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INTERIM REBUTTAL TESTIMONY 1 

OF 2 

SHANA ATKINSON 3 

THE EMPIRE DISTRICT ELECTRIC COMPANY 4 

CASE NO. ER-2012-0345 5 

Q. Please state your name. 6 

A. My name is Shana Atkinson. 7 

Q. What is your present position with the Missouri Public Service Commission 8 

(Commission)? 9 

A. I am a Utility Regulatory Auditor III in the Financial Analysis Unit. 10 

Q. Would you please review your educational background and work experience. 11 

A. My credentials can be found along with the Commission cases in which I have 12 

filed testimony in Schedule SA-1.  13 

Q. What Staff witnesses are providing testimony on Empire’s interim rate 14 

request? 15 

A. The following witness are providing rebuttal testimony on the issues 16 

identified: 17 

 Mark L. Oligschlaeger – Overview, Revenues, Policy 18 

 Shawn E. Lange – Empire’s Customer Numbers, Weather, and Rate Revenues 19 

 Shana Atkinson – Empire’s Financial Condition 20 

 Lena M. Mantle – Empire’s Fuel and Purchased Power Costs 21 

Q. What is the purpose of your rebuttal testimony?  22 

A. The purpose of this rebuttal testimony is to respond to the direct testimonies 23 

of Robert W. Sager and Brad P. Beecher on interim rates.  Mr. Sager and Mr. Beecher 24 
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sponsored testimony in support of Empire District Electric Company’s (“Empire” or 1 

“Company”) interim rate increase request.  They specifically offer testimony on their views 2 

concerning the financial impact on Empire of the tornado that struck Joplin in May 2011, in 3 

particular they assert that because Empire had very low retained earnings it suspended its 4 

dividend for two quarters three days after the tornado struck Joplin. 5 

Q. Would you summarize your response? 6 

A. Yes.  In this testimony I point out that Empire’s retained earnings were very 7 

low because it has for many years been paying out dividends per share (“DPS”) that were not 8 

supported by its earnings per share (“EPS”).  I explain that Empire’s high DPS relative to its 9 

EPS (payout ratio) has limited its financial flexibility for contingencies such as damages to 10 

its system and loss of load caused by storms such as the May 2011 tornado.  I show the DPS 11 

Empire reinstated at the end of the two-month dividend suspension is better supported by its 12 

EPS than the DPS before the suspension.  I also point out that neither Moody’s nor Standard 13 

and Poor’s downgraded Empire’s credit rating because of the tornado.  14 

Q. What is your understanding of the cause for Empire’s request for an interim 15 

rate increase in this case? 16 

A. Empire admits that is not requesting an interim rate increase because it suffers 17 

from a financial emergency.  Empire is not currently facing significant financial uncertainty, 18 

instead, Empire is seeking this interim rate relief because it believes it should recover costs 19 

associated with the May 2011 tornado faster than the normal general rate case would allow. 20 

Q. Mr. Sager and Mr. Beecher both testify “Given the low level of retained 21 

earnings, the expected lost revenue from lost and displaced customers due to the tornado, and 22 

the fact that Empire’s ability to pay dividends was tied to retained earnings through a 23 
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covenant in the Company’s mortgage indenture, the Empire board met three days after the 1 

storm and suspended the dividend for two quarters.”  Did Empire later reinstate its dividend? 2 

A. Yes.  Empire reinstated its dividend in the first quarter of 2012 to $.25 per 3 

share on a quarterly basis, or $1.00 per share on an annual basis.   4 

Q. Is Empire’s reinstated dividend the same amount as it was before the 5 

Company suspended its dividend? 6 

A. No.  Empire’s dividend was $1.28 on an annual basis before it was suspended. 7 

Q. Did Empire state that it was not reinstating its dividend to the prior 8 

$1.28 annual amount because of lingering effects of the tornado? 9 

A. No. Mr. Beecher stated in the May 26, 2011, Empire conference call 10 

discussing the temporary suspension of its dividend that “the longer-term goal is to grow this 11 

dividend and get to a payout ratio that’s commensurate with our peer group…”1 12 

Q. Before the May 2011 tornado, did Empire’s EPS support the DPS it 13 

was paying? 14 

A. No.  Empire chose to pay a $1.28 annual DPS from 1993 through 2010.  15 

Empire only had sufficient EPS to support that DPS in 12 of these 18 years, and Empire’s 16 

payout ratio (DPS/EPS) has consistently been close to or above 100 percent of earnings since 17 

