK OLIGSCHEAEGER

Mark is an Auditor V with the Missouri Public Service Commission’s
Accounting Staff in the Utility Services Division.

Mark graduated from Rockhurst College in 1981, and has been employed at
the Commission since September 1981. He has filed testimony in numerous
clectric, gas, water, telecommunications, and industrial steam proceedings;
including rate cases, earnings complaint cases, accounting authority orders,
and other types of cases. He has also filed testimony in a number of merger
and acquisition applications involving electric utilities in Missouri. Mark was
a member of the Stranded Cost Working Group within the Missouri
Commission’s Retail Electric Competition Task Force in the late 1990s.




Anita C. Randolph, Director
Missouri Energy Center

Anita Randolph was appointed Director of the Missouri Energy Center (formerly the
Division of Energy) in July 1998. Prior to becoming the Energy Director, Anita was
employed by the Missouri Department of Transportation in the Office of Transportation
Planning and Policy Development. In this position, Anita worked closely with Missouri’s
Congressional Delegation, the Governor’s Office and the Missouri General Assembly on
legislative and appropriation issues affecting Missouri’s transportation system.

Before being employed by MoDOT, Anita worked for the Missouri House of
Representatives where she developed legislative approaches for environmental, energy
and natural resource issues.

Anita was appointed by former U.S. Secretary of Energy Bill Richardson as a member of
the State Energy Advisory Board, a federal advisory board to the U.S. Department of
Energy, and she is a board member of the National Association of State Energy Officials.
Anita also serves as Missouri Governor Bob Holden’s representative to the Governors’
Ethanol Coalition and she is on the Board of Directors of the Midwest Energy Efficiency
Alliance.

Anita obtained a Masters Degree in Public Health, with a specialty in Environmental
Management, from the University of Oklahoma. She received a Bachelor of Journalism
degree from the University of Missouri.




Keith Stamm

President and Chief Operating Officer, Global Networks Group, Aquila, Inc.
Chairman, United Energy (Australia)
Chairman, UnitedNetworks (New Zealand)
Kansas City, Missouri

Keith Stamm was appointed president and chief operating officer of Aquila’s Global
Networks Group in November 2001. Global Networks Group manages all the company's
electric, natural gas and telecommunications network operations worldwide and includes
3,000 U.S. employees as well as network operations in Canada, Australia, New Zealand and
the United Kingdom.

Stamm also is chairman of United Energy and UnitedNetworks. Aquila manages and
owns 34 percent of United Energy, an Australian company that provides electric and natural
gas service to more than a million customers in Melbourne. UnitedNetworks, New Zealand’s
largest electricity and natural gas lines company, managed and 55 percent owned by Aquila.

Prior to his appointment as president and COO of Aquila’s Global Networks Group,
Stamm was chief executive officer of Aquila’s power trading group. Before joining Aquila, he
was chief executive officer of United Energy and held various positions with Aquila since
1983.

Stamm is certified as a professional engineer and has a bachelor’s degree in
Mechanical Engineering from the University of Missouri and an M.B.A. from Rockhurst
College in Kansas City. He has 19 years of experience in several facets of the energy industry,
including strategic planning, risk management, utility operations and energy marketing.

Based in Kansas City, Missouri, Aquila operates electricity and natural gas
distribution networks serving more than six million customers in seven states and in
Canada, the United Kingdom, New Zealand and Australia. It is also is one of the largest
wholesalers of electricity and natural gas in North America, provides risk management
products and services, provides wholesale energy services in the United Kingdom and has a
presence in Germany and Scandinavia. At March 31, 2002, Aquila had total assets of
$12.3 billion and 12-month sales of $37.3 billion. More information is available at

www.aquila.com.

62002




Richard A. Voytas
Manager — Corporate Analysis
Ameren Services

Rick’s current position at Ameren services is Manager of the Corporate
Analysis section of the Corporate Planning department. Primary
responsibilities include: resource planning, market modeling, asset
valuation, load analysis and forecasting, and load research.

Rick has enjoyed working at Ameren for 27 years. He is a graduate of
the University of Missouri-Rolla with a B.S. in Mechanical Engineering.
He is also a graduate of St. Louis University with a MBA, Heis a
registered professional engineer in Missouri.
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“Utilities + Energy |

. Recent Increased Focus on Demand / Response Programs
« META Group reports states:

= “Utility companies and energy service providers that embrace demand
response programs will be better prepared to deal with energy market
volatility”

: META Trend: "Information about energy and its uses, customers, and
markets, etc., will become as valuable as the energy commodity itself...”

: “Energy utilities should aggressively deploy demand / response programs
to suppaort their bottom line and position themselves for competition.
Energy service providers and aggregators should design demand /
response programs to chailenge the strength of the incumbent utilities”

Copyright © 2002, Propristary to KPMG G
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8 A New Approach to DSM - bl Consuting |
. : - | Utilities + Energy

» Demand Response programs are increasingly being recognized as
an important part of an efficient energy market.

= Deregulation of supply has led to price volatility and unveiled underying
supply shortages

» Demand Response programs include:

= Demand bidding

= Real time (or time-of-use) pricing
Distributed generation

: Load management
Energy efficiency

« Underlying each is an economic decision to respond to price signals,
including:

¢ shifts in time of energy use from more expensive to less expensive
- reductions in overall use

Copyright © 2002, Propristary to KPMG Consutting Inc.
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“Small chianges in démand;can impact prices -

| Utliities + Energy |

— Supply
—= Inelastic Demand

— —. Price-Responsive Demand

Price $/MWh

1 1 A

Copyright © 2002, Proprietary to KPMG Consaiting Ine. Load, MW




There are signifi cant’ beneftts to ut|I|ty support of -
4 Demand Response'programs  ~~ ° .

| Utilities + Energy

» Demand response programs can become tools that utilities can use
to:

: Mitigate supply shortages

+ Reduce exposure to price volatility

- Shift price risk from the utility to consumers
< Address regulatory concerns

: Improve system reliability

» Demand Response programs can be more cost effective than supply
side options

- Compete with high-priced and inefficient generation at system peak
= Reduce average prices for all customers
» Reduce poliution from old and inefficient generating units

Copyright © 2002, Propristary to KPMG Consulting inc.

