STATE OF MISSOURI

PUBLIC SERVICE COMMISSION
At a session of the Public Service Commission held at its office in Jefferson City on the 17th day of July, 2003.

In the Matter of Missouri‑American Water Company’s 
)
Case No. WR‑2003‑0500
Tariff to Revise Water and Sewer Rate Schedules. 
)
Tariff Nos.
YW‑2003‑2012




YW‑2003‑2013




YW‑2003‑2014




YW‑2003‑2015

ORDER CONCERNING TEST YEAR AND TRUE-UP,

RESETTING EVIDENTIARY AND TRUE-UP HEARINGS,

ADOPTING PROCEDURAL SCHEDULE,

AND CONCERNING LOCAL PUBLIC HEARINGS

On May 19, 2003, Missouri‑American Water Company submitted to the Missouri Public Service Commission its proposed tariff sheets intended to implement a general rate increase for water and sewer service.  The proposed tariff sheets were issued on May 19, 2003, with a requested effective date of June 18, 2003.  The proposed water service tariffs are designed to produce approximately $20 million in additional gross annual water revenues excluding gross receipts and sales taxes,  about a 12.2% increase over existing water revenues.  The proposed sewer service tariffs are designed to produce an additional $1,637 in gross annual sewer revenues (excluding gross receipts and sales taxes) or a 3.3% increase over existing sewer revenues.  On May 29, 2003, the Commission suspended the proposed tariff sheets for a period of 120 days plus an additional six months, until April 16, 2004.

On June 30, the Commission granted the unopposed applications to intervene of AG Processing, Inc.;  the Cities of Jefferson, Joplin, Riverside, and Warrensburg; Public Water Supply Districts Nos. 1 and 2 of Andrew County and No. 1 of DeKalb County;  Empire District Electric Company; the Missouri Energy Group, consisting of three hospital systems and a manufacturer;
 the Missouri Industrial Energy Consumers, an association of six St. Louis‑area manufacturers;
 and the St. Joseph Water Rate Coalition, a group of twelve St. Joseph-area governmental, commercial and industrial water users.
  On July 2, the Commission also granted intervention to Local 335 of the Utility Workers Union of America, AFL‑CIO.

The Test Year:

The Commission's Suspension Order and Notice of May 29, 2003, directed that Missouri-American file its test year recommendation by June 10.  The other parties were directed to respond by June 24.  The test year is a central component in the ratemaking process.  Rates are usually established based upon a historical test year which focuses on four factors:  (1) the rate of return the utility has an opportunity to earn;  (2) the rate base upon which a return may be earned;  (3) the depreciation costs of plant and equipment;  and (4) allowable operating expenses.
  From these four factors is calculated the “revenue requirement,” which, in the context of ratemaking, is the amount of revenue ratepayers must generate to pay the costs of producing the utility service they receive while yielding a reasonable rate of return to the utility's investors.
  A historical test year is used because the past expenses of a utility provide a basis for determining what rate is reasonable to be charged in the future.
 

Missouri‑American filed its test year recommendation as directed on June 10, and proposed the 12 months ending December 31, 2002.  On June 24, the Staff of the Missouri Public Service Commission indicated that it concurred with Missouri‑American’s proposed test year.  Staff further proposed "to update this test year for known and measur​able items through June 30, 2003."  Public Counsel, filing on June 24, stated that it did not object either to Missouri‑American's proposed test year or to Staff's proposal to update that year through June 30.  Of the other parties, the St. Joseph Water Rate Coalition and Local 335 stated that they agreed with Missouri‑American; the City of Joplin stated that it agreed with Staff; and five others stated that they have no objection to Missouri‑American's recommendation.
  The three remaining parties filed nothing and presumably also have no objections.

The proposed test year is suitable and no party has objected to it.  The Commission will adopt the test year recommended by Missouri-American, together with Staff's proposal that it be updated for known and measurable items through June 30, 2003.

Motion for True-Up Audit and Hearing:

The Suspension Order also required that Missouri‑American submit any request for a true‑up by June 10, with the other parties to respond by June 24.  The use of a true‑up audit and hearing in ratemaking is a compromise between the use of a historical test year and the use of a projected or future test year.
  It involves adjustment of the historical test year figures for known and measurable subsequent or future changes.
  However, while the “test year as updated” involves all accounts, the true‑up is generally limited to only those accounts necessarily affected by some significant known and measurable change, such as a new labor contract, a new tax rate, or the completion of a new capital asset.  Both the “test year as updated” and the true‑up are devices employed to reduce regulatory lag, which is “the lapse of time between a change in revenue require​ment and the reflection of that change in rates.”
 

