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record,

Mr. England. i beliove you indicated you
have no further witnesses testafyice on the depreciation
reserve issue,

MR, ENGLAND:  7That*t s correct,

EXAMINTR DelORD:  tis, Ott,

RUSSELL W. TRIPPENSEE testifind ns follows:

DIRECT EXAMINATION BY MS. OTT:

d. Could you piease state your name and
business address for the record”

AL Yes, T can. My pane is
Russell W, Trippensec, I'm chief acccuntant for the Public
Counsecl. My mailing address is P, . Box 7800, Jefferson
City, Missouri, 65102.

Q. Mr. Tripperncee, have vou caused to he
preparcd rebuttal testimony and suppliemental rebuttal
testimony which were filed in this  1se?

AL Yes, T have,

MS., OTT: Mav T appiroach the witness?
EXAMINER DeFORD: Yo«
BY MS. OTT:

0. I cshow vou now what has heen previously
marked as Exhihit No., 22, the Rehuttal Testimony of
Russell W. Tripprensee, aund “xhibhit 23, Supplemental Rebuttal

Testimony of Russell W, Trippensee,
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A. Yes, ma'am,
Q. Are the<e the s:¢ testimony that you caused

to hbe filed in this cace?

A, Yes, ma'am, they are,

Q. Do vou hinve--if T usked you the same
qucstions contained in this tescinony would your answers be
the same today as they werc whe vou wrote this testimony?

AL Yes, thes would, taking into effect the
changes, numeric changes, thai are contained in the
supplemental rebuttal testineny, and therc would he one
additional addition to the supplomental rchuttal, which is
on Page 6, the third full answcr contained on that page.
The last linec in that answer has 2 blank for Mr., Gillum's
exhibit and those were marked, picviously marked today,
Exhibit No. 5, Special Report Prcpared by John W, Gillum,
and can also be seen in Fxhibit No, 8, Minium Filing
Requirements., With that addition cverything would he the
same.

MS. OTT: Okav., Thank you, Mr, Trippensce.

1 would now like to offer Exhibits 22 and 23
into evidence and tender Mr. Trippensece for cross-
examination.

EXAMINER DeFORE.  Mr, Walther.

MR. WALTiFR: Staff has no questions.

EXAMINER DeTORD:  Mr., England.
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MR. ENGLAND: Thaui vou, Mr, Examincr.

I don't believe T have any questions.

EXAMINER DeUNED:  thank you, Mr. Trippensce.

4 You're cxcused.

8 Exhihits 22

10

12

13

(Witness cxcuscd. !

EXAMiNER DcFORT: Ts there any objection to
and 23?7

MR. ENGLAND: 0f{ the record?

(Discussion oif the record.)

EXAMINER DeFORD: Pack on the record.

Exhibits 22 and 23 will he received.

(EXHIBIT NOS. ~7 AND 231 WERE RECETVED IN

14 EVIDENGE AND MADE A PART GF Tilis RICORD L)

MR. ENGLAND: TFxcuse me. 1 missed vour

16 statement hut they alsc have tostimony with respect to the

17 other issue which T have not cross-examined on, That's the

18 capital structure, rate of return. Conld vou withhold

19 ruling

20

21

22

23

24 indicated she had some aucstiors of Mr. Ford relative to the

until [ finish my cross-cxamination on that?

EXAMINER De¥ORD: Yes.
MR. ENGLAND: Thank you.
EXAMINER PernRp:  Mr, England.

MR. ENGLAND: Yeah., T helieve Ms. Ott

25 issuer of capital structure, vate nf return. Therefore, I
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MR. INCLAND: Thank you, sir. vo aother

EXAMINER Dporonp. Is there anvthing further

(No response.)
(Witrices excused,)

EXAMINTR DheroRpp. Is there any ohiections to

(No resnanse )

EXAMINEN Daknpn- Exhibits 16 anyg 17 are

(ExHIBIT NCS. 16 TO 17 WERE RECETVED IN f
HVYDENCE‘AND MADE A PART nr THIS RECORD.,) '

EXAMINER Derorp. Mr., England, did vou /
intend to offer Exhibit 21- -,

MR.OENGIAND: v | T gig.

EXAMINER Deinb:  Any objection? |

(No response.)

EXAMINER Deorepy . Exhihit 24 ig received,

(EXHIBIT Nn . 24 “AS RECEIVED IN EVIDENCE AND

EXAMINER DLTFORD:  Ms, Oott,

MS. OTT: Tes, 1'qd like to call

:3’; @
G u
|
3 : gg 2 || questions,
i
]
o S
??'if 4 of Mr. Schmide?
B
b 53 5
R
6
~
] 7
i N °
j . 9 Exhibit 15 ang 177
g
- o 10 |
FoLd
:- 11;
- J
o 12 ] received,
- u
L 13[‘
y 14
3 15
) 16
:i 17 |
L |
18
19
N 20
ﬁ 21
- 22 MADE A pART OF THIS RECORD )
23
L 24
- 25 Mr. Trippensece to the stand again,
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Could we gu «ff the record aéain?

EXAMINER DeFORN: Off the record.

(niscussich o ff the record.)

EXAMINER DeFORD: Tlet's go back on the
record.

Mr. Trippensee, T remind you that you are
still under oath,

THE WITNESS:  Yes, sir,

EXAMINER DeFORD:  Ms, Ott,

MS, OTT: T would like to tender
Mr. Trippensee for cross-cxamination,

EXAMINER DeFORD:  Mr., England.

MR. ENGLAND: Thank vou.

RUSSELL W. TRIPPENSEE testified as follows:

CROSS-EXAMINATION BY MR. ENGLAND:

Q. Mr, Trippensee, with reference to
Exhibit 23, as I understand that just revises some numhers
that have previously heen containcd in your original
rehuttal testimony Exhibhit 227

A. Yes, sir, [ belicve that is correct; and 1
made the addition of putting in t'» proper exhibit numher in
the blank since they had nnot heen mnrked until today.

0. But for purposes of talking or cross-
examining vou on the concentnal underpinnings of your

adjustment, I'r safe to stay with Exhibit 22 unless T want
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to get into thc actual numhars, then 1 need to look at 23 to
get a more corrcct idea of the numbers, correct?
| A. That is coricct,

Q. And it is in Exhibit 22 where you sct forth
your credentials or educational work background, right, at
Page 1?

A. Yes, it is.

Q. You state there that you reccived a BSRBA--do
you not have that in {ront of vou?

A, Oh, I've got it here, excusc me, Yes,

Q. You state in Page 1 that you received a RSRA
degree from the University of Missouri in approximately
1977. My question is: What does LSBA stand for?

AL Bachelor of Science, Business
Administration, standard busincss degree out of the
University «f Missouri at that time.

Q. And as 1 understand your major field of
study in ohtaining that degrce was accounting?

A That's one of two major fields I had.

Q. Well, vou indicate in your testimony « major
in accountirg. What other major do you have that's not
indicated in vour--

AL Finance.

Q. What courses, rather, graduate courscs have

you completed since your oraduation from the University of

75
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Missouri in 19777

A. None.

Q. What Einnnce courses did you complets at the
University of Missourji in nhtain’ g your BSBA depree?

Al Specific coaurse name?