A New Approach to.DSM ~ T P KblinE! Consuiting
- P T - PR LHilities + Energy

» Give customers the capability, information, products and services to
react to price signals andfor other market factors

= Load Shaping

= Load Curtailment

+ Energy Efficiency

: Distributed Generation
¢ Real Time Pricing

« Give utilities advantages through

- Price Risk Distribution

: Avoidance of Future Plant Costs

»  Ability to Minimize Exposure to Peaking Prices

. Aliowing Trading Operations to have Greater Flexibility During Peaks

« The most effective of these options being enabled through network
communication and/or control capabilities

Copyright © 2002, Propristary to KPMG Consulting Inc.
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‘ ANew Approach to DSM. SR KbME] Consutting

| Utitities + Energy | -

= New demand response programs will be derived by using
a combination of enabling technologies and regulatory
strategies including:

: AMR Technologies
¢ Control Devices

e Smart Home Technglogies
¢ Time of Use Pricing

¢ Real Time Pricing

¢ Curtailment

Copyright & 2002, Propristary to KPMG Consulting Inc.
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» A New Approach to DSM

= Where'is the Business Case

= An Approach to a Solution

Copyright © 2002, Proprietary to KPMG Consulting Inc.




B Where Does the Business Case:Réside?

“Uilities + Energy

« Initial investments in network meter reading or AMR have had
difficulty living up to expectations.

« But the installed network has “option” value that should be
considered in the business case

-

. Eeducc Meter Reachng

+ Enable Real Time Access
te Meter tnformation

Netwaork Investment

+ Improve OQutage
MgmtRestoration

Enable Programs Tike
DSMlhall'DI%ZW:
information

Benefits

+ Reduce Meter Reader
Salary and Benefit
Costs

- Reduce Meter Reader
Vehicle Costs

Level of Business Benefit

Source of Benefits

Copyright £ 2002, Propristary to KPMG Consulting Inc.

| Utilities + Energy n
« Significant beneﬁts may be captured through incremental investments.
The Demand Response opportunity enabled by the NMR investment
can significantly leverage the initial investment

’:;Sharehold

Lo imtasiusom i i

ol Leved of Mg

Benelits

H

- Reduce High Capital i

lnvstmem n Transmission |

and’or Genuration H

+ State and Irdusicy Leader in ;
Allcrnalwe Energry Use

Program
- Energy Conservation

Benelits
- Enahls DSM Program
+ Reduce Usage Volatility

Benefits
+ Reduce Meter Reading Errors

+ Enable Real Time Access o
Meter Information

+ |mprave Out;

= Defer Need for Additionat
‘Transmission and/or
Generation Capacity

+ Reduce Hedging Costs.
+ Improve resource allocation

Achigved
+ Regulatory Approval

Megmt/Rest
* Redoce Enugy Theft
- Improve supply planning
- Faster Revenue Cycle
+ Enabie DSM

* Increase customer
satisfaction

Network Inve stment

Benefits

- Reduce Meter Reader
Salary and Benefit Costs

+ Reduce Meter Reader
Vehicle Costs

Level of Business Benefit

Source of Benefits

Copyright © 2002, Propriatary to KPMG Consulting Inc.
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= A New Approach to DSM
« Where is the Business Case

= AnApproach to a Solution ' -
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[

Use Rates Structures & Interval Data (e.g. Time-of-Use —--- Real
Time) to:

o Shift Load (On-Peak > Off-Peak)

» Promote Conservation

¢ Management of Supply Risk

+  Inform customers, Address regulatory initiatives

The success of these type of demand side programs will depend on
many factars that are specific to a utility’s regulatory, geographic and
economic environment, such as its:
v Service territory geography
Customer characteristics
Cost structure and financial situation
Supply arrangements.

It is essential that a thorcugh evaluation of these factors and an
evaluation of alternative solutions {metering infrastructure, software
systems, program features, etc.) be conducted as part of establishing

the business case.
Copyright © 2002, Proprietary to KPMG Consulting Inc.
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Case Study: Puget Sound’s Personal Energy Management (PEM) —
Informational and Real Time Pricing (TOU)

PEM is a program that combines a network metering system with a
time-of-use information and/or pricing and effective customer
communications to enable customers to manage their own energy
use and bills. The PEM program has been successful in getting
customers to shift usage to off-peak hours and to lower overall
energy usage

Through a carefully orchestrated and integrated campaign, PEM has
grown into a lifestyle brand which incorporates leading edge
technology, customer empowerment, social and environmental
responsibility

« The adoption of PEM by PSE’s customers and the approval of the
program by the Washington State Utilities & Transportation
Commission has been overwhelmingly positive

Copyright & 2002, Proprietary to KPMG Consulting Inc.

minimum:

«  Assess and Develop Business Reguirements: Assess the business environment
and evaluate the utility's needs, requirements, challenges and strategic goals.
Develop a series of inter-related check points, or gates, between activities to
assure tasks are completed efficiently.

CI5/Billing/Meter Evaluation: |dentify the business requirements via a rigorous
review and documentation of the utility's system architecture and capabilities.
Investigate what changes or customization will have to be made to support and
develop specifications.

Customer Channel Evaluation: Evaluate the needs and goals of various
stakeholders and develop a program which addresses the utility's overall strategy
that integrates the available and desired communication avenues.

Meter Data Warehouse Evaluation: Evaluate alternatives for warehousing the
interval usage data and ensure that it's capable of recording and communicating
interval usage data. In addition, to supporting load management, the system
must be capable of time-of-use billing.

Detailed Implementation Plan and Cost Benefits Analysis: Data regarding
program costs and benefits will be collected to understand the financial viability
of alternative system configurations and financing mechanisms, This in¢ludes
understanding key sources of project risk, and the key factors and milestones
that must be met to assure success.