1992.2  The lowest payout ratio Empire has had since 1992 was approximately 84 percent in 18 

1998.  According to information from the Edison Electric Institute (“EEI”), between 1993 19 

and 2011 the average dividend payout ratio of a U.S. shareholder-owned electric utility in 20 

total was never above 84.2 percent.  This illustrates that Empire’s payout ratio has 21 

                                                 
1 Transcript from the May 26, 2011 conference call held to discuss the suspension of the dividend. Provided to 
Staff in response to Data Request No. 0105. 
2 Value Line Investment Survey, June 29, 2007 and June 22, 2012.  This is not including the year 2011. 
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consistently been above the average payout ratio of a U.S. shareholder-owned electric utility 1 

since 1993.  2 

Q. If Empire had been paying out an annual DPS of $1.00 during the eighteen-3 

year period 1993 through 2010, instead of $1.28, in how many years would Empire’s EPS 4 

have supported this lower DPS? 5 

A. Fifteen, and its average dividend payout ratio for those 18 years would have 6 

been approximately 89 percent.   7 

Q. If Empire had reduced its annual DPS to $1.00 at the start of its heavy 8 

construction cycle in 2005, how would have Empire’s dividend payout ratio compare to the 9 

average for EEI’s “Regulated” electric utility index? 10 

A. Empire’s dividend payout ratio would have been higher than its peer group.  11 

In this scenario Empire’s average dividend payout ratio for 2006 to 2010 would have been 12 

about 84%, while the average dividend payout ratio for EEI’s “Regulated” electric utility 13 

index for 2006 to 2010 was 68%.3 14 

Q. On pages 4 and 5 of Mr. Sager’s testimony, he asserts several factors over the 15 

years that have contributed to the low level of Empire’s retained earnings.  Does a high 16 

dividend payout ratio effect retained earnings? 17 

A. Absolutely.  Retained earnings are the earnings that a company keeps to 18 

reinvest in its business instead of distributing to shareholders as dividends.  Therefore, if 19 

a company has a dividend payout ratio of 100 percent there is 0 percent left over as 20 

retained earnings. 21 

                                                 
3 Table IV of Edison Electric Institute’s Dividends Q4 2011 Financial Update. 
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Q. Typically, why should a company set its DPS at a level that allows the EPS to 1 

consistently cover the DPS? 2 

A. Because it allows for financial flexibility, which reduces the likelihood the 3 

dividend would have to be reduced or suspended in the future due to uncertain events. For 4 

example, a company had an EPS of $1.30 in the previous year and paid a DPS of $1.00.  The 5 

company had $.30 left in retained earnings.  In the current year the same company’s EPS fell 6 

to $.95 and still paid a DPS of $1.00.  Therefore, in the current year this company has a 7 

retained earnings of -$.05.  Since the company had a retained earnings of $.30 in the previous 8 

year it has the financial flexibility to cover its dividend.  If a company consistently pays 9 

shareholders more dividends than it earns there will be very little retained earnings for 10 

financial flexibility. 11 

Q. Mr. Beecher states on page 11 of his direct testimony that “the Company 12 

indicated in its analyst call on May 26, 2011 that the dividend suspension was the ‘prudent 13 

course of action for the long-term viability of our company.’  Empire’s retained earnings 14 

balance at June 30, 2011, following the dividend suspension, was a negative $167,000.”  Did 15 

Empire face uncertainty when it decided to suspend its dividend? 16 

A. Yes.  In the immediate aftermath of such a major catastrophe, it is very hard to 17 

project what the consequences would have been for the entire city of Joplin, let alone the 18 

earnings ability of Empire.  However, implementation of a more conservative dividend ratio 19 

prior to the tornado would have allowed more financial flexibility to deal with the impacts of 20 

events like the Joplin tornado—impacts such as damage to its facilities, sudden loss in 21 

customers  and other financial consequences. 22 
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Q. Had Empire renegotiated its mortgage indenture before the tornado because it 1 

did not want to reduce the DPS? 2 

A. Yes.  In previous Empire rate cases, case No. ER-2010-0130 and case No. 3 

ER-2011-0004, Staff discovered that Empire’s embedded cost of debt included explicit costs 4 