Q. Descriptions. 1 Jdon't necessarily nced the
exact names; hut description, the nature of the subject
matter?

A, U completed the 30 hours required hy the
University at that time. The courses in general dJdealt with
analyzing the financial statements of companies, how to
develop rates of return, how t- compute capital structures,
cost of deht, cost of issuing deht, analyzing security,
security offerings,

Q. Were thosc courses a part of the BSRA
degree, did you say, they were acquired--required, rather,
as part of ohtaining that BSRBA depree?

AL The BS--wcli, 1ot me clarify something. The
BSBA degrec is the degree you receive from the business
school, and then after that they indicate whether you had a
major in finance, accounting, marketing, management,
whatever., 1t's just kind of a gencral--it's what thev call
their degree. So from the standpoint, do the courses T took
in finance come under that degree, ves, they would under a

finance major. Some of them were also required for an

70
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accounting major because vou are required. 60 hours 1o
graduate. -

Q. Well, you indicate that you have a major in
accounting; and I think you ‘ndicated that the schonl
indicates you have a major in accounting. Does the school
also indicate you have a major in finance?

A Yes, sir, 1t does.,

Q. Why have you nnt included that in vour
testimony?

A Becausc [ have always just indicated only my

—

accounting degrece hecausc am on accountant by trade and
hiring.

Q. Let mr go then 1o your work expericnce
hecause 1 helieve that's mayhe what you're getting to?

AL Yes.

0. vs T undevstar! since graduation from the
University of Missouri 1in 1077, your work expericnce has
bheen ecither with the micannri iublic Service Commission or
now with the nffice of Puhlic Counsel as an accountant; is
that correct?

Al Yes, Sirt.

n. And your work on hehalf of the Commission

gtaff and Public Connsri np until this time has been related

to accounting matters, woull you agree with that?
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Q. You have offered in the past expert
testimony on what I would call, and perhaps you wonld agree
with me, traditional accountin- issues such-as revenues,

expenses, rate-based itens?

A, Calculation nof total cost of service, ves,
Q. But specifically when [ think of accounting

testimony I'm looking at adjustments to the income and
balance sherts for developing ecither revenues and cxpenses
for :atemaking or plant accounts for rute hase?

A And also how to take the capital structure
and apply it to the rate hase and develop the total revenue
requirements.

Q. Will you give me or cite to me those cases

in which you've testified to appropriate capital structure?

AL I'm not saving appropriate capital
structurc. I['m saying how the capital stfﬁcturc is applied
against the 1ate hase to develop the gross revenue
requirement.

G. Okay.

AL That is the traditional accounting issue in
Missouri.,

Q. Similar to what Mr, Myers did for purposes

of this casc?

Al Yes, exactly,
78
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Q. ['m more familiar with yodr experience as it
relates to the Publlc Service anmiqsnon, and 1 think what
you are telling me is that vey take rates of return
developed hy people like Mr, Schmidt or Mr. Shackelford from
the Office of Financial Analysis and put that into vour
revenue requircement calcuiation to come up--plus
adjusting for taxes if that's appropriate, whatever other
ad justments--come up with the overall reycnue requirement?

AL Yes, sir.

Q. So it wouid he a fair statement or a correct
statement to suy you have not previously submitted testimony
on the issues of the appropriate capital structure or rate
of return for a utility reanlated by this Commission?

A. Not entirely.

Q. Okay. Tcll me in what instances have you
other than this case?

A. Anytime. Things such as customer deposits,
which can he included in copival structure; cash working
capital, which can be handlcd several ways; deferred taxes
can he handl<d through & capital structure. A'l those
traditionally are handled in the accounting area.

Q. When you say traditionally handled--

A. Those could te components of the capital
structure, or all components of the capital structure can he

included on the income statement.  It's simply a matter of
p

79
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1 presentation. ‘
i;f 2 Q. Well, if for pnrpdses of'éxample, von
5 3 determine that customer deposits ought to be -included in fF
¥ 4 capital structure and hosed upon your experience at least i
3 5 with the Staff, you did not--or T mean, vou did, rather, ‘
. 6 didn't you, then convey that to people such as Bruce Schmidt
?} 7 who worked it up in their overall capital structure and
8 overall rates of return? !
9 AL They would utilize it in their calculation
-~ 10 of the total capital structurc, ves. As far as--along with
4 11 utilizing often numbers provided as far as the proper--the
E 12 proper amount to he‘included, and also the rate is normally
13 set by the Commission.
;j 14 Q. Limiting then my question to just capital
- 15 structures where we're tnoiking about long-term deht and
s 16 cquity, am | correct in stating that you have not prepared
gg 17 and submitted testimony to tlis Commission on appropriate
) 1g || capital structures and rates of return?
;3 19 A. No, sir--ves, sir. Excusec me, ‘
.y 20 0. Okay. So this would be the first case in ;
4 » 21 which you have offered tescimony as to an appropriate i
i} p) capitil structure and rate of return where that capital ;
' 23 structure is solely made up of cither deht or equity. Is i
?g 24 that a fair statement? é
- 25 AL Strictly with regard to the propcr tevel of 2
.- i
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debt and cguity that should he included in thé rate case,
yes, sir. _

G. And you--well, mavhe youtafe. Are vou
holding vourse¢lf{ out to this Commission as an expcrt in
areas of capital structurc and rates of rcturn,

Mr. Trippensce?

AL Definitcly not in regard to the arena of
rates and return, Witl regard to the components of the
capital structure that support the rate base, ves, T am,

Q. With regard to the componcents of debt and
equity, are voun holding voursclf{ out as an expert?

A. Yes, sir.

Q. Upon what hasis do you claim that cxpertise,
sir, when, ir fact, as T understand your previous testimony,
you have not submitted testimony on capital structures
composed strictly of deht and equity?

A. As 1 stated carlier, capital structure
composed strictly of deht and cquity is simply for a
prescntation format., The components are very easily
determinable by any accountant, financial anylyst or any
traditional husiness fields.

. Q. Are you saying then that you claim no more
expertise than, say, Mr, Mever in that regard?

AL Not knowing Mr, Mecyer's full educational

history, I can't say that 1 hav: more or less expertise,

L . o —— oy
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Q. Well, I'm just titking ahout. the worl. that
he has dene, the work that he his traditioﬁally done in
prescntations hefore tﬁis Commiﬁniﬂn.: In comparing that
with what vou have done, wouldn't they be very similar?

A They're similar work,

Q. So he, hy your definition, wonld also he an
expert in thesc areas, would he t?

A. He could be, ves.

Q. Did you hcar his restimony where he claimed
not to be an expert in these areas?

A Yes, sirt.

C Q. At Page 1 of vonr testimony Exhihit 22 you
discuss the company's REA loan and make several statements
with respect thereto. Rascd upon those statements, tcll me,
Mr. Trippeasec, what documents or files or other material
have you cxanined relative to this company's REA Toan in

preparation of your testimony?”

A You mean--if vou're asking have I reviewed
the specific REA loan document, no, I have not.

Q. Okay. ilave you reviewed REA loan guidelines

generally applied to all REA borrowers?

AL I have in the past, Not currently.