Copyright € 2002, Proprietary to KPMG Consulting Inc. S . .
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DEMAND RESPONSE ROUND TABLE

DISCUSSION

AMEREN’S PERSPECTIVE

Richard A. Voytas
-‘Manager, Corporate Analysis
Ameren Services
August 21, 2002

LA

A pmeren Uf

Objective

o Limit discussion to residential time-of-use pilot development concepts

I~




Discussion Topics

e Infrastructure

o Transferability of Puget Sound Energy Residential
TOU Program To Missouri

* Process For Developing, Implementing and
Evaluating A Pilot Program

e 3

T Ameren iF

Infrastructure: MO Energy Policy Task
Force Final Report, October 2001

"...AmerenUE and Kansas City Power & Light Co. are uniquely
positioned to offer these (RTP rates) since they currently have most of the

infrastructure in place...”

A 4
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Infrastructure: CellNet Meter Reading
Technology

» Single reading, one per month, anytime during a four-day window
o CellNet téchnology works well for monthly consumption reading

» Existing AmerenUE TOU meters often require more expensive
metering and are often read manuaily

A 5
A AmerenUF

Infrastructure: How CellNet Meter
Reading Technology Works

meter stores 45 minutes of data in memory
meter transmits entire contents of memary every 5
minutes h

Radio Frequency

communications dedicated

T E-C

MicroGell (MCC} CullMaunte: x q
ond repestors E
CuliNat
Conroll Cantar
Databimxa

MCC acts as “brains”™ for meter
Meter and MCC use RF for
communications




Infrastructure: How CellNet Meter
Reading Technology Works

%—b A
y.
MicroCell (MCC) CelMaslu-\

and repeaers

<15

e

CelbNet
Control Center
D atabase

x

'-Q::y H
3
.. At
- P 411
Ameren :_'_'__'! B

Bil maikd to ——

Customer
(CS%) Ameren
meter database
Customer Service Systemn

Infrastructure: Communication Problems
Caused By...

Communication problems can be caused by many things including:

Radio interference

Meter transmittal problems

+ Difficult locations - basements, remaote locations etc.

Physical obstructions in the path of a signal

A
e T —




Infrastructure: Missing Data

Recaichen kad Usag s with good RF reception Resldentlai Usage i poor RF raception

. b { [Dzrten
) = [oen Kam
2% 0 40m 5

v Oamrpm

v Mo 12pm

An exampie of a mefer w/ 18
Clean” data. No gaps. hours of missed readings by the
network.

The MCC would have 15 kW

of usage & can not allocate to

the individual TOU time bins
within the two days

Al
*Z Amereaiff I : 5

Infrastructure: Options To Meet More
Advanced Metering Requirements

» Processes/procedures to estimate missing data

+ Use of “smart” form of metering

¢ Other forms of communication




Infrastructure; Conclusions

+ TOU requires more consistent, reliable RF communications on a daily
basis

* TOU requires changes to current systems in order to support new
billing and metering functions

e
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Transferability

Puget Sound Energy’s Residential TOU Program To
Missourt

Ak,
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Transferability: Weather Differences
Between Washington State and Missouri

=T Ameren Ut
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Transferability: Weather Differences
Between Washington State and Missouri

Seattle vs. St. Louis Seattle vs, St. Louis
Cooling Degree Days Heating Degree Days
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# of Days

.

Transferability: One Final Weather
Slide

Seattle Sunshine

250+

200+

1501

100+

50+

I Ameren it

Transferability: Capacity Mix

PSE Energy Production Mix

nHydr
nCoal
0 Gas

AmerenUE Energy Production

mCed

A Nucledr,
 Hydo
[el)
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Transferability: Washington State
Water Supply

Puget Energy 10-K Report:

“The February 15, 2001 seasonal water supply forecast published by the
National Weather Service indicated that the total forecasted runoff into
the Grand Coulee reservoir for the period January-July 2001 would be
only 61% of average. PSE therefore expects that total annual
generation from the Mid-Columbia projects, and PSE's owned hydro-
electric projects, will be below normal in 2001,

alte 17
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Transferability: Purchased Electricity
Expenses

{Note that PSE purchases 75% of its energy requirements)

Puget Energy 10-K Report:

“Purchased electricity expenses increased $986.5 million in 2000 when
compared to 1999 and $28.0 million in 1999 when compared to 1998.
The increase in 2000 was due primarily to greater volumes and much
higher prices for non-firm power purchases from other utilities and
marketers due to skyrocketing prices in the volatile West Coast power
market.”

R 18
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Transferability: Energy Crisis
Management In Washington State

s [ssue energy alerts

¢ Appeal to public for conservation

s Require 10% reduction of energy use in public buildings

+ [ncrease electric rates

¢ Implement curtailment/buyback programs

e Gain government funded large scale media campaigns for conservation
« Businesses respond to appeals in force

o Coordinate between states via Governor to Governor partnerships in
OR and WA

s Change hydro operations (to the detriment of salmon)

\U
AP ] 19
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Transferability: Energy Crisis Media
Coverage In Washington State

. THE OREGONIAN
“SUMMER TAKES STAGE FOR LONG HOT, DRY RUN"

Seattle Post-Intelligencer JUNE 21, 2001
“SHOCK TO THE SYSTEM:
SUMMER BLACKOUTS
POSSIBLE”

Growing power demand and rain
shortall make it fikely crunch will
continue and electricity cost will

rise

Thursday. February 15,2001

Nt

1 pmerenlf
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Transferability: Energy Crisis
Management Results In Washington
“ State

e Load reduced by 20%
» Energy prices stabilized
e Winter supply outlook improved

But...