Empire incurred so it could renegotiate its mortgage indenture to allow up to a negative 5 

retained earnings balance of $10.75 million.  Consequently, Empire has been in this position 6 

before regardless of the tornado.   7 

Q. Did Empire consider another amendment to its indenture to allow it to 8 

continue to pay its $1.28 dividend in the wake of the May 2011 tornado? 9 

A. Yes.  On Empire’s May 26, 2011 conference call with investors discussing the 10 

temporary suspension of its dividend.  Bill Gipson, President and CEO of Empire at the time, 11 

stated: 12 

As you all know, we have a covenant in our mortgage 13 
indenture that limits our ability to pay dividends tied to our 14 
retained earnings balance.  We went to the bondholders in 15 
March 2008 following a period of time where we were unable 16 
to recover about 100 million of fuel and purchase power costs, 17 
and obtained a change in the covenant to allow us to pay 18 
dividends up to a negative retained earnings balance of 19 
10.75 million.  We studied and analyzed doing that again.  The 20 
cost and risk of execution proved prohibitive.  This is the 21 
prudent course of action for the long-term viability of our 22 
company. 23 

The retained earnings balance of a negative $167,000 that Mr. Beecher uses to support the 24 

interim rate increase is significantly below the negative $10.75 million of retained earnings 25 

that Empire had recently negotiated to allow the maintenance of the $1.28 DPS.  In fact, in 26 

this same conference call Mr. Gipson states that they tried “doing away with the covenant” 27 

but “the bondholders just didn’t want to go there at all.”  This demonstrates that Empire was 28 
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willing to compromise its financial flexibility by continuing to pay the $1.28 dividend, even 1 

paying additional bond indenture costs to do so, at a time when it was involved in significant 2 

construction activity and during a general downturn in the economy. 3 

Q. Did S&P downgrade Empire’s corporate credit rating in the wake of 4 

May 2011 Joplin tornado?  5 

A. No, but it did change Empire’s Outlook from “Positive” to “Stable” on 6 

May 27, 2011.   7 

Q. What was S&P’s reasoning for the Outlook revision on May 27, 2011? 8 

A. S&P stated the following in its May 27, 2011 “Research Update: Empire 9 

District Electric’s Outlook Changed To Stable From Positive After Missouri Tornado 10 

Disaster” (see Schedule SA-2):  11 

The outlook revision relates to the financial implications of the 12 
destructive storm earlier this week that passed through Joplin, 13 
the largest city in the company’s service territory.  Largely due 14 
to an anticipated loss of business that Empire estimates could 15 
reach 15% and storm repair costs estimated to be up to 16 
$30 million in its service territory, the company suspended its 17 
quarterly dividend of 32 cents for the second and third quarters 18 
of 2011.  This may impair the company’s access to equity 19 
markets, and along with reduced cash flows and higher 20 
expenses, financial measures could weaken.  21 

Q. Did Empire’s financial condition weaken in the aftermath of the May 2011 22 

tornado? 23 

A. No.  S&P’s March 23, 2012 Analysis on Empire stated the following:   24 

Although Empire’s financial metrics strengthened in 2011 25 
with its capital budget at a low point, we expect its overall 26 
financial condition to erode due to rising capital expenditures 27 
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and the additional debt that will be needed to partially fund the 1 
construction program. [emphasis added]4 2 

Consequently, instead of experiencing financial strain during the year in which the 3 

tornado occurred, Empire actually had better financial ratios than normal.  Empire’s Funds 4 

from Operations (FFO) Interest Coverage ratio and FFO as a Percentage of Average Total 5 

Debt (FFO to Average Total Debt) ratios for Empire steadily improved from 2009 to 2011.  6 

Empire’s FFO interest coverage ratio was 3.7x in 2009, 4.7x in 2010 and 5.1x in 2011.  7 

Empire’s FFO/debt ratio was 14.8% in 2009, 20.0% in 2010 and 22.0% in 2011.5  It should 8 

also be noted that this was during the period in which Empire was allowed additional cash 9 

flow from ratepayers to help support an investment grade credit rating. 10 

Q. Did Moody’s change Empire’s corporate credit rating after the May 2011 11 

Joplin tornado? 12 

A. No.  In its May 26, 2011 Global Credit Research on Empire (see Schedule 13 

SA-3), Moody’s stated the following: 14 

**   15 
 16 
 17 
 18 
 19 
 20 

 21 

 22 
 23 
 24 
 25 
 26 

                                                 
4 Standard &Poor’s cash flow ratios such as FFO to Average Total Debt and FFO interest coverage ratio do not 
adjust for the payment of dividends. 
5 Standard & Poor’s Analysis on Empire District Electric Co., March 23, 2012 (see Schedule SA-4). 

