
BEFORE THE PUBLIC SERVICE COMMISSION
STATE OF MISSOURI

In theMatteroftheApplicationof )
Missouri-AmericanWaterCompanyfor ) CaseNo. WO-2004-O116
Approval to Establishan InfrastructureSystem )
ReplacementSurcharge(ISRS) )

MISSOURIENERGYGROUPREPLY
TO MISSOURI-AMERICANWATER COMPANY

RESPONSETO STAFFREPORTAND RECOMMENDATIONS

COMESNOW theMissouriEnergyGroup(“MEG”), in accordancewith the Orderofthe

Missouri Public ServiceCommission(“Commission”) datedOctober 16, 2003, and statesthe

following in reply to the Missouri-AmericanWater Company(“Company”) Responseto the

CommissionStaff’s (“Staff”) reportandrecommendations:

1. Accumulated depreciation: MEG concurs with the Company on this issue.

TheStaffhascalculatedtheamountofaccumulateddepreciationfor theISRSratebasebasedon

a ratioofthe Company’stotal investmentin plantto thetotal changein theamountof MAWC’s

investmentin plant in service,since the last ratecase. HB 208 statesthat the ISRS ratebase

should becalculatedusing: “The watercorporation’sweightedcostof capitalmultiplied by the

net original cost of eligible infrastructure system replacements,including recognition of

accumulateddeferred income taxes and accumulateddepreciationassociatedwith eligible

infrastructuresystemreplacementswhich areincludedin a currentlyeffectiveISRS;” (393.1000

(a)). TheMEG agreeswith theCompany’sunderstandingofthe legislationasto the methodof

calculatingthenet ISRS rate base. The Company’smethod calculatesthe actualaccumulated

depreciationfor eachISRS eligible infrastructureassetthat the Companyplaced into service
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sinceJanuary1, 2002and presentsan accuratepicture of the actualnetplant for the ISRS rate

base.

2. Accumulated Depreciation-Net SalvageCost: MEG concurs with the Staff

on this issue. The Companyincreasedthe amount of investmentto reflect the changein the

accumulateddepreciationreserveassociatedwith the net salvagecost. The Staff recommends

that this amount should not be includedin the amount of investment. In its response,the

Companycontendsthat it shouldbeincluded. MEG disagrees.

The Companyforecaststhe costof net salvageandcollectsthis amountover the life of

theplant. This is kept in the accumulateddepreciationreserve. TheCompanyis correctwhenit

statesthat its total net investmentincreaseswhenplant is retired. When a plant is retired, the

grossamount of the plant is removedfrom the total gross plant accountand the associated

depreciatedvalueis removedfrom the accumulateddepreciationreserve. The effectof this on

thenetplant amountis zero. However,the costofthe netsalvageis chargedto theaccumulated

depreciationreserve. When the accumulateddepreciationreserveis lowered, the valueof net

plant is increased. But this doesn’toccuruntil theplant is retired. When the plant is retired,

then the Companyshould be allowed to earn a return on the increasednet plant. The MEG

agreeswith the Staffthat this amount,$1,036,534,shouldnot be includedin thetotal ISRS rate

base.

3. Facilities Relocations Amount: MEG concurs with the Staff and the

Company on this issue. TheStaffrecommendsthatthefacilities relocationsamountbe reduced

by approximately$1,962,266,to recognizereimbursementsby customers.The Companystated

in its reply that it agreeswith this adjustment.

4. PropertyTaxes: MEG concurs with the Staff on this issue. The legislation

statesthatISRScostsshould include“propertytaxesthat will be due within twelvemonthsofthe
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ISRS filing.” The dateof the Company’sISRS filing is September2, 2003. Propertytaxesfor

propertyplacedinto serviceafter January1, 2003 arenot due until December31, 2004, which

doesnot fall within the requiredtwelve- month time frame. The Staff recommendsthat the

propertytaxesassociatedwith theplantplacedinto serviceafterJanuary1, 2003 shouldnot be

includedin the ISRScosts. TheMEG agreeswith the Staff’s understandingof thelegislationas

to the amountof propertytaxesthat shouldbe includedandrecommendsthatpropertytaxesfor

propertyplacedinto serviceafterJanuary1, 2003shouldnotbe includedin theISRS costs.