7. Not for purposcs of this case?

AL Not for purposes of this case.

Q. Have you revicwed the Commission's files

e — . ; ' B “m.h“~,,__]
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with respect to apﬁlications made hy this company for
approval to hborrow moncy from the REA?

AL No, sir, I hive not., I discussed it to some
length with Mr. Meyer.

Q. You do not know, sir, do vou for what
purposes REA loan procecds mayv he applied?

A. Based on discussion with both the company
and more so with Mr. Mcver, the loan proceeds appcar, or I
was toll can he applied to cither new plant investment or to
cover the operations of the company, T think that also has
been discussed today in the hecaring room.

0. Okay. So you'rc awarec of that from other
pcople's either testimony or statements made to you or
within your hearing?

A Yes, 1 relied i their statements.

Q. And let me ask yonu this: TIf, in fact, those
loan funds are permitted to he used for, say, ordinary
operating expenses and they ar. 50 used, then to that extent
they have not been used to sup; ¢t or finance ratc base,
have they?

A That is true.

Q. Are you awarc of the fact that RFA requires
its horrowers to maintain ccitain minimum intercst coverage
ratios in order to qualify for REA loans?

AL Yes, sit. That's standard in most loan

B2
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contracts, |

0. Okay. And vou also heard Mr, Schnidt's
testinony earlier, I thirk, with respect to that lact. You
were in the hearing room?

Al Yes, [ Jdid.

Q. What tests have vou performed,
Mr. Trippensce, to determine whether the revenue requirement
which you rccommend in this case will produce, cither meet
or excecd, those minimum interest coverage ratios?

AL Performed personally by myself, T have not
performed any. Again in discussion with the Staff indicated
that the coverages would be bhasically as Mr, Schmidt

indicated this morning.

Q. They would he inadequate?
A To obhtain new loans, ves.
Q. At Pagc 5 of vour testimony you note that

the companv's capital structure of total capitalization
exceeds its rate base hy approximately $2 million and go
on further to note that a large portion of these funds are
invested in interest-hearing accounts with the intecrest
being reflected "below the linc." Do vou see that?

AL Yes, sir.

[

Q. You then sugpest that if the Commission were

to accept Company and 5taff's position in this case, this

Commission should also recogrize the income from these

IR
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1 investments ahove the line. TIs that a fair-charactcrization
2 of your testimony?

3 AL Yes, it's a fair characterization of this

4 recommendation--not a recommendation so much as an analogy.

, 5 Q. Would it also he part of your analopy that
L : , .
6 the temporary investments wornld then be included in rate
.
P 7 [} base if you were going to reflect the income from them ahove
ki '

8 the line?

| dex:

9 AL No.

- 10 Q. Okay. Getting on or going on to the latter

¥ 1 part of that question which centinues on the top of Page 6,
L 12 || you say "To not recognizc incowe'--and 1 assume you mean the

N

13 income derived from the temporary investments, right?

"~
u 14 AL Yes.

- 15 Q. -="for ratcmaking pufposes that would be in

4 16 || effect produced by the plant in scrvice would he a definite
B 17 |l change in ratemaking principles.™ Ts that correct? |
) 18 A. That is the correct reading of that

-
aJ 19 sentence, ves.,
oy 20 Q. vkay. Are vou saying that your position or, | )

E 21 rather, contention with respect to capital structurc and

22 || rate of roturn is consistent with ratemaking principles as
23 || this Commissinon has enunciated them in the past?
24 “A. I believe it is consistent with the

25 principle that revenues--in tho context of this answer,

8%
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revenues derived from utility operations should be included
in the tost of service.

M Q. Well,'thnf's not my question, My question
is: Is vou. position in this case, in your opinion,
consistent with ratemaking principles previously enunciated
by this Commission in other rate cases?

A. I helieve the Commission has followed the
practice that all utility--everything that pertains to
utilit, operations is included in the cost of service. So I
would say yes.

Q. Will vou give for me and for the purposes of
record citation or case name wuerc the type of capital
structure and rate of return as proposed by you has ecver
been proposed by a witness hefore this Commission?

AL To my knowledpe this specific view of the
capital structure has not becn proposed to this Commission;
and, thercfore, the Commisison has never had a chance to
rule on it.

0. That would he my next question. Then you're
not aware of any time in the past when the Commisison might
have adepted this type of approach?

A [ don't think it's ever been proposed. 1

don't helicve they've ever had a chance to adopt or reject

it.

Q. Gkay. But yct you say that position is
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_consistent with traditional ratemaling princinles as

previousty »nunciated by this Commission?

NA. 1 say--1 said that, ves, 1 heliéve it i,
Simply because it has not been pointed out to the Commission
before does not necessarily make it wrong.

Q. Wall, let me ask you this: Upon what hasis
do you claim the consistency if the Commission has never
been presented with this position before and has therefore
never had th~ opportunity to rule on it?

AL I think that--T am--when I say it's
consistcnt with the concept or the purpose of the Commission
to--or the intent of the Commissionr to recognize all
associated itcms with utility opcrations and the cost of
service, 1 helieve it is consistent with that intent.
Whether the Commission has or not in the past, is a differnt
question; and T will readily admit that they have not done
this type of adjanstment.

0. ct's take, for cxample, the situation where
a company--a utility company's total capitalization exceeds
its net rate basc; and as I understand, that is not an

uncommon occurrence?

AL Total capitalization exceeds--

Q. et rate base, just as it does in this case?
AL Yes, sir.,

. Is it your understanding then that the
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Commission--well, first of all thnt‘~we11, I"guess-*nn, 1
better go straight with--that the irmmission has reflected
in the overall cost of service incnﬂe‘generatéd by the
excess of capitalizatibn over ratc hase even though thnse
amounts are not included in rate hase?

N Could you either restate Or rephrasc--

Q. To the extent that capitalization exceeds
rate bhasc, is it your testimony that this Commission in the
past has reflecred the earnings or the carning power, if you
will, nf that excess in the utility's cost of service
without reflccting the excess in rate hase?

A (No responsc.)

Q. That in effect is what you're proposing
here, isn't it, For at least $1,200,000 of temporary
investments you were proposing that the Commission recognize
the interest carned by those investments but yet not include
those investments in rate base?

