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Q.
PLEASE STATE YOUR NAME AND ADDRESS.

A.
Russell W. Trippensee.  I reside at 1020 Satinwood Court, Jefferson City, Missouri 65109, and my business address is P.O. Box 7800, Jefferson City, Missouri 65102.

Q.
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A.
I am the Chief Utility Accountant for the Missouri Office of the Public Counsel (OPC or Public Counsel).

Q.
PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

A.
I attended the University of Missouri at Columbia, from which I received a BSBA degree, major in Accounting, in December 1977.  I attended the 1981 NARUC Annual Regulatory Studies Program at Michigan State University.

Q.
HAVE YOU PASSED THE UNIFORM CPA EXAM?

A.
Yes, I hold certificate number 14255 in the State of Missouri.  I have not met the two-year experience requirement necessary to hold a license to practice as a CPA.

Q.
PLEASE DESCRIBE YOUR WORK EXPERIENCE.

A.
From May through August, 1977, I was employed as an Accounting Intern by the Missouri Public Service Commission (MPSC or Commission).  In January 1978 I was employed by the MPSC as a Public Utility Accountant I.  I left the MPSC staff in June 1984 as a Public Utility Accountant III and assumed my present position.

Q.
PLEASE DESCRIBE YOUR PROFESSIONAL AFFILIATIONS.

A.
I served as the chairman of the Accounting and Tax Committee for the National Association of State Utility Consumer Advocates from 1990-1992 and am currently a member of the committee.  I am a member of the Missouri Society of Certified Public Accountants.

Q.
PLEASE DESCRIBE YOUR WORK WHILE YOU WERE EMPLOYED BY THE MPSC STAFF.

A.
Under the direction of the Chief Accountant, I supervised and assisted with audits and examinations of the books and records of public utility companies operating within the State of Missouri with regard to proposed rate increases.

Q.
WHAT IS THE NATURE OF YOUR CURRENT DUTIES WITH THE OFFICE OF THE PUBLIC COUNSEL?

A.
I am responsible for the Accounting and Financial Analysis sections of the Office of the Public Counsel and coordinating their activities with the rest of our office and other parties in rate proceedings.  I am also responsible for performing audits and examinations of public utilities and presenting the findings to the MPSC on behalf of the public of the State of Missouri.

Q.
HAVE YOU PREVIOUSLY FILED TESTIMONY BEFORE THE MPSC?

A.
Yes.  I filed testimony in the cases listed on Schedule RWT-1 of my testimony on behalf of the Missouri Office of the Public Counsel or MPSC Staff.

Q.
WHAT IS THE PURPOSE OF YOUR direct TESTIMONY?

A.
To provide the Commission with Public Counsel’s recommended level of Bad Debt Expense to be included in the overall cost of service.  I will also outline additional areas that Public Counsel is investigating and for which Public Counsel anticipates filing rebuttal testimony to the Company’s direct testimony.

BAD DEBT EXPENSE

Q.
WHAT IS BAD DEBT EXPENSE?

A.
In general, energy based utility companies bill their customers in arrears, which is after the customer has used the energy product supplied.  Invariably, a few customers, for various reasons do not ultimately pay for the energy that they used.  In accordance with standard accounting practices and per the Uniform System of Accounts approved by this Commission, an expense is recorded during the period the energy is sold in order to reflect this future inability to collect revenue due the utility.  

q.
please explain how this expense is determined on the company’s books and records during the test year.

A.
Bad debt expense is recorded on the company’s financial records using an accrual method of accounting.  The accrual method of accounting records an expense based on an estimate of the level of revenues from the current period that will not be paid by the then current customers.  The expense is recorded in USOA Account 904, Uncollectible Accounts, as a debit entry and this account is reflected on the income statement and is used in the determination of net income for financial reporting purposes.  The credit side of the accounting entry is a credit to USOA account 144, Accumulated Provision for Uncollectible Accounts.  This account is a component of the balance sheet and as such does not directly effect the determination of net income for financial reporting purposes.

q.
when is the determination made as to whether or not a customer will actually pay their bill?