Missouri‑American timely filed its Motion for True‑up Audit and Hearing on June 10, requesting that certain items be updated through the November, 2003, accounting period.
  Staff and Public Counsel agreed in principle with Missouri‑American's proposal, but refused to concur in the list of specific items to be trued‑up.  No party objected to the 

true‑up request and no party has submitted an alternative list of items to be included in the true‑up.

The Commission will grant Missouri‑American's true‑up motion. The Commission will set a date by which the parties must file proposed lists of items to be included in the true‑up.
The Hearing Dates and the Procedural Schedule:

The Commission reserved dates for an evidentiary hearing and true‑up hearing in its Suspension Order of May 29.  This practice is necessary to ensure that sufficient hearing dates will be available.  Accordingly, the Commission reserved a block of 16 days for the evidentiary hearing, starting on September 29, 2003, and a block of five days for the true‑up hearing, starting on January 5, 2004.  However, on June 9, Public Counsel moved to continue the hearing, stating that the dates established in the Suspension Order  fail "to provide adequate time for the parties to prepare for the evidentiary hearing."  Public Counsel stated further that the Commission's practice has been to allow an interval of approximately 215 days between the filing of a major rate case and the start of the evidentiary hearing.  Missouri‑American concurred with Public Counsel's motion on June 13, as did Staff on June 18.  No party has expressed opposition to Public Counsel's motion.

On June 26, the parties filed a joint proposed procedural schedule that included a specific proposal for resetting the evidentiary and true‑up hearings.  For the evidentiary hearing, the parties propose reserving twelve days, beginning on December 15, 2003, breaking for the holidays, and finishing on January 9, 2004.  December 15 is 210 days after the filing date of May 19, an interval that more nearly matches that proposed by Public Counsel than does the 133 days allowed under the Commission's original schedule in this case.  The Commission will set the evidentiary hearing as proposed by the parties.  

However, the dates proposed by the parties for the true‑up hearing, February 9 and 10, 2004, are not available.  Therefore, the Commission will reset the true‑up hearing to the nearest available dates, February 5 and 6, 2004.

The Commission has reviewed the proposed procedural schedule and finds it to be appropriate for this matter.  The Commission will adopt the proposed procedural schedule, and finds that the following conditions should be applied to the schedule:

(A)
The Commission will require the prefiling of testimony as defined in 4 CSR 240‑2.130.  All parties shall comply with this rule, including the requirement that testimony be filed on line‑numbered pages. The practice of prefiling testimony is designed to give parties notice of the claims, contentions and evidence in issue and to avoid unnecessary objections and delays caused by allegations of unfair surprise at the hearing. 

(B)
The parties shall agree on and file a list of issues to be determined herein by the Commission.  Staff shall be responsible for actually drafting and filing the list of issues and the other parties shall cooperate with Staff in the development thereof.  Any issue not included in the issues list will be presumed to not require determination by the Commission.

(C)
Each party shall file a list of the witnesses to appear on each day of the hearing and the order in which they shall be called.  The parties shall establish the order of cross-examination and file a joint pleading indicating the same.

(D)
Each party shall file a statement of its position on each disputed issue, including a summary of the factual and legal points relied on by the party.  Such statement shall be simple and concise, shall follow the issues set out in the issues list, and shall not contain argument about why the party believes its position to be the correct one.  The position statement shall be provided directly to the Presiding Judge by e‑mail as well as filed.  The Presiding Judge’s e‑mail address is: kevinthompson@psc.state.mo.us.

(E)
The Commission’s general policy provides for the filing of the transcript within two weeks after the hearing.  If any party seeks to expedite the filing of the transcript, such request shall be tendered in writing to the Presiding Judge at least five days prior to the date of the hearing.

(F)
All pleadings, briefs and amendments shall be filed in accordance with 4 CSR 240‑2.080.  The briefs to be submitted by the parties shall follow the same list of issues as filed in the case.  The briefs must set forth and cite the proper portions of the record concerning the remaining unresolved issues that are to be decided by the Commis​sion.  The Presiding Officer will establish a briefing schedule at the close of the hearing.

(G)
All parties are required to bring an adequate number of copies of exhibits which they intend to offer into evidence at the hearing.  If an exhibit has been prefiled, only three copies of the exhibit are necessary for the court reporter.  If an exhibit has not been prefiled, the party offering it should bring, in addition to the three copies for the court reporter, copies for the five Commissioners, the Presiding Judge, and all counsel.  

(H)
The Commission will establish a briefing schedule at the close of the evidentiary hearing.  

Local Public Hearings:

The Suspension Order invited the parties to file suggestions as to the dates, number and locations of local public hearings by June 26.  None did so.  However, in its motion to continue the evidentiary hearing, Public Counsel suggested that as many as ten local public hearings should be held in this case.

The Commission will now require that the parties file recommendations regarding the dates, number and locations of local public hearings to be held in this case.