,\

‘e

Well, first off, my recommendation is not
the answer we're talking ahout. My recommendation is that
the original Staff position which puts--assigns all of debt
to rote hasc, all of long-term REA deht to rate basc, that
is the poagtion. This scction was simply an analogy of an
alternative method similar to hWow you can shift any [ the
capital structure components hectween the income statement

and grocs revenue requirement calrulation,
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1 Q. Okay. With that qualification in mind that
2 it is not vour original or your primary»poéition, that it is
3 an alternative position, let me recask the qnesfion. To the )
4 extent that rate base, rather, capitalization exceeds rate
r 5 || base, is it vour testimony that this Commission
.
- 6 traditionally included in cost of service or ahove the line
S 7 intcrest earncd by that cxcess while disallowing that ecxcess
H 8 from rate base?
;. 9 A The Commission his not made that tvpe of
10 adjustment in the past. Thc reason being T helieve is that
1 when capitalization excceds rate hase, hoth of these items
T 12 are a point in time, and that phenomenon of capitalization
. 13 exceeding rate base happens hecause of the fact that vou're
i‘ 14 just taking a snapshot picture. Therefore, since the
: 15 | Commission has set the proper amount of rate base and
s 16 |} applied the proper cbmponcnts of capitalization, they have |
E 17 in cffect taken into effect all income carning--the income
- 18 earning availahility of all the utility-related operations,
} 19 Q. Explain that to me again. How has the
. 20 || Comnission taken into effect thc income eavning power, if
; 21 11 you will, of excess capitalization rate base?
) 22 . A I'm not speaking specifically, Mr. England, |
! i
23 || of excess capitalization. I'm speaking of the earning power
r? 24 |l of utilitv-i1elated capitalization. And in this adiustment,
25 the pnuition of the Public Counnscl is that REA funds are
j
80
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speciflically nttributablc to utility operations. Mot to do
so in the manner that we have will allow the REA monoy to
support other asset accounts in thz same percentage that the
REA monzy is in the total capital structure if this sort of
adjustment is not made. I'm not speaking of specifically
"excess capitalization,' strictly the capitalization that is
attributable tc the uvtility operations. And our--m
positinn is that all REA monecy should go with utility

operation-.

3. Hold that thought for a minute, hut let me
get hack to my original question. Am I correct in
understanding then that you were not aware of any
circumstance where the Commission has taken in the situation
where capitalization exceeds rate hase, the income generated
by the cxcess capitalization included at above the line but
Jisailowed excess capitalization for purposes of vate hase?

A, The excess capitalization in the definition
I believe you are using, I'm not aware of any Commission
decisisn like that bhecause it would not be proper.

Q. Okay. Now, getting back to the rest of your.
answer. Am I correct in understanding that the Staff and
Company approach takes into effect, or rather, its capital
structure takes into effect, the fact that 1 million--
approximately $1,200,000 of temporary cash investments

that's included in the capital structure?
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AL I would not--temporary investments are not
in the capital structure in any way, shape, or ‘form. FEquity
and long-term debt is in the capital structure which is on
the equity and liability side of the balance shect.
Temporary investments are on the asset side and do not
suppcrt rate hase,

Q. The dollars that support the temperary
investments are contained in the capital structurc, are they
not?

A There arc other items on the liahility side
of the bhalance sheet that could support these items,

Q. ['m only talking about capital structure,
and perhaps 1 need to limit the discussion to ratemaking
capital structure. And for purposes of ratemaking for
purpnces of this case, the capital structure utilized by the
Company and 5taff{ excecds rate hase hy approximately
Sl,znn,OGO?

A That is true.

Q. And that really represents what we've heen
referring tn as temporary investments, does it not?

A. That--1 will not say that it represcnts,
What T will say it appears in analysis of the company
balance sheet--zppears that most of the money that is
containcd on the liability side of the balance shcet in

long-term deht and equity. The difference appears to he in
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temperaty investments, But to say that ‘pecific dollars
have gonc there, 1 dqﬁ't believe that stnteﬁentchn he made,

' G. it is not uncommon, is it,:sir; for rata
base nct to equal total capitalization for purposes of
regulated u}ility?

AL Usually it docsn't hecause it's simplv a
picture at a point in time,

Q. In some instances rate base can be in cxcess
of and in other instances it can he less than total
capitalization, can it not?

AL Exactly.

Q. Now, with respe.t to conventionally placed
iong-term debt, is it your understanding or would von agrec
with me that the proceeds of that Jdebt, at least to the
extent this Cemmission has jurisdiction over, is to he used
specifically fer utility construction purposes?

) AL Long-term deht is to he utilized for plant
and service, ves. That is how this Commission assigns it,

Q. So the analogy that you draw with respect to
REA money would he no different than somcone could Jdraw with
tespect to a long-term debt conventionally placed by any
utility company that it snpports, ntility plant, right?

A Not to the--ves, it could. But there’s a

factor “ere that long-term debt in conventional utilities is

a first mortgage assigned specifically to that plant. REA
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money is derived--is 5b1e to be ohtained hgéause the company
is a teiephone, and as you, vourself, indicated there is not
total restrictions on the usc of this money as far as the
Company is concerned.

Q. Well, if anything, would you agrec with me
that REA is perhaps more lenient in the application of the
pfoéceds of their loan than, savy, a bank would he in the

application of proceeds they loan to a utility?

A, Yes, I would believe the REA is more

Q. So, if anythinp, vour analogy would he more
appropriate in conventionally placed debt issues by other
utilities racher than moncy financed by REA, would it not?

Al No, sir. T do not believe so hecausc thev
could not chtain the REA moncy without being a Rural
Telephone Company. That is the first criteria, There are
others.

0. What difference does it make whether it's--
the only difference ahout REA moncy, the one difference that
we've talled about, is that they may be more lenicnt with
the way or the manner in which you may use their proceeds,
The other dif{rrence is it's bacically a government
subsidized loan at less interest rate than you covld get or
this conpany conld get if it had to go out and

coaventionally borrow that money,
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AL Exactly.
Q. Okay. What other differences exist hetween

REA moncy and conventional dehbt”

A, Without poing over the specifics of
contract, T don't know of anv others,

Q. A review of vour testimony in principally
Appendix A reveals that therc i: only one other case in
which yau have presented testimony involving a telephone
company .hat is REA financed, that heing Doniphan Telephone
Company, am T correct?

AL In which T filed testimony, ves, sir, that
is correct. T did work on one other case, hut T did not
file any testimony.

Q. And with respect tn the Doniphan Telephone
Company Cace No. TR-80-15, as T understand it, vou were
the--yo were with the Staff at that time?

AL [ was with the Staflf up until about nine
months ago.

Q. Okay. And presented what T would call
traditional accounting testimonv as we've discussed in at
that case?

AL Yes, sir.

Q. Okay. If 1 might have leave to have
marked 15 an exhibit a multi-page document, as soon as T

can find it,
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EXAMINER DeFORD: We'll go off the record
and mark the exhibit.” ’ L
| (Discussion off the récord;)
(EXHIBIT NO. 25 WAS MARKED BY THE REPORTER
FOR IDENTIFICATION.)
EXAMINER DeTORD: Back on the recorl.
BY M. ENGLAND:

0. Mr. Trippensec, YOu now have hefore you what
has been marked for purposcs of identification as
Exhibit 25, do you not?

A, Yes, I do.

Q. And that, if 7 mav, is selected exerpts from
your testimony as well as the testimony of Staff witness
ng Shaughnessy of the 0ffice of Financial Analysis in the
Doniphan Telephone Company Rate Case TR-80-15. Do vyou have
that in front of you?