5. Deferred IncomeTaxes: MEG concurs with the Staff and the Company on

this issue. The Staff adjustedthe level of deferredtaxesto reflect an adjustmentfor state-

deferredincometaxes. TheCompanyagreeswith this adjustment.

6. ISRS Rate Schedules:MEG has no opinion regarding this issue. The Staff

recommendsthat thepercentageaddon for theISRSshouldbe appliedonly to the usageportion

of a customer’sbill. The Companystatesthat the percentageadjustmentwill be appliedto the

customer’stotal bill, (i.e. servicechargepluscommoditycharges).

7. Basedupontheforegoingpositionsandcomments,theMEG recommendsthatthe

amountof the ISRS to be allowedto the Companyfor costrecovershould be $3,628,576(see

attachedschedule).
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WHEREFORE,theMEG respectfullyrequeststhat theCommissionissueanorderin this

caseapprovingthe Company’sapplicationto establishan ISRS surchargein the amountof

$3,628,576peryear.

Respectfullysubmitted,

~~ZLM

RobertC. Johri~on #15755
(314) 345-6436
hi olrnson~bIackwe11sanders.com
LisaC. Langeneckert #4978 1
(314) 345-6441
~~geneckert~b1ackwe11sanders.corn
720 Olive Street, Suite 2400
St.Louis, MO 63 101-2396
Fax: (314)588-0638

Attorneysfor MissouriEnergyGroup

CERTIFICATEOF SERVICE

Pursuantto 4 CSR240-2.080of theCommission’sRulesof PracticeandProcedure,I
herebycertify thatI havethis day causedan electroniccopyoftheforegoingto beservedon all
personson theofficial servicelist in CaseNo. WO-2004-0116.

Datedat St.Louis, Missourithis
14

th dayofNovember,2003:

Lisa C. Langeneckert
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MEG SCHEDULE
Missouri-American Water Company

ISRS RevenueRequirementsCalculation
St. Louis District

MEG Recommendation

ISRS Activity:
Total for

ISRS-1 Filing

Water Utility Plant Prolects--Replacement Mains, and Associated Valves and Hydrants (RM) RSMo 393,1000 ~

STLC-Replacement Mains and Associated Valves and Hydrants
Deferred Taxes
Accumulated Depreciation

Total Net 393.1000 (8a)

Water Utility Plant proiects--Main Cleanings and Relinings (RM) RSMo 393.1000 (8b):

STLC-Main Cleanings and Relinings
Deferred Taxes
Accumulated Depreciation

Total Net 393.1000 (8a)

Water Utility Plant Prolects--Facilities Relocations (FR) RSMo 393.1000 (8c):

STLC-Relocated Facilities
Reimbursements
Deferred Taxes
Accumulated Depreciation

Total Net 393.1000 (8c)

Total ISRS Rate Base
Overall Rate Of Return per Last Order (WR-2000-0844)
UOI Required
Income Tax Conversion Factor
Revenue Req. Before Interest Deductibility

Total ISRS Rate Base
Embedded Cost of Debt per Last Order (WR-2000-0844)
Interest Expense Deduction
Combined Federal and State Income Tax Rate
Income Tax Reduction due to Interest
Tax Conversion Factor
Revenue Req Impact - Interest Deductibility

Total Revenue Requirement on Capital
Depreciation Expense
Property Taxes

$ 20,723,376
(1 ,633,436)

(664,466)

18,425,474

0
0
0

0

8,324,597
(1 ,962266)

(727,525)

5,507,096

23,932,570
8.59%

2,055,808
1.623077

3,336,735

23,932,570
3.440%
823,280

38.388626%
316,046

1.623077
512,967

2,823,768

564,043
240,765

$ 3,628,576Total ISRS Revenues