A.
This determination cannot be made until the bill is rendered to the customer and a specified period of time passes.  MPSC rules and regulations provide the customer with 21 days to pay a bill.  Notification procedures extend cutoff procedures well past the 21-day period.  The final write-off of a non-paying customer account occurs months after the actual sale of energy.

q.
does the write-off of a non-paying customer account effect the expense previously recorded in Usoa account 904 using the accrual method of accounting?

A.
No.  The write-off of the accounts involves an entry to reduce customer accounts receivables (i.e. a credit entry) and decrease to the Accumulated Provision for Uncollectible Accounts (i.e. a debit entry).  Both of these accounts are balance sheet accounts and as such do not effect the income statement (recording of revenue and expenses)

q.
if a customer whose account has been written off, subsequently makes a payment to the company either directly or through collection efforts, how are those monies recognized on the company’s financial records?

A.
There is no effect on the income statement for payments make on accounts that have been written-off.  The funds are deposited and recorded (i.e. debited) into the cash accounts of the company and the Accumulated Provision for Uncollectible Accounts is credited by a like amount.  

q.
has the company made any adjustment to the test year level of bad debt expense?

A.
No.  An examination of Schedule GSW-12 attached to Company witness Gary S. Weiss’s testimony reveals no adjustment to bad debt expense.  The Company’s overall cost of service study is premised on the use of an accrual method of accounting for bad debt expense.

q.
does public counsel believe that the accrual method of accounting is the appropriate method to use to determine what level of bad debt expense should be included in the ratemaking calculation of the utility’s overall cost of service, commonly referred to as gross revenue requriement.

A.
No.  Public Counsel does not believe that estimates should be used to set revenue requirements when firm data is available for analysis.  An analysis of the Accumulated Provision for Uncollectible Accounts provides the actual Company specific experience as it relates to customer accounts written-off and any subsequent collections associated with write-offs.  In addition an analysis of the actual experience reveals that levels of uncollectible accounts varies significantly from year to year.  Therefore, it is not appropriate to simply use test year estimates (accruals) absent a test for reasonableness.

q.
has public counsel performed such an analysis?

A.
Yes.  Public Counsel has reviewed the relevant data associated with the Reserve for Uncollectible Accounts for the years 1998 - 2001, and 2002 (the test year).  In addition, Public Counsel has analyzed monthly data for this same period along with monthly data up through September 2003.


Public Counsel looked as the actual net write-offs for each year for which data was available and compared those levels to the accrued expense for each year.  The actual net write-offs is equal to the amount written-off less funds subsequently collected related to previous write-offs.

q.
what was the results of that anaylysis?

A.
The level of expense (i.e. accrual) for the five years, for which Public Counsel currently has data, exceeds the actual net write-offs by $620,284 in total.  During the test year, calendar year 2002, the actual net write-off exceeded the accrued expense by $407,623.  

q.
can you provide a table summarizing public counsel’s analysis?

A.
Yes.  The following table summarizes the annual activity in related to bad debt expense.

                                         Accounts







  Written

                          Net
    Accrued




      Off
 
Recoveries         Write-offs

     Expense 


  2002

$ 1,697,013
$   274,280
$ 1,422,733
$ 1,902,269


  2001

   2,507,350
     718,256
   1,789,094  
   1,008,000


  2000

   1,439,885
     641,095
      798,790
   1,831,121


  1999

   1,562,000
     608,365
      953,635
      685,420


  1998

   1,400,357
     610,083
      790,274
      948,000


  5-Year


 Average
$ 1,721,321
$  570,416
$ 1,150,905
$ 1,274,962



source:     Response to MPSC Staff Data Request 73





Response to OPC Data Request 1020

q.
does public counsel believed that accrued expense during the test year is the appropriate level to be used in determining the revenue requirement?