¢ Economic cost: $% drained out of state; layoffs; business closures
« Costs to salmon recovery efforts

e Air quality impacts of short-term diesel generation

Transferability Conclusions

e Missouri is not Washington Srate

e Missouri weather is nothing like Washington State. Puget Sound
Energy is winter peaking, most Missouri utilities are summer peaking.

o Missouri generating resources are nothing like Washington
o Missouri IOU’s do not import 75% of their power requirements

s Missouri is not in an energy crisis mode

e 22
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Process

To Design, Implement, and Evaluate An Experimental
Residential TOU Pilot Program

e

23

Process: Preliminary Screening

» Identify costs (electric utility perspective)

» Meter reading
» Meter installation/removal
» Infrastructure modifications
~ TOU meter rcads database
- Misstng data estimation process
— Billing system changes
- Web site for customers
— Personnel requirements

» Program design
» Program implementation

» Program evaluation

AV

A ]

12




e

Process: Preliminary Screening

» Identify costs (electric utility perspective - con’t)

» Environmental

» On-going program costs including costs to encourage customers” long-
term commitment to investment in conservation and energy efficiency

az

7 pmeren 20

Process: Preliminary Screening

Identify benefits (electric utility perspective)
e Deferral of need to build peaking capacity
¢ Demand reduction § supply (capacity equivalence)

s Benefits to transmission and distribution systems

13




Process: Key Questions To Be
Answered By Pilot

¢ Do residential TOU benefiis exceed costs?

o Will Missouri residential customers respond to TOU pricing?

» Opt-in rate or opt-out rate (PSE pilot premise)?

Process: Determining The Demand
Reduction Benefit

AmecenUE
Average Residantat Demeands
Systam Paak Days April and July 2004

— T TN

K] — —
1 z 3 a = < ¥ 3 * WM 12 013 T 1% 18 17 18 18 20 21 22 23 24

rhour

Apei —— —duly

14



Process: Pilot Program Design

Assuming the benefit/cost ratio is positive

Define residential load shape and residential customer response
objectives

« Select potential TOU options to meet objectives
o Estimate customer response

« [Evaluate long-term response vs. short-term response

Develop marketing strategy

Al

% Ameren UF

29

Process: Pilot Program Implementation

+ Full-time project manager(s)
e Billing support

e Metering support

e Customer service support

e [T support

A

- 7 Amerenf
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Process: Implementation of
Infrastructure

Areas in the meter reading infrastructure that would
need to be added or changed to faciliate a small
commerical and residential TOU rate

e

T Amerenit

k)

Process: Evaluation

» Process .
» How can the pilot program delivery mechanism be improved?

» [mpact
» How much demand reduction was achieved?

alle

A s
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Process: Conclusions

Intense effort requiring significant levels of support from many
functions within utility and from collaborative team

Significant level of development, implementation, and evaluation costs
» Cost recovery??

Best-designed pilot programs may not attract customer participation.
How to attract customers to an opt-in pilot in a non-energy crisis
environment?

ZAmerentE

33
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THANK YOU!
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BASIS MEETING

Maurice Brubaker
Brubaker & Associates, Inc.

Electric Customers

st-effectively

BRUBAKER & ASSOCIATES, INC.

ke,




BASIS MEETING

fectmg Ablhty to Respondl:?%
To Price Signals |
.o Type of process
-~ Batch
~ Continuous |
_e_Ability to substitute for currentproduction
~ Inventory '
- Spot Market
e Nature of price / cost structure
.~ Avoidable (or reducible) costs
~ Lead time to adjust production
e Other

ESAN

Production Cost Containment

e e — v e e e e

‘e Lower electrlmty costs to produce
product or service are desirable

e A willingness to forgo electricity
purchases when savings exceed
margin on lost production

BRUBAKER & ASSOCIATES, INC.




BASIS MEETING

purchases ‘of th‘e‘commodlty

, o Will mterrupt if savmgs_from foregomg
electr:c:ty purchases’ Xceed spot market
commodlty costs mcludlng any -
transportation dlfference

'Y _Bette'r situated for short-notlce interruptions

) ‘ g . @
i.'_;;_i '

Lowering Production Costs

e Willingness to mterrupt purchases
under predefined condltlons and

dependmg on product or service
being produced

Grea er value in lowermg productlon
osts if savings is realized in advance

BRUBAKER & ASSOCIATES, INC.



BASIS MEETING

i e

Limitations on"aLength and
Frequency of Interruptions

» Ability to shift production without
adversely impacting deliveries to

-~ theircustomers - —= o 2

e Ability to alter purchases without
adversely impacting
environmental restrictions

More Options Desired

¢ Traditional interruntible service with -
negotiable interruption duration and
frequency conditions

e Options for firm customers to resell
or return their purchases at market
prices

e Workable real-time pricing tariffs

BRUBAKER & ASSOCIATES, INC.




BASIS MEETING

P

) e 3 n establrshmg ;
terms and condltrons to maximize th
) ablhty f ‘.load to pa_rtlmpate

® These contracts areé h ighly desirable |
because they lock-in lower production
costs for products and services

@ Some produce commodities that can be
~ readily replaced through spot
purchases

_o Partlclpatlon of these types of loads can

‘only be maximized by allowing resale
or return of power at market prices

BRUBAKER & ASSOCIATES, INC.




BASIS MEETING

® Most éxist'i‘ivﬁé real-time tariffs
- generally only benefit incremental .

‘load- ¥ - -

. o Tariffs designed to benefit the
" entire load will maximize
participation by some customers

Why Expand Participation?

e Utilities have become more
dependent on market purchases

e Responsive load mitigates high
market prices and improves
efficiency

o Both lower costs to all customers

N «
' '_0..WJ
[

BRUBAKER & ASSOCIATES, INC.
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Demand Response Programs |
G A;;.:Mlssourl s Regulatedetlhtles;_; .

e ‘By'i—-—-: i“,
iR T - . James Watkins, Econormst
' _ Mlssouu Public Semce Comnnssmn Staff

;Capaelty L 5“; - L
3 7~ — Interruptlble on Request by Utlhty

. <= Reduces Need fot Installed Capac:lty
;" B Energy .