IT IS THEREFORE ORDERED:
1. That the test year in this matter shall be the 12 months ending December 31, 2002, updated for known and measurable changes through June 30, 2003.

2. That the Motion for True‑up Audit and Hearing, filed by Missouri‑American Water Company on June 10, 2003, is granted.  The parties shall file proposed lists of items to be included in the true‑up by October 31, 2003.

3. That the Motion for Continuance of Evidentiary Hearing filed by the Office of the Public Counsel on June 9, 2003, is granted.   The evidentiary hearing shall be held on December 15, 16, 17, 18, 19, 22, 23, January 5, 6, 7, 8, and 9, 2004.  The true‑up hearing shall be held on February 5 and 6, 2004.

4. The evidentiary and true‑up hearings will be held at the Commission’s offices at the Governor Office Building, 200 Madison Street, Jefferson City, Missouri, Room 310.  This building meets accessibility standards required by the Americans With Disabilities Act.  If a person needs additional accommodations to participate in these hearings, please call the Public Service Commission's Hotline at 1‑800‑392‑4211 (voice) or 1‑800‑829‑7541 (TDD) prior to the hearing. 

5. That the following procedural schedule is adopted, subject to the conditions set out above:

Direct Testimony, all parties except MAWC
October 3, 2003

All issues except rate design
4:00 p.m.

Direct Testimony, all parties except MAWC
October 10, 2003

Rate design
4:00 p.m.

Prehearing Conference
October 20-24, 2003

Room 305, GOB
10:00 a.m.

Each party provides List of Issues subject to
October 29, 2003

Rebuttal Testimony to Staff's Lead Attorney
4:00 p.m.

Staff files Comprehensive List of Issues
October 31, 2003

subject to Rebuttal Testimony
4:00 p.m.

Rebuttal Testimony, all parties
November 10, 2003


4:00 p.m.

Staff files List of Issues to be Heard, Order
December 3, 2003

of Issues, List of Witnesses and Order of
4:00 p.m.

Witnesses on each Issue, and Order of 

Witness Cross-examination

Surrebuttal Testimony, all parties
December 5, 2003


4:00 p.m.

Reconciliations and Statements of Positions
December 8, 2003

on Issues, all parties
4:00 p.m.

Evidentiary Hearing
December 15-19, 22 and 23, 2003

Room 310, GOB
January 5-9, 2004


8:30 a.m.

True-up Direct, all parties
January 30, 2004


4:00 p.m.

True-up Hearing
February 5 and 6, 2004

Room 310, GOB
8:30 a.m.

6. That the parties file recommendations as to the dates, number and locations of local public hearings to be held in this case no later than July 31, 2003.

7. That this order shall become effective on July 27, 2003.

BY THE COMMISSION

Dale Hardy Roberts

Secretary/Chief Regulatory Law Judge
( S E A L )

Simmons, Ch., Murray, Gaw,

Forbis, and Clayton, CC., concur.

Thompson, Deputy Chief Regulatory Law Judge

� Barnes-Jewish Hospital, Emerson Electric Company, SSM HealthCare System and St. Johns Mercy Health Care.  


� Boeing, DaimlerChrysler, Ford Motor Company, Hussman Refrigeration, Monsanto, and Pharmacia.  


� City of St. Joseph, Buchanan County, St. Joseph School District, St. Joseph Chamber of Commerce, AG Processing, Artesian Ice & Cold Storage, Heartland Health, Hillyard Companies, Johnson Controls, Phoenix Scientific, Prime Tanning Corp., and Sara Lee.


� State ex. rel. Union Electric Company v. Public Service Commission, 765 S.W.2d 618, 622 (Mo. App., W.D. 1988).  


� State ex rel. Capital City Water Co. v. Missouri Public Service Commission, 850 S.W.2d 903, 916 n. 1 (Mo. App., W.D. 1993).  


� See State ex rel. Utility Consumers' Council of Missouri, Inc. v. Public Service Commission, 585 S.W.2d 41, 59 (Mo. banc 1979).  


� AG Processing, the Missouri Energy Group, the Public Water Supply Districts, and the cities of Riverside and Warrensburg.  


� St. ex rel. Missouri Public Service Commission v. Fraas, 627 S.W.2d 882, 887-888 (Mo. App., W.D. 1981).  


� Id. at 888.  


�In the Matter of St. Louis County Water Company, Case No. WR�96�263 (Report & Order, issued December 31, 1996), at p. 8.  


�The items proposed by Missouri-American are:  plant in service and other rate base items; customers/revenues; any change in the Commission's annual assessment;  fuel and power expenses;  capital structure;  chemicals;  waste disposal;  rate case expenses;  employee levels and wage rates and associated benefits; depreciation expense; income taxes; purchased water expense; property tax; One Call expenses;  and deferred security expenses.
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