A. Yes, 1 do.

n. They shonld all he stapled together. And
for purposes of my questioning I would like to note and get
your concurrence in several ficts. One of which is that in
the Doniphan Telephone Company case you indicate at Page 2
middle of thc page that you were responsible for the revenue
requircment calculation of that company=-

H Yes, | am.

q. --on behalf of the Staff? And attached then
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the next nage would he.Schcdulc 1 which woqfd actually '%
: Zepict that revenue requirement calculation, would it not? r;
g AL Yes, sir, it docs, i
1 Q. Okay. Then next is the affidavit of %
3 Mr.:Fes Shaughnessy followed by Page 11 from his testimony %
: =hich is the capital structure (or the Doniphan Teleplione
; ; “ompany. Do you sece that?
L A. Yes, sir. ii
3‘f Q. And then finallyv, or rather not finally, but
w,'i second to last, Schedule 2 which is the formula for revenue
":; rcquirements which Mr., Schmidt identified earlier, and 1
1/?§ ~eli.ve vou would agree is a rather routine cexhibhit filed
1 ? ~ith this tvpe of testimony, is it not?
14 § AL With the financial tcstimohv, yes.
15‘ Q. And then finally Schedule 6 which indicates ;’
16 the imbedded cost of debt of Doniphan Telephone Company i
17 indicating that it is principal! financed or at least deht
18 financed by either REA or F.F.B., F.F.B, being an extension
19 of the RTA?
20 AL Yes, sir.,
21 Q. Correct, Now, would you agree with me, sir,
22 that tor pufposc% of your revenne requirement calculation, | f
23 Schedinle 1 of that Exhibit 25, vou have used a rate hase or
24 a net rate hase, net original coust rate base of
25 approvintinly $6,400,000?
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A, Yes, sir.

MS. OTT: What ;age are you on?

MR. ENGLAND: 1'm on the Schedule i”which s
atout the third page in,

BY MR. ENCLAND:

Q. And that for purposes of capitali-ation as
indicated hy Mr, Shaughnessy'g testimony, Doniphan Telephone
Company had approximately €9 million in total
Capitalization, did it not?

AL Yes, sir,

Q. He develops hased upon that capitalization
returrs ranging from 7.2 to 7.47--

MS. OTT: Your Honor, T have to ohject to
this line of testimony on cross -~xamination because frankly
[ don't see the relevancy in any of this. This is a
different cane, a different company.  The witness used to
work for a different party to this, vou know, these Find of
proceedings than he works for bows Doreally don't see the
relevancy in this line of questioning

MR. ENGLAND: The relevancy is to show what
I believe an inconsistency in Mr, Trippensce's approach for
purposcs of the Doniphan Telephone Company case and this
casc. T would agree with Mc, 0Ott that they're two different
companies, hit the similarities are strikingly similar, and

the approaches are distinctly different,
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EXAMINER NeF0ORND: 1'11 overrule the
objc;tion.
BY »MR. ENGLAND:

Q. You used the returns developed by
Mr. Shaughnecsy based on total capitalization of 9 million
times vour net original cost rate base, do vou not, on
Schedule 17

A, Yes, sir.

Q. And that calculation is similar to what
Statf .nd Company have donec for purposes of this case, is it
not, utilized the returns developed by Mr, Schmidt and
abﬁlied it to the net original cost rate hase?

A, [t is similar cxcept in the current position
by the Staff and the Companv, there is a direct assignment
of certain portions of cquity or of certain asset accounts
to the equity thereby adjusting the capital structure.

Q. Those are investments in the cahle svstem,
is that what vou're talking ahout?

AL Yes, sir.

Q. Ckay. TIn the Douiphan case it appears that
capitalization exceeds net ratce base by almost $2.6 million;
is that correct?

AL That is correct,

Q. Do you know if any similar adjustment was

mad- in that case?
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A, I know therc was none made in that case,

Q. Do vou know if the Doﬁiphdn Telephone
Company had any investments in cahle TV, do you recail from
your--

A, I have no rememherance of their <ide
investments,

Q. Okay. So vou don't know what that excess
capitalization may have gone to support?

A. No, sir, 1T do not,

0. Or yon cannot remembher at least at this
point in time?

AL That's almost six vears ago,

Q. Okay. Hal yvon used the approach in the
Doniphan case that vou now u.e in this case, vour revenue
requirement would have heen substantially less, would it
not?

Al Yes, sir.

(. As a matter of fact, vour revenuc
Tequirement --yvour rate of return for purposes of vour
revenue requirement would he the overall cost of debt in as
much a5 total deht is approximitely six million nine which
already exceods rate hasce, right?

A I'was flipping from one page to anather,
Cowld vou cvenae me--or rephrase it, please?

(. What I'm saying is had vou used vour

T S S s
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1 appresch in Doniphan that Yo now take for pﬁrposus in

2 Mortheast Misscuri Rural Telephone Company, your rate of

3 return would have heen something around 4,1 percent which is
4 the embedded cost of deht for Doniplin as shown in !

5 Mr, Shaughnessy'sg Schedules., 1n as much as total debt of

6 the Doniphan company cquals nr, ip fivt, exceeds the net

7 original cost rate basc, there would e no equity--excess

8 funded hy equity in this case, right?

9 A That's true.

10 0. And all other things heing equal,

11 5.1 percent times net original cost rate hase as opposcd to

12 7.2 ranging to 7.47 would produce substantially lcss revenue
13 requirement in the Doniphan caq»

14 AL Just eyehballine it ves, that's true,

15 Q. Now, at least Judging from these exhibitg--

16 and T'11 he happy to amend and tnclude anv other exhihits
17 you might think are appropriate from your testimonv in the

18 Doniphan casc--but you did not make that specific assignment

19 in that case that you do in this case?
20 T AL No, sir, T did not,
21 Q. Nor do T understiand was any of the income

22 possibly gencrated by the 2.6 million excecss capitalization

23 over riate base included ahove the Tine, was it, sir?

24 Al As I've stated carlier, T don't helieve this

specifivc adjustment that we aroe Proposing here has cver bheen

25
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Presented to this Commission., S§o that would include the

Doniphan case as well as all other REA funded telepheane

!

|

| cases,
} Q. Now, let me ask you this, sir: With respect
I

|
! to what you Jid for purposes of Noniphan and what vou're

( doing for purrose of Northeast Missouri, which of the two in
I yYour opinion 1epresents a definite change in rate making
| principics as Previously enunciated by this Commission?

A, [ believe the position that my offjce is

| taking in this proceeding is not in conflict with the intent
the Commission has tried to accomplish in the past in
| setting rates,

Q. But the result js distinctly different, is

/ it not?
/ A, The result is distinctly different, ves,

! sir, it is,

, 0. As a matter of fact, the results for
purposcs of yeour presentation in this case would put the
company in jeopardy of ever obtaining future loans from the

REA because interest Coverage would not meet their minimum

|| requirements?

! AL It would put the company in jeopardv, or
{
i
| they would be unahle to ohtain loans immediately f,om the
!
|
REA. Wit would happen in the future is dependent totally

|
? ,
[ npon 1 neimhor of things such as revenue growth, plant nced,
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replacements, other items which | have not. done a study on
to see~-forecasting'whnt'thc company position will he two
years down the road,

Q. You would nagree with me, would you not, sir,
that 2 percent REA money is definitely a henefit not only to
the compary hut its customers as compared to what it might
have to pay for conventional loans?