S Voluntary ,:

3 = Reduces Need for ngh-cost Purchases




Capaelty

. COI]dIthIlS Under Whlch Load May Be |
Interrupted )

s _. System Rehablhty
- Peak Load Condltlons :
- :Restncted to Season and Hour of the Day -
Minimum Interruptlble Load "
: ,h-—' nghest Mlmmum 10 000 kW
= Typlcai Mlnlmum 500 kW

= Related tO Capamty Cost of Peakmg Umt —
_:NOt Related 10 Frequency or Duratzon of -

-*:'Interruptlons

Interrupt When Requested

; Penaltles May Apply for Customer S Failure to

[\®]



Capa(:1ty

B _'-"Measurement
— Generally Interval Data Metermg

- Venﬁcatlon 1hat Load Dunng Interruptlon
Penod Does Not Exceed “Firm Power Level”

Reductlon

Some Instances B AL

; -l No: Measurement/Estlmatlon of Actual Load .

.. May Not Result in Any Aetual Load Reductlon in

. Condltlons Under Whrch Load May Be
: | Interrupted SR
el 2 Voluntary Load Curtallments B :
N - No Restnetlons on Séason or Hours of the Day
w'}}Mlmmum Interruptlble Load
| s : No Minimum :

— Generally Avallable to. Non Re51dent1al
Customers Wlth Demands of 100 kW or More

d




o L=No Standards for Ut1hty Offer Pnces S
S Generally Relate to Wholesale Energy Prlces

— No Payment Unless Customer Partlclpates ina
Load Reduction * -, " L

SNy ~ No Penalty for Non-partlclpatlon 'l .

’ Measurement - L
- = Generally Interval Data Metermg
.. —Verification That Load During. Interruptlon

Périod Is Reduced From “Previous Daﬂy Peak”

_Measurement/Estimatlon of Actual Load -
‘Reduction Based on Companson of Load
-Durmg Interruption’to Avérage Load During .

:. v The: Correspondmg Hours Over The Last
Lo ‘,',:Several Days T - |




A Look To The Future

' Umon Electnc s 200 MW Denand

: ? to Oversee Program De51gn Implementatlon
and Evaluatlon

f' - May Include Interruptlble Load and Customer-
S Owned Generatlon B

] A Look To The Future

Technology May Enhance/Enable
"“Participation of Smaller Residential and
£ Non—Re51dentlal Customers

' I Metenng -

3 TT'_ Internet Apphcatlons : L
lstnbuted Generatlon 5 - R
ICon_trol Dev1ces ' -
Wholesale Markets

N
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~3 Demani Response Programs

What Do They Mean to the Small
Consumers?

X Problems in the Electric Power
2y Market

5 Price Spikes
5 Declines in Reliahility
& Market Power




Solutions for Problems in the
Electric Power Market

& Conventional Solutions
- Wires and Turhines

- Reliahility Standards with Enforcement
Ruthority

- Market Power Mitigation

& Demand Site-Selutions

- lemand Reduction in Wholesale and Retail
Markets

FIGURE 1+
THE WHOLESALG /AKTAIL DISCONNECT
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Examples - Puget Sound Energy

5 Personal Energy management residential
TOUrate

- Started May 1, 2001

- 300,000 participants

- Opt-omt

- Four-period TOU: Overnight and Sunday,
Morning, Midday, Evening

- RAdvanced Electric meters

- RAQ for refund of overcollection of revenue

Examples - Puget Sound Energy

5 Result

« Gustomer Participation
- 99.3% chose to stay on the T0D rates
- 2,183 customers opted out
— 18,570 customer phene calls and emails

- significant numhber of customers asked to be addto
the program

- 6% noticed a lower bill
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Examples — Gulf Power

& Standard customer charge  $8.07
& RUSP participationcharge  $4.53
& Energy charges
- low [21%) $0.035/KWh
Medium(53%  $0.046/KWh
- High't19%) $0.093/KWh
- CGritical [1%] $0.29/KWh
 Standard Residential Rate $0.056/KWh

]
LR
FLX.
b —

§ < Superstat-asmall electronic module to

program the operations of the end-uses

- Customers program their cooling and heating
systems, water heating, and pool pumps to
automatically respond to varying prices
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Demand Response Programs
Opportumtles for Enwronmental
‘ Benef[ts

MISSOU!’I Department ef Natural
Resources Energy Center

Amta Randolp Dtrector

’?.

| e Flndlng ways to R |
Tt Tuseless electncrcy from the gnd when

demand or prices are hzgh and -

lessen the overal! growth for needed |
eIectncrty B




Demand Response

- 47- Load Management
. Energy Effic Ciency |
] . Clean Dlstrlbuted Generatlon

F
{

a . Integrate energy and air quahty
. goals into demand response
program de8|gns to '

Improve enwronment and publlc |
heaﬂh .

Improve power system reliability
“~ Provide economic benefits




: EnVern ment and.

'- The problem amblent air emissions
R nltrogen omdeq (NOx) '
~ sulfur droxrde (SO2)

' J— parttculates and air toxrcs
- mercury '
| —volatlle organrcs
L ,—carbon monoxrde B
L —carbon dl0xrde

e Damagé’io ecbsj}StemS’
Nltrates in drmklng water

Natural habitats dlsrupted

Urban and ruraI ozone. poIIutlon
Resplratory dlstress and drsease -
-Mercury cont_a,mrnatron. in fish
Gimate change

T




Power System
| -ellblllt V

e "_* terr_upt e
- power.
Secure supphes

{ T U mmpeded

- -transportation of

= energy supplies

lmported from
uts‘lde the state

"‘Mlssoun energy ‘,9’ :_:‘f Reduced energy -

- use and diversified
..-resources = dollars

C - kept:-within Missouri




. .Moderate demand and reduce the
: need to mvest m new power plants _
«Reduce pollutants
e Save money for consumers and ‘
busrnesses and rncrease productlwty
C+ Lower .ﬁhe wholes;ale electricity market
prices paid by all consumers

__ M. utrl;tres total DSM savrngs were 0 06 e
. percent of total electncrty sales compared to
the natlonai average of 1 74 percent: (1998)

energy savmgs and 5t hrghest in potentral
.energy savings per home (Alilance to Save
"'Energy, 1998) SRR |




.. Benefits of Clean,

On-S|te generatlon helps rel:eve
_transm|SS|on congestlon

. 'Reduces pollutants

= Diversified: energy sources |mprove
rellabillty | L !