NP 

______________________________________
__________________________________________
__________________________________________
__________________________________________
__________________________________________
__________________________________________
__________
__________________________________________
__________________________________________
__________________________________________
__________________________________________
__________________________________________
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 1 
 2 

  ** 3 

Q. What is your knowledge of Empire’s current ability to access capital? 4 

A. On April 2, 2012, Empire entered into a Bond Purchase Agreement for a 5 

private placement of $88 million aggregate principal amount of 3.58% First Mortgage Bonds.  6 

The first settlement of $38 million occurred on April 2, 2012 and the second settlement of 7 

$50 million occurred on June 1, 2012.  Empire also has an unsecured revolving credit facility 8 

of $150 million.6 9 

Q. Please summarize your rebuttal testimony. 10 

A.  Empire has not shown a need for an interim rate increase.  While the tornado 11 

that occurred in May 2011 was truly extraordinary, the consequences to Empire have not 12 

been extraordinary from a financial perspective.  While Empire did suspend its dividend for 13 

two quarters and reinstated it at a lower level, Empire might not have had to take such action 14 

if it had previously reduced its dividend when it needed to retain capital for construction of 15 

generating facilities.  Pursuant to its Experimental Regulatory Plan, Empire collected 16 

additional amortizations resulting in higher rates during the period of construction.  However, 17 

Empire continued to pay its high dividend to shareholders which gave them less financial 18 

flexibility during this period of construction. 19 

Although Empire’s corporate rating outlook was changed by S&P due to the initial 20 

uncertainty of the possible financial impact the tornado may have on Empire’s cash flows, it 21 

ultimately did not cause a decline in Empire’s financial metrics.  In fact, they improved.  22 

Empire is currently financially sound.  Empire has access to capital, has an investment grade 23 

                                                 
6 Empire’s 10-Q for the period ended June 30, 2012. 

NP 

__________________________________________
__________________________________________
____________



Shana Atkinson 
Interim Rebuttal Testimony 
 
 

Page 10 

credit rating, has financial metrics that have improved since the May 2011 tornado and has 1 

reinstated its dividend. 2 

Q. Does this conclude your rebuttal testimony regarding Empire’s interim rate 3 

request? 4 

A. Yes, it does.   5 





SHANA ATKINSON 
 

Educational and Employment Background and Credentials 
 

 

I am currently employed as a Utility Regulatory Auditor III for the Missouri 

Public Service Commission (Commission).  I accepted the position of Utility Regulatory 

Auditor I in December 2008.   

In May 2007, I earned a Bachelor of Science in Accountancy and a Master of 

Accountancy degree from the University of Missouri-Columbia.  My accounting degree 

required an understanding of financial concepts, including the cost of capital.   

On June 21, 2010, I was awarded the Certified Rate of Return Analyst (CRRA) 

professional designation by the Society of Utility and Regulatory Financial Analysts 

(SURFA).  This designation is awarded based upon experience and successful completion 

of a written examination, which I completed during my attendance at a SURFA 

conference in April 2010. 

I have developed rate of return recommendations for numerous small water and 

sewer rate cases and have assisted as needed in small water and sewer certificate cases.   
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Date Filed Issue Case Number Exhibit Case Name 

4/28/2011 
Rate of Return 

Capital Structure 
ER-2011-0004 Surrebuttal 

Empire District Electric 
Company 

 
4/18/2011 

 

Rate of Return 
Capital Structure 

ER-2011-0004 Rebuttal 
Empire District Electric 

Company 

2/23/2011 
Rate of Return 

Capital Structure 
ER-2011-0004

Cost of Service 
Report 

Empire District Electric 
Company 

4/23/2010 
Rate of Return 

Capital Structure 
ER-2010-0130 Surrebuttal 

Empire District Electric 
Company 

4/02/2010 
Rate of Return 

Capital Structure 
ER-2010-0130 Rebuttal 

Empire District Electric 
Company 

2/26/2010 
Rate of Return 

Capital Structure 
ER-2010-0130

Cost of Service 
Report 

Empire District Electric 
Company 

1/13/2010 
Rate of Return 

Capital Structure 
WR-2010-0111

Cost of Service 
Report 

Lake Region Water & Sewer 
Company 

1/13/2010 
Rate of Return 

Capital Structure 
SR-2010-0110

Cost of Service 
Report 

Lake Region Water & Sewer 
Company 

10/20/2009 
Rate of Return 

Capital Structure 
GR-2009-0434

Cost of Service 
Report 

Empire District Gas Company 
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