A.
No.  As can be seen from the above table, the level of accrual during the test year exceeds the actual experienced net-write-offs for each of the previous five years.  In addition, this level of accrual is also the highest accrual during the last five calendar years.  Public Counsel does not believe it is appropriate to set rates based on the highest level of an expense that by its vary nature, fluctuates from year to year.  Further, Public Counsel does not believe that it is appropriate to use estimates (accrued expense in USOA account 904 as it relates to bad debt expense) when actual data is available (the activity in the USOA account 144 related to actual write-offs and recoveries).

q.
please explain how public counsel believes fluctuating levels of expense should be addressed in the regulatory process.

A.
An analysis should be performed that looks at the cause of the fluctuations and any measurements thereof.  The regulatory process should then utilize a level that allows the utility the opportunity to collect a stream of equal annual revenues over a period of years so that over that time the stream of revenues is adequate to recover the actual cost of service assuming prudent management actions.  This process is often referred to in regulation as the normalization process.

q.
what would be the result if the commission used a non-normalized level of cost for a cost of service item that fluctuates from year to year?

A.
Either the ratepayers would be harmed and the stockholders unjustly enriched or the ratepayers would be unjustly enriched and the stockholders would be harmed.  For example, if the Commission would have set the rates based on the year 2000 accrual of $1,831,121 and those rates would have been in effect for 2001 and 2002, the ratepayers would have paid in revenues over the two year period that would result in $450,000 of excess cash to the Company.  Conversely, using the 1998 accrual rate of $948,000 to set rates for the subsequent years would have resulted in the ratepayer inadequately funding the actual experience for each year since 1998 absent a rate change.  Neither result is desirable if this Commission is to set just and reasonable rates.  

q.
would the same result occur if you used the actual net write-offs for any one year as the basis for setting rateS?

A.
Yes.

q.
What is level of expense public counsel proposes should be included in the determination of the overall cost of service for purposes of this case?

A.
Public Counsel believes that a an average of the actual net write-offs for the years 1998 – 2002 is the appropriate level of cost related to bad debt expense to be included in the overall cost of service (gross revenue requirement).  This would result in $1,150,905 of cost related to bad debt expense.  

q.
why does public counsel believe the commission should use the activity over a FIVE-YEAR period to determine the appropriate level of bad debt expense?

A.
Public Counsel believes that a five-year period is sufficiently long to capture both high and low levels of an expense that fluctuates significantly.  A review of the data clearly indicates that the write-offs during the year 2001 exceed any of the other years by a significant amount.  Use of a shorter period over which to determine normalized levels would provide too much weight to the extreme experience of 2001.

q.
has public counsel done any additional analysis that supports the assertion that the FIVE-YEAR period is relevant to current activity?

A.
Yes.  Public Counsel looked at monthly data for the five-year period in addition to monthly data for 2003.  This analysis showed that write-offs for the first nine months of 2003 is less than the write-offs in the corresponding 9-month period in each year used in the normalization calculation except for the year 2000.  This information is summarized in the table below.




2003
$ 1,016,751




2002
   1,375,335




2001
   1,824,798




2000
   1,066,433




1999
   1,160,384




1998
   1,020,842


This data clearly shows that historical experience from the 1998 – 2000 time frames is still relevant and appropriate for use in a normalization process.

REBUTTAL ISSUES

Q.
DOES PUBLIC COUNSEL ANTICIPATE FILING TESTIMONY ON OTHER ISSUES IN REBUTTAL TESTIMONY?

A.
Yes.  Public Counsel will not be presenting a complete Cash Working Capital Study proposal in this case.  A review of the Company’s direct testimony how revealed several areas that Public Counsel believes are in conflict with past regulatory practice in Missouri.  Discussions with other parties, in particular the MPSC Staff has led Public Counsel to understand that a significantly different complete Cash Working Capital Study will be presented in direct testimony to be filed concurrently with this testimony.  Public Counsel reserves the right to review all direct testimony on the issue of Cash Working Capital and make a recommendation to the Commission as to the appropriateness or concerns with that direct testimony in Public Counsel’s rebuttal filings. 

Q.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A.
Yes. 
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