No- ongomg fueI costs. (solar and wmd)

-'"Domestac alternatlves keep doIIars in.MO’

Busmess opportunftnes fornew mdustrles
© - .. and employment :

iid':lr;fcreased £ - System more resilient .
SHelency o . . _under:market stresses

% Tt . e L i




Solar Resource for Flat-Plate Collectors (Tilt = Latitude)

electnc geneération ... ... Microturbines.




Approaches Promotlng

Marketlng & Educat|on .
Prlcmg & Incentives LA
Taxatlon __ ._
Mandates

Regulatory Standards |

- %

Lot ome RN R I S R L=
I A ) da o w2 A K
ol LT = . s

| '- . Marketlng & Educatlon
— Generation source disclosure &
tabehng standard

. Pncmg & Incentlves

SRTar —Loans, & grants :
LA Green energy p!' lCan




e Taxatlon v -
- Systems benef ts charge

. —Tax credlts ;_

e Mandates o R
e Renewable portfoilo standards B

'-ﬂ— Specrfc fundmg reqmrements for' '; '
demand response programs -

standards)

lnterconnectlon access and net
metenng : - :

- Reasonable utlhty exit fees for CHP
~and self—generators '

V —Supplemental enwronmental pro;ects .“
MR Resource pianmng processes

s
.




s Permanent Reductrons .

) --——energy efF mency ’
e Callable Reductrons

. tead management ‘

.;d IStI‘!bUted generat:on .

-f-.fState New-York ISO and IOU
Utlllty Reductlons

“+ FERClload pocket of 6 towns.

Overlaps wrth severe ozone non-

o attamment [ T T T
= Initial response (d:esel DG) hurt a:r‘ -
| qualrty S - o

E lmplementatlon began June 2002 -

10



I

- Develop new energy efﬂmency and
clean drstnbuted generatlon programs
& Incentives targeted to peak power
use :

—Tie rncentrves to eff' C|ency, clean
energy, clean DG and comblned heat
and power '; RO S AL

- Develop polzc:es and regulatlons to

o “restnct use of drrty on-srte generators

. Elements-.' S
— State office’ burldrngs _
= Target clean energy funds
— Educatton outreach and”
RN marketrng ol =
- Develop a clean energy smng
N map/tool ’ o
= Other—water eff crency, alc .
rebate.s ‘pay-as-you save. -

11




Censumer actlons -

L -'—turn 6Ff'lights tv and other

b !' - use a/c Iess and shlft energy use to
off—peak |

< in: ‘_' _Aalled" ',pmpact ﬂuorescent buibs |

et s

R

12
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Aquila, Inc.

Presentation for the
Electric & Natural Gas Roundtable

August 21, 2002

Utility Mergers and Acquisitions

@Aquiia

Aila’s Acquisition Strategy

Kansas Public Service — 1984
Peoples Natural Gas — 1985

West Virginia Power - 1886
Northern Minnesota Utilities — 1986
Liberal Gas Company — 1988
Michigan Gas Utilities — 1989
West Virginia Gas - 1990

West Plains Energy — 1991
Minnegasco {Nebraska) — 1993
Arkla (Kansas) — 1994

St. Joseph Light and Power —~ 2000

» Currently suspended
*» Dates back to 1984 — still sound strategy
* Designed to provide low cost, efficient
and reliable service
* Enhances values to all stakeholders —
v'Employees
v'Customers
v'Shareholders
» Achieved through diversification by —
v Product
¥ Region
¥ Climate
v Jurisdiction




SSr Aquila
q

Diversification by Product

Purpose — to spread financial risk by balancing winter
peaking gas and summer peaking electricity

Benefits — cash flow consistency reduces short term debt;
stable earnings - not dependent on one quarter;
more efficient staffing;
balanced workloads;
reduced costs

Diversification by Region

Purpose — to spread economic risk by diversification into
different geographical areas

Benefits — not dependent on regional economies;
not dependent on single large customer;
economies of scale;
reduced costs




Diversification by Climate
Purpose -- to spread weather risk by distributing assets
among multiple regions

Benefits — less subject to regional weather incidents
use internal resources to address weather events
improved response to weather related incidents
reduced costs

| Diversification by Jurisdiction

Purpose — to spread regulatory risk by operating in
different states

Benefits — increased awareness of regulatory solutions;
somewhat insulated from restrictive approaches;
recently instituted credit rating agency criteria
focuses on regulatory risk of utilities




1884

Electric customers served ... 140,743

.Y Gas customers served ......... 59,539

Total customers served..... 200,252

Generation MW........c...co.ee. 912

Metworks:

" Pole Miles .. 7,000
Pipe Miles .. ©oo183 20,000
Total Miles. 7,193 41,000
Assets managed $.4 billion  $2.5 billion
Employees.......... 834 2,554

3 Electric Service

mm Gas Service ;
O Combination + Larger Balance Sheet

© Generation Assets = Customer Growth
* Employee Opportunity
» Customer Savings
*» Diversification of Risks

-

Realizing Benefits

* Transactional Dependencies

 Shareholder Approval

* Management Execution

« Short-term Regulatory Environment — create value

* Long-term Regulatory Environment — opportunity to earn
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» Capable of delivering synergies

* Focus on original strategy

0 Colorado
Hbwa

0 Kansas
a1 Mnnesol
@ hebraska
B Mssouri
W Mchsgan

* Favorable state precedent

* Understand long-term regulatory risk

Conclusion

10
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Test for Commission approval: “no

" detriment to the public.”™ “A propeny
owner should be allowed to sell his
property unless it would be detrimental
to the pubiic.” ‘

+ “Public” primarily considered to
customers of the utility.

< “No detriment” {est means the utility
does not have to prove benefits will

, result from the proposed transaction.




