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On behalf of The Empire District Electric Company, I want to thank MARC President, Commissioner Davis of the Missouri Public Service Commission for the invitation to participate on this important panel discussion, as well as Missouri Commissioner Gunn for moderating the discussion today.  
The question “How can regulators, utilities and consumers reconcile the need to raise rates with affordability?”     is important to all us.  This question is not new to our industry as the balancing of the changing needs of the utilities, regulators, and consumers is not static, but dynamic.  From the beginning of utility regulation, these interactions have been and still are guided by the “regulatory compact”.  The natural monopoly of the regulated electric industry is protected from certain competitive risks in order to have sufficient access to capital markets to maintain and expand utility infrastructure while providing a reasonable return to the utilities’ shareholders.  The goal of the regulatory compact should be to obtain and sustain a reasonable “balance” of the interests of the utilities and consumers.

The challenge of ‘both’ maintaining sufficient returns for utility shareholders and affordability to consumers is not easy, especially in light of a) the economic downturn, b) the need for utility generation, transmission, and distribution system replacements and expansion, c) technology innovations and d) clean energy initiatives.    The replacement and expansion of used and useful assets, increase in prudently incurred operation and maintenance costs, costs mandated for items, such as renewable energy, environmental control and emissions regulations, NERC compliance, and RTO participation and transmission cost allocation are real and exist today.   
Throughout the course of history, regulators have reasonably balanced the needs of consumers and utilities which have brought us to where we are today – Utilities providing safe reliable service at an affordable cost to consumers.  Such appropriate balance is illustrated by the Regulatory Compact balance scale.
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We are now facing a time in our industry where costs continue to rise, political agendas are pressing, and our objective to balance the delivery of safe, reliable electric service delivery with “affordability”, will be more complex.  The regulatory compact scale of balance must be consistently calibrated to maintain the infusion of cash from external investors that is needed for the delivery of safe and reliable service.   If the scale becomes out of balance or out of calibration in favor of consumers, then the utility may not be able to effectively access the capital markets, sustain acceptable credit ratings, and maintain the infrastructure that is expected to deliver affordable and reliable service.  As we address the myriad of rising cost challenges before us, utilities must be able to continue to provide the level of electric service that consumers expect and demand.
To maintain the “appropriate” balance in the future, utilities, regulators, and consumers must continue to work together to find solutions to address increasing requirements and costs related to: 

· environmental control-including mercury and CO2, renewable energy standards, and reliability compliance,
· 
participation in regional transmission organizations for off system transmission expansion, development and implementation of centralized wholesale energy markets, and RTO services expansion,
· as well as, new technological implementations, such as SMARTGRID and electric vehicles.
Traditional infrastructure costs to serve consumers have been and will continue to increase due to generation, transmission, and distribution system replacements and load growth.  It is the responsibility of the utilities, regulators, and consumers to focus on ways to better manage costs to meet the increasing pressures on ‘affordability’ to the consumer.  A few key areas that should be focused on are cost management, communications and consumer behavior, and transmission expansion project selection and right sizing, i.e. not excessive over sizing disguised as robustness planning.
First, Cost management of controllable expenses will be essential for utilities to do their part in delivering safe, reliable and affordable electric service.  In addition and more importantly, utilities and regulators must work together to affect developing federal, state, and RTO policies that will impact the “affordability” of electric service.  It is all our responsibilities to insist on reasonable policies that will provide long term quantifiable benefits.  To achieve and maintain affordability, we believe the MARC state commissions and their staffs must be involved in the Capitol Hill, state legislative, FERC, and RTO stakeholder debates to ensure that such policies have sufficient consumer and utility protections, so that long term benefits will be commensurate with the real costs.   In order to maintain appropriate balance, it is imperative that we not place heavy weight on qualitative or speculative projections of benefits made by stakeholders without “their” accompanying obligations and commitments to provide such benefits to consumers.   Given today’s economic environment and our successes of the past of taking a more conservative approach to risky propositions, a cautious approach to endorsing new and costly technologies and broad infrastructure expansion is highly recommended.
Second, Communications and Consumer Behavior will be vital to achieve affordability. Consumers need to generally understand, how and why, utility costs are being impacted and be in a better position to participate in controlling their own costs.  Consumers can participate through energy conservation and efficiency upgrades and potentially use SMARTGRID technology and rate designs to better manage usage - as cost change.  Consumer behaviors regarding consumption and resource preferences (green power) will be just as important as ever to understand, as the utilities and regulators determine cost allocation and rate making design policies within and between retail consumer classes. 
And third, a hot issue that is a focus of my attention at Empire is Transmission expansion. Transmission expansion is a front burner issue for utilities, state and federal regulators, and politicians.  It doesn’t appear that consumers are as enamored with transmission expansion policy as RTOs and states that have a great potential for economic development of renewable wind resources.  However, it is important for us to understand and manage how, where, and who appropriately pays for the expansion of the transmission system.  The decisions on, where and which, high voltage transmission lines get built should clearly define who benefits as well as who should and will pay.  Clearly, additional on system, regional, and inter-regional transmission projects can provide benefits to end use consumers through greater access to lower wholesale energy purchases based on the expectation that such lower cost energy can be delivered to the consumers.  In order to maintain affordability, the focus cannot be simply on the extra high voltage transmission component of a retail customer’s electric bill, because as I discussed earlier, cost recovery pressures will exist from every aspect of a utility’s cost to deliver service and every allocated cost to the consumer counts.  On system and regional transmission expansion costs are only a component of the total delivered costs of electricity and will affect the affordability challenge, hence is it critical that a fair allocation of costs to those that benefit from properly selected and right sized transmission projects be insisted upon.   
So in conclusion, the “continued balancing” of the needs of the utilities and consumers while providing safe, reliable and “affordable” electric service is front’n’center today at the state commissions, just as it has been in the past.  Cost management, communication and consumer behaviors, and cost effective transmission expansion are key areas of focus that will affect short and long term affordability for consumers.  It is imperative that our regulators continue to do the good job of the past in maintaining an appropriate balance of the Regulatory Compact that will enable the utilities to receive a reasonable return while delivering affordable, safe, and quality services that our customers count on. 
 Thank you for the opportunity to speak before you today and I look forward to addressing your questions. 
Based in Joplin, Missouri, The Empire District Electric Company (NYSE: EDE) is an investor-owned, regulated utility providing electricity, natural gas (through its wholly owned subsidiary The Empire District Gas Company) and water service, with approximately 215,000 customers in Missouri, Kansas, Oklahoma and Arkansas.  A subsidiary of the Company also provides fiber optic services.
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