AL A henefit to the company and its specific
customers, ves, it is a henefit, or it's definitcly a cost
advantape,

0. Now, just comparing the rcvenue'rcqn?remcnt
calculations that you've don~ for purposes of Doniphan and
now for purposcs of Northeast Missouri, which, sir, in your
opinion réprcscnts a change from traditional ratemaking
principies as enunciated by this Commission--

MS. OTT: Objcctinn, your Honor, the witness
has alrcady answered this question,

MR. ENGLAND: 1'1l let the record stand for
itself, hut he has not answered it. He gave me an answer,
hut it was not responsive.

MS. OTT: The witness stated that he didn't
think that--

CXAMINER DeFORD:  Overruled. Address the
Bench.

THE WITNESS: 1 beiieve, as far as with the

102
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Doniphan and other telephone corpanies up until this peint,
the parties who made this prescntation che'attompting tol
address the intent of the Cosmission. 1 do‘nat holicve they
accomplished that. And thercfore we are proposing this--
presenting this current position hefore the Commissien. So
in that context, I would--1 helieve that vou're asking dn 1
belicve the Noniphan presentation is proper or the current
preseataticn, and I believe the current presentation
addresses the intent of the Commission.

BY M™, ENGLAND:

Q. That's not mv question., My question is:
Just from a purely mechanical approach, is it not true that
the NDoniphan case, if anvthing, represents traditional
application of revenue or calculation, rather, of revenue
requivements as performed hy this Commission in the past and
that the revenue requirement cnlcnlntionvpcrformoJ by vou
for purposes of this casc is, in fact, a departure from
those traditional calculations and traditional principles?

A From the calculation, ves. From the
principles, no.

Q. You've mentioned with respect to--or in
repgard to recent answers, vou've answered that "this office"
and "we'. T assume you're now t:lking on hehalf of the
Gfifice of YPublic Counsel; is that correct?

A Yes, sir, that's right,

R
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Q. And is it also my understanding that the

position you take here reflects the position of the--|

is it reoflective of the position of the office? Dnes that

have a hezring on the position that you take?
A, I work for and represent the Office of
Public Counsel and speak on behalf of the whole office

sir,

Q. Okay. And Ms. Ott in one of her ohjections

indicated that when you did this testimonyv, vou worked

the Staff; and when you're doing today's testimony, vou work !

for the Office of Public Counscl. Does that have a hearing

on uapproaches that you take as well?

A No, sir. 1 don't believe it does. 1 think

experience has a lot to do with difference in the

» YC€S,

mear,

for

approaches, T1'{ only heen out of school and working for the

Staff for approximately 18 months when T did this andit,

U've now had over seven years of cxperience plus attended

seminars,

Q. And for purposcs of this audit, let me

understand this correctly. You have not examined anv REA

documants; is that correct?
A That is specifically with regard to

Northeast, no, sir, I have not.

e

n. That's my question. You have not examined

any Finnncing cases issued--or rather, Orders issucd by this

et iaantiniiabnan o /o i
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Cormission with respect to this company? .- .

AL Not personally., Just in‘discussinnS_with
other people who have, who I've relied upon,

0. You have not perf{ormed any intercst
coveresge calculations to determine whether or not vou put
the company in jeopardy of obtaining future loans as a
result of vour requirements; is that correct?

A, Personally, no., T saw no reason to redo
what hzd heen done hy compatent Staff personnel.

Q. And you are proposing a calculation, if vou
will, that is different than what has heen approved hy this
Commission in the past and which produces substantially less
revenue requicrements than the traditional calculation,
right?

AL That is true.

Q. And all of this vou attribute to vour
expericnce in the field; is that correct?

A A1l of that or just the concept of
assipgnnent of REA money is what T would attribute to
experience,

Q. Well, T guess my question perhaps could
have been more artfully stated; and T'11 try to Jdo that,
But based upon this lack of investigation into specific REA
documents, financing cases, times interest earned, coverage

ratios, and departure at least in calculation from




. e

Wi et e

dd

Fo

Co

10
11

12

14

15

16

?

. <A g / . .
e//éﬁld(l(/!’/ L e ((‘/«ua:. LIPS S0

traditional Commission standards, you nevertheless think ~
that that is appropriate romphfed with what hngihecn done in
the legion of céses that preceded this and in the methods
that have preceded this to which Company and Starr have
agreed?

A, I helieve the adjustment we arc proposing is
aprropriate,

MR. ENGLAND: No other questions,

MR. WALTHER: T have just a couple of
questions,
CROSS-EXAMINATION RY MR. WALTHER:

Q. Arc You suggesting that the method vou're
Proposing in this case he perspectively applied to all
future caces?

AL Yes,

0. Then are vou tuggesting that the Commission
should ignore a legitimate part of the capital structure
when Arriving at a cost of crrital?

A, I would--1 gucss T wonld kind of relate to
the previous answer, T think. 1In looking at this and making
this Aadjustment, you arec determining what is a legitimate
rav: of the capital structure supporting the utility
operations of the company.  And T would not-- don't helirve
that we hiave ignored a legitimate part of the capital

Strvcture that supports the utility's plant in cervice and
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1\\ day-gc'day«Opcrations. .

MR. WALTHER: 1 have no further questions.
\ EXAMINER DeFORD: Ms. Oit.
\\ MS. OTT: Thank you, your Honor.

4
l
5 \i\ REDIRECT EYAMINATION BY MS. 01T
England asked you a

0. Mr. Trippensce, M.

l\
7‘ serious of questions about REA requircments?

8%\ H Yes, ma'am.
g\! Q. And to what uscC the Compnn& could make of
10\‘ those funds. And he also asked you a series of questions
11\ ahbout excess capitalizntion and the cffects of that excess
12\ capltalization?
13\\ AL Yes, ma'am.

\ Q. Now, do you think that it is good husiness

”\

g-term deht to finance daily operations

'J1

practice to use lon

of thec company?

10
17\ MR. ENGLAND: Ohjection. One, there's heen
15 no foundation for Mr. Tripprnsee to answer this question.

‘,
\ and two, I don't believe my line of qucstioning dealt with

Mr. Fnpland, you

20 \ that at all.
\ MS. OTT: 1f you recall,

72 specifically refer to excess capitalization and whether or

23\‘ not the lnan contract pcrmitted the company tn use¢ that to
24\‘ finance its daily operations.
Qbi\ MR. ENGLAND: sure, bhut 1 never went to the
|
"\
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qualitative or judgmental qu-stion of whéthcr I thoupght it
was>prudent. | | N
EXAMINER DeFORD:  I'11l cverrule the
ohjection,
BY MG, bTT:

Q. Did you want me to repeat the question,
Mr. Trippensece, or do you rcmember?

AL Could you plecasc repeat it?

Q. Do you think that it is good business

practice fcor the companv to usc long-term deht to [inance

its dnily osrerations?

A To usc long-term deht?

Q. To finance its Jdaily operations?

A No, I do not.

Q. Okay. And why not?

A Utilization of long-term debt to finance

'dﬁy-to—dny operations implics that the company is not taking
in enoush revenue to cover its marginal operating, which
day-to-day operations are. Continued use of that can only
lead *to one thing, and that's the company going out of
busin~ss.,

Short-term debt can be utilized to finance
cash flnw problems with day-to-day operations, bhut T might
add thoet the Commission docs not take into effect short-term

debt in cailculating rates.
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Q. Okay. You mentioned sohétﬁing ahant revenue
rcyuirement and the revenue deficiencies. Why do vou think
that your analysis should apply to this particular company,
Northeast Rural?