*In reviewing merger applications in,
*;.. [ the'past, the Commission has™ -
- . considered the following:. =

e e B oL
+ The applicant’s experience in the
utility industry - Lo

< The applicant’s history of service
difficulties '

- The applicant’s general financial -
health B

+ The applicant’s _abilitj/ to absorb the
proposed transaction

< The applicant’s ability to operate
the assets safely and efficiently




Approved Fe_bruary 1997 .-
ks Closc'd' D_ece_mber_ 1‘99_7

B Westem Resoulcesﬂmnsn Cm Power
& Lloht ' '

» Agreement March 1998
- Approved September 1999
P Termmated January 9000

< UtiliCorp United/St. Joseph Light &
Power
> Agreement March 1999
~+ ~ Approved December 2000
» Closed Dqécmber 2000

< UtiliCorp United/Empire District
Electric

cement May 1999,
- Approved December 2000
- » Terminated December 2000
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p:p‘l oach to Mer gers
_ (based upon Utli]Cm p Merger
: - Orders) -~ '

No Rat¢ Dn.c1saons in Meraer e
: Apphcatlons/”ReguIato; ¥ Plans

- Rejected -
« The Possublhty of Future Cost of
Service Increases Does Not
Constitute Detriment

+ Will Not Impose Requirements on
~ Merging Companies that do not
Apply to Non-Merging Utilities

<« Concerns About Safety Impacts of
Employee Reductions
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Electric and Gas Utility
Mergers: Motivating
Factors and Regulatory
Concerns. .

Missouri PSC Roundtable

August 21, 2002

~ Ryan Kind - Chief Energy. Economist
o 'MISSOUI’I Offic ce of the Pubhc Counsel

Topics Covered

¢ Merger motivating factors (generlc and
situation specific). for the acquirer and
acquiree.

» Merger benefits for the utility arise from
merger synergies and/or other sources.

» Merger review standards at the state and
federal level.

¢ Consumer risks from mergers.




Merger Motivating Factors

 Earnings Growth (percent growth in EPS and
percent growth in year to year earnings).

* Diversification/growth to spread earnings risk
and/or obtain new earmngs opportunities.

. Increase chance of success in adapting to
changes and explostmg opportunlties
associated. with-restructuring of the electric
and gas industries.

Merger Motivating Factors (cont.)

» Growth in size to achieve minimum
sustainable scale, deter hostile acquisition or
growth for growth 's’ sake

¢ Value of parts of acquired utility greater than
whole:so acquire and disaggregate and sell
portions. .

» Acquisition to prevent neighboring utilities
from growing in your back yard.

» Increasing management depth or acquiring
technical expertise.




Merger Motivating Factors (cont.)

» Leverage utility assets to increase the scope
andjor profitability of non-regulated
operations. Utility assets that may be
leveraged include:

- right of ways

— telecommunications infrastructure
—gas.and-electric wholesale marketing capablllties
- gas reta‘_ ;'marketlng capablhtles

£ generatlon “and gas. procurement capablhtles

_-— accountlng and ‘corporate services

Motlvatlng factors for the utility
being acquired.

» Merger premiums that range from 10% -
30% provide immediate windfalls for the
-acquired utility’s shareholders.

e Former SIJLP shareholders have seen how
this windfall can evaporate if they do not
convert their shares to cash shortly after
the merger.




Potential Synergies That May Lead
to Earnings Growth

o Customer billing;_and;g,erviceg |
» Joint dispatch of generation.

e Purchasing and transport of fuel ‘and other
supplies.:

o Utility and non-utility assets useful in the
provision of telecommumcatlons and cable
TV serwces ’

e Access to customers,gfor sellln’ 'rnon- .
regulated servr_,_,;m.s P

Seurces-of ;earnings growth
unrelatedto: synergles

» Gaining unearned competitive advantages.

» Transfer of jurisdiction from state to federal
regulatory agencies.

« Affiliate transactions that favor non-
regulated activities.




Federal and State Merger
Approval Regulation

» Federal level _
— Securities and Exch_ange Commission (SEC)
f-'l?ederai Energy ‘Rég,ulatory Commission (FERC)

« State Level- Staté Regulatory Commissions
- (PSCs and PUCs)

Federal requlation of mergers

« PUHCA regulation by the SEC - SEC
perceived by many as a toothless tiger with:
broad congressional mandate but little
enthusiasm for effective regulation.

e FERC oversight- Section 203 of Federal
Power Act requires FERC to find mergers
are consistent with the public interest
before approval. Basic analysis looks at
costs not exceeding benefits and the need
to mitigate market power impacts.

10




State regulation of mergers

» Different states use different standards for
approval ranging from “beneficial to the
public interest” to “not detrimental to the
publlc mterest "

: "ys;have dlfferent ]urlsdrctron

entltles above: the utlllt§"eperat|ng company
Ievel (e g at the holdmg company !evel)

11

MO PSC Merger Approval Standard
e Not detrimentél to the public interest standard

« In recent UtiliCor /SILP merger, Commission
found. that risk of future detnment from
increased financing. cost was: not grounds for -
denymg merger |

» OPC respectrvely dlsagrees with Commission
view that "if the company’s [future] cost of
debt is unreasonable, ap%ropnate adjustments
can be made to protect the ratepayers.”

» Future Commissions may be hesitant to
disallow high financing costs to an already
struggling utility.

12




MO PSC Jurisdiction at the Utility
Parent/Holding Company Level

e Many utilities have restructured their
corporate organization to create a holding
company structure where utility operating
companies are subsidiaries.

» The Commission has generally declined to
assert jurisdiction at the holding company
level so when mergers occur at this level
they have not been reviewed in Missouri.

13

MO Juris. At HoldCo Level (Cont.)

* RWE (a German Company) owns Thames
Waterworks (an English Co;:). Thames is
acquiring American Waterworks which owns a
Missouri utility (Missouri American).

e This recent water company merger proposal
has been reviewed by other states,-some of
which imposed conditions, but the MO PSC
has declined to assert jurisdiction.

* OPC has already experienced difficulty
evaluating the service compa? allocations
from American Waterworks affiliates to MO
American. Merger can only make this worse.

£4




Public Counsel recommended
changes in merger review process

 Legislative change in merger approval
standard to “heneficial to public interest.”

 Public Counsel respectively disagrees with
the Commission’s interpretation of its
jurisdiction at the holding company level.
Perhaps legislation to further clarify the
PSC jurisdiction in this area would be
desirable.

15

Risks to Consumers From Mergers

« Declines in service'quality
 Increases in rates.

o Increase in risk of subsidizing non-
regulated activities.

« Difficulties accessing and compiling the
information needed to monitor affiliate
transaction and audit the regulated costs
of service.

o Market Power




Possible Decreases in Service

Quality

« Utilities are under pressure to show thata

merger is accretive (mcrease in EPS) to .
shareholders lrrvmedlately or; |n short run

o Th|s adds addltlonal pressure to, cut costs , R

At some pomt costs are “cut to the bone
“and’ further cuts lead to dechnes in service

quality

17

Risk of R'ateInc'reaSesw.

. Utl|ltles |n MISSOUI’I and, throughout the

. If the acq.uirer.s credlt ratmgs are below
those’ of the acquiree, this1 may lead to-
increases in rates for the acquiree’s .
customers if the higher. debt or eqU|ty
costs are allowed |n rates

18

.....
.....

country-..s seek ,to-:'recover merger premiumsi e




Subsrdlzatron of non reg' ctlvrtles

. Mergers tend toi add addltlona complexrty to‘ g

corporate stru- ‘ures

. Mergers tend 'to mcrease;the da’ntlty and

| | approve the'rnerger (e‘g the recent dlspute
© over UE s Joint: Drspatch Agreement)

- 19

leﬁcultles aceessing .
complllng Informatlon

- @nd:monitor:affiliate transactlons'can be a
huge tas K-25'a affi liate: relatlonshlps grow
and- bec_ me’ more complex

« Affiliate rules can help offset this risk.

i
Cedae,

oo A 9. vt ?.'_aﬁj_,;‘_.{ D
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Market Power Risks

. Has this issue dled for now W|th the greatly ‘

decreased prospects of retall competlt|0n7

e No. First of all, who says the expansron of
retail competztron iS dead forever?

~» Second, Mlssourl electric utilities continue
to choose to rely to some extent on .
, wholesale markets and the Iatest FERC
|n|t|at|ve to salvage wholesale competltlon
(SMD) offers both !’ISkS and opportumtles

I

. Mergers and thelr regulatory |mp1|catzons are .

likely to remain hot toprcs m the gas and
electric industries. ’

» Public Counsel encourages | the Commlss;on to
‘continue its:careful: scrutrny of. merger
appllcatlons and the increase’in affi Ilate
transactrons that often result from these
mergers. :

, 22
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Missouri Public Service Commission
Electric & Natural Gas Roundtable

August 21, 2002

Name Organization Phone
Bill Guinther Parkway School District 314-415-8278
John Luth Ameren 314-992-6884
Mike Whitmore Ameren 314-554-2380
Greg Ringkamp Ameren 314-554-3913
Pete Sarsany KPMG Consulting 314-244-4217
Robert Brnilovich KPMG Consulting 703-747-8794
Walter Knake GMEC 512-657-1836
Maurice Arnall Aquila 816-737-7751
Mike Deggendorf KCPL 816-556-2104
Al Sorerick Southeast MO State University 573-651-2224
Jim Daume Southeast MO State University 573-651-2059
Paul Agathen Ameren 314-554-2554
Anne McGregor MC 2 816-561-9629
Bob Amdor Aquila 402-221-2227
Pat Justis MDNR 314-340-5930
Joe Schulte Pace Local 5-6 314-721-8448
Tom Schetbelhet Pace Local 5-6 314-721-8448
Barb Temm Pace Local 5-0194 314-231-9398
Jason Archer Dept. Economic Dev. 751-5097
Jeff Keevil Stewart & Keevil 573-499-0635
Richard Malon City of Columbia Water & Lt 573-874-7325
Laura Becker KCPL 816-556-2274
Lois Liechti KCPL 816-556-2612
Rick Voytas Ameren 314-554-3025
H. Lynn Stuhlman Consumer 573-635-8280
Geoff Emerson CMS Panhandle 713-989-7515
Carla T. Klein Sierra Club 573-815-9250
Craig Nelson Ameren 314-554-6433
Hong Hu OPC 522-3376
Stu Conrad FCP 816-753-1122
Maurice Brubaker BAI 314-275-7007
Rich Kovach Ameren 314-554-3168
Brenda Wilbers DNR-Energy Center 751-8509
Bob Jackson City of Kansas City 816-513-3041
Steve Murray Aquila 816-467-3434
Bill Spencer
Jetf Kelley Laclede 314-342-0874
John Miller DNR 526-3769
John Gimpson Aquila 402-221-2375
Carla LeBande KCPL 816-556-2145
John Buchanan DNR-Energy Ctr. 751-5664
Mary Chen KCPL 816-556-2426
Ryan Kind OPC 751-5563




Name Organization Phone

John Coffman OPC 751-5565

Greg Bullington KCPL 816-556-2335
Robert Johnson MEG 314-345-6436
Rick Anderson DNR-Energy Ctr. 751-5953
Brent Martin Missouri net 893-2829

Tom Byrne Ameren 34-554-2514
Sean Gallagher Harness Gallagher 634-3409

Bill Steinmeier

Doug Micheel OPC

Jim Busch OPC

Jim Fischer

Anita Randolph

Cary Featherstone Rick Campbell Roberta McKiddy
Kwang Choe Jennifer Markway David Meyer
Ken Nichols Bob Berlin Rosalla Schad
Mike Proctor Wess Henderson Bob Schallenberg
Toni Messina Henry Warren Lena Mantle
Nathan Williams Bob Quinn James Watkins
John Kiebel Debbie Bernson Denny Frey
Leon Bender Creg Macias Connie Murray
Jolie Mathis Steve Gaw Steve Dottheim
Bryan Forbis Kelvin Simmons Janis Fischer

Sheila Lumpe