MR, ENGLAND: TIxcase me., I'm goine to
chject to that question because [ believe that is additional
tcstimeny which has no hearing upon cross-examination and
mcrely offers the witness up for restatement of his
prepared--or 1 guess rebuttal testimony.

MS. OTT: Well, actually what T was getting
at is the veason why Mr. Trippcensee does not think that it's
a gool business practice for the company to use long-term
deht to tinance its daily operation, with specifically this
Company now.

MR. ENGLAND: [ thouyht he'd answcred that
in the prior question and answer.

MS. OTT: Pecrhaps I missed it. T'm not
sure.

EXAMINER DeFoRD: Well, 1'11 tell you what.
I'11 sustain the objection. You can ask the other question.
I think there's a different question there. You can ask
somcthiﬁg else if you like.

MS. OVT: Olav., Thank you, your l!lonor,

Q. If you recall Mr, England asked yon
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questiors ahout the’excess capitnlizatioﬁ and whether or not
you were familiar with the fact that the company could
obtain, vyou know, additional REA funds if the capital
structure which Public Counsel proposes is adopted hy the
Commission?

A. Yes.

Q. Okay. Why is it in your understanding that
the company carnot obtain additional REA funds immediately
if orr rosition is adopted?

A, If our position is adopted and assuring that
Mr. Schmidt's analysis of coverage ratio is correct, which T
have no reason to doubt, the company would not bhe ahle to
ebtain additional REA loans at the current time because they
would not have adequate revenue to cover the debt scrvice on
those items, on those additional loans.

Q. So when Mr. Engiand was referring to the
1,200,000 in temporary investmeints, are vou saying that the
company would have to invest that money into plant hefore it
could horrow additional REA funds?

A They would have to invest either that monev
into the plant that generated revenue or somehow reccive
additional revenue showing proper need to this Commission to
generate additional revenue to cover their interest
coverages--interest expense, excuse me,

Q. In your opinion, is there any reason why the

24
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company would need to obtain adlitional REA funds ¢t this

!

|

!

' -

| Point in time?
|

j

i

|
|
|
MR. ENGLAND: Objection., No foundatian upon ‘
which to make that Statement or further answer that {
question, J
EXAMINER DeFORD: Sustained. 1
j BY M3. OTT: ;
J Q. Okay. Would you describe the situation of -
i! the excess capitalization and the Tow interest REA money
| 5pecific to Northeast Rural?  wayld you descrihe the
“ Situation as unique?

A, U think--1 would not descrihe it as unique

in the scnse that Mr, England pointed out of Doniphan

e s ST N s o

;! Teleplione case where a similar Situation happened, e alsn !
;; discussed an earlier case, 1 cannot rememher the name, where f
| there is only less than $100,000 oy difference hetween g
H
! capital structure and the rate hase, That is why an audit
% ts perforned on each individual sompany and recommendatinns
II are madle on each individual company, Yoy attempt to trv to
| Keep those recommendation consistent with the intent of é
setting just and reasonable rates. i
! 3
n. Okay. Mr, Trippensee, do you recall 3 4 ;
| question h: Mr, Walther when he a.ked You whether you would i %
1dvocate this type of capital Structure in cases in the é
}’ future, in 211 cases in the futgre~ 5
| :
N S
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A, Yes, 1 retall.
Q. Okay. When vou answ»-red yes to that

question, were vou referring to literally all cases or cases
like Northeast Rural?

A I would bhe referring to cases where the
analysis shows that the point in time picture of capital
structure being significantly differcnt from rate base is
not just a phenomenon of that point in time. That, vyou
know, sav, cich as the case of Northcast, thev've had these
investments on their books for a period of time that's not
indicative of just a short-run situation,

MS. OTT: Okay. Thank vou. T have no
further questions.

EXAMINER DeFORD: Mr. Tngland.

MR, ENGLAND: Yes.
RECROSS-FXAMINATICN BY MR. ENGLAND:

Q.  Mr. Trippensee, Ms. Ott explored with you
the possibilities or eventualities that might result were
the company not ahle to go back to PHA for additional
funling., One of the options was to invest or, 1 guess, cash
in the temporary investments and use them., Another was to
cbtain moncy conventionally through conventional loan
perhaps raising of equity?

AL That would be one I would assume.

n. Okay. My question ‘ust has to do with any
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‘ 1|l othcr source of financing that this coumpany would have to
- %z n turn to if REA loan funds were not available would he in i}
- 3 subsantial--would be substantially more expensive than the
j 4 2 percent REA money, would it not?
'3 5 AL In today's ecconomy there's no question about
’ 5’ that,
7 ‘ . e : ,
3 7 Q. Okay. You testified that you did not think
\ 8 it was good bhusiness practice to finance day-to-dav
| j o) operations of the company with long-term deht, Mv first
1 10 question, sir, is what bhusincss endeavors or opecrations have
i
! 1 you run? Let me just stop at that.,
? 12 A, What busiicss endeavors have T run?
s 13‘ Q. Run, operatcd, managed?
; ; 14 AL ['ve never hien a sole proprictor of a |
é § 15 business, My professional hackpround simply is looking at
; ' 16 companies that operatc in the state of Missouri. And I
? ? 17 might--wouild indicate that my audits of those companies show
: 18! that nore of the ones that are showing financial health
19 .obernrc in this manner. 1 would further g0 on to sayv that
20 Northcast, in this case, the Staff and the Company have
21 agreed to a rate reduction which indicates that the current
‘ 32' revenaes evceeds day-to-day operations cxpenses; and,
23 || therefore, there would be no need to finance dav-to-dav
?4i' orerations with long-term deht.
953; MR, ENGLAND: Mp, Examiner, I'm poing to ask
| }
{ 113 J
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that thzt answer be striken as nnrcsponsivé[' My quention
was what cxperience this witness had in runningja huﬁidc%ﬁ,
managing a business, operating a business. Truly gratuitous
respense which was not prompted hy the question or required
by the questinn,

EXAMINER DeFORD: 1'm inclined to agree.
BY MK. ENGLAND:

Q. I take it, sir, that you have not had any
experience in running a husiness, meeting a payroll, meceting
certain cash requirements; is that correct, in the running
nf that businecss?

AL No, sir, T have not,

Q. Okay. Do you understand how loan funds are
requested from and then subscqucatly--or requested [rom and
subscquently obtained from the RFA hy companies such as
Northeast Missouri Rural Telephone Company.

AL In general, hut--yes. Specifics--

. Tell me how that happenes, sir, Give me the
chronology.

Al Well, that's what T'm just going to say.

The snecifics of the timing, the filings that are required,
I'm not familiar with those specifics down to the dectail,

. Do you know if the funds are received in

advance of construction or after construction?

‘A, I'm not for sure,
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Q. If the funds arc received :fter construction
and used tc reimburse the gencral treasuré;y of the company,
those funds could possibly he used also to reimbur.e certain
operating expenses, could they not?

A If they are received after repnstruction or if
they were received before construction, if there is no
guidelines by the REA, thev could he uscd to finanve operating
expenses, ves, they could.

Q. Okay. But yvet vou say it is not pgood husiness
practice to finance day-to-day opcrations. Have vou any

indication that this company 1s not engaging in good husiness

practice or that it is financially unhealthy or anvthing of ‘

that nature?

"

AL I have no indic:tion other than the company's
continued reference to utilizing leng-term debt to finance
day-to-day opcrations which cven thinking about that, 1 don't
believe is good business practice.

And that opinion is hased upon your experience

0

15 a P5C auditor not as somcone who has run business; is that
right?

AL No. That experience is hased on several
things. PSC auditor, my education--which it's a fundmental
economic principal that your revenuc should cover your short
term or vour marginal cost which day-to-day operations

normailyv, or can be considercd. 1f you're not covering your
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ti day-to-day costs--if you're not covering vour day-to-day
g> 2’ costs, then vou either have to generate more revenne or
" 31 reduce those day-to-day costs. T'm not even speaking here
" 4 of vour fixed cost. Revenne should also cover those.
5 Q. Maybe I neced to limit my question then with
| 6 i respect to the financing of dav-to-day operations by a long- ‘
7 | term debt to the short run., On the short run and spot basis,
3 E not only is it good business practice but, in fact, it does
ggi hapren, does it not? 1 mean, when you're talking ahout
: 10!} econnmic principles, it's only in the long run where vou hegin
. !
11 ; actually using in the long run leng-term deht to finance day- .
rv 12 ; to-day operations that vou 1un into trouble? .
13.2 AL That is truc.
L 14 I Q. But as a practical matter aren't the funds
{
15!5 generated--T think we talked ahout this a few minutes ago--
‘ 16!! funds puonerated by long-term debt once received hy the company
;ﬁ 17i; mav, in fact, be used to pay off current obligations which
j' 18'i may he of a day-to-day expensce tvpe nature?
%’ 19“ A. If the funds from long-term debt can be used
|
I 20 I to pav Jday-to-day operations, 1 will not disagree with that
L 2i g point, T helieve that is not a pond business practice. As
{5 22 i far #s ‘n the short run, short-run iebt is often usecd to
Y 23! provide crsh flow to cover dav-to-day operation expenses, not
Eé 24 | the axpense--or they should not be--debt should not he used to
- 25 I cover exprases, The cash flow possibly is necessarv hecause
; ,1
i
| e |
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of the wav the revenue comes in and the revenue goes sut.

That is what cash'workiﬁg Capitn\ is utilizéd, utilized by the
Staff and by other parties in inclusion in rate hasc to help
reimbursc the company for the cash [low problem,

Q. But as a practical matter, that cash working
capital allecwance is not always there when you need it to
meet a bill., And as a practical matter, money, whencver
they come from, if it's cash if it's available to the
compary, is used to meet thosec hills, is it not?

A. I think we're talking two different contexts
here. You're saying "meet the bill,™ and T helieve vou're
trying to indicate pay--to actially he utilized to pay for
the cxpense as far as what 1 wonld call cover the expense.

I am saying deht is only--should he used to cover the cash
flow, but there should be anticipated revcnncsvthat will
cover the cxpense.

Q. That's what T'm--that's the distinction I
nake hetween the short run and the long run, hut--

AL Well, 1'd like the distinctions betwecen any
debt. Deht should not he used to cover expenses; only to
cover the cash flow problem with expenses. And along that
tine, Staff has concluded a level, average level of cash
working capital to take carc of that problem.

n. Let me take your attention then to the

histare of this company which is contained in the Staff's

117

e e s+ i tetetamtatind)

i S VT WSR-S gyt T LR el ¥ TG S N ¢ - P e K AR, O A

e o R AR o O ST 4 i

o s




14

15

10

17

18

13

20

24

2hH

) . o
g,A%kuuaufcluJZk.scsldw(z;mnanA&ub

testimonv where they have expensaed certain maintenance
items, customer drops, for instanu:, that'cdgld have perhaps
been capitalized. They represent an extraordinary level of
maintcnance expenses which has heen disallowed for purposes
of this case, but nevertheless had to he funded at that
time. That was an expensc item. Are you saying that.was
inappropriate tor purposcs of use of the loan proceceds?

A. Well, if I could say this company is having
a rate rclduction which indicates they had sufficient
revenues to cover the expenscs.

Q. That's not my point. T'm saying to the
extent they funded the expensc asasociated with these
customer drops, extraordinary cxpense, are you saving that's
inappropriate for purposcs of utilizing--an expensc that
could arguably be capitalized for expense?

AL Without getting--1 was not--I'm not familiar
with the specific Staff adjustmert on that issuc. And
getting--you've put in a new word here: funded. And 1
gness I've said it several times herc, and 1'11 sav it one
more, that when we're talking about expenscs and paving for
them or covering the expenscs, I make a distinction bhctween
ultimately how are thosc cxpenses covered, that is, who
provides the moncy to pay for thai, In the long run it
chould he revenue. In the short run, the cash flow of

covering that expense might have to be from debt, short-term
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dett, which can be retired as woon as thejrdvcnue comes in.
Therefnre, the revenue is what is covering that expense.
The short-term debt would only cover the cash flow preblem
caused by that expense.

Q. Why would this company want to place any
short-term deht when they can get REA money at 2 percent to
meet that current obligation. There would bhe no reascn,
would there? And for that matter, where RiEA allows vyou to
use th- proceeds for that particular application?

AL If you're saying that the company is
utiiizing REA as a source of cish to cover day-to-day
operations--

Q. In the short term?

A. --in the short tevm becausc it's such a
cheap long-term fund, source of funds, 1 believe that is a
very good business practice hv this company becausec, let's
face it, 2 pecrcent moncy 1s very cheap.

Q. It's almost like being given away in today's
ecomony, isn't it?

A. I would like to have some of it myself, but
unfortunately my credit rating doesn't allow it.

But I guess what 1 am saying, T think we're
st1l1l taltking in two different terms. The REA monev, if it
is heing utilized to cover the cash flow problem

attrilutahle to expenses, that i< fine. Tut to say
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utl[lLlng REA money to ultimatcly pay for an expense,
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I

believe you're going to run--the company would run into a

serious problem down the road. And again the Staff ha

5 put

in an average amount of this cash that is necessary (o meet

day-to-day financing obligations.
b ) g

Exhibits

received,

EVIDENCE

racecived,

MR. ENGLAND: I have no other questions.

EXAMINER DeFORD: Mr. Walther.
MR. WALTHER: No questions.

MS. OTT: No questions.

EXAMINER DecFORD: T1s there any objection to

22 and 237
(No response.)

EXAMINER DeFORD: TExhihits 22 and 23 a

re

Thank you, Mr. Trippensee. You're cxcused.

(Witness excuscd,)

(EXHIBIT NOS. 22 AND 23 WERE RECETVED IN

AND MADE A PART OF THIS :TGCORD,)
MR. ENGLAND: May I also offer Exhibit
EXAMINER DeFORD: Any ohjection?
(No responsc.)

EXAMINER DeFORD:  Fxhibit 25 is also

257

(EXHIBIT NO. 25 WAS RECEIVED IN EVIDENCE AND

120

et i o i et o




